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STATE OF NEW MEXICO
EMERCY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION
STATE LAND OFFICE BUILDING
SANTA FE, NBEW MEXICO

14 July 1985

COMMISSION HEARING

ln tne matter of the hearing called

on its own motion to amend Rule 0.1,
flule 1, Rule 2, Rule 3, Rule 7, Rule
709, and Rule 710 to define fresh

L
water and preduced water and to pro-

vide for protaction of fresh wator;
To promulgate a new Rule §;
To amend Rule 102;

Ty amend Rules 108 and 1

pt
(V8]
~a

To amend Rule 1204 and Rule 1205,
to delete Ruie 1206, bty renumber
and amend Rule 1207, and to promul-
cate a nazw Rule 1207,

g sl '\r.""" Do .
BEPDORE: S

- ] o s TP -y
anarad L. Stamats, Chairman

Fd Kelley, Commissioney
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MR, CSTAMETS:

please come to order.

This morning

consolidate the rule chenge hearin

The hearing will
we're qoing to

G5

tastimony, g0 I wili «ft this time call Cases 8842
864%,

These would be in the matter of
the nearing called by the 01l Conservation Commission on its
Wi omotion to amend Rule 0.1, Rule, 1, 2, 3, and 7, Rule

70%, and Rule 710, to define fresh water a
and to provide for protection of Fresh wat
the new Rule B to provide for the approval

lined plts or below grade

produced  water and other oil field fluids;

e vequire a copy of Form C-101 (per

during drilling operations and to provid

landowners and/or tenants prior to the sta

tions; to 108 and 113 to pro

defoctive casing and for the notice of

Frormation 25 a4 result

volymes water to amen

for operator calculation of botton

tne deviation during drilling average

tanks for disposal

dam

hole

nd produced watay

ey to vromulgate

0f the use

or storage of

: to amend Rule

mit} on iccation

2 for notice to

king of well loca-

vide for notice of

age to casing, ce-

troatment;

L2 rag (O

porling

d Rule 111 to pro-

displacement
five

3 more than
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gegraas  in any 500-fo0t intervail; and to amend Rule 1204,
Fule 120%, to delets Eule 1206, to renumber and amend RBule

1207, to promulgate th

giving notice of hearings and to blisn addit

h‘
<
~

IQlef“PG< S

consolidated

MR. TAYLOR: May i

Comnmission, my aame 1s Jeff Taylor. I'm Counsel

Zonservation Division and 1 have two withesses.

MR. STAMETS : ot
ancesg?

M5. AUBREY: Karen
lahin and Kellahin, Santa Pe.

I'm here reprasent
ice 01l and Gas Association and Cities Service
Corporation.

We have one witness

MR, “ARR May 1
Commission, my name is Wiiliam P. Carr, with
Camopell and Black, P. A,, =f Santa Fe,

I reoresent  Anolu
Zomnany .

MR. STAMETS Arse

g

e purpose of

ional

notices

tirege
t please the
01l

for the

her appear-

Aubrey, Xel-

ng New HMex-
011 and Cas

Lo preseaent,
t rclease the

the law firm

Producoaon

there other
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represaenting

citizen.

MR. NUTTER:

MR. STAMETS:

MR. MNUTTER:

MR, RUSH: Joe

MR, INGRAM:

Conoco and I'm here to make a statement.

like o pave all those who may be witnesses

stand and be sworn

may proceed.

wa'll oali Mr.,

being called

path, testified

MR. STAMETS:

at thisg time.

{witnesses sworn.)

MR. STAMETS:

¥R, TAYLOR:

David Boyer.

a witness and being duly sworn

as follows, to-wit:

I'm Dan Nutter,

interested

interested

with Meri-

Hugh Ingram with

All right. 1°'¢

thig case

Taylor, vyou

you. First

upon nis
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BY ME. TAYLOR:

") Mr. Bover, would you ple

1]

s@ state  vour

name, amployer, and title for the record?

& ¥es. My name is David Boyer. 1I'm a Geo-
logict IV with the New Mexico 01! Conservetion Divizion, snd

I am 1n charge of the Environmental Bureau.

o Are you famlliar with the subject matter
of Tazses BA45, 8646, and BE4EBT7

A 8647, 1 believe. I'm familiar with 8643,
3644, and B647.

8] Okay. Have vou testified before the (Com-

mission or 1ts Examiners before and had your qualifications

MR, TAYLOR: Mr. Chairman, are
the gualifications acceptable of the witnegs?
MR. STAMETS: Yesz,
o Mr. Boyer, which rules will you be pre-

senting testimeny on today?

a Yes. 1 will be presenti:

tegtimony on

che rales llgted 1n Tase 5043, That 1s the dstfinitions Bula

3.1, additional Rules 1, 2, 3, 7, Rule 709 and 710, regard-

bty

I'll be testifying on Rule 208 regarding
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reporting of produced water in Case B647, and I will be tes-
titying on Rule No. € regarding lined pits and tanks in Case

E644,

2 Okay, Just to make the record a litcle
clearer, let's go to through the rules on a case by case

\"
49
ree
i
8
»

In Case 8843 can you tell us the intent
of tzhe changes ocroposed in this case?

A Yes. The general intent of the proposed
Cranges  1s  to give the protection of fresh water the same
regulatory welght currently given prevention of oil and cas
waste and correlative rights in the rules and regulations of
the Division.

My testimony on these rhanges will not
speak to the reaguirements for prevention of waste or the
protecticen of such rights that are currently in the requla-
tions.

The requirement to protect fresh water is
embodied in  the 0il and Gas Act statute at 70-2-12(EFE)15,
whicn provides for Uivision authority to make rules and
raculatLons Lo "regulaete the dieposition of water orocuce:!
Or used In SonnEction th& the urilling for or producing  of
il  or gas, or both, dné to direct surface or subsurface
disposal of such water in a manner that will afford reason-

able protection against contamination of fresh water sup-
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The date of that portior of the statute
is approximately 1961, that was entered inhc the stabtute.

The overall result of the vroposed chan-

425 L8 Lo make owners, operators, drillers, producers, and
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bility under the regulastions.
That is the general intent of this --
" gssentially, then, this is, tentatively,

13 Just  to clarify what the statu

nas said =ut has not

ot
[
{r
@

been reflected in the rules.

Q Could you then discuss and summarize the
Thenges to each rule proposad in Case RE437
k2 Yas, 1 will. I have several exhibits
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will be two letters from the State Engineer's Office,
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198%, and April 13th, 1957.

The third exhibit is a sheet entitled ad-
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diti

cnal OCD Proposed Rule Changes, OCC Hearing 7/10/€5.

And the final exhibits, or axhibit is the

Guidelines for Design and Construction of Lined Evaporatinn

and the Guidelines for the Selection and Installation

of Below Grade Produced Water Tanks in the San Juan Basin's

Ty,

FRREIER

one

anG

Sl A@a .

exhiibit, those guidelines.

b) Exnibit Number Four, theu?
A Yes, it will be Exhibit Number Four.

Sheil I proceed?

¢ Yes.,
A All right, 1 will begin by discussing the

initions proposed s part of the Proposed Rule Additions

Amendmrents,
The first definition that is proposed to

addad 13 a definition of fresh water as shown in  the

proposed additions.

The State Engineer, Mr. Steve BReynoids,

designated all surface waters, and has designat

Gedvrters heving 10,000 milligrams per liuer, wor  less,

rELOIVOG $0llde a8 waters Lo pa prorecied.
This 1s shown in the May 15th, 198%, let-

wiich 1% part of Exhibit Number Two.

You'll note that the surface water desig
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naCLOr 1as 1o nobtal arszosved solids liwitanio

watoere of the State of New Mexloo are wro
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A onpraevious designatiorn

1967, deusignated underground wazaers for vrot

use whicn would

cortain such a heneficial use clause; Nowavoer

etter 15 ~- will e ferethcoming from M
nexe week or so clarifying the matter.,

The prowvosed definitiorn inc

Benaficial use statement snd 1If the expected Lo
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has been expan

by adding processing and  transportation

facilities as collection sites and it has been moved to “he

definition sections of the regulations.

Q Are  those all the proposed changes in
et Yew, they dare, Mr., Tayior.,
o Okay. Would you then move to Rule i?
A Yes. I will discuss Rale 1, actually
Rules 1 and 2 together
The <c¢hanges to these rules are to add

protection of fresh waters to existing reguirements and man-

dates yiven in the current regulations. This is agaln part

of the averall intention ¢f -- of -- to embody in the

redgy-

lations  the concepts that are already in the statute, and
tacse cnanges are as published.
O Okay, vou want Lo move to Rule 3, then?
A Yes, Tnis rules currently requires that
Laosge persons 1n the 011 and gas business prevent waste
The proposed change adds treating lant

operators to  the list of responsible persons and  reguires
|5 s 1

all persens in oxl or sz ~= excuse me, &il oorsons in

i

and gas Vi Selated overabtlions regulated uader the 011
Gas ACt to protect fresh waters from contamination, as

as prevent waste,

And that summarizes Rule 3 changesg

o1l

{1

well

{
oy
o




O Cray, do you want to go Lo Rule 72
h Yes, The Rule 7 is a2 proposed change.

The modification is sudd fresh water protection s a  resson

Lo enter into agreements with cther entities, such az State

Or Fedofar govaeroments aad bndustry or Somel th

A 020d example ¢f such a current arrange-
ment s oone that the CCD has with EPA to have the State UIC
pregram  vrun by the State irstead of rurn Ly  the Federal
government,

¥

And so these gpgroposed changes clarify and
jad T o)

N

axdd 10 our ablility te enter into such agreements.

-

= Ckay, let's skip te, I balieve, Tule 709,

A Yes, sir, Rule 709 is the produced water
definivion thet we moved to Rule 0.1. After the moving of

the produced water definiticon the remaining sections hnave
seen relakeled to have consistency.

o So that's just deleting something which
you've moved to another section.

A Yes, znd relabeling.

7Y
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A The 710 {a), the chenyges proposad Lo
Char, T will discuss those changes.

Currently only the person transpgoriing
the produced water 1s responsible for proper disposal.

The proposed changse makes all  persons
nandling proeducels warer resgonsible for prooper handling aia
dlsposai, 5020 a8 to protect fresh waters.

This change will maks the rule consistent

with tie changes proposed for Rules 1, 2, and 3.

In Rule 710 (b) there was originally in-

tended to insert the word "and" because of -~ it was thought
that that would add clarity to the rule.

Further review by myself and others in
tne  Division shows that it Jdoes not add substance or clari-
fication to the rule so0 we propose, linstead, o leave Lha2
ruie as it 1s currently stated in the requlations. Thab 1s

Rule 701 (b).

I have cne additional notation or mention

of wnouve and that is Rule No. 313. Changes tu this rule,

concerning  emuisions, basic sediments, and tank  boattoms,

1

were aot in the inal call and they'll likely have to bhe

A
~
e

[\
'.

advariisaeu in the future; auwever, Lhe Cchanges So wha rade
arg shown in the exhibilt that we passed out. I belleve that
i3 £xhilbit Number Three, and the proposed change that I re-

Tommend  as  a member of the Divislion 13 that  *he word
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;- —_—
strears

would be deleted and the words "fresh waters"

5

won 1 be added.  Making this change would make the rule con-

sistent with the other proposed changes regarding fresh  wa-

- PR . . [ S = -
I summary, «ll the changes of all the
N U IV S T T ER N S I - e
Lawd Lia® o VéE tull o neniiined wvoula ada L o water Droveon

rion o the regs -- to the regulatilons as iz currently  in

AnG that conciudes my testinony on the —-

Or: Lhe Iirst Case.

Q Lnd is 1t vour professionsl opinicn that
these Cchenges are nesded 1o order t£o carry out ths mandarts
of thne Legislature that the 01l Conservarion Division take

A Y253, they are.
fa Y . Loy - g P P4 v - o~ -~ 4
2 OkayY. Znell we move nexit to Case B&447

b2
ot

tiiink that's the one [ praepared for.

Le
=
:l
2
r
-
n

the intent of =he changes pro-

pusedd lur the rule lizicd 1o Caunpe BE4AT?

“ The oglyginal intent, or Lns o ointaent as

G
§x
ot
[
i
$oe

was to clarify the need for ragoerting small volumes
of produced water.

1@ ==~ the way that was t£to ha accon-
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plisned, as was originally intended, was bto  delefze  the

RQale 108 since the current definition is uawieldy and nard

ta Intorpret and the rule 1s inconsistent with the informa-
tion reguired on rForm (-115.

Form (=115 is the operetor's montily re-
POY o Wil Jegulres a rERort of Loubwi parcsln of weger Doo-

Instead of deletion of the Rule 308 I re-
commend to tae Commission that the rule be retained and mod-
ified.

Tae modifications that are proposed are
in the Exhibit Number Three.

Bacausa  of the importance of proper dis-
posal of produced water for freshw ater protection, and the
need of the 011 Counservation Division to nave good records
Lo insure proper disposal of the volumes of water pnroduced,
I recommend that the rule ba modified by deleting references
to pe2reantages and by adding a requirement to report volumes
of water produced from gas wells. Thesge changes will than

rake the rule consisten witn the reqguirement currently on

there, Mr. Boyer, the advertisement for this Case £647, the




adil  sald the delstion was in order to clarify the need for
raporting of small volumas of produced water.

The rule that yvou have osroposed
hers, does that make any substantial changse in tne effect of

-

Wihal Wds proposed?

£ R Sy prodass oL, Clger e Wt LT
aoes 1s it removed percentages of -~ From o btas rule and

therefore all water produced no matter how swall will have
te be -~- 15 required to bhe reported.
MR. STAMETS: That was the ii-~

tent of the advertisemeant in Case RELT?

A Yos, sirs.
MR. STAMETS: ‘Jkay, thanxk you.
9 Okay, Mr. Boyer, we'll nex nova to (ase

P44, Will you axplain to as the lutent of cnanges proposad

A Yes. £544 1s a new rule tnat Ls propoased
to  regqulre  approval prior to uwse of lined pits  or  helow

yraue Ltanks for disgosal or storage of orodaced water or

other 011 field fluids.

T Lo ve SInooapoiiestions
LU dsowdd Lhal design ann specifliastions Lor the proposed

installation of lined pits or below grade tanhks oncompassesy
31l aspects necessary to protect groundwater aad provide for

safe operation,
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Such a design assurance would include
adequate structural design, material selection, leak detec-
ticn, and a contingency plan in the event of a leak.

Recent occurrences outside of the oil and
gas 1industry have shown that if any of these items are not
considered in the design, rapid deterioration of an impound-
mant integrity may occur well before the expected life of
such an impoundment ends.

And we have two instances outside the oil
and gas industry, such as the Clovis Sewage Treatment Plant
and the Lea Acres situation,

In Clovis a lined impoundment began leak-
ing. One reason it did was that there was the structural
construction of the sides was not adequate.

At Lea Acres the fact that the dike was
actually breached.

Anyway, that is the intent of the reqgqula-
tion; proposed rule, I should say.

o) Would vyou give us a summary of how the
guidelines for the proposed Rule 8 are to be used, and I be-
lieve that's Exhibit Number Four, is it not?

A Yes. Exhibit Number Four consists of
both the guidelines for lined pits and below grade storage
tanks. There are two different guidelines currently avail-

able from the Division and, again, one is the guidelines for
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0
lined evaporation ponds and the second is the quidelines for
below grade produced water tanks in the San Juan Basin's
Vulnerable Area.
Both guidelines are prefaced and contain
he statement that designs may deviate from the guidelines
if 1t «can be snown that the design integrity is such  that
the installation will not affect any future or present
sources of useful groundwater. Thus the guidelines should
be  considered an information source for those who are not
very familiar with such designs as they relate to qround-
watar protection.

& What advantadqges are there for opertors to
follow the guidelines for installations outside the San Juan
Basin Vulnerable Area in the northwest part of the state and
in other parts of the state not covered by a special no-pit
oraer?

A It may be possible in the future for an
area not currently listed as being in a vulnerable area, say
in the Order 7940, or in some ¢ther part of the state, to be
designated and require a lined pit or a below grade tank,
and thus 1t will become part of an area that -- that wouid
need tu have some speclal rules for lining.,

If the guidelines are followed in such a
situation there is a probability that there will he a need

to retrofit facilities to comply with amendments to orders
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or any future orders.

2 Is that all your zestimony in Case 56447
A Yog, that concludes my testimony.

0 Okay, and finally, is 1t your profes-—
sional  opinion that the rules nroposed, rule changes pro-
oosed  Lia Case 8644 and 2647 ars necessary to bebter onable

the Cil Conservation Division to carry out its rasponsibili-

ties tu protect fresh water resources?

A Yes, sir, it is.
) Okay.

MR. TAYLOR: I have no furither

guestions.

CRG3S EXAMINATION
BY MR. STAMETS:
0 Mr. Boyer, on Rule &, I don't bhelieve it
appears 4as tihougnh this rule was intended to cover temporary
operations a4s, say, 2 lined pit at a drilling sits, is that

correct?

o~ A | I - § - F . R 2 " -
) Yes, nat's oorract. IY 153 ot lntendead

O N § < -
i S periags we Zadght o sesd Lo oul an

explanatory 1in the rule that clarifies that.

6]

& Yos, sivr. This is for, this iz ilntendsd

o be for permanent installations.
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guestions of the
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TAYILGR:

¥

titie for

Conzservation Division az Dis

MR, STAMETS: Are thore otaer

witnons?

Ha may be excumad,

Mr. Taylor, vou may zall your
pi, TAVLOR:  Mr. r-nk Caavesn,

FRANK CHAVEZ,
4 wilness and being duly sworn upon  ais

tows, bo-wit:

R

WLl you please state YOUD e, s loy -
the recorad?

%51 s mye . n H . o~ - NN
My namz2 15 Frank Chavaes, I am employe?

or
-
,,.a
¥
o+
1y
-
~
<
s
~
G
s
e
!

I 1n Aztex, MNew Mexico.

W

Examiners

Are you familiar with the suaosject matter

)

2646 and 86487

o

HaVe 7uuU Loestified betoie Lhe Commission

before and had your qualificacions accep-

Yes, 1 have.
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MR, TAYLOR: Mr, Chalrman, are
che witness' qualifications acceptable?
MR, STAMETS: They are,

Q Let's see, let's begin with Case 834645,
Would you please summarize the proposed changes sought  in
tais cage?

A 3645, we're going to require that the an-
proved drilling permit be kept at a drilling site and that
the landowner, land tenants, be notified prior to staking a
w2ll location on the pronarty.

0 What 1s the intent of this rule change?

A These rule changes will zllow for easier

nspection by our orerators, I'm sorry, oy cur inspector,
and clarification to tne operator of when their permit &o
drill is approved. Also it will allow for speedier drilling
on som:z well locations on private land.

o And  1is that essentially why there's a
need for that change?

A Yes. Tne first addition in Paragrsph {(a)

2llows an inspector, OCD inspector, to 2xamine the wellsite

and  detergine Lhah 3o ¢ ihat Mas heen o
) - RN e AR O e f - o .
provaow oy Liaw pasirict oifice. It is Jdifficalt Lo Hess an

memcry all the permits that have been approved.
Also, an inspector can exemine the dril-

ling records at the well site and see that they are in ac
Y
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work  together witn us to locate o well, =spscially

cordancs with the approvad plan.

Also, in some situations wo have admiang-
Cracivae  approvals  wiilch come ouat of the Santa Ye 2Office
“iile  approval for the drilling pernit iLtself coses out o
the Districk Office, and this will help to coordinate the
activity of the operaior, Lu De sarae thalt boban dhose apoeoo-~
vals are received before a wall is commenced.

Thae second addition, Paragraph (¢}, wilil
neln ameliorate some problems that have arisen at times when

*
A

the landowner received littls or no notification of oroposed
activity on his property.

Tn

T

subseguent rusin for  approval of
amendeaed o nonstandard locations rasults in a burden on bha

operator and on our offico,

We'va also received complaings from land-
ownoers about. surveying and staking on their property without
the courtesy of prior notification, The biggest  advantade
of prior notification is that the operator and landowner can

k4

if i1t requires a nonstandard location, so w2 <can maximiza

= 3 ey ev oy s N - P U S -« -
recos iy 0L 01l and gas and also allow fFor saxioan  zarface

,,,,,,,

usdje Ol the idanda.

)]

-
A\

X

Could you tell us if there are any cor-

rections or deletions from the rule as it was printed in our

axhlipit and docket?
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A vasg. In Paragraph (¢}, the last word,

which savz "lease® should be "lossae®

¥
¥

\re there any other correchtions?

,
~

A NO, not in 8645.

C Is Lhat all your testimony in DG45?

A Yoz, 1t is.

G Let's move next, chen, to Case 8644,

would you please summarize the proposed rule changes sought
in tnis case?
A in 8646 we are adding wording, as per Mr.
B0yer's previous testimony concerning the contamination of
fresh waters, Lo make it clear that we are looking at =he
pretection of fresh waters.
Alsu, we want to provids a notification
procadure co the Division of situations which may lzaad to

anderground waste.

& Okay. what 1is the intent of thesns
chang2s7
A In the change for Rule 10P py receiving

inmaediate notice the Division can make a determination of

¢

the onotertial hazards that a casing [fzilure poses  and ~an
dlrw=ot an operator Lo taRke avpropriate action.
As presently written the rule only rz-

Gquires that the operator proceed with diligence, which is

ratner vague.
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The Fule 113, the change updates the
wording and include the injection intervals as a zone wiilch
can be damaged by chemical treating and to include fractur-
ing as a well operation, which can lead to formation Injury,

plus again we want to notify the Division.

1 have ctwo chanaes fron ther Gocket har
want  out. I left tnem on the back table but I've hrought

ther up front now, to reword what had originelly been sent
out.
In the changes that we are proposing  for

Rule 13d, we have, first of all, a wording change. We're

sayinyg, "1f any well appears Lo have a defective casing pro-
grasn or faultily cemented or corroded caesing which will ner-
mit may create underground waste or contamination of  fresh
waters, tine operator shall give written notice to the Divi-
sivn  within five working days and proceed wita diligence to
use the appreprlate method and means to eliminate  such
nazard."

We have changed the i1mmediate notice to

written opotlce within five working days. If the casing
faliure 1s  such  tpav there 1s & discharas, 16 will he

coverad oy Rdle 110, whicn doss require immediats nobii pcua-

o] What 1s the purpose of this change?

A The purpose of this c¢nange is, first of
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411, the major c¢hange i3 written notice within five working
days of immediate notice is thab the -- most casing failures
do not  require immediate notice be2cause they do aot  cause
immediate discharges that would fall under Rule 116,

¢ S0 you're just recommanding to the Coia-
WMiselon tnat lnstead ofFf aving Lie words "umediats  potrooe®
that they be glven up to five days with notice to be in

wT1ilting to you.

A That's correct,
0 Wouid you now -- are yocu finished with

Ruls 10872

A Y\‘l’s, 1 am.
] Could you now briefly explain your alter-

native to Rule 1137
A In the Rule 113 we've madia sose  Sorrea-
tions in punctuation.

In the second sentence of Ruale 113 win

have inserted the word "fracturing” between "shooting™  and
"or", plus we have provided a revision there that bthe “the
operator shall give written notice to the Division within
five wovrkaing days™ for any inifvry chat resulas vo ohe foroaag -
Lion, Casiiy, or injecltiuin interval.

0 Could you just briefly explain the ovur-
pusz and why you propose this alteraative to Rule 1132

A Yez, The Rule 113 is -- snould -- should
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formatbio

or treating of

cuar,

1t irreparable

provide a notirfication

extended

&

n c¢alhage occur toe a well, the well could be lost to
production or could create underground waste after shocting
the well. Alsc, should formation damage oo-
period of time to repair the dampags may rakoe
after a certain period of time, s0 we want to

to the Division aboui toat,
Okay. Po you have any other restimony

L%

that you'd like to present?

proposed changes

provide

ment of a hole when the deviation exceeds f{ive degreas

A

Q

A

Not in Case B64é.

Okay. Would you please sumparlze

sougiit 1n Case 864872

In il

8648 we want to chauge Rule

the

for the operator to calculate the maximum displsice-

a S0L~fooc i1nterval.

V15100

survey

<
[o)
<N
[«3]
(9]

O

A

in

A

o

Wnat i1s the intent of this cuange?

Tne intent will ease the burden orn the

assessing the need for requiring

and will assist us in doing that.

3 ]

™l
[P

a directional

Okay. 1 believe that's all the uestiong
Lo you nave any other testimony in  Jaua

No, I don't.

Did you prepare Exhibits Five and Six?
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Yes, I did.
MR, TAYLOR: M¥r. Chairman, 1'd
like to movz the admission ¢f Exhibits Five and Zix.

Exhibit Five relates to the al-
ternative wording for Rule 108 and Bxhibit Six is the alter-
ftative wordong for Rule 113,

MK. STAMETS: These exhlibits

will be admitted.

CROSS EXAMINATION
BY MR. STAMETS:
iy My, Chavez, in -- relative t£o Rule 102
anc Rule 1132, 1is -~ are the changes that you have proposaed
necessary to insure that the Division will be able to caryry

sut its mandate to prevant waste and protect fresh wabter?

A Y,
Q In Rule 111, in that proposal, what's tha

-~ whait's the benefit of having the operator maxe thase ¢cal-

i
Py

culations?

A Thers= will be a notice to as 1immediately
whea oo recaeive tihe devigiion tabulation thao caer2 2ay bhe o
pronlen, siouid tils well have a nonstandard loction whica
places 1t closer to the proximity of the drill tract line,
this will assist us in determining and advising the {not un-

darstood) whether or aot we shbould require a directional
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e

survey of that wall,
G Is that the ~- for the purpose of pro-
tecting correlative rights to insure the operator thal  Lhe
weli that's drifted is not producing somebody else's o1l or

jas’?

,_
o3
a8
;
1]
Ci
P
I
[
"y
o
v
iy
or

MR. STAMETS: Are  there anv
other questions of this witness?
ME. AUBREY: Yes, [ have some

guestions, HMr. Stamets.

CRCS5S EXAMINATION
BY MS. AUBREY:

¢ Mr. <Chavez, with regard to Rule 102, the
proposeua ruile contemplates notice to the surface ownar by
certified mail or (not understood).

i It just says with reasonable dilicence
ana there may be circumstances under which an operabtor aay
not have the opportunity or the time to notitv the landownar
by certified mail. Under normal circumstances that would he
reasonably  diligent, Dbut the operator may nave & wno 0w
notice on driliing a well sianmselif.

& Then the rule does not contesmplate  an
operator obtaining the return receipt prior to commencing

operations under that rule?
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no.

Deen L
and 1

L1070

wnloh

e e
Lent  of
T oan e = .
£20AL1Ion

would

YW

3 534

wrliba

by
3!

v
oY

[

lessas,

f

3

Wall, 1f there hasg not beon snouvgh i

Is 1t the yntent of the rulec chanae £
notics overy Tims an ope Eor changas a stake
N aln Loerator has It o Fy

oroperty, our o N Ras

rneri

will daal with that parson to lncate ¢

}

will e

T
i

iocutad

o

to bhoth the operator and  the  landownor.
bHe no change,
What  jas happenaed 1n the nast is 3 loca-~

aftor the landowner has bheen notified,
i mere hurden on the operator zand on us.

2 Sa is 1t your testimony that it's the in-
Rule 102 ¢hat 1f thers 15 a change in  the staked
altwr -~ after you have boen notified that thers
1 A001 1 31 reecrri spraari s Ry el oy Far - L eyt o
21 ddadrtional raquirement bto re-notify the  lanc
mail?
B T dan't undercstand tthe guestion

Lrigd 1

vy

7
£

Y
1

Lot iy ory bthat agalin, ERats

'S notice oo Lhe

understand 1t, prior to

—
Yoe,

(54

S

ocatlion arged and there s oo

N Y
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staved on that Jandowner's land - -

._J
O
9!
31
et
-
G
=

A For the sapne well?
o - for the same weoll, 1s 1L the intent to

recyire new notice by mail to the surface owner?

5., AUBRRY: Toat s gt l [ have,

o
.
wy
s
I3
2
-

°

-
i
o
.

RECROSS EXAMINATION

=
[
. Xin
e
.

€3]
+3
e
=
ey
=3
» l"r

o Mr. OChavez, 13 there any resason why tho

.
H

surface nwaer shouldn'lk yvecaeive g notice

.
-
"y
-
Y’
»

tne re

i

staking?
A After the landownear has bheon notifiegd of

the filrst stakling of the well, or that there 15 ¢ well uosing

to ne staked on his property, at Lthat time i3 when the opar-

abtoy  and  the landowner make negotiationg For ths vigit &0

the land, site, and examine 1t for other alterpatives -- for

aiternative locations, and nmake a determinabion ait rhat time
where the well will be stakoed,

If the well 18 to bhe move “raom where che

ODOTaLoY ariginally intansed oo it, it Jandowning :
goererglly right there Tor nnat.,

al ST G . M - e g N - - -

o There could be casszs, couldn't  thare,

where the wall would be staked and then the operator woul

change nils mind based on an offsatting dry hole and restare




istance Frow Lhe original location?

A I can't think of a circunstance whers
that would happen without them contacting the landowner af-
rer the well was originally staked,

C Wrould the intent of this rule he rmore

10
1"

12

Clear v e anserted the word "surface® the wore
"leszsea” at the very ond?
po Yes, i1k would,
MR STAMETS Are Lhere other
dgquestions of this witness?
#r, Ionhnson?
DQUESTIONS BY MR. JOHNSON:
O Mr. Chavez, in the case of when the sur-

-1

ace  owner  does not want oany oil and ges <drilling on »is

nroverty whatsoever, 15 it our intent to hold up this appii-

s
catiun re  drill until (not understood) is obtained by  the
operator?

A No.
e Ckay. Thank you.
MR, STRAMPT: Aay othner oolden-

MR. HOBRS: I wasn't interasterd

in a possible guestion but 1'd like to —-- in sowme cases the
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adaress and the name of the tenant or lessee 1s not known by
the operator, so then these are not, you know, of recnrd.
The name of the owner, ot least bis name 1s on the racord
but wve don't always have access te going out on location and
digaing out who actually is the lesgee from ths owner of ra-
card,  we nave oo way U0 oreally know that,

A This is -- is that a quegtion?

MR, HOBBS: No, that's pure.y d
statemant, YoOu Xnow. T mean itke vou're talking about  us
nobtifying you when we have no aceess Lo your name Or

MR. STAMETE: Por purpogsgs of

this record, let's say chat that's an observation by an in-

A May T speak to that observation?
MRE. STAMETS: Andd 1 think you

may £peai Lo that observation, Mr., Chavez.

A This ius one reason why 1 tLhink reasonabls
diligesnce 1s what's asked of the operator. We have had one

ingtance that comes to my mind this last vear where an opor-

, 1 tnought, actel n 21} diligence and omaer-
tifizd  lettsr and tne peopls who accepted Lo oand sent Lne

certifilcation  back thet they recsived it were not the re-

spensible people for the property.

End the operator proceeded with, with




good reason, and there's no problsm with that.

MR

. STAMETS: Mr. Pearce.
MR, PEARCE: Myr. Chairman, if I

mav, 1'd like to enter

jo7]

5
!

letter of appearance 1n this

1 e wo Parvvy Poarce of thoe

Lo

o

firm Montgomery snd Andrews, Santa Fe, New Mexico, appearing
o penalf of Meridian Gl

The guastion  which have Lo
address te Mr. Chavez and may reasonably be answered by men-

pors of the Commission ang staffl, 1f a rule reguires thar a

9
I
-
~h
o
f‘)

WY recelve aotice of intention tao drill, coes
that mean that 1f that surface owner obijects to that dril-

liny  or that location that the CCD is now the proper a2qge:

*-C

Lo which to addr that complaint?
It is my reccllection, My,

Chavez, Mr. Chalrnman, that 1n the past those disputes have
bean devided by the courts of the State of New ¥exico ratner
than this edministrative agency, and this agency has not
takan  upon  itself the proteoction of those surface owners
rignts whion are,  1nomy apderstanclng, coverned by Sha e

PR s

113 lessee.
If the agency is new inserting

ttself in the midst of that dispute process, 1 think we need

Lo know  who these people sre going to go on from now  on,
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I

because I don't think they've gone to the OCh.

And that's not in the form of a
cuesticn, but I would like for somebody to address it.

MR, STAMETS: Mr. Pearce, if I

might  observe and make some comments relative to the qguos-

tion, I would Lelteve Unst tho prooosal noero bodav ig muoh
the same as currently embodied in Rule 102({hY, and somewhat

In 102(v}) notice iy «<¢iven to
citiszs, towns, or viliaves, when a well is to be &rilled

within the boundary o»f that community, giving rthem the op-

i

e

m
A

portunity, then, to g whatever appropriate action that
citv, town, or village chosss to take.

In this instance - well, in
othzr  instances the Division has used its good  offices  to

L.

nelp resolve disputes which allow wells to bhe drilled wore

guickly than 1f the landowner and the well operator go  to

¥

the courthouse, and if [ understand Mr. Chavez' testicony
correctly, that is the spirit in which this oroposed rule is

offered, not -- nct to -- o 1nvelve the Sivisinn or Commisg—

N . I s i 2 e < 1. LT O S . . N
sion directly  1n deciding disputes bub 2llowing ug to ouse
aur  goeud ofllces L0 a35:i8L operators ami surfacs awners  in

resclving  disputes 1if that can be done quickly and effi-

ently with available staff,

[N

¢

MR, PEARCE: Two obhservations,




10
1"
12
13
14
15
16
17
18
19
20

21

23
24

25

Mr. Chnaedirrman, 1f I @ay.

Rule 102(b), when it speakys ko
cities, towns, and municipaslities it seems to me is addres-
3ing  covernmental authorities with some leasing power and

respunsiblilty.

to an individual landowner.

il
=
[#2
"
O
Sy
&
[
vﬂ
i
e
-~
o
4%
Y
l,..t
C
o

My  second observation 1s  that
allowing the Division to informally use its good offices 13
verry different than adonting a rule which makoes the Division
a part of & much more formal process.

I don't know that my client ob-

iects  to the adoption of enis rule, and that I rise te, I

(y

suppose, make  a statemen®t, because I don'i think it is  a

Wwigo Lhing for this Division to do. 1 think 17 the Divizion

regulres  an operator ta give a surface owner notice, the

-

surface  owner will expect that this is the HJurisdictional
sgency which is authorized to do somsthing about that, and T

de not find anything in the statute which grants vou that

autnorization unless that could be tied to nrevention of
Wasgoe v protection  of worrzlative richts or ane of Cha
Dther eaumerated powers.

If in fact that 18 a matte !

i

i

contract contalned in the leass between the ovperator and the

i

tzesgor, 1 don't think there's anything in your durisdiction
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wilich  authorizes you to yet in the middle of 1t and yer T
think you are confined to the landowner if you are going to
get in the middle of 1t.

I suppose that's a precaution-

ary comment.

won b ank Mp,
Tayler subsequent to the hearing to raview the 011 and Gas
Act  and determine whether or not this is zomething that the
Division should bacome involved in and whetner the Conmis-
sion should adopt this particular proposal.

Are thera other guestions of

this witress? He may ge excused.

MR. TAYLOj®: My, Chalirman, 1
neglected to enter the oxihilbits of Mr., Boyer and as long as

he 3135 still under oatn, I'd like to do that in case there
are any gquestions.,

MR, STAMETS: Good idea.

MR. TAYLOR: So T would like to
move the adpission of Exhibits One through Four.

MR, STAMETS: Without abijection

these exnlib:ts will bhe admitred,

MR, TAYLOR: Aat fioatliy, e,
Chalrman, on the Rules of Procedure, I do not have a witness
hut I thought I would give a brief gtatement on these and I
would also recommend that on these Rules of Procedure and

tne other rules that we've already had testimony about, the

Cemmaission might at tiie end of the testimony of other wit-
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(X

n26Hses e open for comments. I might state that we've roe-

caived quite a number of comments on various of the rules,

ol

[

pecially rules on notice, but there may be people here who
wish to make oral comments on some of the rules.,

ME. STAMETS: Mr. Taylor, do
the  apvlication of the ruies on procedure T withiin eour
work dutles at the Qil Censervatioun Division?

MR. TAYLOR: Yes, sir.

MR. STAMETS: Have you heen in
contact  with people who have been working on these proposed
rule canances for some period of time?

KR. TAYLOR: ‘e, sir, I have,

MR. STAMETS: I'm not certain
whziher or not what you will say in this cass will be testi-
mony,  Dbut. why don't vou proceed and we'll figure that out

later?

MR. TAYLCR: Okay, I cdidn't
intend to testify about these, I just wanted to briefly sum-
marize them,

Essentially, these rules, Rules
1204, 120%, 1204, ang alreraate Rules 12-7 4ro irtended b
Lring oo OCD': noLlce orocedures  up LD Consceibutionad

Several cases dating from as

far Bback as the fifties have held a2ssentially that notice
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pers
pars
DOSS

anly

mail
acti

Ters

word

haoo

A

id be designed or intendec o actuslly apprise the per-

of pendency of the action, and both our s

Jaw Mexlico Statute Annotated 70-2-7, and

atute, wilch

25, really do not do that in & sense that publicationr and

onal service are the only things that are addressad, yeat

e sy e DY R I 5 e
Ghell 3QIVLICsE, 3000141 ff’«;’ T Gr sty 15

ibia, and therefore many people asccording te the rules

nead to g2t notice by publication.

become to  give notificetion by letter

rested parties where an address could be

t

Ard  in  the past the practics

o all thoze

obtained, and

serntially what we're deing is changing the rujes so that a

od  letter npotifving a person of the poendency of  an

e

o will satisfy  the requirements for notice, and 1

ainly think under the Suprerme Court Case,

emne  Court, that a mailed notice to th

rasg of the interested party is that kind of

United Steltes
lagt  known

nobice which

intended and would in fact give actual notice to  that

on of the pendency of an action.

1 just wiil briefly go through

P ~ v
LA dE FOEAS - e

s "gliven by personal scervice on the parson

i

Py

g the

"o ¥
R

affected”,

Riule 1204 agsentially now

mes a publication provision of our rules,
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a3

Rule 1208 strikes the words
"such notlice", and essontially ig made to correlate with a
published notice.

We  are  striking Rule 1206 on

personal

that the Commission

notice in
sentlally 1intended,

Supreme

wili be

newspapers.

I think,

Lo o

rasnonsibilis

That publication notice is

or unreachable through any other mweans,

the proposed Rule

1207,

which in its various aspects spell

ey

i

50

service and replacing it with a rule which

Y

under Constitutional

Court cases related only to people who are

D

sut as specifically as we believe we can the

should

that

be

compulsory pooling.

locations.

ration units.

Rule w-111-A.

notified

for various ciase

Subsection

Subsection

Subsection

Subsection

Subsection

Subsection

« ds oa e g
stats

0

el 3
SHITRE

a

at o 3

bt
bty

i)

es-~
law and
unknown

have now added

[47]

type of people

:‘of that relates to
2 to anorthodox well
3, nonstandard gro-
< H GeTial TR L
Y essentially to our
6 to downhole com-
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wingling,
And  Subsection 7 is a general
provision  for anything not covered in the previcus subsec-
tions.
Alternative PRuls 120
WILeS tiay L2 oenacted in place of the firvst -
would recommend  that possibly we could have Rule 1 ~-- the

second alternative Ruls 1207 as

a coverall for other situa-
vions.,

i might =tate that 1in dagoinc

P

through the re

Lﬂ
o]
&

n

[63]

es from many individuvals and  companics

foms

chat read our rules and commented on them, there's ocuite 5

few who are in favor of the first alternative of Rule 1207

t4
requires fairly szspecific notice. There ware only  a

couple o©If comments that Lhought that that was {not undoer-

stood]  bhut the vast majority thought that “hat was adeguate

and that it would help give qguidance o company represent

-

o

tives responsible for giving notice and who often would not

g}

know the legal requirements of Sapreme Court cases and other

guidelines on type of notice.

jort
1
o
!
)
e
-
ol
—
51
.
K j
o
Y
.
e
3
=
9
3
..
-
I
;
-

a1l 1 have gust rignt sow, LD BERere are Quesiions.
r wJ ’ 1

)

MR, STAMETS: Mr. Taylor, in
1207tay 7, 1t would appear as though that is limited to sit-

uations where royalty interests might be diminished or  ad-
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3
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versely affected, 50 it does not appear as though that
covers all the other types of cases which might coms along.

MR. TAYLOR: I thin

e

T you're
probably correct, Mr. Chailrman, on that one,

MR. STAMETS: And vou are suqg-
gesting  tnatb pernaps we can take at least & portion of the
wording frowm Bule 1207 and create a Number & there, which
would Dbe as te any case not covered above notice shall be
givern,

MR. TAYLOR: Yes, sir. 1t's
essentially a catch-all which would provide the minimum Con-
stltutional reguirements for notice in casg we have not
spelled 1t out 1n the earlier part ot the rule,.

MK. STAMETS: Juszt looking at
the linstructions of tals Alternative No. 1, it would apoear
that perhaps the paragraph which begins "At sach hearing Lhe
applicant shall cause", and so on, perhaps that should be
Paragrapn (b} c¢f that rule, and what is currently progosed
as Paragraph (b)) should pe Paragraph {c), since ia what 1is
known  as  Paragraph {a) tne types of notice are stated and
chen tnat middle paragreph indicates what sort of oroof will
De Giveh o ab the neariig.

MR, TAYLOR: I think that wculd
be propably a good idea.

MR, STAMETS: Are there gques-—
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tions of Mr. Taylor on this proposal?
M&. AUBREY: I have some ques-

tions, HMr, Stamets, of Mr. Taylor or the Commission, speci-

fon

fically with regard to Rule 1207.
z

-

In the comments which we f§:led

n

L,
-

o Deaal? of the New Monico 01l and Gas fgsoccletion and
connection with other comments which have cowe through our

office, there has bezen concern by a number of operators, in-

4

cluding Citvles Cervice, who is here today, about the re-
guirements in the rule as written for the operator to decide
wiose interest 1s adversely affected,.

I believe that a substantial
numper ¢ situations have been dealt with by specifically
sotting  out  the types of case in which neotice is raguired
anc defining tc whom that notice goes.

My concern thils morning is,
first of 211, with the unorthodox well location rule, which
continues Lo regulre an operator to decide whether or not an
cffser operator ls adversely affected. I belleve it would

sava time and constitutionally provide safeguards for every-

Mme 1F tne Commission ware to make that decizion for  the
operatcr  and set forith exactly wihat Xind of aotice neocs Lo

pe  provided and to wahom in, particularly, the unorthcdox
well location cases,

in addition, in the unorthcdox
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well location case it appears to require -- or the uroritho-

dox location rule it appsars to regquire notice to all opsra-

h
jo

tors. It does not seem to address the question of what an
operator does when nhne 1s moving to a location which is less
unorthodox as opposed to moving closer to  somscne else,
whether or 0t netice -- whether or not that offiselb operator
then 13 a party whose 1nterests are adversely affected,

With regard to Rule 12071ay7,
which has been discussed here as dealing with royalty  own-

ers, once agaln we would like to make comment that this does

v

not appear to address the situation where, for instance, the

compulsory pooling application is filed and the result of

fow}

chat pooling order could have an effect upon tne adverse --
upcn  a royalty owner's interest, but those royvalty owners
interests are not royalty owners of the applicant,

The rule, as I read 1it, a

s 5 2
178

[

compused, reguires notice only to the applicant's rovaity
owners, not to royalty owners who may have thelr interest
affected by a procaeding before the Division, and T would
suggest, once again, that that is a situation which should
ve addressed by tne proposed rule cranges,

M. STAMETS: what you wiil be
talking about then would be in cases other than compulsory
pooling or statutory unitization situations.

MS, AUBREY: In which a royalty
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owner's in

ot

eraest will be affected by that royalty owner is
not. a royaity owner of the applicant.

As I read the rule as it is
proposed, it only redquires notice to the applicant's royalty
intarest.

Ma.  STAKETS: Just o3 minate,
let me make myself a little clearer.

Thank you.

M5. AUBREY: 1[I nave three more
comments on the rules.

The first is that 1207 as writ-
ten das prozosed, provides that evidence of failure to oro-
vide notice may be considered a cause for ~- may be consid-
ered cause for re-opening the matter.

We  would suggest that language
be inCluded in the rule that would permit a case to be con-
tinuad by a party who comes pefore, say, an Examiner, and
can 300w erther by —-- elther by letter or in person, that he
has  not been notified of the hearing within the appropriate
amount of time to prepare for it,

The concern Liasi we have 1¢

.

that an auvaersely effecled person may fHave T sit Lhrougil an
Examiner dHearing, have aun adverse Examiner order entered,
simply because he has not had time to prepare because he has

not had notice, and then nave to either apply to reopen the
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case before the Examiner or to commence de novo proceadings
pefore the full Commission.

And 1 believe the Commission
could set out some sort of criteria for the Examiners in
connection with a continuance, but certainly lack of notice
16 an appropriate grounds to ask for a continusncse and it i
our pelief {not understood.)

MR. GTAMETS: I gusss we could
insert the words ‘"continuance or the" hetween “for" and
"recpen”™ in there to solve your concern.

MS. AUBREY: 1 think that would
De appropriate.

And finally we have two cop-
ments on rules which are not directly in tne call of the
cas=.

The first 1s the situation that
we have faced recently and that has been, 1 believe, a prob-
lem for the Commission, the Examiners, and the parties atb

such time, and that is exactly how we procesa from an  Fu-

.

aminer order once an application for a de novo hesring has

been f1iisa,

would suwggost whal 1t would

[

he appropriate for the Commission to consider that in terms
of a ruie which would provide that it stay or not stay, and

since Mr. Carr's here, I will say that I'm willing to accept
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either one of those alternatives, but that I believe it
needs to be addressed and the important thing is for the
parcties and the Commission and the Examiners to have for 2
certainty about exactly what happens when you file an appli-
cation for a de novo hearing, and what the vaiidity of the
Sxaminer Ooréer wWiaicn s enverad is at thet parvicular vise,
‘ne last comment 1 have on the
notice, this particular notice rule, or the proposed rules,
is thet we would suggest that some sort of notice reguire-
ment be enacted by the Commission to require nokice of op-
posed cases.

Most of the other durisdiction
which have administrative proceedings relating to oil  and
gas do, in fact, have a requirement of notice in writing to
the Commission and to adverse parties that o case will be
oppoused.

It is our belief that this
would permit better preparation of cases, would give the BEx-
aminers, particularly, o way to estimate the length and com-
plexity of their docket in advance; it would put everyone on
notice 0of exacoly how many contested cases were going to beo
on Lhat  day;  4ancd would ciaminate & situation  wWoilh Sas
arisen in practice, which is that a party who intends to ap-
pose «oes not need to particularly prepare but to simply sit

through an Examiner hearing, receilve copies of the exhibitcs
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45
wiiich rnhe applicant has prepared, iilsten ¢ the tesbimony,
and when the Examiner order is entered to file for a de novo
hearing, and has had the benefit of discovery, which doues
not run to the appilcant, then, because the opposing party
doesn't need tc do anything but enter an appearance in crder
to have a right Lo a de novo bearing,

Wa believe thab some sort of  a
requirement that there be notice of a contested, of a poten-

la

ot
et

contested hearing, would provide fairness [or both the
applicant to know he's oppesed, and for the Sxaminer, who
would cthen be able to estimate the length of his dockat.

These are all the comments |
have, Mr. Stamets.

MR. TAYLGR: Mr. Chalrman, if

=]

might briefly responds.

I somewhat share tne concern of
Ms, Aubrey for the wording of someong whose interest is ad-
versely affected, because actually, I think the test we use
is whether they have a property interest tnat's affected,
whether or not it may be adverse, we may not know until an
nrder s  antered or 1t may not be adverse it it aay De
something tnart their property could be aflacoe=s Ly and ooy
would certainly be interested in knowing about that.

And her other comment on royal-

ty interest, and notice to an applicant's rovalty intersst,
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1 remember we had a discussion of this with several of the
attorneys that practice here, and it was our feeling at that
time, 1 recall, that we limit it to the applicent's rovalty
nterest owners because we thought it would be a huge burden
to find out all the royalty interest owners, but I think we

were  Laliing about the otner parties in 2z Zess ohifyin

il

s

Lhe.r own roysalty interest owners, but I can't recall, and

b

Ltherefore think we'll have to maybe discuss that some
more.,

MR. STAMETS: #Ms. Aubre: rata-
tive to your first concern about the unortnodox location, I
thinik Mr. Kellahin was one of those, perhaps he didn't pro-
pose this additlonal languayge, I doubt if he dad, but he has
peen tryinyg for some time Lo get the notice relative to  un-
vrthivdox locatiens changed so that only those persons who
are  being approacihed by the unorthodox location are to re-~
ceilve notice, and I'm certain that you and Mr. Kellahin
couid come up with some fantastic language wnich would say
that much petter than 1t's been said nere, and some period
of time, a least & couple of weeks after this hearing, wil!
be proviaeo fer sucn acditional submictais.,

Also, 1f the ~- any partioes
here would 1ike to submit proposals for +the catch-ali
lanyuage which would be then Item 7, Paragraph (a), we wouald

certalnly appreciate receiving such =-- such languadae.
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Nid I say a new 77 IfF 1

u"
28]
[os
n

A
sew 7, 1'm wrong. It will be a new 8 following 7.
Are there anvy othsr observa-

tions by those who said they were going to comment?

Commission, Amoco Productinn Company is naturally concerned
about any new notice requirements that night be  promualgeted
by the 011 Conservation Division.

We are, howover, equally con-

cerned chat whatever rulrs are promulgated by the Commission

-
>
i
T
0

“lear and clearly put us on notice of what we are to do
as we gebt into this additicnal area of providing information
to those who have interest to ba affected by actions we're
proposing to take.

We have a concern hthat when vou

e

ay achual notice by certified mail, return raceipt re-
cuested, that that not be confused -- I think it probably is
not as the whole rule that is drafted -- but that that not

be confused with a situation where we must not only send it

suarantes that the individual recolved o oL ohe
we've had trouble in the past
with situations where in cases like compulsory pooling where

you tave besn dealing with somszone in good faith, they are




sec te tne apolication, and they simply refuse to acoanpt
“ha mail when we send them notice.

The rule as writien says  tha:z

o
L
ey

vou shall orovide proof receint when it is available, and

o5 o all situations where certified

F'-

453 long as that apoli

fedld i recry) oy i Pl AR E o toy 3, v I
- x, e P NS o - , o 3 - -
to o do, 18 by show yvou that we have zent nobtlas properly ad-

dressod, then that concern is taken care of, baut it has hoen
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to  your

hen we get into the oropased

rule on unorthodox lecations, we 4o believe therse is a pron-

lem with the lanquage, W oghare the concern evpressed by
Ma.  Aubrey  about giving notice ot those partiaes  advergely

affeored and we are concernad about our being called upcon ko

re  also concerned about the
language that says "advarsely affected" in spacings and pro-

raztien

e
3
Bt
T
1
~
“
=
o
o2
\
\w
A
3]
S
o
-
a2
re
4 .,"

- 1 P ,
W think that lanquage is  con-
Py, P wywouw Looh st oo Jalmat Cas N S B A R N N
Yo e Cilualiiois sDore Yoo DYDY i v

Droyation units of the same size,
We think vour intent 1g clearly

to give reasonable notlce to thiose interest owners who o are
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baing affected because a well is moving toward them. We
really  douht that this language clarifies that situation,
but in fact leads to further problems, and we would gsuggest
that naving a rule that is clear and under ndable lets
osperators know what's expected of them, that languags should
oo cdoptad Lo the affson that apwrators -- orv
that notice should b2 given bv cperators of contiguous and

cornering  proratinn or spacing units toward wihich a well is

<

fi
Q

is!

@i

weino moved, We think that 1s clear and understandable and
let's the person preoposing the unorthodox lncation know what
1s exoected of him and would also provide adequate notice to
thoss Interest owners wno are being affected by the unortho-
doxw w=2ll lccation.

Wea are particularly concerned
about the provisions which require giving notice to royalty
inter2st owners in cases that may diminish or adversely af-
fect their interest.

It's hard to concelive of a case

that comes before you where under a certaln set of clrcum~

stances after the fact someone's interest might not be di-

mloisaod Or adversely affscied,  GBevond that, wo'ro roeogirvad
. . O . UV S SO S R .
L TR Saay rdenilily whglher or not thelr raterest mday e

ultimately, aqdversely diminished or affected, but we're to
gave actual notice to interest owners immediately affected.

This becomes a real difficult situation for an operator pro
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dividual

situation where after the

I'r cleariy somecns who

that wasi golag to he diminished and 1

That! S ULrES50nanle Doroten,

We  also
pogal  steps outside  Lhe  traditional
exists bebween lessee and working interest, a
25t owner  on one hand and a3 working

obther.

The relationship

parties 13 governad Py the contrack
lease, and you have 2 right as a

expact  that every

~akaen,

stance,

-+

Lo

e¥pect that

£

with prudent operating standards.

think

interest owner in a case where

101 pdividual e 1f onhar tondividoal
e X W L ignn oG wa blloanetho:
that nas (nob understondl, we think

i from

rights sp

a

3

s
)

that

with whom he nas contracted

Lo do virtually anyihiang and that it ¢reates an

fact somesne could

rovalty intaerest

might not diminish your interest,

he property will be o

ne has

R T N T
AOE R LY L0 L27rose

contract

should have beeun given

can start

mVeT

think whis whole

DYro-

relatlionshin  which

royalty inter-

Interest ownor the

on
Dextwean  thaoage

betwean them, by thse

owner not
evary  single ciroum-

You have a right

perated in accordance

you}

that actually a royal-

»

signed a lease wikh

Gorraratinag

i bha ool

that rovalty interest

and run Lo the  in-

and they shouldn't bhe
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a part of the hearing, and in doing this, ynu're merely
changing the traditional relationship of the parties and
you're ¢going to be creating serious problems from an  admin-

'~

istrative point of view for the Divizion and creating risk

=

o the oparators that are attempting in good faith to dev-

slop rapaec

oy

ias,
we think that Alternative No. 2
seems to now be in the process of being alevaraed to a catch-

Y .

all provisicn, 1is the worst part of the oproposed rules,
it's simply not clear.

We're supposad Lo give notice
to people we expect to be adversely alfected down the reoad.
Twe  vears down the road we may he called to task because we
should have expacted that this was going to happen Lo some-
nody  who now finds themselves adversely affected, We 're
again in the position of trying to identify royalty interest
owners that might be immediately affected., 1 think it's un-
clear and we submit thabt any rule that you propose not only
should attempt to address what's (not understood but 1if
there are problems with the notlce requirements, that rule

should be olear enough so yhion &n poerator Syios Looanply 1k

3 L e e - e ‘ [T e T o -~ i ~ B M vy g a L . e o~ g _
alid G CTE LA 3 00n e LTh, Vi TH oL Sul L@ fevev, naver laiu

N

where he's trying to anticipate what might happen two years
down  the road and determine whether or not the rovalty own-

ars s going to be immediately affected at that time.
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1f youlve got some language w

feecl free to submit that withi

T oaisc would just like Lo note
Falate RS DA S T AU A S V(52 5
concerning Rule 102 anad I was

the =nd but with your vermiss
regard to 102 when the Inot u
w2 Use reascnable diligence to

a btenant or a lessos.,

A
woulid  bhe clear  and we tnink
i

T
hich would help clear that up,

n the next counle of weelhs.

R, CARR: We

Again, Hr,

that I do have comments

St Lt O YO T ke

Carr,

will do that and

that

LI

planning Lo nmake a comment  ob

r

ion I would just note tha

nderstoed) lg being

give notice Lo the

moCo would

adeqguate [

submit tha

the Commi

dopted o rule thal requilred that we give notice o

mare reasonable, diligent sfforts to give aotice to

wwners, lessees  of record,
where 1t 1s difficult, 1f not
DL 1nterests that are not reco
impessible often to rdentify a
su we would request that you ¢
aquire tThen oot understoody,

P

the hearing was called to discuss procedures concerning

we conduct a de nove aearing,

I

t in

proposed,

landownoer,

t 1t

3
L9 e

wsion

Tand-

and beyond we get into an area

impossible,

rded and also

to locate owners

it 18 wirt

ually

group of tenants of a lessee,

onsider inserting languacge Lo

luaiiv, 1T o

50 I won't address those,

won't address

procadures

CVicd i

now

Cov
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w7
cerning how matters should be handled by the Division
concerning the common purchaser's statute, asnd I will not
give you my opinion on how a contested hsaring should be

nandled.

royae ity panterest ownnr notliication, b oolamst o soundodd s
rthough  you sald that when a parson signs a lease  he 10

long=r has any rights to come into the Commission and  be
heard,  for example, In a gpacing case2. Is that -- is that
what you were saying?

MR. CARR: I think whe: you
take a lease or glve someone a lease to go out and  opsrate
or  expiore and develop the property for the production of
oil and gas, that your rights with that individual are
defined by that document and I think that in that situation,

if that 1

.

{

2ase does not give the operator to commit  vour
lnterest or to pool your interest, then I think you have the
right to do that, but I don't think vou should come in and
pecome an armchair operator and come to the 011 Commission
and  start squabbling over the well location and squabbling
aver downhale commingling,  Aand all thess sonor ooang yein

e el Y
i i3y O

you o llave given socmeone else the right o go oub and deveiop

3]

f

that property, and the standard that qgoverns what that indi-
vidual 15 te do when he's out there drilling and exoloring

and  developlng that mineral interest, 1is he's required to
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ey

act  as a prudent operator, and I think that is

0]

standard

that apelies, aad I think bringing all the working intere

N

t
=~ raoyalty interest owners into this proceeding is  inappro-

Driate,

i

ML TR M, Sasirtar, o
want  to make 1t clear frem ths outset that ['m speaking for

mysalf as an interested party and as a friend of the Commis-
sion. My remarks do not necessarily reflect the views of
any  of my clients but rest assured they're not in conflict
with those clients, <ither.

With respect o Case Nunber

8645, Rule 102, pricr to staking

L.
EY

T
st
[
e
f
wJ
6}

s

=
A
Y
o
ot
Q
P‘
U
o
w
[
—

make  a  reasonably diligent attempt to giva aotice to the

1f different, notice to tha tenant or lessae

"-
P
ot
[z
(a2
Q
a1
S
o
[
~
-4
jo N
2
3
ot
—
=
3
b
o
s
1

stand the necessity of rotification to the landowner or ¢

ant at all, to beglin with, When the lease

15 ostabllished

Turshior,  the riaghts o of 0 oo -
AL ling vl T oo we D Lo oo oo driliod loossually aot
Jithln the lease; 1t may be in some particular case.

Granted such notification may

e a demenstration of common courtesv, but approval of  an
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acceptable  notice of intention is a ministerial function of
tae Division and failure oo notify a landowner before stak-
inG & leocation would never be zustained as justification to
withhold approval of the otherwise ccceptablie drilling per-

mib .

ot

TUET e T tne b Loenres it Vs

MLy

an legislate common sense courtesy.

Supposing  vou (ke

b}

Q

[#

propused  rule, 1 belizve vou will have to define what a

2

easonably diligent effort or attempt to give that rnotice

)

[
[0

Mow, as was pointed out  thare
may e an analogy of this rule with the one relating to giv-
ing notice to the city, town, or village; Haowever, & very
small pzreentage of the wells are drilled within the corpor-
ste  limits of cities, towns, and villages, and this rule
would be applicable ta %% percent of the wells that are
drilled in the state, and it's imposing undus burden on the
sperator, especially when you say thabt notice to the land-
owner shall be given and, 1f different, nolice te that ten-
=it 0Oy lesseoo.

AS dentloned  praviousiy, now,

uftentimes  you don't know the name of the sharecropper or

whoosver 1t may be that has a sublease on the property or in
t

ate lands, wno Lhe surface lassee would be. 1
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Tands or not,
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3, the sur

this 1s intended to apply ulse to FPaderal

but if notice is given to the landowner, why

be the duty of the landowner to notify his les-

face

But the establishrent of whas a
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Now, with rezpe:

2644, Rule 113, where it talks aboul iniury Lo the pro-

clear t

O me

cr injection in

r

erval, ar:l 50 forth, 1t'g

whether the concern here is injury to  the

mation or i1njury to the casing or the casine seat, or

-

sven tha cesment job.

for

.
DT

fracturing,

mation,

meapilicy,

s P Y
A s 301

s Ear .
(RSSO G

18 1t ust

the casing seat, or

I can understand your cooncern

v, Dut pnot the

1 oelieve that it's the intenv of shooting,

and

or chemically treating a formation teo injure it,

least o the extent of bresking down and changing i1ts

that that injury i1s irreparable.

Therefore my gaostions i1s what

intdury bt oonc et g oand does Lae aoned T

(V78 U

the

it

o P I, Ly “24d

Py et 1 . . - “ - i
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If it does not inciude the {or-

sords "formatiocu™ and "injection intervai
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should be stricken from this rule.

1 realize that vyou're not
changing anything here as far as entry to the formation 1is
concerned, and I think that Mr. Chavez' punctuation change
has c<larified this to a certain extent by putting the comma
after the ovd "formation", it youndea  predisusly L
you're talking about the formation casing, not the forma-
tion, wasing, but it's been a -~ it's been a weakness of
this rule for over the years bafore you proposad this amend-~
ment today, that you're not supposed to damage the formation
out it i1s your intent to damage the formation.

How 1f vyou're talking about
creating channels or avenues between this formation and an-
cther formatlio, maybe that's what the rule should say, and I
celieve that probably 1s the intent, that you don't want to
create communication from one formation to the other.

MR, CHAVEZ: May I comment on

MR. STAMETS: Let's let Mr.

Nutrer finish.

MR. JHAVEZ:D  R11 right.
Mk, WUTTER: ihwt's ail 1 have
cn that one., Now I'll go to another one or maybe he might

want Lo make his comments here,

MR, STAMETS: Fine. Mr. Cha-
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vaz?

MR. CHAVEZ: Formation danage
that can occur during chnemical treating, snooting, fractur-
1ng, are (not understood) blocks, plugging of fines, ohther
types of damage that can occur, skin damage, it's somaetimes

13 e i F e Ay i 1T P
Called, whon voulre driliing Lonet o sole

through other processes, maybe a re-fracturing, differaeant
chemical situations (not understood) the wellhbore,

MR. NUTTER: Of cours= 1f 2 .an
has created a block or a skin effect in this wellbore, ho's
not going to get production. A prudent operator is going to
try to correct that, and that isn't really formation -- in-
jury to the formation; it's & blockage to the formation,
that's creating a barrier between his well and the forma-
tion.

But  you are trying Lo injure
the formation when you fracture or treat.

MR, STAMETS: Mr. Nutter, do
you think 1t's appropriate if we were concerned about injury
to the producing formation which would result in waste?

R, NUTTER: Pt by mTmeen in
the rignt direction, vyes, sir. It's -~- this is an old 151~
lacy of this rule that 1've always questionesd.

MR. STAMETS: Qkay, do you have

comments on some ¢other rules?
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2649, I notice
reminded that the

56th annliversary,

that thils case is

Y
i)

MR. NUTTER: Yes, sir, Case

numbered 2649 and I'm also

0il Conservation recently commemorated its
all of those

aicd in all of those cases ana

years, 1 do not believe there has ever besnh & single corder
of tihve ZTormassion or the Divigion o2ven chellengsd, moeh loao
raversed, because of tallure of the presernt system of giving

notice for hearings.

ks the Chairman is aware, there
nave baen possibly twoe occasions where a complaint by  some
affected party that did not receive notice was received and

tne Commission simply reopened the case, bput never, to my

rnowledge, has anvone falt that thne pressnt procedure for
giving notice was sc inadequate as Lo giving the confidence
to justify challenging an order of this Commission.

I do believe that it's alto-

gether fitting and propsr to adopt your proposed Alternative

No. 1 Rule 1. Compulsory pooling cases and statutory uniti-
zaticen cases are in effect the adjudication of property
rights and individuals noticed by certifiec¢ mail should
Certain.y no advisable for thie tvne of a hearing.

i ARlternatise M. ponuie :od
believe certified mail notice for unorthodox locations may

iittle much. If it is adopted, 1 would point out that

a flaw in this notice ig required by giving notice only to
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those operators of units of the same size.

NS
rh

If I had a nonstandard unit ¢
a size different than the offset, 1 don't have to notify

them or 1t I have a standard unit I would noct nave to notify

anyone with nonstandard unics.
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belicve Lthe certified mail notlice i3 a iivtlie plt excessive.
Alternative } kules 4 and 2,
for  the promulgation of or amendment of speciel pool rules
notice would be required by reqular mall to all operators
within che pool or within one mile thereof.
in the case of amendments Lo

Ruie R-111-A, notice is required

T

o be given to affected

O

potash operators and affected oll and gas operators by cer-
tified mail,

I don't compretientd the differ-
ance, one Dy regular mail and one hy certified mail. Spe-
cial rules are special rules and certainly the nocification
of wll operators in a very large pool and witnin one mlle
thereol, could develop 1nto a meost onerous and  expensive
St e .

Llaw wilth rwig ~— with  respoct
to  Fule %, how does oue determine who an sffective  potash

operator or o1l and gas operator is.

Alternative nWNo. 1 Rule &, this
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£5
required regular notice, reqular mail notice to ail offset
operators for hearings for downhole commingling. Why?

Alternative 1 Rule 7, I helieve
that tne relationship of the operator and his royalty owner
1s of a fiducliary nature and that any violation of this
LtrusiL oy Lne oneratnr opgens the operator
possible legal action.

Tnis one sort of reminds me of
the aoove on calling for notice to the landowner prior teo
staking the location. Common sense Or courtasy should pre-
vail and you can't legislate either one.

Now we get to the next to  Jlast
paragraph of Alternative 1, evidence of fallure to provide

notice as

o

rovided in this rule may upoen proper showing be
considered cause for reopening the case.

This 1is the one that really
sCcares me, There's no time limit imposed hers and nothing
to prevent someone froi creeping out of the woodwork at any
time down the road and establishing that he was indeed sub-
ject to notice but did not receive it. This could even be

one BInerity royaity owner you zecruentaliy overiog

i

Hule 7, and you aimihlsned his lncelesl 0y o« wids spading
case or the owner of a 40-acre tract cutside the pool but
within one mile thereof, hen you applied fur and receiveaed

E0-acre spacing. He could say my interest wa diminished

[451
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£h
hecause 1I've only go & 406-acre tract and I can't drili a
well.
This, as I stated, this -~ this

one ruie here really frightens me.

Alternative 2 in Rule 1207
would e Dine 17 vou Jould wmayleally wrnow e iy

affected and if there were some time limit upon which this
-- within which this adversgely affected party could have --
could not crawl out of the woodwork and get the case £
opened.,

Also, the method used to deror-

mine the parties who received the notice must also, hv

necessity, include the ability

s

0 analyze the other guv's

gconomics  and tax situation and s

ﬁl

e 1£ he's guing to be Dbe
penefited or injured by your proposal.

As I mentioned av  the begin-
ning, thls Commission has survived fifty yvears and almost
5000 orders without a problem of giving adeguate notice for
its hearings, so I do not know what is going Lo be cured by
thess

proposals.

&

M seyternt iy e lieve tTho a e
LI00 Ul €@Liner o6 Lhebr GLLlelNatives Wili fviweic  in Ofiap—
lenges to orders where previously there were none. Afrer

agdopticn of a procecdure like this, anyone who can’‘t chal-

lenge an order on the merits of the case wili certainly
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67
start picking over the bones 0f the notices that ware mailed
and there will certainly be times when the applicant has re-
ceived this order, relied upon it in good faith, and subge-
quently finds himself witn no order and his case reopened,
wilithout even a time limit for doing this.
I pelicvs bLrnat cliodr of fheo s

alternatives 1is going to open a can of worms if ever a

Y]
£
o

of worms has been opened. 1 therefore resgpectiully urge you
to retain the present system of notice.

If it ain't broke, don't fizx
it.

Thank yoﬁ.

MR. STAMETS: Mr. Ingram.

MR. IMNGRAM: My name is Hugh
Ingram. I represent Conoco.

I have one question and mighe I
assume that 1f the Commission elects to change the notifica-
tion, that you will discontinue the present notification
procedure of mailing copies of Examiner dockets and Commis-
s10n hearings to operators and interest owners?

MR, STAMETYS: L' certain we
ntend Lo tukitibue Lo mali adlaels L0 evelryLouy «wiio walls ©o
get on the mailing list.

MR. INGRAM: fThat, I think that

Wwould be « good procedure, Mr. Chairman, but in the first
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place, 1% gives me as an operator the ahility to

detoarmins

for mvself whether I'm being adversely affected or nont  and

it does not put that responsibility off on someone

1{ we use that ay the

only pro-

cedure, then I would feel thar I was being adeguateliy noti-

frea wou DL we LDCOronr ol g Tl Do resont el g
WOLLG support Mr, HNutter’'s statement thnat Lhe pres

be continued, with possibly the addition of maki

responsibility of every operator in the state bto ma

curtent malling list and representatives names for

pahiles and the Commission then could maintain 4l

send  all of  those veoplie a copy of that dockst
would place the responsibility of each -- upen eac
Lo gecide whether or not he's being adversely ar
alty of the Cases beiny heard.

n aadition, i order

[

Gl opsrator to determine wno might be  adverssly
miyht e next Lo i1mpossible.

Take for example 10

.,m.
-
o
oy
L
w
o
b

g

Ne
[
‘3
-3
ﬂl/
fo-
-

~

I think 1t could be stated by

. H - P .. | T T P P
V&I Dy (PR VR E T preldlilel aity lalslijy fao Wali

Certaln  amount of gas frow the market, this is m
G

now, irom a market, o it directly or indirectly

every operator in the state every time a hardshio

ant metnod

ng it toe

h cperator

Pel o k) T »
fected Y

for me zs

af fecrad

v oplnion

more complications thasn it does answers, if I

werea T

L
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case 18 approved,

And also in vresponse to a
statement or a guestion raised hy Mr. Carr concerning royvai-
ty owners, it's my opinion that most, if not all, modern
leases, at least that we are taking in the oil patch today,
give the operatur the rights Lo pood royeliy owees's  innos-
est, a«and this would, [ think, cover any question that might
arise cconcerning compulsory pooling, because we have that
rigint by virtue of the lease the rovalty owner has given us
to pool his interest in that, so I don't think that would
become a prodblem.

I don't think the royalty owner
or the overriding royelty owner would be, would have any re-
percussion trom them at all.

I think 1it's aiso complicated
by the fact that maybe in my notification I don't know who
all hnas farmed ocut and at the time the case is heard the
royalty wowner, or the cperators or the royalty owners,
either one, c¢ould have changed two or three times, so then
where does that put the responsibility, on the operatcr who
gave a farmout, o o stiil responsibie o who's to be note
1fled 1n that casa’?

My closing stavement, 1 think
the reguiations, elither one of them as proposed presents

more complications than 1t does answers. 1f 1 were to
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loast Lo tho last three, 1206, 1267, 1202

Soms of  these rales are all
. . ; < e Py o 1 - b} g -3 N S - - sy, ~ - - . i
grouped toegeotnher, P,o7. X, 04, ang so forth, and are 1n fact
:

lite unorthadow locationsg, thev're ac-
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STAMETS : Mr . Hobbs

5L

anticipate that that's golng bo occur before Septamber Uhe
IShnT

MR, HORRE: Well, we a

another maybe dr final mecting, mwaybe before the and  of

« [ A L, L [, N - - $m e v - .
Lne UMM, Wotd be presenting thegse to you
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Back in Just 4

preosent tegtimony on this, it
i - - PPy R 'S ooy C ey e,
tave a rocess ab tnis Lime until ghe
Ly Yok iyren
CAary AEDE QRSN
L DT AMETL S O ’ T
IS MLNNESS,
LT by s Ly e e g - o, R P .
fThaereupon 4 TeCess wWas }
(i e] oom e b~ T iy e P ~ ~
MPL. STAMETS:  The hearing oo il
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o
—
D
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o ol fer in any of TS

ME.,
b f Cities 011 and Cor
M, Randy Pitre ro tastify

SonEe
:

rale chang

M.

¥S
M5

' ; Slite U TaTu
. . SRR

o1 Cinis

more ooplies of that axnibit.

anvbody vehing thoey

a9 oab this
AUBREY: Mr.oo Staneis, on
poration, 1 would like o

briefly abtout Citios'  ro-
G5 .
STAMETS: ¢
AUBREY : Mr. Stamotz, wa'lve
[ | 2 [ AL s
GOrrY NACTINEN




10
1
12
13
14
15
16
17
18
19
20

21

23
24

25

pelnig calied  as a witness and baing duly sworn
catn, testifled as follows, ho-wit:
NIRECT EXAMINATION

DY MF L LR

o Will  vou state your nace and
mployrent for the record?

A My name is Randy Pitre, I'm

g B . .

Wit ditigs  Service 01l and  Gas  Corporation
Gk Lahoma,

¥ I what capacClity are you o

~ities
Environmental Coordinator §
for

s And would you describe tha

upon  Hi1s

af

ployed by

Dro our g

Commnission

your professional aducational training backaround?
A A1l right. I have a BS In oceanography
sity, Tewas, and a Master of Sciance

fishery sciences fronm

Ulla v L N
3 P i P T et 1
L7 by i NavIs You Desn Giopiovyed
Sexryice

a1
FRLE G BN

ety b

Oy




e

e sy e Ty g opn i+ e O P
comnents Wwhnich Clties S8ervice has on

gas and you've brought with vou Exhibit

N soeby g ek 4 . ~ Nt s e gy P
One, which sets cut Cltios commeants.

i voir pave that 1o front of  you,  ¥Hr,
13 Yes, [ do.

0 Would yeu go througn and bhriefliy  commont
for us what, particulariy on the produced water and the Ralo

102 Hovice of Intention ro Drill, which I helieve vou have

A Rignt. On zhe producsd water definition,

we would like to suggest including carbhon dionvide after  the

== . tha third line thore., Tt's after "crude o1l and/or
natural  gas,® including carbon dioxi "and commonly  aoi-

lacted «t fleld storage or ddisposal facilities...™, bocause
wa believae that Carbon dioxide is being significantly pro-
duced hare in New Mexico and that producad water can be uro-
ducad 1n assoclation with these components,

Aad i

]

that including carbon  Jioxide

) -1 P oAb - o

Wik ¢ s Vria bt ooy T
e N L S .

s ey VLD R UG, ]

the

. \ i . s " . Y s -
A Riaght, and give better clarit
0 Do you have a comnant now on




Fula  1¢2  whicn will reguire notice to the surface owner

prine o staking? What is your comment on that rule’?

worded somewnat to tne effsct of Yprior to the commence-

maent  of operatlcsg the operator snall give notice of  Inten-

SO -1

that this would meet any -- any understood requirement

szlieve that any requiresents that lesscrs of surface richts

or A7 Detween the tenants and Lhe gsurface QW e,

and  that the respopsibillility of notifying tenants lies with
the suriace ownsr, 42 that an operator, in meating the no~

tice  raeguiremants to the sarface owner therefore meets  Hi

S

il

o Do owon have an oplnion as £ whether o

HE Qi

s
=5

ot tne rule as pronosed would reguire notice even to some-~

one Wwho was running catvle under a grazing parmit?

A Yes, apparently 1t does, i3 my interpre-

T

recomnendation,  then, thea

arding netice prior to gtak-

A Yog, wa recommend that.,

-
=
o
r
[y

regard to Rule 107, Mr. Pitre

YOU Nave a preferencs between Alternate No. 1 and Alternate




10
1
12
13
14
15
16
17
18
19
20

21

23
24

25

e 5
Nata No. i

e

Aitaoudn w

versely affaected
Dperatar U cdielo
frrooad,  and we

fining adversel

quiremesnt,

te . | NV S P - -
rhoe rule's clearo
Suon k- P o
teorest OWnNeTs,

snould bhe

npEraltodrs
movaed snould be

A

unor

proposed

Y

i

Le acrepted,

are significs

sarties,

ly

Dy

FN,
L s

not.

thodox

Tl i g
Yialiy
5, 18
WaTra Wy

1fi

TR

5k D
(ST

-
y

that

towarad

-

Dur conmments recorpand that Ad

P

Ou?
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comments

that this is very difficult for
SN marties W lo e Ui TANES
axactly 1ldentifying parties or

this

in ather st
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& onerators,
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o

b
Ve

FyDos

Y § terminology  on

to Lhese

propos:

]

Cities!' suggestion  that

a well location is going

corract.,
if you get —-- the greralor

Hhern

Wl
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R

SOMBORs thoere wouls

hhave any other copmants on your

the unorthodox well locatio

fore

are oxtensive,

dae-~

¢

§d -




i
=
o
or
1
™
k!
W
Ps
[
ot
(1'
o
i
3
O
}
r+
3

dard proarvation
Gnit proposal, what are vour -- what are your suggesticons?

A we rocommnend that actual notics shall be
givern o oe2ach lessee in a guarter guarter section, which is

e

for 4ad-~acre pools or formations; the guarter sectinn  for

jras

povis or formations; or in the section for 840-zove zools or

formations  in which the nonstandard unit 1s located and o

or each adiolning or cornering tract of land

2 spating ororation unic.

x"‘\

e

i
4

me have vyou now comnent on cthe provi-

o)
b

Liun the propossad rule which deals with  any  situation

et

wnlch  may be diminish or adversely affect the royelty own-

ers! interest.,

& Okay. In the csse of any other applica-

i b

e

tion winxich will, 1f granted, alter any owner's or any royal-
ty o unterest owner's percentaqge interest in apn existing weltl,
w2 Pelieve actual notice shall -= should or shall be given

Lo the owanars and applilcant's royvalty Interest owners  in

SUCn existing well.,

- . . 5 PR ki n 107 ¥ R ST~ S - - +
lus votros o ogshall be neouiilen by corbi-

£r ey o ? - At i3T ey N

A0 aid, & LI marea L0 OF s Ui,

3

Any notice reqguired by this rule shall be

malled at least ten days prior to the date of hearing on the

application,
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{ And vou recommend that
will {not understood).

) That's ¢correct.

L Do you have any other coimments or sugg

rrons that you would like to make this morning for the

MIG» o0 Sfoul Lhve mropasad rggeo
. ~ ¥ [ . R P ¢
) Right, 1'd 1li%e to commant on the

posed  definition  of fresh water wichin the State of

Mexnico.

We  recognizze thebt -~ thaz Federal

guirerents as well as State requirements require that watsrs

CO0 parts per million or milligrams per liter

¥
).—
s
fot
sy
o
L

sulved solids be protected, because we understand that

Leer  Jdetermined  that these waters can be used for various

PUTPDEEeS O may be used for various purposes in the  future;
however, 10,6006 parts per -- or milligrams oer liter dis-

s0lids  1s a relatively high concentration of

solved  solids, and fresh water iy normally referenced

K
o)
o5
-
-
Yo
b

L
™
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3
[
k8]
‘v
™~
—
™
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s
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J
=

e
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55, dissolved splids,

=
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o
5
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refer to 10,000 milligrars

s R : LTS - : - . 3 e} erin
1_1{, I S L PERE RN ot S LE Ueernvie e LGy,
¢ RS P Py el oie - K TS
g avnde el LG D2 Wd i Ll o sdal (1

3
e
t
o
jory

J
o]

A
~

foa

A That 'z correct. In Tact, BPA standards

published in 1879 recommend that the total dissoived solids
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ME. AUBREY: I  have
#®R. STAMETS: Are

POSES,

and has been accsptaed and
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GO milligrams per liter dissclved solids would -~
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guegstions
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portuniny to try and develop some proposals which would sat-
isiy what the Divislion is trying to get to in this case.

And so that case wili be ocon-
tinued to the September jEth Examiner Hearing,

In the meantine, we may -- may
duverLing LN audilidiaal Lroposails Uhat o Ly er qad, wmion
mRignt we brought up at that time relative to Rule 313, and
wie  will nold all of the other cases open for two weeks for
any comments anybody might wish to presgent.

Is there anvthing further in

of these cases?

joJ
—
-
g

Mr. Chavez?

MR. CHAVEZ: Listeaning tao the

4

guestions  that came up over the proposed changes &0
62, I, apparentiy, I may not have made it clear in my res-
timony  that the prior notification of staking to the land-
owner would 2ase Lhe burden on the Division in that we do
get  the landowners coming into our office, first of ail,
this 18 the first place many landowners for gquastions ron-
cerning o1l and gas operations on their properties, and the

LY A . N - o - T Y . i - N s T ] e e m
ALl T NI VEE ATE aVajiciain J0Y g Wellsine,

second  way this may help us is that when an cperator wants
to stake a wellsite on private land, the landowner, afuer

discussing thls with the aperator and us, we Can move ohe
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wall location to an unorthodox location that may ba accept-
able  to the landowner, the operator, and get guicker ap-
proval for an unorthodox location on the original nermit
without having to look at changes of well location after the

fact.

S v vhe comments on norifyico oni e

landowners, not the surface tenant or lessees, many bilmes
the situations which do arise where the tenant or lessee has
plans for the development of the surface of the land, who's
to be immediately affectea by a well location, which might
pe ameliorated if it was moved 50 feet, whicn may not impose
any burden on the cperator (unclear) or not, hut the pricr
notification procedurs can start the pall rolling in tnac
situation.

MR, STAMETS: Thank vou, Mr.
Chavez,

Any other comments?

MR, TAYLOR: #r. Chairman, 1°'d
just like to move that all the commants that the Division
hag received on the prozosals will be made a nare of the re-

cord, so tho public and everyuodd

Vomlght o wgnt to dnon e -
MR. STAMETS: Ckay, Mr. Tavior,
if you'll assemble those and submit those to the record sub-

sequent to the hearing w2 will incorporate them.
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MR, TAYLOR: Thank vyou.
MR, STAMETS: I1f there is no-
ching further, then, Cases 8643, 44, 45, 46, 47, and 42 will

e taken under advisementc,
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MR. STAMETS: We'll call next
Case 8649,

MR. TAYLOR: May it please the
Commission, my name is Jeff Taylor, Counsel for the Commis-—
sion, and I don't believe I'll have a witness in this case;
however, I will explain the proposed changes.

Case 8649 is continued from
the last Commission Hearing and as a result of comments we
received from operators and the public at that time, we have
made some revisions in our -- in this proposed ruled, or
these rules.

These rules relate primarily to
notice for hearings and if you'll -- if you'll notice on the
advertisement for the case we have outlined what changes
we're making there.

The primary changes are on Rule
1207, paragraph (a) Sub-parts 2, 5, and 7 were changed to
make, I Dbelieve, more specific the types of notice to be
given in those situations.

(a)2 relates to unorthodox well
locations.

(a)5 relates to potash areas
and rules there; and (a)7 relates to notice to royalty and

other owners, that notice be given to them generally on our




10
1
12
13
14
15
16
17
18
19
20
21
22
23
24

25

applications.

We've also added new paragraphs
(a)8 and (a)2 on produced water, which I believe is -- (a)8
is Jjust to track other proposed changes made 1in disposed
water.

And (a)? is kind of a generic
catch~all notice recuirement. Essentially, as we explained
at the prior hearing, our notice requirements are not cur-
rently, or have not been, in keeping with constitutional
standards to give notice which is intended to actually ap-
prise adverse parties or parties whose property interest
would be affected of the pendency of the hearing and (a)9 is
kind of a catch-all which if we don't have a specific rule
on notice, we're saying that if you are affecting a property
interest, then you should give that person notice.

And 1 suppose we'll probably
have comments from operators and others, but I just -~ 1
raise a couple of questions I've had through either corres-
pondence or conversations with operators in the last week,
especially as to (a)o9.

I've had several gquestions
about the foreseeability of affecting a property interest;
whether this -- at what point in time the property interest
would be affected and how -- how we foresee finding that.

For instance, if you're doing
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something that would affect somebody's income or property
interest in five or ten years, whether requiring an operator
to foresee that and give notice to those people who would
not be immediately affected, and I -- I think, I have to ad-
mit that we did not -- we have not really discussed that in
this rule, the degree of foreseeability of effect on proper-
ty, and I suppose we'll have comments from operators on that
problem.

We've redesignated part (c) of
this rule. I believe that was an undesignated paragraph be-
fore and we've listed it as (c).

And I think that's all the
changes in this -- in these rules.

That's all I have at the mo-

ment.

3
bl

MR. STAMETS: Thank vyou, Mr.

+

Taylor.

Are there others here today who
may have appeared at the earlier case who would like to make
a statement or present testimony at this time?

MR. KELLAHIN: Mr. Chairman,
I'm Tom Xellahin, Chairman of the Regulatory Practices Com-
mittee of the New Mexico 0il and Gas Association.

We have with us today certain

members of that committee that have particular expertise
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with regards to notice rules in Oklahoma, Texas, and they
have assisted us in trying to fine tune the proposed notice
rules.

We do not have a consensus
among everyone on the committee as to exactly how to say
what we want to say or exactly how to resolve certain issues
that are perhaps more important to other companies than they
are to some of the other members.

We have Mr. Dick Hocker of
Cities Service, who I'd like to have testify today with re-
gards to his review and concerns about the notice provisions
and he has worked on a possible redraft of the notices for
the unorthodox well locations, and if it's appropriate, I1'4
like to call him at this time and present his testimony on
that issue.

In addition I have a gentleman
from ARCO that is also concerned about how to provide notice
in unorthodox well 1locations, and finally we Thave a
gentleman from Texaco who has expressed for us concerns that
others have expressed with regards to Rule 7 and Rule 92, and
that is the general focus of the testimony from our
committee. There may be other members of the industry here
that have their own comments, but we have three individuals
that have expressed a desire to make their comments known at

this time.
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MR. STAMETS: In addition to
these three are there others who will be presenting testi-
mony 1in this case today, either from the earlier hearing,
having appeared in the earlier hearing or as new partici-
pants today?

And seeing none, I'd like to
have those three stand and be sworn at this time.

MR. KELLAHIN: Mr. Dees says he
prefers to just to read his statement.

MR. STAMETS: That will Dbe
fine, then.

Mr. Taylor, as I recall from
the last hearing, the Alternative No. 1 is the alternative
that was at least, if not universally -- well, let me —-- let
me rephrase that.

As I recall, Alternative No. 2
was universally deplored by all of those in attendance and
all of those who submitted comments, is that correct?

MR. TAYLOR: I believe so, al-
though I haven't reviewed the contents of those, but I would
like to for the record request again, as we did at the last
hearing, that any comments, written, written comments that
we've received be made part of the record and because this
case 1is a continuation, the record will reflect the testi-

mony and the comments made at the previous hearing.
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MR. STAMETS: All right, we'll
be sure and incorporate any new comments into the record as

well as the ones we have heard.

RICHARD L. HOCKER,
being duly sworn upon his oath, testified as follows, to-

wit:

DIRECT EXAMINATION
BY MR. KELLAHIN:

Q Mr. Hocker, for +the record would you
please state your name and occupation, sir?

A My name is R. L. Hocker. 1I'm a petroleum
engineer for Cities Service 0il and Gas Corporation, located
in Tulsa, Oklahoma.

Q Mr. Hocker, would you describe for us
what your particular responsibilities are for Cities Service
0il and Gas Corporation?

A Well, my Jjob title is Regulatory Affairs
Consultant, Tom.

0 As a Regqulatory Affairs Consultant for
your company, Mr. Hocker, are you familiar with the notice
rules and regulations of the Commissions of Texas, Oklahoma,
and New Mexico?

A Yes, I am.
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Q And have you, sir, had an opportunity to
review the latest revision of the notice requirements for
New Mexico as set forth in the docket sheet for today's
hearing?

A Yes, I am.

MR. KELLAHIN: We tender Mr.
Hocker as an expert.

MR. STAMETS: He is considered
gualified.

0 Mr. Hocker, for purposes of background to
explain your position and concern about the proposed notice
rule for unorthodox well locations, I'd like to direct your
attention to Exhibit Number One, which is a plat, and have
you first of all identify the plat for us and then dJdescribe
what generally is done in Oklahoma and what is done in Texas
with regards to notice rules for unorthodox well locations.

A All right, sir. This plat would show the
proposed off pattern location by Cities Service in the
southeast quarter of Section 2, which under this proposed
rule, 1207(a)2, would require notice to Amoco because the
well location would be closer to -- in Section 1, excuse me,
Amoco in Section 1, Dbecause it would be closer than other-
wise permitted by the general rules -- by the special rules,
or general rules.

It would require notice to all fo the
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10
working interest owners in Section 12 because the operator
in Section 12 is also Cities Service. Cities Service should
know who their working interest owners are in Section 12.
Q You're explaining for us, sir, the notice

rules in what state?

A This -~ so far we've talked about like
Oklahoma.

Q All right.

A And it would provide they would have to

be in the same formation.

For Section 11, which does not have a
well or which might have a well in some other formation, the
notice would require that all of the parties having a right
to drill would be notified; 1in other words, all of the les-
sees and all of the unleased mineral interest owners. This
is more like Texas.

However, with regard to Texas, you would
also have to give notice to all of the offsetting parties,
being the north of Section 2, the northwest of Section 2,
the west of Section 2, and the southwest of Section 2, for
which the well is moving away from, and it seems to me that
that provision in Oklahoma is superior to Texas, and it
would seem to me that the provision of notice in Section 12
is superior to Texas, because in that case you do have to

give notice to the working interest owners. In other words,
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Cities Service in this case could not waive for its own be-
half, and all of its other working interest owners in Sec-
tion 2, the right to object to the right to notice.

So it seems to me what I tried to do is
to meld together the better parts of Texas and Oklahoma in
this particular rule.

0 Let me direct your attention now to the
proposed New Mexico rule for this subject matter that is set
forth on the docket sheet and have you describe for us what,
in your opinion, are the weaknesses that you observe in the
language as currently proposed.

A Well, in this case, since I said it was
new, all new, I didn't attempt to try to show what I was
deleting and what I was adding but simply to try again to
write it better than I did last time, and in this case I
think it explains, if you'd like we could read through it,
it's a little long.

MR. STAMETS: That would be
fine.

A All right, sir. For unorthodox 1loca-
tions, "actual notice shall be given to the operator of each
well on each adjoining or cornering tract of land or spacing
unit currently producing from the same formation toward
which the unorthodox location is to be moved.

Provided, however, if the applicant is
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the operator of the well in the adjoining or cornering tract
of land or drilling and spacing unit currently producing
from the same formation toward which the well location is
proposed to be moved, the applicant shall provide actual no-
tice ot each working interest owner in such well."

Aside: That takes care of 1 and 12, the
notice to parties in 1 and 12.

Continuing: "Actual notice shall also be
given to each lessee and each unleased mineral interest own-
er 1in an adjoining or cornering tract of land or spacing
unit toward which the unorthodox well is to be moved if a
tract or unit does not have a well producing from the same
formation."

And I think the last part is much the
same as the proposed rule.

"If the proposed well lies within or off-
sets a Division designated potash area subject to special
rules, actual notice shall be given to each potash operator
within one mile of the proposed location. Actual notice
shall be given by certified mail (return receipt reques-
ted.)"

End of rule.

0 To clarify your observations, Mr. Hocker,
could you compare the proposed rule as it now exists on the

docket sheet with the one that you have proposed in today's
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hearing and tell us in what material ways it differs?

A Well, in this material way: It affects
the parties whether or not the area offsetting the proposed
location is spaced or not. The rule, as I have written it,
attempts to take care of the fact whether or not it 1is
spaced. In other words, if the tract of land takes care of
the part that is not spaced, the spacing unit obviously
takes care of the part that is spaced.

It also provides that the parties who are

required to see notice are the ones who are operating wells

in the same formation. One of the advantages of this would
be that if there were, say, a shallow well in -- in Section
12, rather than a Dakota well, the required notice in that

case would be to all of the parties that have the right to
drill, which might include Cities Service; they might not
have an interest, say, in the Dakota in Section 12.

So 1if there is no well or if there is a
well which is not producing in the same formation, it trig-
gers the parties notice. Notice is required to all parties
who have the right to drill.

Q Let's see if we can use Exhibit Number
One as an example to demonstrate how your proposed notice
rule for well locations would operate under certain fact

situations.

Let's assume, for example, that in Sec-




10
n
12
13
14
15
16
17
18
19
20
21
22
23
24

25

14
tion 2 the Dakota well is in fact a well location for a Mor-

row well.

A For a Morrow well,.

Q Yes, sir.

A All right, sir.

Q And that you're dedicating the east half

of Section 2.

A Let's see, let's draw on that a little.

0 A1l right. And let's assume that the
east half of Section 2 is the proposed 320 for the Morrow
well; that the Citieé Service Morrow well is 660 out of that
southeast corner. That's the location that you're trying to

get approved.

A Closer than normal, whatever it is.

0 Yes, sir.

A All right, sir.

0 You're crowding the south boundary.

A All right.

Q Which normally would be 1980 and now

you're moving to 660, which makes it unorthodox.

A All right.

0 You are still 660 from the east boundary,
which is a standard distance.

A All right. Okay, I'm 660 from the east

boundary.
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Q 660 from the east boundary; 660 from the
south boundary.

A All right, and I've forgotten what the
standard location is.

0 The standard location would be 1980 from
the south, 660 from the east.

A 1980 from the south, and 660 from the

east 1s the standard, is that correct?

0 Yes, sir.
A 211 right, sir.
0 Let's also assume for the sake of discus-

sion that in Section 1 the Amoco well is also a Morrow pro-
ducing well and that it has a west half dedication.
A Well, 1I'd have to move the well -- oh,

I've got it in the --

Q Just barely.

A -- west half, okay. All right, sir. And
it's a -- it's a ~--

] It's a Morrow well in the west half.

A ~-- Morrow well, all right.

Q With a west half dedication. Let's as-

sume 1in the Section 12 that there is no Morrow well; that
the only well in that section is a Dakot well which produces
from another formation --

A All right, sir.
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Q -- in the Morrow. Let's also assume in
Section 11 that there are no Morrow wells.

A May I ask you one further question about
Section 12. 1Is Section 12 spaced in any way, or not?

Q It would be on statewide spacing of 320
but there is no allocation or dedication as to the
orientation of the spacing unit.

A So there's not really any Morrow spacing
at all in Section 12.

Q Only the statewide rule that would re-
quire 320 dedicated to a Morrow well, but it is wundrilled
and the operators or working interest owners in 12 still
have the option to dedicate the north half or the west half.

A All right, sir.

o) All right. A similar situation in 11
where there is no Morrow well.

A All right, sir.

0 Under that fact situation, Mr. Hocker,
who's entitled to notice under your proposed rule?

A It would be my opinion that Amoco in Sec-—
tion 1 would not be entiteld to notice because a well would
not be drilled any closer to Amoco than a regular location;
however, as to Section 11 and 12, it certainly is much
closer and since, since neither one of them have a well in

the Morrow formation and there are no established spacing
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units in 11 and 12, the offsetting tracts to the southeast
guarter of 2 and the cornering tract in Section 12, includ-
ing all of the parties who have a right to drill in those
tracts that actually touch and corner, would be required to
be given notice.

0 For purposes of understanding your propo-
sal, Mr. Hocker, if, for example, in Section 12 the 40-acre
tract that's in the northwest of the northwest, has a single
working interest owner, the balance of that 160-acre tract
in the northwest quarter had a different working interest
owner.

Under your proposal who gets the notice?
The cornering tract.
The 40-acre tract?

Yes, sir.

LR S O B 4

All right, and similarly, in Section 11,
if the north half of the northeast quarter is a single work-
ing interest owner and the balance of that section, excluded
that 80-acre tract, 1is owned by someone else, who in that

situation gets notice under your proposal?

A The cornering tract.
Q The 80-acre --
A Well, it's offsetting the south tract be-

cause there would only be one tract offsets all of the

southeast quarter of 2, as I understood it, so whoever has
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the right to drill in the north half of the northeast quar-
ter of Section 11 would be required to be given notice.

0 And that is consistent with the notice
provisions that are used in Oklahoma on this subject?

A Yes, it is. Simply, the really different
part Dbetween New Mexico and Oklahoma is that the spacing
units for 320, are rectangular spacing unit are set out so
that you know exactly where the eighties are, where the 320s
are.

In New Mexico it's different.

) Do you have any further comments vyou
would 1like to make with regards to your review and proposal
of this particular notice rule?

A No, this is an attempt to try to -- with
regard to 2, 1is to try to cover those parties in a better
manner, Dbecause the parties who also give notice, 1like to
receive notice, so this is a rule in which I think all par-
ties have a legitimate interest in trying to give the notice
that can be given, that can be given, and also would like to
receive it.

MR. KELLAHIN: We'd 1like to
submit Mr. Nocker's Exhibits One and Two at this time, Mr.
Chairman.

MR. STAMETS What about the

parts 4 and 5 on Exhibit Two? Can you discuss those?
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A Yes, indeed, vyes.

Now with regard to part 4, the main
change there, I think one of them might have been a typo-
graphical error, I'm not sure. I think it's "all" operators
rather than "those of" operators.

The other one would be that you would
change from regular mail to certified mail. Again we're

talking about special pool rules, amendment of special pool

rules.

0 All right, sir, and then for number 572

A Number 5 would give additional notice in
those potash areas. It would seem to me that when potash

area rules are going to be changed, all parties who have a
right to drill would be affected, and as such, I tried to
provide for all those parties who have a right to drill +to

also receive notice.

MR. STAMETS: We'll accept Cit-~

ies Service Exhibits One and Two.

CROSS EXAMINATION

BY MR. STAMETS:

A Mr. Stamets, if I may, I'd like to make
further unwritten comments, if I may.

Q Certainly.

A Simply because I really didn't understand
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exactly what was proposed in 1 and 9, I'd like to make those
comments and perhaps you can clarify my mind as to how that
would be done.,

It would seem to me that in -- that in 1,
(a)l, actual notice is required but, as you know, from the
many hearings you've held, that there are times when you
cannot actually locate the parties you are required to give
actual notice.

I assume that the Commission in its wis-
dom had -- intends to make provision for cases in which a
party cannot be located but for which a bonafide effort was
made to attempt to locate them to give actual notice.

I "have not attempted to try to write
those rules because that may be fully your intent as it is,
but I think that needs to be considered, 1is that there are
times when you search the county records, the phone books,
everything that you can get your hands on, particularly in
pooling cases and unitization cases, we're talking about,
you make a tremendous effort to try to find those folks, you
simply may not be able to do it.

o] Would vyou suggest some additional lan-
guage which would say in those cases where such owners can-
not be found the applicant shall demonstrate he's made a
good faith attempt to find them?

A I 1like your words just fine. That's
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great.
0 And that would also apply to number 9.
A Well, number 9 is a little different.
Q Okay.
A Number 9, to me when you read 9, this is

(a)9, it seems to be applications for other than those kinds
listed above, 1 through 8.

I don't even know what those kinds are.
I tried to visualize what you had in mind when you said
"other than those above". So I really can't tell you wheth-
er I like the notice rule or not because I can't figure out
what it's going to apply to.

0 Well, there won't be very many of them,
then, will there?

A Mot right now. I didn't think of it, and
if you have some in mind, then I might want to comment on
that rule.

Q I think the drafters of the rule face the
same problem.

A All right, sir. Well, if I don't know
what it applies to, then I don't know how to comment on it.

MR. STAMETS: Let me ask you,
in your proposed Rule 2, now, I believe that looking at your
proposal and the one drafted by the Division that vycu're

really looking in the same direction here, only looking to
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notify people who are being located closer to than standard.

A Yes, sir.

o] Okay. Now, in the case of the rule as it
currently exists, say for unorthodox locations for adminis-
trative approval, only offset operators are notified.

So what you're proposing here is a whole
additional group of working interest owners if they're dif-
ferent from the operator.

A That's true.

0 Now I'm not clear if your formation pro-
posal adds clarity or subtracts clarity, and I can see what
you're getting at, but if there's no -- if you don't have
any interest in that pool, then you shouldn't receive any
notice of this.

But I wonder about this phrase in here
that says "actual notice will also be given to each lessee
and each unleased mineral interest owner in an adjoining or
cornering tract of land or spacing unit towards which the
well 1is moved if the tract does not have a well producing
form the same formation."

Well, if they have no rights in there
does this mean they still get a notice?

A I don't believe that it says they have no
rights. It simply says that there are no wells completed in

the same formation for which you're asking a location set.
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What I tried to cover were those people
who have the right to drill offsetting like in Section 11,
if you'll look at the exhibit.
And 1if we were to go back to Mr. Kella-
hin's exhibit where we made the Morrow in Section 1, and
this was still a Dakota location, then I'd have to give no-

tice to all the parties who have the right to drill in Sec-

tion 1.
Q If we go back -=-
A If that's one tract, excuse me.
Q If we go back and look at the Division's

proposal, if there was some simple way of adding to this the
provision that 1if the operator is an offset operator he
shall give notice to the working interest owners if differ-
ent, then how are we really different, Dbecause in the case
here we talk about giving notice to an owner of an undrilled
lease and an owner would be that person who has the right to
drill. It would seem like in that respect we're -- we're
basically the same.

It seems like what we have proposed, what
the Division has proposed, 1is essentially the same as what
you've proposed with one exception of notice to the addi-

tional working interest owners.

A In the well in which the well is the gsame

operator.
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0] In an offset well, that's correct.

A The same operator, okay. I tried to
write it shorter than that. Lord, 1'd like to write it
shorter than that, but in the essence of, you said, clarity,
I thought it was better to write it longer if they could un-
derstand it better, and so consequently it's long.

Q And so we understand one another, really
the only difference between what you've written and what is
written over here by the Division is the additional notice
to the working interest owners when they're -- when the
operator is the same on an offset well,

A In the same formation.

Q In the same formation. All right, I
think I understand that. Perhaps with a little time that
can be drafted up to be shorter, if necessary.

A Yes, sir.

MR. STAMETS: Any other ques-
tions of Mr. Hocker?

Oh, I want to ask one.

Q Mr. Hocker, why did you want everybody
notified by certified mail? Seems like an expensive opera-
tion.

A It does, except that the parties I talked

to who wanted to receive it were willing to pay for it when

they send it out. They though the benefit of receiving it
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was worth the expense of sending it out, and they're the
people that's going to pay for it, so --
Q Okay.

MR, STAMETS: All right, any
other questions of Mr. Hocker?

He may be excused.

A Thank you.

MR. KELLAHIN: We have another
company, Mr. Chairman, that is concerned about the very dif-
ficult problem of dealing with proration and spacing units
that are rectangular in shape and the unorthodox well loca-
tions when they are applied based upon the orientation of
that unit, and I'd like to direct the next portion of our
presentation to the question about those particular cases,
the deep gas wells on 320, some of the shallower gas wells
on 180, where we're dealing with rectangles in trying to de-
cide who gets notice in those situations where you're deal-

ing with other than the square spacing unit.

STEPHEN SCHUBARTEH,
being duly sworn upon his ocath, testified as follows, to-

wit:
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DIRECT EXAMINATION
BY MR. KELLAHIN:

Q Would you please state your name and oc-
cupation for the record?

A My name is Steve Schubarth, a petroleum
engineer with ARCO 0il and Gas.

Q Steve, would you spell your last name for
the record?

A S-C-H~U-B-A-R-T-H.

Q Would you again state for the record, Mr.
Schubarth, what it is you do for your company?

A I'm what ARCO calls an Operations Analy-
tical Engineer, which is a petroleum engineer with responsi-
bilities in New Mexico, mostly over the Empire-Abo Unit.

0 All right. Have you given some consider-
ation to the effect of the proposed unorthodox notice rule
in terms of ARCO's interest when 1t applies to deep gas 320-
acre spaced units or shallow gas units that are on 80-acre
spacing?

A Yes, sir, I have. 1In the proposed alter-
nate rule that is currently proposed, it does not apply, as
you've brought out in -- through the testimony before, that
an offset acreage that is within 36 -- that is the 660 away
from an unorthodox location, in other words, i1if 660 were the

boundary or the standard location, that that offset operator
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would not be notified.

This could be -- this could come into
where a person was moving closer to another acreage in order
to take advantage of a situation that would arise in the ac-
tual offset acreage that would not be notified.

Q All right, 1let's see if we can demon-
strate your concern in terms of an actual case that was
filed before the Division, Mr. Schubarth.

Let me direct your attention to what I
have marked as ARCO Exhibits One and Two, which are
documents from the 0il Conservation Commission records, and
the subject matter is an Exxon application.

Have vyou had an opportunity to review
your file on that particular case in terms of what the
applicant sought to accomplish in that case?

A Yes, sir, I have.

Q Do you have with you a copy of an Isopach
that shows this acreage and from which we might use that

exhibit to demonstrate your concern?

A Are you talking about this one?
0 The large one, if you would.
A The large one.
MR. KELLAHIN: Mr. Chairman,

for purposes of the record we've marked Exhibits One and

Two . Number Two is a reduced Isopach. Mr. Schubarth has a
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larger scaled Isopach with him that he wants to use to dem-
onstrate his concern.
We might, if you please, put
this on the wall and have you come on over here so the Com-

mission can see what it is that you're discussing.

Just a minute now, don't start

without me.
Q All right, sir, here's a pointer, Mr.
Schubarth. Let me see if we can't use your Ispach to iden-

tify the fact situation that was involved in that case be-
fore we talk about what you're concerns are on behalf of
your company.

If you'll first of all locate for us the
spacing unit that Exxon had proposed to use for this Atoka
well,

A The south half of Section 22.

Q When we look at the south half of Section
22, would you identify for us the proposed unorthodox well
location that Exxon had requested?

A It 1is the location there colored in
orange.

Q What would be the footage location, ap-
proximately, in that spacing unit?

A It was approximately 660 from the south

and 660 from the east line.
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Q Would you identify for us now the ARCO
acreage and the ARCO wells in the section to the south?

A It would be the north half of Section 27.

0 Was the ARCO well actually drilled and
producing at the time of the Exxon application?

A Yes, sir, it was.

0 And what is the spacing unit that was de-

dicated to the ARCO well?

A It's —--
Q The north half?
A ~-- the -~ let's say the north half of

Section 27.

9] Was the proposed Exxon location standard
or unorthodox as to the boundary line between the ARCO and
the Exxon acreage?

A No, sir, it was not. It was 660 from

(inaudible.)

Q So it would be standard --
A Yes, sir.
Q -~ as to that line.

Under the proposed rule for notice that
the Commission has docketed in today's docket, would ARCO be
in a position to have received actual notice from Exxon
should they have filed this type of case after the effective

date of this rule?
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A No, sir, they would not.

0 What 1is your reason or opinion for be-
lieving that notice is important to the operator in your po-
sition in this type of fact situation?

A In this position here the unorthodox lo-
cation would have been moving towards the east line in order
to take advantage of the position or the orientation of the
reservoir and quite possibly drain reserves underneath an
offsetting 30 which would not have been notified.

Q0 Under the current proposed rule what
operators would have received notice under the fact situa-
tion we're talking about?

A I Dbelieve it would have only been the
320 in the south half of Section 23.

0] What do you propose to the Commission in
terms of a notice that will require an operator seeking an
unorthodox well 1location in spacing units of rectangular
shapes that will give parties such as ARCO notice and an op-
portunity to object to the case?

A I have some -- some words drafted up
that's a slight change in the way that it's worded right
now.

Q] Before we look at your exact words, would
you describe for us the intent of what you're trying to

accomplish with that wording?
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A What we're trying to accomplish is the
removal of the fact that an operator could orientate (sic)
his spacing unit so that to minimize the opposition to dril-
ling an unorthodox location. Of course, if this had been a
stand-up 320 on the east half of Section 22, ARCO would have
been notified, whereas Section 23 would not have, but as it
is, 1if they orientate (sic) in a laydown south half of Sec-
tion 22, they only have to notify the south half of Section
23 and not the north half of Section 27, which is the area
that they would really be affecting by the unorthodox loca-
tion.

0] What was the outcome or result of +this
particular case in which ARCO had (not clearly understood)
of Exxon?

A When we had notified Exxon that we were
going to appose, they dropped their application for the un-
orthodox location.

Q Would vyou return to your seat now and
discuss for wus the language that you would propose to the
Commission to satisfy your concerns about notice 1in these
particular cases?

A It reads pretty much the same way as it's
written. I'll just read the order as it is and put my words
in where they apply.

0 Stop us when you get to the point where
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we're going to write your words.

A Okay. "In cases of applications for ap-
proval of unorthodox well locations: Actual notice shall be
given to any operator of an offsetting spacing unit or owner
of an undrilled lease to which the proposed location is clo-

ser -- this is where my words come in -- "closer than the

greater of thestandard locationdimensions and, 1if the pro-

posed well lies within or offsets a Division-designated po-
tash area subject to special rules, any potash operator
within one mile of the proposed location. Such notice shall
be given by certified mail."

0 Give us your phrase again.

A Closer than the greater of the standard
location dimensions.

0 All right, 1let's -- let's take that
phrase and have you explain how an operator reading the rule
with your change would understand how to calculate or deter-
mine who the offset operators were that were to receive the
notice.

A In the case of a 320 the standard 1loca-
tion is 660 from the long side and 1990 from the short side.
He would then be, if the unorthodox location is inside 19290
feet ~- 1980 feet, excuse me, of any offsetting acreage,
then that -- or spacing unit, that would be the people that

would need to be notified.
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0 And using Mr. Hocker's Exhibit Number
Twe, 1in which we show that the west half of Section 1 was a
320 for the Morrow, the east half of 2 was a proposed 320
for the Morrow, who would receive notice under your proposed
change?

A The operators in the west half of Section
1, the cornering tract in Section 12, and the east half of
Section 11.

0] Would your proposed additional phrase af-

fect only those spacing units that are rectangular in shape?

A It should. most square spacing units
have the same dimensions from -- from either side.
Q Do you have any further comments or sug-

gestions to make to the Commission on this particular sub-
ject, Mr. Schubarth?
A I don't believe so.

MR. KELLAHIN: At this time,
Mr. Chairman, we'd move that -- the admission of Exhibits
One and Two.

MR. STAMETS: Exhibits One and
Two will be admitted.

MR. KELLEY: This 1is Exhibit
Number Two, correct?

MR. KELLAHIN: Exhibit One is a

copy of the docket sheet showing that the Commission denied
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the case or dismissed.

Exhibit Two 1is the 1Isopach.
This 1is a similar Isopach on a larger scale. I don't Dbe-
lieve it's exactly identical, Dbut the exhibit on the board
corresponds to Exhibit Number Two in the record.

MR. STAMETS: Did you plan to
leave the --

A We would prefer not to.

MR. STAMETS: Do you plan to
leave the one on the board with us?

MR. KELLAHIN: It's the only
copy we have. We can make another copy for you, if vyou
like. I think the smaller size Isopach shows the orienta-
tion of the reservoir and demonstrates the concern that Mr.
Schubarth had about the notice rule.

MR. STAMETS « It seems to me,
just as a point of information, that some 80-acre spacing
units have the requirement that the well be located within
150 feet of the center of a quarter quarter section and if
you located that close to the end boundary of that 180, peo-
ple on the side wouldn't get any notice because they would
not be located closer than the greater standard location di-
mensions.

MR. KELLAHIN: I've asked Mr.

Schubarth that question. He tells me the opposite. You'll
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have to ask him.

A Could you repeat that, please?

CROSS EXAMINATION
BY MR. KELLAHIN:

0 Let's assume that this tablet here is an
80-acre proration wunit and whichever quarter quarter the
well is located in, the rules say you're going to be located
within 150 feet of the center of that quarter quarter sec-
tion.

One could move to the east here at a non-
standard location and be close to the end boundary but still
not be located closer to the south boundary of 80 than al-
lowed by the pool rules.

A Yes, sir.

Q And so the person on the south boundary
would not receive notice.

A In that particular case there --

0 Jor would the person on the north boun-
dary, for that matter.

A Okay. What we're concerned about is the
-- is the fact that an operator may choose the orientation
of his unit, of his proration unit to lessen opposition.

In your case there if the unit were --

were rotated, he would still be just affecting the same per-
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son and in that case there the south would not have to be
notified.

0 It seems to me the same geological situa-
tion could exist on this 80-acre tract and that someone to
the north or to the south could be affected.

As you probably are aware, the Division
for years has received objections from people who say why do
you require everybody all the way around the proration unit
to be notified, and by and large that's because of the com-
plexity of writing any particular rule which would result in
notice to anybody who might be impacted under one of a seem-
ingly endless variety of circumstances which might exist.

A Yes, sir.

0 I'm wondering if perhaps we ought to just
revert to that and keep the requirement in there that notice
be given to anybody who adjoins the proration unit at the
side or any point.

A I believe that would probably be prefer-
able to us rather than the chance of this type of thing hap-
pening.

0 The only other thing that occurs to me
would be put some requirement in there that if the unortho-
dox location results in any improvement geologically over an
offset operator that such offset operator should be noti-

fied, or shall be notified, but again that gets into the --
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A That's interpretative.
0 I appreciate you once again pointing out
the difficulty in this particular type of notice.

MR. STAMETS: Are there any
other questions of Mr. Schubarth?

He may be excused.

Anyone else have anything they
wish to add at this time?

MR. KELLAHIN: Mr. Chairman,
Mr. Dees, who 1is a member of our committee, has put his
statement 1in writing and with his permission at this time
I'd like to submit his comments for you. They are directed
particularly to 17 and, I believe, 9.

He has submitted this in the
form of a letter to you dated September 7th, 1985, over his
signature and I hand you the original copy.

MR. STBAMETS: Thank you, Mr.
Kellahin,

Mr. Nutter.

MR. NUTTER: Yes, sir, Mr.
Stamets.

I'm appearing today for Doyle
Hartman.

We feel certainly that notice

should be given by certified mail to all parties that are
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affected by any compulsory pooling or unitization case; how-
ever, we feel that the imposition of notice beyond the re-
quirements of the state laws at the present time by adver-
tisement in the newspaper is imposing a serious burden on
operators that hasn't been established to be necessary in

the State of New Mexico by the records.

They may be inferred by the United States
Constitution, but so far it hasn't affected the State of New
Mexico, and as we can see from the discussion here this
morning, there are just a whole plethora of problems that
are going to arise from this: Interpretations, definitions
of what is an offset operator.

For instance, Mr. Hocker, in his testi-
mony and in reply to a direct question from Mr. Kellahin,
said that on his exhibit showing the plat where he was dril-
ling the Morrow well in the southeast southeast of Section
2, that he would be required to notify the working interest
owner that owned the 40-acre tract in the northwest north-
west of Section 12. What if that working interest owner
were a S5-acre tract? Is that all he would have to notify?
Then the other 315 acres of either the north half or the
west half of Section 12 wouldn't get any notice and they're
certainly going to be affected just as much if not quite a
little bit more than the guy that owns the 5-acre ract

right in the corner.
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Mr. Schubarth's recommendation as to giv-
ing notice if the location falls closer than the farthest
dimensions of the proration unit, and so forth, is going to
establish a whole new cottage industry just interpreting
what you have to do to give notice.

I would also point out that in the «case
of Amendment Number 4 on Mr. Hocker's Exhibit Number One or
Two, the printed rules, in Number 2 up here at the top we're
giving notice to leaseowners that don't have developed
lands.

In Number 5 down here in the potash area
we're talking about unleased mineral interest owners.

However, in Section 4 where we're talking
about the establishment of special pool rules, we're going
to give notice to operators within the existing or proposed
pool boundaries.

Does the word ‘"operator"” include the
owner of an undrilled tract? I don't know.

It seems that there's many questions that
have arisen in these two hearings that we've had concerning
this proposed rule. I think that the whole thing ought to
go back to the drafting board and another vyear of study
given to it before anything is decided. Maybe something
more concrete could come up later.

MR. STAMETS: Mr. DNutter, we
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always value your opinion.

MR. HOCKER: Mr,., Stamets, may 1
make one further comment?

MR. STAMETS: Yes, Mr. Hocker.

MR. HOCKER: In answer to Mr.
Nutter's query or statement about Number 4, it would be my
belief that in the interest of clarity on the first line you
could put all operators of wells, if you'd like to add that.

I think that would answer your
guestion.

MR. NUTTER: That would take
care of the --

MR. HOCKER: That was my in-
tent. That was just one thing I did not change. I éhanged
many things but not that one.

The other comment I would make
is that the discussion here today has been about actually
mailed notice.

I've certainly assumed that no-
tice will be published and just that the personal notice
will not be given, so that I think all operators, including
Mr. Schubarth, 1if you noticed on the docket that there was
an application which might affect him to which he was not
entitled to actual notice, certainly Cities Service, and I'm

sure ARCO, is going to read those notices. It may be not as
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easy and I like the actual notice, Pbut in this case it's not
the only kind of notice given.

Thank you.

MR. STAMETS: Any other com-
ments, questions at this point?

MR. DEES: Mr. Stamets, I'm Al-
lan Dees with Texaco.

We've listened to these com-
ments and there may be some more before we leave here today.
We would appreciate the opportunity to submit further writ-
ten comments after consideration of some of the testimony
that has been presented here today.

MR. STAMETS: We'll hold the
case open for additional comments for two weeks and it would
be my intention to attempt to have orders ready for signa-
ture in this case at the next Commission hearing, the 17th
of October.

With that, then, we will take

Case 8649 under advisement.

(Hearing concluded.)
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