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IN THE MATTER OF: 

Case 8878 being reopened pursuant t o CASE 
the p r o v i s i o n s of D i v i s i o n Order No. 8878 
R-8235. 

BEFORE: David R. Catanach, Examiner 

TRANSCRIPT OF HEARING 

A P P E A R A N C E S 

For the D i v i s i o n : J e f f Taylor 
Attorney a t Law 
Legal Counsel t o the D i v i s i o n 
State Land O f f i c e Bldg. 
Santa Fe, New Mexico 87501 
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MR. CATANACH: We'll c a l l t h i s 

hearing t o order t h i s morning f o r Docket No. 18-87. 

C a l l the f i r s t case, Number 

8878. 

In the matter of Case 8878 

being reopened pursuant t o the p r o v i s i o n s of D i v i s i o n Order 

No. R-8235, which order amended Rule 101 of the D i v i s i o n 

Rules t o provide f o r the acceptance of cash bonds as w e l l as 

surety bonds. 

Said r u l e s w i l l be reviewed t o 

determine whether i t i s appropriate i n meeting the needs of 

i n d u s t r y . 

Are there appearances i n t h i s 

case? 

MR. TAYLOR: May i t please the 

Examiner, I'm J e f f Taylor, counsel f o r the D i v i s i o n . 

I don't have any witnesses t o 

day and we don't have any testimony or evidence on t h i s mat

t e r . 

I would l i k e t o submit f o r the 

record a l e t t e r we got from P. R. Patton and Associates of 

Roswell regarding the cash bonds. They support c o n t i n u a t i o n 

of cash bonds and they make a recommendation t h a t the r e 

quirement of an a f f i d a v i t s t a t i n g the operator's i n a b i l i t y 
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to o b t a i n a surety bond be done away w i t h , and I would agree 

w i t h t h a t . 

When we wrote the o r i g i n a l r u l e 

we req u i r e d — we were t r y i n g t o have cash bonds as a back

up t o surety bonds, but i t ' s turned i n t o a s i t u a t i o n now 

where there's hardly surety bonds a v a i l a b l e and I t h i n k i t ' s 

j u s t an added paperwork t o have people have t o f i l e an a f f i 

d a v i t , and I don't t h i n k we've been en f o r c i n g t h a t r e c e n t l y , 

so I would recommend t h a t the cash bond r u l e be continued 

except i n s o f a r as the requirement f o r an a f f i d a v i t and t h a t 

be made d i s c r e t i o n a r y w i t h the D i r e c t o r as t o whether an a f 

f i d a v i t would need to be f i l e d . 

MR. CATANACH: What's the pur

pose of the a f f i d a v i t ? 

MR. TAYLOR: Just to show t h a t 

you were — you t r i e d t o get a surety bond and you were un

able t o , and we're p r e t t y convinced t h a t a t l e a s t i n the 

l a s t s i x months i t ' s been f a i r l y d i f f i c u l t t o get a new 

surety bond. 

I don't know i f anybody here 

has any other comments. This i s the only l e t t e r we've got 

on i t and I'd l i k e t o make i t p a r t of the record. 

MR. CATANACH: Are there any 

comments or questions concerning t h i s case? 



I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

4 

I f not, t h i s w i l l be taken un

der advisement. 

(Hearing concluded.) 
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C E R T I F I C A T E 

I , SALLY W. BOYD, C.S.R., DO 

HEREBY CERTIFY the f o r e g o i n g T r a n s c r i p t o f Hearing be fo re 

the O i l Conserat ion D i v i s i o n (Commission) was r epo r t ed by 

me; t h a t the sa id t r a n s c r i p t i s a f u l l , t r u e , and c o r r e c t 

record o f the h e a r i n g , prepared by me to the best of my 

a b i l i t y . 

( 2 -

d o n c r o v " ; ... i . - -^ • • < - ' - • •-, 

heordby'me o n 7 o ^ J _ . i 

7 } b M / J G ^ & z d , Examiner 
Oil Conservation Division 
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IN THE MATTER OF: 

The hearing c a l l e d by the O i l Con- CASES 
se r v a t i o n D i v i s i o n on i t s own motion 8878 
t o consider the amendment of Rule 
101 r e l a t i n g t o bonds. 

BEFORE: Michael E. Stogner, Examiner 

TRANSCRIPT OF HEARING 

A P P E A R A N C E S 

For the D i v i s i o n : J e f f Taylor 
Attorney a t Law 
Legal Counsel t o the D i v i s i o n 
State Land O f f i c e Bldg. 
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MR. STOGNER: We w i l l now c a l l 

Case Number 8878, which i s i n the matter of the hearing 

c a l l e d by the O i l Conservation D i v i s i o n on i t s own motion to 

consider the amendment of Rule 101 r e l a t i n g t o bonds. 

This case was heard on A p r i l 

30th, 19 86, and was continued to Examiner's Hearing on May 

14th, 1986, f o r any a d d i t i o n a l comment. At t h a t time i t was 

also continued t o today's hearing t o allow a l i t t l e more 

time f o r any a d d i t i o n a l comments on t h i s issue. 

We w i l l now c a l l f o r any ap

pearances or a d d i t i o n a l testimony or any comments a t t h i s 

time. 

MR. TAYLOR: May i t please the 

Examiner, my name i s J e f f Taylor, Counsel f o r the O i l Con

se r v a t i o n D i v i s i o n . 

We've put on testimony a t l e a s t 

two times i n t h i s case and I guess i t ' s not necessary to do 

i t again today unless there's someone here t h a t ' s i n t e r e s t e d 

i n the case. 

We've proposed t h a t , e s s e n t i a l 

l y t h a t our bonds, bond r u l e be amended t o allow the post i n g 

of cash bonds both f o r one w e l l and f o r blanket bonds, and 

the proposed r u l e s and forms t o go along w i t h t h a t . 

MR. STOGNER: At t h i s time I ' l l 
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open up the f l o o r f o r any comments. 

Mr. Taylor, there appear there 

i s none. Do you have anything a d d i t i o n a l i n t h i s case? 

MR. TAYLOR: No, I'd j u s t r e 

quest t h a t you take i t under advisement and because the 

s t a t u t e has now become e f f e c t i v e , I would request t h a t we 

expedite the order on t h i s so t h a t cash bonds can be posted 

as soon as po s s i b l e . 

MR. STOGNER: Thank you, Mr. 

Taylor, and I ' l l also ask t h a t you submit t o me a rough 

d r a f t order on t h a t and w e ' l l t r y t o expedite t h a t t h i n g . 

I f there i s no a d d i t i o n a l com

ments f o r Case Number 8878 i t w i l l now be taken under ad

visement . 

(Hearing concluded.) 
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C E R T I F I C A T E 

I , SALLY W. BOYD, C.S.R., DO HEREBY 

CERTIFY the foregoing Transcript of Hearing before the O il 

Conservation Division (Commission) was reported by me; that 

the said t r a n s c r i p t i s a f u l l , t rue, and correct record of 

the hearing, prepared by me to the best of my a b i l i t y . 

«t****** 
tN* i~J~ • " ( t h s Proceedings in 

Ofl ConservatioirDivjsion -' 
Examiner 
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STATE OP NEW MEXICO 
ENERGY AND MINERALS DEPARTMENT 

OIL CONSERVATION DIVISION 
STATE LAND OFFICE BUILDING 

SANTA FE, NEW MEXICO 

14 May 1986 

EXAMINER HEARING 

IN THE MATTER OF: 

The hearing called by the Oil Conser- CASE 
vation Divison on i t s own motion to 8878 
consider the amendment of Rule 101 
relating to bonds. 

BEFORE: David R. Catanach, Examiner 

TRANSCRIPT OF HEARING 

A P P E A R A N C E S 

For the Oil Conservation Jeff Taylor 
Division: Legal Counsel to the Division 

Oil Conservation Division 
State Land Office Bldg. 
Santa Fe, New Mexico 87501 

For Zia, Bravo, and 
Natural Resources: 

W. Thomas Kellahin 
Attorney at Law 
KELLAHIN & KELLAHIN 
P. O. Box 2265 
Santa Fe, New Mexico 87501 
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A P P E A R A N C E S 

For Chevron USA: Karen Aubrey 

Attorney at Law 

KELLAHIN & KELLAHIN 

P. O. Box 2265 

Santa Fe, New Mexico 3 7501 

I N D E X 

STATEMENT BY MR. TAYLOR 

Questions by Mr. K e l l a h i n 5 

STATEMENT BY MR. KELLAHIN 9 

E X H I B I T S 

D i v i s i o n E x h i b i t One, L e t t e r 6 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

MR. CATANACH: Call next Case 

8873, i n the matter of the hearing called by the O i l Conser

vation Division on i t s own motion to consider the amendnent 

of Rule 101, r e l a t i n g to bonds. 

Are there appearances i n t h i s 

case? 

MP. TAYLOR: Mr. Examiner, my 

name i s Jeff Taylor, Counsel f o r the O i l Conservation D i v i 

sion and I'm presenting — representing the Division t h i s 

morning and I think you ought to swear me i n and I w i l l ex

plain what we're doing i n t h i s matter. 

(Mr. Taylor sworn.) 

MR. TAYLOR: Mr. Examiner, t h i s 

case — 

MR. KELLAHIN: Excuse me, Mr. 

Examiner, are you going to c a l l for other appearances? 

MR. CATANACH: Yes, Mr. Kella

hin. 

Are there other appearances i n 

thi s case? 

MR. KELLAHIN: Mr. Examiner, 

I'm Tom Kellahin of Santa Fe, New Mexico, appearing on be-
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half of Zia Energy, Natural Resources Engineering, Bravo En

gineering, and at the request of Mr. Chad Dickerson, I'm ap

pearing on behalf of his c l i e n t , Bliss Petroleum. Inc. 

MR. CATANACH: Are there other 

appearances i n t h i s case? 

MS. AUBREY: Mr. Examiner,, my 

name i s Karen Aubrey with the law f i r m of Kellahin & Kella

hin . 

I'm appearing on behalf of 

Chevron USA. 

MR. CATANACH: Are there other 

appearances? 

Are you ready to proceed, Mc. 

Taylor? 

MR. TAYLOR: Mr. Examiner, t h i s 

case on bonds was f i r s t heard, I believe, at the l a s t exam

iner hearing and since that time we've revised i t and so 

we're bringing i t up again j u s t so we can go through the 

changes we've made i n the proposal. 

The new d r a f t r u l e , which re

places or amends Rule 101 on plugging i s available at the --

at the entrance to the room. 

What the rule essentially pro

vides f o r i s for cash bonds as a supplement to exist i n g 

surety bonds. 
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Under our new r u l e , since the 

last hearing we've changed our proposal to also allow for 

blanket cash bonds to be posted. So t h i s well would have 

one-well bonds and blanket bonds, although we have increased 

the amount of dis c r e t i o n the Director would have i n whether 

he would accept bonds, and that discretion i s — i s i n the 

language i n Rule 101-C where i t provides that a cash bond 

w i l l not be authorized by the Director unless the applicant 

is i n good standing with the Division and that we require 

the f i l i n g of f i n a n c i a l statements or other information ne

cessary to determine whether an applicant i s i n good stand

ing; whether they're i n v i o l a t i o n of any rules; whether 

they're f i n a n c i a l l y able to perform on the bond. 

The primary requirement of a 

cash bond i s that you must make a showing that you can't get 

a surety bond, and what we've provided for i n the rule i s 

that you f i l e an a f f i d a v i t s tating that you've made an ef

f o r t to get a surety bond and are unable to do so. 

For either bond, blanket or 

one-well bond, cash equal to the face amount of the bond 

must be deposited i n account i n t r u s t of the Oil Conserva

t i o n Division. 

We have received several t e l e 

phone c a l l s and correspondence and I've got a l e t t e r here 

from a Mr. John Moore, who's an insurance agent i n Las 
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Cruces, and he i s recommending that i n addition to cash we 

accepte irrevocable l e t t e r s of c r e d i t from f i n a n c i a l i n s t i 

tutions . 

And I ' l l mark t h i s as an exhi

b i t and o f f e r i t for your consideration. 

My knowledqe of a l e t t e r of 

c r e d i t i s that the company desiring to have the bond has an 

account i n the bank and I don't know i f the account has to 

cover the amount of the l e t t e r of c r e d i t , but the bank i s 

sues an irrevocable l e t t e r of c r e d i t which promises that 

they w i l l pay that amount of a bond at the happening of a 

certain event, which i n t h i s case, I suppose, would be the 

value to plug the wells or the entry of an order by the Di

vis i o n that the bond should be f o r f e i t e d . 

One other proposal that I would 

l i k e to o f f e r , I think, would that i n Part G of t h i s I think 

we would l i k e to add to the language of the forms we're 

going to use and also, too. Part G of the r u l e , that also 

that i f the cost of plugging the well i s any greater than 

the amount of the bond, that the difference would be l i q u i 

dated damages payable to the Division, which I think would 

make i t easier for us to recover that amount and might also 

give us higher p r i o r i t y i n bankruptcy proceedings or other 

things, that i f — i f the amount of the bond did not cover 

the plugging cost, and that c e r t a i n l y would be true i f we 
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had any f o r f e i t u r e s of blanket bonds, because normally the 

l i a b i l i t y on a blanket bond i s much greater than the amount 

of the bond. 

And I t h i n k t h a t ' s a l l I have 

i n t h i s case. We, l a s t week we had some e x h i b i t s which were 

the forms t h a t we in t e n d t o use and those have not been 

changed s u b s t a n t i a l l y y e t , although they may be i f some of 

the proposals are adopted. 

But e s s e n t i a l l y a l l the r e 

quirements and co n d i t i o n s are found i n Rule 101. 

MR. CATANACH: Are there any 

questions of Mr. Taylor? 

MR. KELLAHIN: Mr. Taylor, i s 

the language you j u s t mentioned about the d e f i c i e n c y i n the 

funding bond, i s t h a t language t h a t ' s standard — 

MR. TAYLOR: No, t h a t ' s not i n 

the r e . We're j u s t proposing t h a t and i t would be, probably 

most l i k e l y would be i n the form t h a t would by signed by the 

company t o get the bond, and i t j u s t depends on whether we 

get any comment on i t as t o a c t u a l l y whether we do i t . 

I t h i n k i t would be a good idea 

because of the f a c t t h a t most of the time when we're plug 

ging w e l l s the companies are bankrupt and i t might help us 

i f we had t h a t , t h a t language i n t h e r e . I t might give us 

b e t t e r p r i o r i t y . 
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E s s e n t i a l l y we've never gone 

a f t e r t h a t money because we'd be a t the bottom of the l i s t 

of any — any claimants. 

HR. KELLAHIN: When you a n t i c i 

pate having a l l the forms and the f i n a l proposed language of 

the r u l e a v a i l a b l e f o r review? 

MR. TAYLOR: Probably l a t e r i n 

the week, and I would hope we would send them out — I t h i n k 

I'd l i k e t o request t h a t we continue t h i s one more time, un

t i l t he, I b e l i e v e i t ' s the May 28th hearing, or the next 

examiner hearing, so t h a t t h i s can get i n the mail t o peo

p l e . I t h i n k we're going t o have some other comments, pos

s i b l y , on l e t t e r s of c r e d i t and we need t o decide w i t h i n the 

D i v i s i o n what we're going t o do w i t h them and put t h a t i n 

the m a i l . 

MR. KELLAHIN: Are you s a t i s 

f i e d t h a t a p r o v i s i o n f o r l e t t e r s of c r e d i t i s encompassed 

w i t h i n the language of the s t a t u t e ? 

MR. TAYLOR: I t h i n k , you know, 

i f cash bonds are acceptable, I t h i n k a l e t t e r of c r e d i t 

r e a l l y wouldn't be any d i f f e r e n t from what we're proposing. 

Apparently i t i s a guarantee by the bank t o pay t h a t amount 

of money, and I don't see any d i f f e r e n c e between t h a t and a 

cash bond. 

MR. KELLAHIN: Or a surety 
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bond. 

MR. TAYLOR: Right. Any other 

f.jueij tions? 

Why don't you see i f anybody 

else has comments or statements to make? 

MR. CATANACH: Are there any 

statements to be made by anyone at th i s time? 

MR. KELLAHIN: Mr. Catanach, we 

appreciate the Division agreeing to address our concerns 

about a blanket cash bond. We believe the language i n the 

proposed order goes a long way to s a t i s f y i n g that concern. 

We would l i k e to have the addi

t i o n a l opportunity between now and the next hearing to re

view the exact language of the proposed forms and the order 

i t s e l f among our c l i e n t s and among the industry to see i f we 

have any further suggestions but we do thank the Division 

for changing i t s position on the cash blanket bond and ac

commodating the small operators. 

MR. CATANACH: We'll t r y t o g e t 

that out to you, Mr. Kellahin, and anyone else who wants i t . 

MR. TAYLOR: I'd l i k e to enter 

t h i s as Exhibit One i n t h i s case, t h i s l e t t e r from Mr. John 

Wood. 

MR. CATANACH: Exhibit Number 

One w i l l be admitted int o evidence. 
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I f there i s n ' t anything f u r t h e r 

a t t h i s time, Case 8878 w i l l be continued t i l l the next 

examiner hearing. 

(Hearing concluded.) 
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C E R T I F I C A T E 

I , SALLY W. BOYD, C.S.R., DO HEREBY 

CERTIFY that the foregoing Transcript of Hearing before the 

Oi l Conservation Division (Commission) was reported by me; 

that the said t r a n s c r i p t i s a f u l l , t rue, and correct record 

of the hearing, prepared by me to the best of my a b i l i t y . 

i do he -
a CO:. :; ! 

^ * ?hat the foregoing Is 
•fv-orti of the proceadinqs in 

Me Examiner hearinaof Case KoJ&7S>. 
heard by me on ^ / / a y /</ f -j 9 ^ — # 

Oil Conservation Division 
Examiner 
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MR. STOGNER: C a l l Case Number 

8878, which i s i n the matter o f the hearing c a l l e d by the 

O i l Conservation D i v i s i o n on i t s own motion t o consider the 

amendment o f Rule 101 r e l a t i n g t o bonds. 

We w i l l now c a l l f o r appear

ances i n t h i s matter. 

MR. TAYLOR: May i t please the 

Examiner, my name i s J e f f Taylor, Counsel f o r the O i l Con

se r v a t i o n D i v i s i o n , and I w i l l present testimony myself on 

t h i s matter. 

MR. STOGNER: Are there any 

other appearances i n t h i s matter? 

MR. KELLAHIN: I f the Examiner 

please, I am Tom K e l l a h i n o f Santa Fe, New Mexico, appearing 

on behalf o f Zia Energy, Bravo Energy, and Natural Resources 

Engineering. 

I have one witness. 

MR. STOGNER: Are there any 

other appearances? 

MR. DICKERSON: Mr. Examiner, 

I'm Chad Dickerson o f A r t e s i a , New Mexico, appearing on be

h a l f o f B l i s s Petroleum, Incorporated. 

MR. STOGNER: Mr. Dickerson, do 

you have any witnesses? 

MR. DICKERSON: No, Mr. Stog-
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ner. 

MR. STOGNER: Are th e r e any 

other appearances? 

There being none, w i l l the two 

witnesses please stand a t t h i s time? 

(Witnesses sworn.) 

MR. STOGNER: Okay, Mr. Taylor, 

would you please continue? 

MR. TAYLOR: Thank you, Mr. 

Examiner. 

I n Case 8878 I j u s t wish t o 

present e s s e n t i a l l y an o u t l i n e o f what's lead up t o t h i s 

case and what we are proposing. 

This case in v o l v e s our consid

e r a t i o n o f amendments t o our r u l e s t o provide i n Rule 101 

f o r the p o s t i n g o f a cash bond f o r w e l l plugging purposes i n 

a d d i t i o n t o the e x i s t i n g r u l e , which allows f o r the p o s t i n g 

of a surety bond. 

We have proposed language on an 

attachment t o the docket today, and I would l i k e t o , i n 

loo k i n g a t t h a t language, recommend t h a t i n the f i r s t para

graph i n the f i f t h l i n e where i t says t h a t the account s h a l l 

i r r e v o c a b l y name the D i v i s i o n as the sole owner, t h a t t h a t 
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language should somehow be changed so t h a t D i v i s i o n i s not 

ne c e s s a r i l y the sole owner but i s the b e n e f i c i a r y o f the ac

count., or somehow t h a t i t i s held i n t r u s t t o be payable t o 

the D i v i s i o n . 

E s s e n t i a l l y what lead up t o the proposal 

t o amend Rule 101 was the d i f f i c u l t y t h a t operators were 

having i n o b t a i n i n g bonds. Many bonding companies are now 

not s e l l i n g s u r e t y bonds f o r w e l l plugging purposes and we 

decided t h a t the only way t o remedy t h i s would be t o a l l o w 

f o r the po s t i n g o f cash bonds. 

The L e g i s l a t u r e passed i n January House 

B i l l 223, which amended Section 70-2-14 o f New Mexico S t a t 

utes Annotated, t o a l l o w the D i v i s i o n t o accept cash bonds. 

Our purpose here i s e s s e n t i a l l y t o f i n d 

out what the i n d u s t r y may t h i n k about our proposal. We are 

proposing t h a t the bonds be f o r one-well bonds only, mainly, 

I t h i n k , f o r ease o f a d m i n i s t r a t i o n and t o make sure t h a t 

the f i n a n c i a l resources o f the D i v i s i o n are s u f f i c i e n t t o 

cover the plugging costs, because i f we had a l o t o f blanket 

bonds secured by cash i t might be i n s u f f i c i e n t t o cover 

those were d i f f i c u l t i e s t o a r i s e i n the i n d u s t r y . 

We are proposing t h a t the one-we11 bonds 

have the same values as the e x i s t i n g one-well plugging 

bonds; t h a t they be evaluated by depth. 

I have two e x h i b i t s today, which are 
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a v a i l a b l e at the door. One i s — E x h i b i t One i s labeled 

Single Well Cash Bond and t h a t i s e s s e n t i a l l y a document be

tween the D i v i s i o n and the operator t h a t sets out the o b l i 

g ations o f p o s t i n g the bond. 

The second e x h i b i t i s t i t l e d Assignment 

of Cash C o l l a t e r a l Deposit and t h i s i s an agreement between 

the operator and a f i n a n c i a l i n s t i t u t i o n whereby they depo

s i t , e i t h e r i n a c e r t i f i c a t e o f deposit or savings account, 

or some other appropriate type o f account, the amount o f 

money t o cover the cash bond and t h i s sets out the terms by 

which the f i n a n c i a l i n s t i t u t i o n agrees t o pay the money 

from the bond t o the State i f the w e l l i s not p r o p e r l y p l u g 

ged . 

I t h i n k the — about, the only quest-ions 

t h a t we r e a l l y have t o answer yet are what showing should be 

needed t o f o r f e i t the bond, and we are proposing t h a t a t the 

hearing on whether or not the w e l l should be plugged t h a t a t 

t h a t same time an order be entered t o f o r f e i t the bond i f 

the w e l l s are not plugged and t h a t way we would j u s t have t o 

have one hearing at t h a t t i m e . The same order could be sent 

t o the f i n a n c i a l i n s t i t u t i o n as i s sent t o the operator and 

i f the w e l l i s not plugged w i t h i n 30 days, or so, o f the 

order i s s u i n g from t h a t hearing, the bond would at t h a t time 

be f o r f e i t e d . 

I b e l i e v e t h a t the proposed r u l e , along 
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w i t h the two forms we have here, cover most o f the questions 

and e s s e n t i a l l y we're having t h i s hearing t o i n v i t e comments 

from the i n d u s t r y on our proposals and i f they would recom

mend changes or i f they have any other ideas. 

I t h i n k t h a t ' s a l 1 I have un

less you have some questions or other people i n the audience 

have questions. 

MR. STOGNER: I ' l l open i t up 

to the other questions f o r the other two attorneys at t h i s 

t. ime. 

Mr. Kellahin? 

MR. KELLAHIN: Thank you, Mr. 

Stogner. 

QUESTIONS BY MR. KELLAHIN - ANSWERS BY MR. TAYLOR: 

Q Mr. Taylor, i n your opin i o n i s the l a n 

guage adopted by the L e g i s l a t u r e i n House B i l l 223 broad 

enough t o al l o w the D i v i s i o n t o implement a r u l e t h a t would 

provide f o r cash blanket bonds? 

A I b e l i e v e so. I don't b e l i e v e that I 

have the language w i t h me, but — 

Q I show you a copy o f the s t a t u t e as adop

ted i n the session laws and again ask you t o review t h a t f o r 

me and l e t me know i n your o p i n i o n whether or not there's 

any language i n there t h a t would cause you as a lawyer t o 
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b e l i e v e that, the Commission i s r e s t r i c t e d or precluded from 

adopting a r u l e t h a t would provide f o r a cash blanket bond. 

A I suppose not, Mr. K e l l a h i n , because a l l 

we d i d i n the amendment was add the word "cash" i n f r o n t o f 

surety i n the law, and we at the time, I don't t h i n k , had 

r e a l l y determined whether or not. we would propose one-well 

or blanket bonds. 

Q You said awhile ago t h a t there was two 

basic reasons why the D i v i s i o n s t a f f i s proposing a w e l l - b y -

w e l l cash bond, and the f i r s t reason was an east i n adminis

t r a t i o n . 

Could you e x p l a i n more s p e c i f i c a l l y what 

you meant when you said t h a t that, was one o f the reasons? 

A Well, e s s e n t i a l l y , the ease of adminis

t r a t i o n i s probably not t o encourage use of cash bonds be

cause i t does r e q u i r e us t o do more work than we do when we 

accept. another bond and we're j u s t doing i t . f o r the b e n e f i t 

of the i n d u s t r y . 

I f t h ere i s a huge need and the i n d u s t r y 

demonstrates i t at the hearing, c e r t a i n l y I don't see any 

problem why we couldn't have some k i n d o f blanket bonds. 

The r e a l , I suppose the r e a l problem I 

have w i t h blanket, bonds i s — i s the p o t e n t i a l l i a b i l i t y o f 

the State and the reclamation fund due t o the f a c t t h a t most, 

blanket bonds would never cover the plugging expenses of the 
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number of w e l l s they cover. 

Q C u r r e n t l y under a surety blanket bond the 

c e i l i n g on t h a t bond l i m i t , i s $50,000, i s i t not? 

A Yes, s i r . 

Q And t h a t $50,000 l i m i t , i s the plugging 

l i m i t r e q u i red i f there i s one w e l l or f i f t y w e l l s t o be 

piugged. 

A Yes, s i r . 

Q Have you experienced instances before the 

D i v i s i o n i n which the sur e t y bond on a blanket basis has 

been inadequate t o plug the w e l l s n e c e s s a r i l y t o be plugged? 

A Since I've been here I don't r e c a l l t h a t 

we've had any f o r f e i t u r e s o f blanket bonds, but c e r t a i n l y 

even i n a s i t u a t i o n o f one-well bonds, the bonds are not 

normally adequate t o cover the cost, o f plugging a w e l l , and 

i f , f o r instance, we had a w e l l awhile back which cost us at 

l e a s t $50,000 t o plu g . I t h i n k our bond was less than $5000 

on i t , and we're just, t r y i n g t o p r o t e c t , e s s e n t i a l l y , the 

reclamation fund, although because both the reclamation fund 

and the plugging bonds themselves would come from companies 

i n the i n d u s t r y , I don't, know t h a t i t r e a l l y matters, except 

f o r the f a c t t h a t the i n d u s t r y g e n e r a l l y seems t o be 

against the i m p o s i t i o n o f the tax f o r the plugging fund and 

whenever i t ' s re-imposed there's some grumbling, and I sup

pose that, r e q u i r i n g one-well bonds i s — i s more proper i n 
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t h a t the company that, d r i l l s the w e l l s i s d i r e c t l y respon

s i b l e f o r them r a t h e r than the i n d u s t r y as a whole. 

Q I f the cash blanke bond c e i l i n g i s the 

same $50,000 c e i l i n g as a surety bond, then i n terms of 

amount they would both be t r e a t e d the same. 

A Correct. The State's l i a b i l i t y , or the 

plugging fund's l i a b i l i t y would not increase due t o the 

i f we would adopt blanket cash bonds. 

Q The concern you've expressed t o me ap

p a r e n t l y i s one i n terms o f the c e i l i n g l i m i t a t i o n o f 

$50,000 i n a l l instances not n e c e s s a r i l y being adequate. 

A Correct.. 

Q And you are 1imited by the s t a t u t e t o the 

$50,000 c e i l i n g on the blanket bonds. 

A Yes, s i r . At the time t h a t we introduced 

t h i s i n the L e g i s l a t u r e t h i s year we d i d consider i n c r e a s i n g 

the amounts of the bonds but decided t h a t , because of the 

confusion o f the L e g i s l a t u r e and other problems they were 

de a l i n g w i t h and the controversy t h a t might r a i s e , that, we 

would opt at t h i s time just, t o allow f o r cash bonds and not 

get. i n t o the question o f whether the amounts of the bonds 

should be increased. 

Q Thank you. I have nothing f u r t h e r . 

MR. STOGNER: Thank you, Mr. 

K e l l a h i n . 
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Mr. Dickerson, your witness. 

QUESTIONS BY MR. DICKERSON - ANSWERS BY MR. TAYLOR: 

Q Mr. Taylor, I'm a l i t t l e b i t confused 

about the a d m i n i s t r a t i v e burden i n the case o f a cash bond 

as opposed t o a suret y bond. 

I f the cash bond v a r i e s o n l y as t o amount 

whether i t ' s a s i n g l e w e l l bond or a blanket bond, and i t ' s 

deposited i n a s i n g l e account i n a Fe d e r a l l y insured i n s t i 

t u t i o n , why would the a d m i n i s t r a t i v e burden d i f f e r between 

those two? 

A Well, i t c e r t a i n l y depends on how we — 

the f i n a l r u l e t h a t ' s adopted and how i t ' s set up. 

As we — i n the l a s t few days we've de

cided how t o do t h i s . We've looked more at r e q u i r i n g the 

operator and the f i n a n c i a l i n s t i t u t i o n t o bear most o f the 

burden, which i s f i l l i n g out a l l the paperwork and making 

sure everything's done, i n which case t h e r e would be no 

money deposited w i t h the State. We wouldn't have t o account, 

f o r t h a t money. A l l we'd have would be these forms and may

be another piece o f paper i n the f i l e , and the a d m i n i s t r a 

t i v e burden under t h a t s i t u a t i o n would not be n e a r l y as 

great as when we o r i g i n a l l y thought about accepting cash, i n 

which case we would have t o have accountants and people t o 

deal w i t h a l l these, a l l the paperwork and a l l the problems 
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that, accepting cash causes t o any State agency, and c e r t a i n 

l y the amount o f cash t h a t we were l o o k i n g at., i f the i n s u r 

ance i n d u s t r y gets out o f w e l l plugging bonds completely, 

which c e r t a i n l y , I suppose i s p o s s i b l e , given the present, 

c o n d i t i o n i n the i n d u s t r y , would cause huge burdens t o the 

OCD, given our personnel and the f a c t t h a t we don't, have any 

accounting personnel or cash bond a c t i o n s r e a l l y going on 

here at a l l . 

Q Thank you. 

A As posed r i g h t now, however, as we 

l i m i t e d i t i n the l a s t few days, I suppose the a d m i n i s t r a 

t i v e burden would be f a i r l y minimal, the d i f f e r e n c e be

t w e e n — 

Q So i t wouldn't make any d i f f e r e n c e 

whether i t were a one-well plugging bond or a blanket bond, 

the only t h i n g t h a t would change would be the amount o f cash 

deposited and i f the State i s not handling d i r e c t l y that, 

amount o f cash, the burden on the State i s e x a c t l y the same, 

i s n ' t i t ? 

A I don't know i f I'd say t h a t f o r sure, 

because I'm not sure o f a l l the operations t h a t are under

taken when we take blanket bonds. C e r t a i n l y we'd have t o 

keep t r a c k o f a l l the w e l l s t h a t are covered by a blanket 

bond and the paperwork on a l l those w e l l s . 

Q But you have t o do that, anyway w i t h the 
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s u r e t i e s . 

A To some extent we do but i t c e r t a i n l y de

pends on how we f i n a l l y come up w i t h a r u l e on t h i s . 

But, yeah, i t ' s not s u b s t a n t i a l l y d i f 

ferent., I ' l l agree. 

Q So assuming t h a t the problem t o the i n 

du s t r y which you're attempting t o address here, not only 

a f f e c t s the a v a i l a b i l i t y o f s i n g l e w e l l plugging bonds, but 

also a p p l i e s t o the a v a i l a b i l i t y o f blanket plugging bonds, 

wouldn't i t f u r t h e r your express purpose t o simply permit 

the blanket plugging bonds t o be deposited i n cash as we l l ? 

A Well, i t would c e r t a i n l y , I suppose, f u r 

t h e r the purpose o f a i d i n g i n d u s t r y and development but. the 

problem o f the l i a b i l i t y o f the plugging fund, i f any number 

of those operators were t o f o r f e i t t h e i r bond, would be sub

s t a n t i a l . 

I n f a c t , i f any one operator would f o r 

f e i t under a blanket bond, the l i a b i l i t y o f the plugging 

fund would be s u b s t a n t i a l . 

Q But i t ' s no d i f f e r e n t whether the pl u g 

ging bond be i n cash or surety, i s i t ? 

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

Q The l i a b i l i t y t o the fund i s the same 

whether i t ' s cash or su r e t y . 

A Although we are not — i n accepting t h i s 
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bond we are not. undertaking a f i n a n c i a l i n v e s t i g a t i o n o f the 

operator as would a bonding company — 

Q Okay. 

A — i n l o o k i n g up the f i n a n c i a l statement, 

and other t h i n g s , o f the company. 

Q Now, i n — would i t not be t r u e that, a 

cash sur e t y bond would have the advantage i n a Fe d e r a l l y i n 

sured i n s t i t u t i o n t h a t i t would not run the r i s k , as does a 

surety bond company, the company l i a b l e on t h a t bond, the 

insurance company l i a b l e on t h a t bond — I'm sure i n your 

experience you have seen cases i n which the sure t y company 

l i a b l e on a bond i s no longer i n business or i n s o l v e n t , 

something o f t h a t nature. 

A Well, c e r t a i n l y we've t r i e d t o s t r u c t u r e 

i t t o l i m i t any loss o f monies through any i n s t i t u t i o n . 

Q But a l l t h i n g s other being equal, 

wouldn't i t be more advantageous t o the State t o have a cash 

s e c u r i t y fund which could be reached r a t h e r than a sure t y 

bond i n the form only o f a piece o f paper? 

A I t ' s r e a l l y d i f f i c u l t f o r me t o say be

cause o f the — e s p e c i a l l y because o f the c u r r e n t s i t u a t i o n 

i n the i n d u s t r y whether i t . would be advantageous t o us t o 

undertake cash blanket bonds or not. 

The p o t e n t i a l l i a b i l i t y because o f the 

shake-out i n the i n d u s t r y r i g h t now i s c e r t a i n l y much 
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greater than i t would have been i n the past, and i t ' s r e a l l y 

up t o the i n d u s t r y t o t e l l us today whether t h a t ' s necessary 

or not. 

I'm not r e a l l y — I have not t a l k e d t o 

t h a t many insurance companies. I'm sure, though, t h a t they 

are — fewer and fewer are o f f e r i n g bonds, but the d i f f e r 

ence i s t h a t they undertake t o make sure t h a t when they — 

when they bond a company t h a t t h a t company i s f i n a n c i a l l y 

s t a b l e , and t h a t ' s an undertaking t h a t we are not proposing 

under t h i s r u l e and t h a t I'm not even sure we could because 

of the — the personnel t h a t would be r e q u i r e d . 

Q But the company's a b i l i t y t o post a sur

ety bond o f f e r s some s e c u r i t y on t h a t f e a t u r e , doesn't i t ? 

A You mean a cash bond, t h e i r a b i l i t y t o 

post a cash bond? 

I would c e r t a i n l y be more at ease i f on 

— under blanket bonds i f the amount o f the bond were 

g r e a t e r . I f t h e r e were twenty or f o r t y or a hundred w e l l s 

under a $50,000 blanket cash bond and we undertook no scru

t i n y o f the f i n a n c i a l s i t u a t i o n o f the company, our l i a b i l 

i t y , or the l i a b i l i t y o f t h e plugging fund, I t h i n k , cer

t a i n l y would be increased, j u s t by the f a c t t h a t we d i d 

t h a t • 

I f i n d u s t r y does propose t h a t we accept 

blanket cash bonds, I suppose we could amend the r u l e t o a l -
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so provide t h a t i n t h a t s i t u a t i o n t h a t we do somehow s c r u t i 

nize the f i n a n c i a l i n t e g r i t y o f the company o f f e r i n g the 

bond. 

Q Mr. Taylor, i n the f i r s t sentence o f your 

proposed r u l e change you have re q u i r e d a showing by the 

operator t h a t i t cannot acquire a surety bond. 

What's the purpose o f r e q u i r i n g a showing 

as opposed t o simply p e r m i t t i n g as an a l t e r n a t i v e the post

ing o f a f a i r share o f the cash bond? 

A I'm glad you r a i s e d t h a t because I f o r g o t 

about i t . 

I t ' s — i t ' s mainly t o l i m i t cash bonds 

t o those s i t u a t i o n s when a surety bond can't be obtained. 

We don't want t o t r a n s f e r a l l the bonding 

business t o ourselves. We j u s t want t o undertake t o bond 

those companies who are unable t o secure bonds through a 

p r i v a t e insurance company, and c e r t a i n l y i f the insurance 

i n d u s t r y q u i t s s e l l i n g bonds, I suppose we would change t h i s 

program t o do a l l bonds, but i t c e r t a i n l y would be an i n 

creased burden on the D i v i s i o n and would r e q u i r e more per

sonnel i f we were t o do t h a t . 

Q My concern i s what k i n d o f a showing i s 

r e q u i r e d . 

A We — a c t u a l l y , we should have probably 

put something i n the r u l e about t h a t . 
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I was t h i n k i n g about an a f f i d a v i t / t h a t 

they j u s t send us an a f f i d a v i t , n o t a r i z e d , t h a t said they 

were unable t o , a f t e r reasonable e f f o r t t o get a bond. We 

do know o f the only two or t h r e e companies i n the State now 

o f f e r i n g bonds and c e r t a i n l y could check t o see i f they had 

made i n q u i r y w i t h those companies t o get a bond. 

We r e q u i r e i n bonding s i t u a t i o n s now that, 

the bond be gotten by a company t h a t ' s authorized t o do bus

iness i n the State and t h a t the insurance company po s t i n g 

the bond be authorized t o do business i n the State, so t h a t 

somewhat has l i m i t e d the number, anyway, and since many o f 

them are g e t t i n g out o f the business, i t ' s a f a i r l y narrow 

group t h a t we'd have t o check w i t h now. 

But I would propose on the record now 

t h a t we r e q u i r e an a f f i d a v i t signed by an o f f i c e r o f the 

company s t a t i n g t h a t they were, a f t e r due d i l i g e n c e , were 

unable t o o b t a i n a bond. 

Q I'm s t i l l a l i t t l e unclear, Mr. Taylor, 

as t o why the State — i t appears t o me, and there must be 

something I don't understand, t h a t i t would be p r e f e r a b l e , 

from the State's standpoint, t o have a cash bond posted 

r a t h e r than merely a surety bond, and i n the absence o f any 

r e a l a d m i n i s t r a t i v e burden increase about those cash bonds, 

i t seems t o me t h a t i t would be more advantageous t o the 

State t o have cash bonds deposited. 
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A I suppose i f you would not consider the 

a d m i n i s t r a t i v e burden t h a t we'd have t o undertake o f having 

s t a f f t o look through a l l t h i s paperwork and keep t r a c k o f 

i t , you know, there might not be any d i f f e r e n c e . 

We have not had any problems, however, on 

c o l l e c t i n g on sure t y bonds. Normally a l e t t e r t o the i n s u r 

ance company r e s u l t s i n a check t o us and t h e r e f o r e , I don't 

know t h a t cash bonds would be any r e a l advantage over sure t y 

bond s. 

I f i t were d i f f i c u l t / became d i f f i c u l t t o 

c o l l e c t on the suret y bonds, c e r t a i n l y cash bonds might be 

more p r e f e r a b l e , but we have not found t h a t t o be the case. 

Q Assuming t h a t the D i v i s i o n were t o amend 

i t s r u l e s so as t o permit cash blanket bonds i n a d d i t i o n t o 

cash s i n g l e w e l l bonds, would you have any problem w i t h 

changing the word i n the f i r s t sentence o f the l a s t para

graph instead t o p r o p e r l y plug and abandon the w e l l t o 

change the word "the" t o "any" we l l ? 

A No, s i r . And any other changes. I f we 

were t o change i t t o a blanket bond, I would al s o recommend 

t h a t we undertake some f i n a n c i a l s c r u t i n y o f the operator 

j u s t because o f the f a c t t h a t we would want t o be assured 

t h a t i t was a company i n sound f i n a n c i a l c o n d i t i o n before: we 

would undertake t o pledge, e s s e n t i a l l y , the plugging fund t o 

plug any w e l l s t h a t — t h a t the bond might not cover. 
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Q Did you d r a f t t h i s proposed language, Mr. 

Taylor? 

A I n the ru l e ? 

Q Yes. 

A I t h i n k the language i n the r u l e , as w e l l 

as the e x h i b i t s , was a j o i n t e f f o r t among several people i n 

the department. 

Q I n your o p i n i o n i s there anything i n the 

language o f t h i s proposed r u l e change which o f i t s e l f p r o h i 

b i t s the po s t i n g o f a cash blanket bond or l i m i t s t h i s pro

posed r u l e change t o a s i n g l e w ell? 

A Other than the f a c t t h a t i t might say 

w e l l , or something l i k e t h a t , I don't know t h a t we s p e c i f i 

c a l l y considered only s i n g l e w e l l bonds. 

When the — when the — when we f i r s t 

proposed the b i l l we d i d not, I t h i n k , have i n mind neces

s a r i l y t o l i m i t i t t o — t o s i n g l e w e l l s , but i t ' s — i t ' s 

worked out t h a t j u s t the problems t h a t we foresee i n the 

blanket bond, the l i a b i l i t y and other t h i n g s , made us j u s t 

t h i n k t h a t was a p r e f e r a b l e idea a t t h i s t i m e . 

Q But I'm unable t o see any language i n 

t h i s s p e c i f i c r u l e change which l i m i t s t h i s t o a s i n g l e w e l l 

as opposed t o s t i l l p e r m i t t i n g a blanket cash bond t o be 

posted. 

A Other than the f a c t t h a t i t r e f e r s t o a 
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w e l l r a t h e r than w e l l s , I don't t h i n k there i s . 

Q Do you propose t o r e v i s e t h i s r u l e and 

r e c i r c u l a t e i t f o r comments p r i o r t o f i n a l adoption at. one 

point or another? 

A I don't t h i n k t h a t we'd r e c i r c u l a t e i t . 

We would probably r e a d v e r t i s e i t . I n f a c t , we may be read-

v e r t i s i n g i t anyway, but i t would j u s t s t a t e t h a t i t ' s f o r 

one-well bonds only, although the purpose of t h i s hearing 

r e a l l y was t o get. comment. We were — at the time we pro

posed the hearing we d i d n ' t have the s i t u a t i o n and the con

d i t i o n s o f what, we were proposing t h a t s o l i d i f i e d and we 

were more lo o k i n g f o r i n f o r m a t i o n and comments from the i n 

d u s t r y on how t o do that.. 

Since t h a t time we've t a l k e d t o several 

banks, f i n a n c i a l i n s t i t u t i o n s , and other State agencies t h a t 

deal w i t h bonds, and have come up w i t h a more s p e c i f i c idea 

of what we're going t o do. 

Q Mr. Taylor, l e t ' s assume an operator de

s i r e s t o d r i l l twenty w e l l s , but i f your r u l e does not per

mit him t o post a blanket bond, he t h e r e f o r e has t o post, i f 

he cannot o b t a i n the surety bond, twenty separate cash, w e l l 

by w e l l bonds. I s n ' t the a d m i n i s t r a t i v e burden caused by 

that, twenty times g r e a t e r , at. l e a s t , than would be caused 

by a s i n g l e blanket, cash bond? 

A I suppose i t i s . At. t h i s time I'm not 
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sure, we'd have t o ask Diane how much a d m i n i s t r a t i v e work 

there i s on these. I don't know the breakdown r i g h t now be

tween one-well bonds and blanket bonds. I know we have 

q u i t e a few operators who get w e l l by w e l l bonds. For what 

reason, I don't know, but maybe the insurance companies, you 

know, r e q u i r e t h a t o f c e r t a i n companies. I don't know. 

As f a r as I know most o f our blanket, 

bonds are bigger companies but I c e r t a i n l y , you know, have 

not ever looked through the f i l e s t o v e r i f y the breakdown on 

t hat.. 

But I do know t h a t at. t h i s time many com

panies do — do s i n g l e w e l l bonds as they d r i l l w e l l s . 

Q But the a d m i n i s t r a t i v e paperwork o f hand

l i n g the separate bond, even i f i t ' s a surety bond, on every 

w e l l i s obviously greater than handling one blanket bond and 

then merely keeping up w i t h how many w e l l s t h a t operator has 

i n the State o f New Mexico, doesn't i t ? 

A I t h i n k you're c o r r e c t • 

Q So i f t h a t ' s t r u e , I'm t o t a l l y confused 

as t o why i t i s an advantage t o the State and i t ' s obviously 

not an advantage t o the operator t o make him post, separate 

bonds on each w e l l . I t would be easier and cheaper f o r a l l 

concerned t o post, a cash blanket bond. 

A Well , i t . might be easier and cheaper un

less there were d e f a u l t s and f o r f e i t u r e s and t h a t ' s when 
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then has t o undergo t o plug those w e l l s . 

Q Right, but there's no d i f f e r e n c e whether 

i t ' s a cash bond or a sure t y bond as t o t h a t problem. 

A Well, on a w e l l by w e l l — on a paperwork 

basis you're c o r r e c t , but. on a w e l l by w e l l bond, f i n a n c i a l 

l y we're covered on those w e l l s whereas on a blanket bond we 

c e r t a i n l y not even be close i n many s i t u a t i o n s , and t h a t , 

you know, that, i s the main reason why we d i d i t , i s the fact, 

t h a t we wanted t o l i m i t our l i a b i l i t y as much as p o s s i b l e . 

Q Well, has the d e c i s i o n a c t u a l l y been made 

to l i m i t the post i n g o f cash bonds t o a s i n g l e w e l l and not 

A No, t h i s i s a proposal f o r comment. I 

mean, we were hoping today a c t u a l l y t h a t most o f the hearing 

was people t e l l i n g us what they thought about i t and b r i n g 

i n g i n ideas. 

I don't know that, t h a t many companies are 

coming i n w i t h ideas but I c e r t a i n l y expect, t h a t there w i l l 

be some testimony on why we need t o have blanket bonds, but 

— and, you know, I don't know t h a t i t , as an ad m i n i s t r a 

t i v e body, t o us I don't know t h a t i t matters t h a t much but 

i n overseeing the plugging fund and knowing the complaints 

t h a t we sometimes receive when the plugging fund i s r e i n s t - i -

t u t e d , you know how the plugging fund works, when i t r i s e s 
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t o a m i l l i o n d o l l a r s the tax on t h a t cuts o f f and u n t i l i t ' s 

depleted down, I b e l i e v e , t o h a l f a m i l l i o n there's no tax 

and then the tax i s r e i n s t i t u t e d . 

And c e r t a i n l y I've — I've heard concern 

w i t h i n the i n d u s t r y about the f a c t t h a t , you know, when the 

tax i s r e i n s t i t u t e d why do we do t h i s , and I t h i n k the i n 

du s t r y may f e e l t h a t i t ' s a burden t h a t ' s placed on every

body when i n f a c t i t should be the burden o f s i n g l e opera

t o r s t o pay f o r those pluggings and a s i n g l e w e l l idea i s 

c e r t a i n l y going along w i t h the f a c t t h a t each operator 

should be responsible f o r t h e i r own w e l l s and the plugging 

of those w e l l s . 

MR. DICKERSON: I have no f u r 

t h e r questions o f Mr. Taylor. 

MR. STOGNER: Are there any 

other questions? 

MR. CARR: I have just, one 

question. 

Are you t a l k i n g about doing 

away w i t h the blanket, s u r e t y bond or j u s t not. having a 

blanket cash bond? 

MR. TAYLOR: No, s i r , we're 

j u s t recommending t h a t as f a r as the adoption o f a r u l e on 

cash bonds, t h a t a t t h i s time i t only be f o r one w e l l at a 

t ime. 
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MR. CARR: And you'd s t i l l a l 

low blanket surety bonds? 

MR. TAYLOR: Yes. 

MR. CARR: Thank you. 

MR. STOGNER: Thank you, Mr. 

Carr. 

Mr. Stamets? 

QUESTIONS BY MR. STAMETS - ANSWERS BY MR. TAYLOR: 

Q Mr. Taylor, could these two forms, the 

si n g l e w e l l cash bond or the bond form and the cash c o l -

] ateral. form be combined i n t o a s i n g l e piece o f paper t h a t 

would be a l i t t l e more c l e a r as t o e x a c t l y what operation we 

had and which w e l l was covered by which deposit? 

A I t h i n k they could. I came — we came up 

w i t h the s i n g l e w e l l cash bond, which i s E x h i b i t One, a 

couple weeks ago, and E x h i b i t Two, which i s an assignment o f 

cash c o l l a t e r a l deposit, we only f i n a l i z e d yesterday, and i t . 

i s r e a l l y a take o f f on a form used by the Construction I n 

d u s t r i e s D i v i s i o n f o r the p o s t i n g o f c o n t r a c t o r bonds, and I 

r e a l l y haven't t r i e d t o put them together, but I t h i n k i t 

c e r t a i n l y should be p o s s i b l e . 

Q Do you suppose th e r e should be some s o r t 

of i d e n t i f i c a t i o n on here, such as operator name and a bond 

number t h a t would f a c i l i t a t e c o l l e c t i o n o f these t h i n g s so 
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the banks would know whether t o — what we were t a l k i n g 

about when we went and asked them f o r the money? 

A We could do t h a t . One problem I have 

w i t h t h i s i s t h a t u n t i l we a c t u a l l y get i n t o the p r a c t i c e , 

i t may be hard f o r us t o t e l l what's going t o be needed. 

We're t r y i n g t o k i n d o f foresee problems before we've done 

any of t h i s type bonding, but I t h i n k these forms do need 

some changes before they can be adopted, e s p e c i a l l y a s i n g l e 

w e l l cash bond, f o r instance, we need t o set out what the 

cost o f the bond i s going t o be. I f we do i t as recommended 

by the depth o f the w e l l , as we now do s i n g l e w e l l surety 

bonds, we should — we should have t h a t i n f o r m a t i o n at the 

top o f the form. 

And these forms are not intended t o be 

complete representations o f what we expect t o adopt, but 

they are the ideas we have now and c e r t a i n l y we're s o l i c i t 

i n g comments from operators and the i n d u s t r y i n general on 

what they may have encountered i n other s t a t e s and other 

ideas they may have t h a t would a i d us i n adopting t h i s r u l e . 

Q I f these were t o be converted i n t o b l a n 

ket bonds i t would j u s t be a matter o f r e v i s i n g the forms. 

A Yes, s i r . I , as I understand i t , our 

blanket bonds are a c t u a l l y kept t r a c k o f by a computer. The 

operator would have a bond and any w e l l s he operated, I be

l i e v e , would be covered by t h a t , but I'm — because I don't 
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a c t u a l l y work w i t h the mechanics o f them, I'm not p o s i t i v e 

t h a t ' s how i t works, but t h a t ' s how I understand i t . 

Q Mr. Taylor, i n your p o s i t i o n as the a t 

torney f o r the D i v i s i o n , I presume you've l i s t e n e d t o a num

ber of cases r e l a t i v e t o compulsory p o o l i n g . What k i n d o f 

w e l l costs are u s u a l l y discussed i n r e l a t i o n t o w e l l s d r i l 

l e d i n the state? 

A You mean — 

Q Are we t a l k i n g about $10,000 w e l l s or are 

we t a l k i n g about $200,000 wells? 

A Well, i t ' s — I would estimate t h a t the 

average cost o f d r i l l i n g a w e l l , just, i n the compulsory 

poolings, i s probably over h a l f a m i l l i o n d o l l a r s . 

Q And w i t h one-well bonds we're l o o k i n g at. 

bonds o f , what, 5000 t o 12,500? 

A Yes, s i r . 

Q A r e l a t i v e l y small amount compared t o the 

t o t a l w e l l c o s t . 

A Yes, s i r , i t c e r t a i n l y i s . 

Q Your concern r e l a t i v e t o the blanket bond 

would be whether or not we, as an agency, the O i l Conserva

t i o n D i v i s i o n , could p r o p e r l y p r o t e c t the State by — by not 

being able t o devote the time and energy t h a t a surety com

pany might t o i n v e s t i g a t i n g the h e a l t h o f a company. 

A That's c o r r e c t . We, as I understand i t # 
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when an operator a p p l i e s f o r a surety bond t h e r e i s a — 

they have t o f i l e a f i n a n c i a l statement and other f i n a n c i a l 

d i s c l o s u r e forms i n order, I suppose, the guarantee the i n 

surance company t h a t should they — should the bond be f o r 

f e i t e d t h a t they would make good t h a t t o the insurance com

pany and i f we were t o undertake t o do very many blanket 

bonds and we d i d undertake t o do f i n a n c i a l statement exam

i n a t i o n s or something s i m i l a r under t h i s , i t would c e r t a i n l y 

— i t would be very d i f f i c u l t because we c u r r e n t l y have on 

s t a f f no people w i t h t h a t k i n d o f experience. 

Q As I r e c a l l , t o o , under the geothermal 

bond, I'm not sure i f t h i s i s i n the law or j u s t i n the reg

u l a t i o n s , but. there's a maximum number of w e l l s which can be 

covered under a blanket bond. Would t h a t be some s o r t o f a 

p o s s i b i l i t y here i f i t would prove t o be a l e g a l t h i n g t o 

do? 

A I don't know, because I suppose the prob

lem t h a t the i n d u s t r y has w i t h the s i n g l e w e l l i s t h a t they 

may have twenty or f o r t y or a hundred w e l l s they need 

covered and I don't know how we could remedy t h a t . We 

i f , i f i t were such t h a t g e n e r a l l y t h e r e was a need f o r a 

blanket cash bond, I suppose i f i t ' s determined t o adopt 

t h a t , t h a t we could go t o the L e g i s l a t u r e next year and seek 

t o have the amount of a cash blanket bond increased or some 

other p r o t e c t i o n given, or the i n d u s t r y might undertake t o 
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determine whether because o f the c o n d i t i o n s o f the insurance 

business, t h a t they weren't w i l l i n g t o pay everybody i n gen

e r a l , t o pay the tax t o keep the plugging fund at i t s s t a t u 

t o r y amount t h a t — I mean — what I'm saying i s t h a t i t 

would cost more, we'd have t o have more money i n the p l u g 

ging fund i f we were t o have blanket cash bonds and there 

were any d e f a u l t s . 

C e r t a i n l y i f the i n d u s t r y were w i l l i n g t o 

pay t h a t increased t a x or the t a x t h a t would be imposed more 

of the time than i t i s imposed now, I don't suppose we have 

— I don't have any problem w i t h t h a t . I t ' s j u s t a question 

o f who's going t o bear the costs associated w i t h t h i s . 

MR. STAMETS: That's a l l I 

have. 

MR. STOGNER: Are the r e any 

other questions? 

QUESTIONS BY MR. SEXTON - ANSWERS BY MR. TAYLOR: 

Q J e f f , do you f e e l l i k e i f you're going t o 

have blanket bonds (not c l e a r l y understood) w i l l the D i v i 

sion have g u i d e l i n e s or i s t h i s going t o be i n d i v i d u a l judg

ment or — since the law j u s t says 50,000, how do we i n t e r 

p r e t the next step o f e v a l u a t i n g who can get the blanket 

bonds? 

A I don't know, J e r r y . I c e r t a i n l y have no 
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experience i n t h a t k i n d o f t h i n g , but I suppose i f t h e r e i s 

a need f o r blanket cash bonds because o f the i n a b i l i t y o f 

the i n d u s t r y t o get bonds, and i f i t gets any worse than i t 

i s now, c e r t a i n l y t h a t might be a r e a l need. We would j u s t 

have t o adopt some k i n d o f general g u i d e l i n e s or some way o f 

lo o k i n g a t an operator's finances t o make sure t h a t — t h a t 

were they not t o plug these w e l l s t h a t t h e r e was a l i k e l i 

hood t h a t they would have the money t h a t we could get them 

through l e g a l a c t i o n t o pay f o r the pluggings, but c e r t a i n l y 

our backup i s t h a t the reclamation fund, the plugging fund 

i s t h e r e and we can always r e l y on t h a t . 

C e r t a i n l y , though, the l i a b i l i t y posed by 

— by blanket bonds w i t h o u t any i n v e s t i g a t i o n o f the com

pany's f i n a n c i a l s t a t u s I t h i n k i s greater than i t i s r i g h t 

now, and I'm not sure how we get around t h a t . I t r e a l l y de

pends on whether the i n d u s t r y r e a l l y wants us t o adopt cash 

blanket bonds and what, they're w i l l i n g t o do t o help us deal 

w i t h t h a t , and whether we need t o have, you know, I don't 

know t h a t we would r e q u i r e another person t o look through 

those f i n a n c i a l statements because I r e a l l y don't know i f 

there's much demand, but c e r t a i n l y there's some burden t h e r e 

t h a t we're going t o have t o look at undertaking i f we're 

going t o s t a r t doing blanket cash bonds, and I'm r e a l l y not 
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that f a m i l i a r w i t h the f i n a n c i n g and those s i t u a t i o n s t o 

know what the problems might be t h a t we'd be l o o k i n g a t . 

Q This i s where I have a question, t h a t i t 

seems t o me the reason we're not g e t t i n g any sure t y bonds 

now i s because h a l f our w e l l s t h a t were t e n years o l d , the 

bonding company d i d n ' t look i n t o them t h a t w e l l , and now 

they're l o o k i n g i n t o them (not understood) t h a t I'm not sure 

any o f your o l d ones would be covered under today's 

standards. 

A Although I can't r e a l l y understand why 

companies are having t r o u b l e g e t t i n g the bonds, I understand 

the insurance companies aren't s e l l i n g them, but the f a c t 

i s , we've had, as f a r as I know, few f o r f e i t u r e s o f bonds 

compared, c e r t a i n l y , t o the premiums t h a t are being p a i d , at 

l e a s t as f a r as I undertand i t . 

I t h i n k , I've been here close t o two 

years and we've only f o r f e i t e d one or two bonds and those 

d i d n ' t even come close t o paying the costs o f plugging the 

w e l l s . 

I r e a l l y don't understand why the indus

t r y i s not w i l l i n g t o bond any more than maybe the general 

problem w i t h the insurance business. I'm not sure, but cer

t a i n l y i n the past we have not f o r f e i t e d so many bonds t h a t 

— t h a t i t ' s a problem. 

Normally, i n good times, some other 
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operator has come i n and taken over those w e l l s . I n the 

curr e n t s i t u a t i o n , w i t h the slump i n the i n d u s t r y , whether 

you've have operators coming i n t o take over abandoned w e l l s 

t h a t had not been plugged, I r e a l l y don't know. I t c e r t a i n 

l y could look more d i f f i c u l t . 

I s t h a t i t ? 

MR. STOGNER: Thank you, Mr. 

Je r r y Sexton, o f our Hobbs D i s t r i c t O f f i c e f o r those ques

t i o n s . 

I'm going t o — I'd l i k e t o 

open t h i s up f o r questions o f anybody f o r Mr. Taylor, and i f 

you have questions, i f you would s t a t e your name and your 

a f f i l i a t i o n . 

Are there any other questions 

of Mr. Taylor at t h i s time? 

MR. TAYLOR: I've t o l d them 

everything I know t w i c e . 

MR. STOGNER: Would you l i k e t o 

submit as evidence your E x h i b i t s One and Two at t h i s time, 

Mr. Taylor? 

MR. TAYLOR: Oh, yes, s i r , I'd 

l i k e t o o f f e r E x h i b i t s One and Two. 

MR. STOGNER: Are ther e any ob

jec t i o n s ? 

There being none, E x h i b i t s One 
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and Two w i l l be admitted i n t o evidence. 

Mr. K e l l a h i n , your witness. 

MR. KELLAHIN: Thank you. 

FARRIS NELSON, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. Nelson, would you please s t a t e your 

name and occupation? 

A F a r r i s Nelson. I'm a petroleum engineer 

f o r Zia Energy. 

Q What's your r e l a t i o n s h i p w i t h Zia Energy, 

Mr. Nelson? 

A I'm a major stockholder. 

Q Have you appeared before the O i l Conser

v a t i o n D i v i s i o n as an expert petroleum engineer? 

A Yes, I have. 

MR. KELLAHIN: We tender Mr. 

Nelson as an expert petroleum engineer. 

MR. STOGNER: Are t h e r e any ob

je c t i o n s ? 

Mr. Nelson i s so q u a l i f i e d . 
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Q Mr. Nelson, f o r the Examiner, would you 

describe and summarize f o r us what i s the c u r r e n t s i t u a t i o n 

between you and your sur e t y company w i t h regards t o your 

statewide blanket $50,000 sure t y bond t h a t covers your cur

re n t operations? 

insurance group c a l l e d the Kemper Group since 1977. The 

Kemper Group i s made up o f Lumberman's Mutual Casualty Com

pany, American M o t o r i s t s Insurance Company, American Manu

f a c t u r e r s Mutual Insurance Company, American P r o t e c t i o n I n 

surance Company. There are four companies in v o l v e d i n t h i s 

group. 

a n o t i c e from the independent agency, who i s Ferguson In s u r 

ance Agency i n A r t e s i a , t h a t the Kemper Group would l i k e t o 

cancel our bond. Of course they can't cancel our bond but 

they are l i m i t i n g the blanket bond t o what we had i n opera

t i o n t h i r t y days a f t e r November the 7th, so t h a t i n e f f e c t 

anything t h a t we develop or acquire a f t e r t h a t date, they 

are not bonding t h a t . 

r i e r as t o the reasons behind the issuance o f the n o t i c e o f 

t e r m i n a t i o n on your blanket bond t o determine whether or not 

t h a t n o t i c e was t r i g g e r e d as a r e s u l t o f your company's 

f i n a n c i a l a b i l i t y or claims t h a t your company has f i l e d 

A Yes. We've had a blanket bond w i t h an 

And November the 7th o f 1985 we received 

Q Have you i n q u i r e d o f your insurance car-
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against the insured? 

A Yes, we asked them why and the group i s 

j u s t t r y i n g t o p u l l out o f New Mexico as a bonding company. 

We have had no claims on our bond and I f e e l l i k e t h a t our 

f i n a n c i a l s i t u a t i o n i s — i s c e r t a i n l y not. the key question 

from the company's p o i n t o f view. 

We have been s u b m i t t i n g annual f i n a n c i a l 

statements t o them and I don't f e e l l i k e we've had any prob

lem w i t h t h a t . 

I t — the Ferguson Insurance Agency has 

shopped r a t h e r e x t e n s i v e l y t r y i n g t o acquire another bonding 

company f o r us and as o f yesterday t h e i r comment was t h a t 

they j u s t couldn't o f f e r us any hope. 

Q I f you're unable t o replace your e x i s t i n g 

blanket s u r e t y bond w i t h another blanket surety bond and i f 

the D i v i s i o n adopts only a w e l l by w e l l cash bond arrange

ment, what i s the impact upon you as an o i l and gas opera

t o r ? 

A We'll have t o commence g e t t i n g the s i n g l e 

w e l l cash bonds depending on the cost — the cost would de

pend, o f course, on the depth, but a minimum would be $5000 

per cash — per w e l l , and i f we add another t e n w e l l s we've 

again equalled the $50,000 sur e t y bond t h a t we p r e s e n t l y 

have as a blanket bond. 

That would, o f course, impose some f i n a n -
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c i a l burden, not an impossible one, but i t w i l l be an a d d i 

t i o n a l burden. We'll be i n e f f e c t having t o c a r r y the equi

v a l e n t o f two bonds. 

Q To r e f r e s h everyone's r e c o l l e c t i o n w i l l 

you run through f o r us the e x i s t i n g bonding l i m i t s r e q u i r e d 

based upon the f o o t o f depth o f the wells? 

A As I understand i t , from zero t o 5000 

f e e t i s a $5000 bond. 

Then from 5-to-1000 i s 7,500 per w e l l . 

Below 10,000 i t ' s a $10,000 bond, e i t h e r 

cash or s u r e t y . 

Q What recommendations do you have t o the 

Examiner w i t h regards t o the implementation o f a blanket, 

cash bond at a $50,000 l i m i t ? 

A That would be from Zia Energy's p o i n t o f 

view, we would l i k e t o see t h a t as an o p t i o n t o the indus

t r y . 

I f a person i s f o r t u n a t e enough t o o b t a i n 

a surety bond, t h a t ' s f i n e , but at l e a s t t h a t does give the 

operator an o p p o r t u n i t y t o post, a cash bond t o replace the 

surety bond. I t would — i t appears from the i n f o r m a t i o n 

we've received t h a t bonding companies are t r y i n g very hard 

t o j u s t p u l l out o f the bonding market i n New Mexico. 

Q Let's assume t h a t you had t o go out and 

get a new surety bond on a blanket basis t o cover a l l your 
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w e l l s . How many w e l l s do you approximately operate r i g h t 

now? 

A We're p r e s e n t l y operating twenty w e l l s . 

Q A l l r i g h t . I f you were unable t o o b t a i n 

a s u r e t y bond f o r those twenty w e l l s and had t o u t i l i z e a 

cash w e l l by w e l l basis i n order t o meet the plugging r e 

quirements o f the D i v i s i o n , what amount o f cash do you es

timate you would have t o post t o cover your operations? 

A I t would be a l i t t l e i n excess of 

$100,000. 

Q Conversely, i f you could o b t a i n a s u r e t y 

bond f o r a $50,000 l i m i t , then t h a t would cover a l l your 

operations. 

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

Q Have you discussed t h i s w i t h other o i l 

and gas operators t h a t are known t o you t o determine whether 

or not they share a s i m i l a r predicament t o you? 

A Yes. I've had comments from several 

operators t h a t they've received b a s i c a l l y the same n o t i c e 

t h a t we have, l i m i t i n g the number of w e l l s t h a t the bonding 

company w i l l continue on the blanket bond t o where they pre

s e n t l y are operating at t h i s t i m e . 

Q Can you n a r r a t e f o r us g e n e r a l l y what 

companies you've contacted t h a t share a s i m i l a r predicament 

t h a t you have w i t h regards t o a cash w e l l by w e l l basis 
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bond? 

A Yes. I v i s i t e d w i t h B l i s s Petroleum Com

pany, a l l o f these are i n Hobbs, Natural Resources Engineer

i n g , Bravo Energy, T r i o O i l . There's a couple o f other guys 

but I'm not even sure what t h e i r company names are. 

Q I b e l i e v e you i n d i c a t e d t o me you'd 

t a l k e d t o — you'd spoken t o Mohammed Merchant? 

A Yes, t h a t ' s c o r r e c t , who — who operates 

f o r A p ollo Energy and Warrier Corporation. 

Q Let's take Mr. Merchant's s i t u a t i o n f o r 

an example. 

To your knowledge, approximately how many 

w e l l s are under o p e r a t i o n and c o n t r o l by these various com

panies t h a t he represents? 

A I n the conversation w i t h him he i n d i c a t e d 

t h a t as Apollo he's ope r a t i n g approximately 400 w e l l s . Then 

Warrier, Incorporated, he's operating four o f those, but I 

t h i n k those w e l l s are c a r r i e d i n Warrier's name. There 

would be probably 50 or 60 w e l l s t h a t Warrier operates. 

But f o r A p o l l o , w i t h t h e i r 400 w e l l s , you 

can begin t o see where the minimum o f $5000 per w e l l w i l l 

lead Apollo Energy. 

Q I n your o p i n i o n , Mr. Nelson, would a cash 

blanket bond equal t o the l i m i t s o f the sure t y bond be one 

t h a t i s f a i r and e q u i t a b l e and a l l o w you t o continue t o f u l -
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f i l l the bonding requirements o f the D i v i s i o n ? 

A Yes. I see no d i f f e r e n c e between the 

$50,000 cash blanket bond versus the $50,000 surety bond. 

I t — i t does impose a greater f i n a n c i a l burden on the oper

a t o r . The sur e t y bonds are cosing us, perhaps, $500 a year, 

where w e ' l l be having t o post $50,000 i n cash, which we 

can't use i n any fa s h i o n . We can't — we con't touch t h a t 

money; we can't use i t f o r c o l l a t e r a l or anything. 

As f a r as p r o t e c t i o n t o the O i l Commis

sion i s concerned, I can't see t h a t there's any basic d i f 

ference because the sure t y bond only provides f o r $50,000; 

t h a t ' s as f a r as the bonding company would go i f the f o r f e i 

t u r e was made. 

So from the Commission's p o i n t o f view I 

r e a l l y can't see any d i f f e r e n c e between a $50,000 cash b l a n 

ket bond versus a $50,000 surety blanket bond. 

Q I f the Commission were t o f a i l t o adopt a 

cash blanket bond and r e q u i r e you e i t h e r t o have a sure t y 

bond or a cash bond on a w e l l by w e l l basis, i n your o p i n 

i o n , Mr. Nelson, would t h a t u n f a i r l y d i s c r i m i n a t e against 

you? 

A I n v i s i t i n g w i t h Mr. Lewis Latham, I 

r e a l i z e t h i s i s hearsay evidence, but i n v i s i t i n g w i t h him 

concerning t h i s , he s a i d , "Well, I have several w e l l s t h a t 

are not economical. I'm o p e r a t i n g them s o l e l y t o hold the 
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lease. I f I have t o post a $5,000 cash bond f o r each o f 

those, I ' l l p lug them." 

I t h i n k i t would impose an undue burden 

on the i n d u s t r y . 

MR. KELLAHIN: No f u r t h e r ques

t i o n s o f Mr. Nelson. Thank you. 

MR. STOGNER: Thank you, Mr. 

K e l l a h i n . 

Mr. Taylor? 

MR. TAYLOR: I don't t h i n k I 

have any questions. 

MR. STOGNER: Mr. Dickerson? 

CROSS EXAMINATION 

BY MR. DICKERSON: 

Q Mr. Nelson, what was the cost o f the 

premium t o you f o r your blanket bond annually, do you r e 

c a l l ? 

A Yes, I asked Ferguson Insurance yesterday 

and i t ' s c o s t i n g us approximately $500 per year, i f you can 

get i t . 

MR. STOGNER: Are th e r e any 

other questions o f Mr. Nelson? 

MR. STAMETS: I've got some. 

MR. STOGNER: Mr. Stamets. 
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CROSS EXAMINATION 

BY MR. STAMETS: 

Q Mr. Nelson, I b e l i e v e you i n d i c a t e d t h a t 

you c u r r e n t l y have a blanket bond t h a t ' s been cancelled as 

t o f u t u r e l i a b i l i t y , i s t h a t c o r r e c t ? 

A That's c o r r e c t . They — they v / i l l 

continue i t because they don't have the o p t i o n o f c a n c e l l i n g 

i t u n t i l we have another bond or another s i t u a t i o n which i s 

acceptable t o the D i v i s i o n . 

Q So the w e l l s t h a t you c u r r e n t l y have are 

covered and unless you d r i l l some new w e l l s or acquire some 

new w e l l s , you would not need t o take advantage o f t h i s cash 

bond. 

A Yes, t h a t ' s a c o r r e c t statement. 

Q I would assume t h a t the same t h i n g i s 

probably t r u e o f Ap o l l o and Warrier, and other s i t u a t i o n s . 

A That's t r u e , w i t h — 

Q So we would not have Warrier or Apollo 

having t o go out and put down, what, $200,000 t o cover t h e i r 

400 wells? 

A Well, $5,000 times 400 i s not $200,000, 

i s i t ? 

Q Well, my math's not a l l t h a t good. 

A I t ' s more l i k e $2,000,000. 
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Q Okay, they're not going t o have t o do 

t h a t tomorrow. 

A No, but now there i s another p o i n t t o 

consider. 

I f e e l l i k e t h a t i f the Commission, i f 

the D i v i s i o n doesn't enact blanket cash bond, t h a t the 

insurance companies w i l l take t h i s as a white f l a g f o r them 

t o go ahead and continue t o increase t h e i r premiums and the 

premiums can be increased t o the p o i n t where i t would be a 

l o t less f i n a n c i a l burden on the operator t o put up the cash 

than i t i s t o continue the sure t y bond, and I f e e l l i k e i f 

the Commission adopts the one-well cash bond only, t h a t 

t h a t ' s what we can look f o r i n the f u t u r e . We'll see dras

t i c a l l y increased s u r e t y bond premiums. 

Q When you a p p l i e d f o r your bond, what s o r t 

o f i n f o r m a t i o n d i d you have t o give the surety company? 

A We have t o supply annually a f i n a n c i a l 

statement f o r Zia Energy, Incorporated, plus the two p r i n c i 

p a l s , which are myself and my p a r t n e r , V i r g i l Henry, we have 

t o submit our own personal f i n a n c i a l statements on an annual 

b a s i s . 

Q And was t h a t b a s i c a l l y the same informa

t i o n you had t o submit when you got the bond o r i g i n a l l y ? 

A Yes, i t i s . 

Q And do you know roughly how many opera-
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t o r s there are i n the s t a t e at the present time? 

A I have no idea. Well, l e t ' s see. 

Q I f I said there were 7-or-800, would you 

A I agree. 

Q Okay. Have you examined the s t a f f o f the 

O i l Conservation D i v i s i o n t o determine whether they've got 

the time and e x p e r t i s e t o examine 7-to-800 f i n a n c i a l s t a t e 

ments a year? 

A I see the problem t h a t you're g e t t i n g t o , 

Mr. Stamets, but I f e e l l i k e t h a t by adopting the one-well 

cash bond only r u l e , t h a t the D i v i s i o n i s going t o be p l a c 

ing the i n d u s t r y at the mercy o f the insurance companies, 

and i t might be very w e l l t h a t the i n d u s t r y would be b e t t e r 

served by paying the D i v i s i o n a l i t t l e more and a l l o w i n g 

them t o have the personnel t o do the f i n a n c i a l checks on the 

700 companies. 

Q Mr. Nelson, what would you t h i n k about a 

s o r t o f i n t e r i m procedure where the D i v i s i o n might adopt 

cash bonds f o r the present time and see what happens i n the 

next L e g i s l a t i v e session r e l a t i v e t o t a k i n g on the duty o f 

handling (not understood) bonds? 

A When you said cash bond, you meant one-

w e l l cash bonds? 

Q One-well cash bonds, r i g h t . 
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A I would oppose t h a t because once estab

l i s h e d i t ' s much more d i f f i c u l t t o change i t . 

MR. STAMETS: I b e l i e v e t h a t ' s 

a l l the questions I have. 

MR. STOGNER: Thank you, Mr. 

Stamets. 

I s t h e r e any other questions o f 

Mr. Nelson? 

MR. TAYLOR: Yeah, I do, Mike. 

MR. STOGNER: Mr. Taylor. 

CROSS EXAMINATION 

BY MR. TAYLOR: 

Q Mr. Nelson, on your bond t h a t ' s been can

c e l l e d f o r f u t u r e l i a b i l i t y , I assume you continue t o pay 

premiums on t h a t . 

A Yes, we do. 

Q I f the D i v i s i o n were t o permit blanket 

bonds, cash blanket bonds t o be posted w i t h t h i s , do you see 

any problem w i t h r e q u i r i n g before we allow t h a t , t h a t t h a t 

e x i s t i n g bond be continued so t h a t the cash blanket bond we 

accept would not a u t o m a t i c a l l y take over the l i a b i l i t y o f 

those e x i s t i n g 400 w e l l s you have so t h a t , f o r instance a 

cash blanket bond would only apply t o w e l l s d r i l l e d or pur

chased a f t e r the date i t ' s e f f e c t i v e , so t h a t — you can un-
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derstand the l i a b i l i t y t h a t we'd be undertaking here i f we 

undertook t o accept a cash blanket bond and automa t i c c i l l y 

400 w e l l s the f i r s t day went on i t . 

A Well, Mr. Taylor — 

Q Do you t h i n k t h a t the insurance company 

and the r u l e s t h a t you're o p e r a t i n g under would provide — 

would a l l o w t h a t ? 

A Mr. Taylor, the — what you're proposing 

would be t h a t we i n the i n d u s t r y w i l l a c t u a l l y have t o have 

two blanket bonds, which i s i n e f f e c t doubling what the Com

mission requirements c u r r e n t l y are. 

C u r r e n t l y you're r e q u i r i n g a maximum o f 

$50,000 sure t y bond. 

Now, what you j u s t s a i d t o me, I i n t e r 

p r e t t h a t t o say t h a t we can be r e q u i r e d t o maintain a 

$50,000 sure t y bond i n a d d i t i o n t o a po s s i b l e $50,000 cash 

bond, which i s doubling the requirements, i t seems t o me. 

Q Well, i t i s . Obviously, the only reason 

the D i v i s i o n i s undertaking t h i s i s because o f problems o f 

the i n d u s t r y securing bonds. I mean, we're not i n the bon

ding business and I understand a l o t o f people probably 

wouldn't want us t o be i n the bonding business, but c e r t a i n 

l y the r e a l problem I have i s l i a b i l i t y and the l i a b i l i t y o f 

the plugging fund and our i n a b i l i t y t o — t o make sure t h a t 

somebody t h a t we accept a bond f o r i s f i n a n c i a l l y s t a b l e . 
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And I assume t h a t one o f the reasons we 

have not had a l o t o f f o r f e i t u r e s o f bonds t h a t are sure t y 

bonds i s because the insurance i n d u s t r y probably doesn't 

(not c l e a r l y understood) bonds t o people t h a t they don't 

f i n d f i n a n c i a l l y s u i t a b l e f o r t h a t , and i f we were t o under

take t o s t a r t a bonding program w i t h o u t the same safeguards, 

I t h i n k our l i a b i l i t y would be g r e a t l y increased over t h a t 

o f the e x i s t i n g i n s u r e r s who are s e l l i n g those bonds, and — 

and my concern i s t h a t we do not undertake t o , I don't 

know, e i t h e r b a i l out the insurance i n d u s t r y or the opera

t o r s , and g r e a t l y increase the p o t e n t i a l l i a b i l i t y over what 

i t already i s because o f our — our i n a b i l i t y t o determine 

the f i n a n c i a l q u a l i f i c a t i o n s o f the people we're bonding,. 

A The o n l y — i n — i n whichever case t h a t 

you're di s c u s s i n g , s u r e t y versus cash, a l l the Commission 

has a v a i l a b l e t o them i s the $50,000 i f the question comes 

up concerning plugging a w e l l . That's — t h a t ' s a l l you 

have a v a i l a b l e . 

I t i t costs more than t h a t , then you have 

t o t u r n t o the fund which has been es t a b l i s h e d t o do t h a t . 

The only way t h a t I see t h a t t h e r e i s a 

d i f f e r e n c e i s t h a t I grant you t h a t i t w i l l be p u t t i n g some 

r e s p o n s i b i l i t y on the Commission concerning the f i n a n c i a l 

r e s p o n s i b l i t y o f the operator, and I t h i n k you have t o weigh 

t h a t against the p o s i t i o n t h a t s i n g l e w e l l cash bonds v / i l l 
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place the operator i n . That w i l l place the operator almost 

e n t i r e l y at the mercy o f the insurance companies. Ten 

w e l l s , ten w e l l s above 5000 f e e t w i l l equal the $50,000 cash 

bond and I j u s t — the o n l y p o i n t where I can see t h a t 

there's an a d d i t i o n a l burden on the Commission — on the D i 

v i s i o n , i s t h a t you may need t o review the f i n a n c i a l condi

t i o n s o f the companies as they apply f o r bonds. 

Q My p o i n t was more or less t h a t I d i d not 

want t o s h i f t the i n s u r i n g f u n c t i o n o f those e x i s t i n g w e l l s 

t h a t are already blanket — covered by blanket bonds from a 

p r i v a t e i n s u r e r t o the State. C e r t a i n l y I understand t h a t 

i t would be a double burden on the i n d u s t r y but c e r t a i n l y i t 

also might — I'm not — not being i n the i n d u s t r y myself I 

r e a l l y don't know what the f i n a n c i a l s i t u a t i o n i s , but cer

t a i n l y I would — I would t h i n k i t might be a f a i r t r a d e o f f 

t o — t o undertake t o pay f o r two separate bonds r a t h e r than 

not being able t o get a bond at a l l , and c e r t a i n l y I have a 

problem w i t h the State undertaking t o more or less b a i l out 

the insurance i n d u s t r y by saying we're going t o l e t you 

t r a n s f e r a l l the e x i s t i n g blanket bonds you have now t o the 

State, whereby I don't — I don't have n e a r l y as much prob

lem w i t h saying i n the f u t u r e new w e l l s , or i f you purchase 

e x i s t i n g w e l l s , those can be covered by a cash blanket bond 

t o the State, but a l l those t h a t are already d r i l l e d , be

cause they're insured and because t h a t l i a b i l i t y i s w i t h 
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private insurance companies. I'd sure l i k e to see that stay 

there. 

I know the double burden i s there but 

don't you see i t as somewhat of a f a i r tradeout i n that i t 

is encouraging and allowing d r i l l i n g to go on without 

requiring the State to j u s t be the insurer of a l l wells i n 

the state, which, I mean we could become i f insurance 

companies t o t a l l y get out of the bonding, I suppose, but 

cer t a i n l y I don't think i t ' s something we want to t r y to 

encourage. 

A Well, I see your point; however, I s t i l l 

see i t as doubling your requirements f o r plugging bonds. 

Q Well, c e r t a i n l y i f anybody comes up with 

any al t e r n a t i v e s , we're open to them. 

MR. TAYLOR: That's a l l the 

questions I have. 

MR. STOGNER: Thank you, Mr. 

Taylor. Any further questions of Mr. Nelson? 

Mr. Kellahin, do you have any 

redirect? 

MR. KELLAHIN: No, thank you. 

BY MR. STOGNER: 

Q 

CROSS EXAMINATION 

Mr. Nelson, when did Kemper n o t i f y you 
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that they were going to stop any future l i a b i l i t y ? 

A This l e t t e r i s dated November the 7th, 

1985. 

Q What has Zia done since September 7th, 

1985, or the date that you received that l e t t e r to obtain 

another blanket plugging bond from another company to 

replace Kemper? 

A We have the Ferguson Insurance Agency i n 

Artesia currently i s looking and we have another insurance 

company there i n Hobbs, New Mexico, who i s also shopping for 

a bonding company. I'm sorry, but t h e i r name s l i p s my mind 

r i g h t now. 

Q When you said they are looking, what's 

the procedure? 

A I t — w e l l , they are both independent 

insurance agencies. They have a l i s t of companies that they 

can shop to see i f any of the companies w i l l agree to accept 

the blanket surety bond. 

Q In your — getting back to Ferguson 

Insurance and the other independent i n Hobbs, what have they 

explained to you are some of the problems that they have 

come across? 

A The insurance companies j u s t don't want 

to issue them. They're — they're even reluctant to issue 

single wells. 
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Q Did they say why? 

A As I understand i t , now t h i s i s an opin

ion, but as I understand i t , the insurance companies see 

th i s as a s i t u a t i o n where once they accept the responsibil

i t y there's no way f o r them to get out of i t , j u s t — our 

policy i s through the Kemper Group but i t ' s actually with 

the American Manufacturers Mutual Insurance Company. They 

can — they can l i m i t us to what we were operating i n Novem

ber. The State blanket bond provides a paragraph that does 

tha t , but they can't cancel us. They can insure — they can 

increase the premiums. There's no l i m i t set on what they 

can charge f o r the premiums, but they can't cancel us, and 

one of t h e i r problem i s that — that point r i g h t there, that 

once they accept the r e s p o n s i b i l i t y , they have that respon

s i b i l i t y forever unless — the only way that a company can 

be released of t h e i r r e s p o n s i b i l i t y i s we were to s e l l a l l 

of our wells or i f we were to successfully plug a l l of our 

wells, then they can be taken o f f the hook, or i f we,, a 

t h i r d a l t e r n a t i v e would be i f we got another bonding com

pany. 

turning you down because of Zio's f i n a n c i a l s i t u a t i o n or 

anything l i k e t h a t . 

Q So the insurance companies haven't been 

A I don't believe that's the case, Mr. 

Stogner. 
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Q Okay. 

MR. STOGNER: Are there any 

other questions of Mr. Nelson? 

MR. LYON: Let me ask a ques

t i o n , i f I may. 

MR. STOGNER: Mr. Lyon, would 

you please i d e n t i f y yourself? 

QUESTIONS BY MR. LYON: 

Q I'm Vic Lyon, Chief Engineer for the Div

i s i o n . 

Mr. Nelson, do I understand you to say 

that there are no circumstances under which the insurer can 

deny you the bond? 

A No, that's not what I said. I said they 

can't cancel the bond. Once they've accepted the l i a b i l i t y , 

i t ' s my understanding they cannot cancel that bond. 

Q Well I — 

A Now they can deny i t i n i t i a l l y . 

Q Yeah, I used a poor choice of words. I 

didn't mean to deny you bond but to — they have no r i g h t 

to cancel the bond. 

A That's my understanding. 

Q I f your f i n a n c i a l circumstances would be 

such that they didn't consider you r e l i a b l e any more, they 
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s t i l l cannot cancel the bond, i s that correct? 

A Well, you're getting a legal point that 

I'm not r e a l l y q u a l i f i e d to answer, but I don't believe they 

can, because they accepted the bonding l i a b i l i t y a f t e r hav

ing inspected our f i n a n c i a l s i t u a t i o n i n 1977, and at that 

time they decided we were f i n a n c i a l l y responsible, and i f 

that deteriorates between 1977 and t h i s present time, I 

don't believe that the Division would allow them to cancel 

the bond. 

Mr. Taylor might could answer that ques

t i o n better than I can. 

MR. TAYLOR: I think you're 

correct. The way our bonds work are that once a well i s 

bonded the only way that bond i s released i s i f the wells 

are plugged or someone else gets a new bond on i t , and ac

t u a l l y that's, you know, you might think that's kind of 

harsh but i t ' s the only way i t can work because that way 

companies would j u s t be cancelling t h e i r bonds a l l the time 

and nobody else would undertake them, so the way the bond i s 

set out is once i t ' s signed and delivered i t ' s — i t cannot 

be cancelled u n t i l we approved that cancellation. Our rule 

i s we do not approve the cancellation of a bond u n t i l a well 

i s plugged pursuant to our rules, or another bond i s i n i t s 

place. 

Q There i s an annual premium, you pay the 
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premium on the bond annually? 

A Yes. 

Q And they do have the r i g h t to change that 

premimum. 

A Unless there's some state regulation con

cerning the rate the premiums can be set a t , yes, they can 

change i t at t h e i r w i l l . 

Q And then did I understand that you said 

that the — currently the annual premium i s $500 per year 

for ~ 

A That was the information that Ferguson 

gave me, yes, s i r . 

Q Is t h i s an increase over l a s t years? 

A I'm sorry, I can't answer that. I don't 

know. 

Q But, e s s e n t i a l l y , subject to whatever 

state controls there are on such bonds, they could continue 

to increase the premiums to where i t might be almost more 

expensive than i t ' s worth. 

A Well, i t could very, very easily get to 

the point where i t would be cheaper fo r us to provide the 

$50,000 cash bond because according to the way the proposed 

language i s , we can place the $50,000 cash i n the bank, ac

cording to the regulations here, and we can actually draw 

the i n t e r e s t on i t , so we can be making the i n t e r e s t on the 
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$50,000, so i f the premiums go much above where they are 

r i g h t now, i t would be more f i n a n c i a l l y reasonable for us to 

put up the cash bond. 

Q Right, so i t could get to the point that 

as to — as to where you would get the best c a p i t a l return 

on your money, whether i t would be to invest i n a CD or 

whatever, as opposed to paying the premium on the bond. 

A I t ' s almost there now. 

Q That's a l l . 

MR. SEXTON: This i s to F a r r i s , 

I'd l i k e to add one comment. 

The only reason that bonding 

companies do such a big f i n a n c i a l statement i s because the 

operator doesn't have to put up any c o l l a t e r a l , you know. 

I f , I f e e l l i k e the industry eventually could, i f we don't 

go with the blanket bond, could go to an insurance company 

and say, " I ' l l put up 50,000 and pay you 5000, 500 a year to 

put i n a bond," and I don't believe any insurance company 

wouldn't take a deal l i k e t h i s , and t h i s i s a l l our rules 

say, that i f something happens we have — they have the 

$50,000, but what's happened always before was the surety 

bonds, they're putting up one or two percent of c o l l a t e r a l 

and they did the f i n a n c i a l statements, but i t ' s not a have 

to case. 

I f they wanted to put up the 
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money to the insurance company, I think they'd be w i l l i n g to 

put out a bond. 

A I would l i k e to comment on that . I would 

prefer to have the money i n a bank drawing i n t e r e s t rather 

than have i t i n the insurance company and them drawing the 

in t e r e s t , but — 

MR. SEXTON: But i t can be 

done. 

A I t could be done. 

MR. STOGNER: I'd l i k e to cut 

o f f on the comments at t h i s time. I f there are any -- i s 

there any further questions of t h i s witness? 

Okay, i f there are no further 

questions of Mr. Nelson, j u s t to c l a r i f y one matter I'd l i k e 

to r e c a l l Mr. Taylor. 

Just to c l a r i f y a certain mat

t e r , Mr. Taylor, have you previously t e s t i f i e d as a witness 

before the O i l Conservation Divison or Commission? 

MR. TAYLOR: I can't say 

whether I have or not. I've made statements. I can't 

remember i f I've t e s t i f i e d or not. 

MR. STOGNER: A l l r i g h t , j u s t 

to c l a r i f y the record, would you please run through your 

educational background and your work experience? 

MR. TAYLOR: Well, l e t ' s see, I 
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got a law degree at the University of New Mexico i n 1978 and 

since that time I've worked f o r the Department of I n t e r i o r 

and Navajo Tribe and the State Land Office, and I've had 

t h i s position for almost two years, I believe. 

MR. STOGNER: Are there any ob

jections to Mr. Taylor's q u a l i f i c a t i o n s ? 

Mr. Stamets, can I q u a l i f y t h i s 

witness? 

MR. STAMETS: You bet. 

MR. STOGNER: Mr. Taylor, 

you're so q u a l i f i e d . 

That was a l l I had for Mr. Tay

l o r . 

I would l i k e to open the room 

up for anly additional comments at t h i s time and then we'll 

get to any statements that Mr. Dickerson, Mr. Kellahin, or 

Mr. Taylor might have to close up for today. 

So I'd l i k e to s t a r t from t h i s 

side of the room, i f you'd please stand, approach the f r o n t 

there, and speak up and i d e n t i f y yourself and your a f f i l i a 

t i o n . 

MR. STAMETS: I'm going to do 

i t from here, i f I may. 

MR. STOGNER: Would you please 

i d e n t i f y yourself, Mr. Stamets? 
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MR. STAMETS: I'd l i k e to com

ment on the l a s t exchange between Mr. Nelson and Mr. Sexton 

r e l a t i v e to an insurance company taking the $50,000 and giv

ing a blanket bond, and there was ind i c a t i o n that the State 

ought to do the same thing, but I would point out that i t 

appears as though the State has a greater r i s k than the i n 

surance company would. The insurance company would only be 

at r i s k for $50,000 no matter how many wells there were; 

whereas the State i s going to be at r i s k to plug whatever 

number of wells that i n d i v i d u a l may have. 

So I think that t h e i r concern 

might be somewhat d i f f e r e n t . 

MR. STOGNER: Thank you, Mr. 

Stamets. 

Ms. Richardson, I apologize for 

c u t t i n g you o f f e a r l i e r . Would you please continue with 

what you had — 

MS. RICHARDSON: Well, I'm 

Diane Richardson. I work fo r the O i l Conservation and I 

handle the bonds. 

One of the things I wanted to 

mention, and Jerry Sexton brought up, about insurance com

panies taking cash, I have been t o l d that they won't, and 

now I don't know what the rules are but I have had several 

operators o f f e r the insurance company the cash and they 
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won't take i t and issue a bond. I don't know what t h e i r 

rules are, I j u s t thought I'd mention tha t . 

MR. STOGNER: Thank you, Ms. 

Richardson. 

Anything further you'd l i k e to 

add? 

MS. RICHARDSON: No. 

MR. STOGNER: I think we're 

ready for some closing statements. 

Mr. Dickerson, do you have any 

closing statement? 

MR. DICKERSON: I ' l l be very 

b r i e f , Mr. Examiner. 

I s t i l l , a f t e r hearing the tes

timony and the comments of a l l the pa r t i e s , am unable to un

derstand any material difference between a cash bond being 

posted and a surety bond. The r i s k to the State i s a l l the 

l i a b i l i t y over and above the amount of the bond whether i t 

i s cash or surety. 

Many of the comments have been 

directed to the fac t that perhaps our current statutes are 

too low. They're not r e a l i s t i c i n terms of the actual cost 

of plugging a well upon default of an operator or the s u f f i 

ciency of his security to do so, and that should be addres

sed by the Legislature i n your e f f o r t s next year, but for 
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our present purposes i t j u s t appears to me that l i m i t i n g 

cash bonds to a well by well basis would be unduly burden

some and that burden would most l i k e l y f a l l on those who can 

least a f f o r d i t at the present time and that i s t h small 

operators. We do not have the major o i l companies here 

speaking of t h e i r d i f f i c u l t i e s i n obtaining bonds. I would 

submit that they do not have any d i f f i c u l t y ; that a l l the 

current problems are directed to the small operators who 

d r i l l most of the wells (not understood) most of the produc

t i o n , and that that i s properly the function of the O i l Con

servation Division to take that i n t o account when implemen

t i n g policy which would have a clear and d i r e c t impact at 

the present time on parties who are independent operators 

given the current economic conditions of t h i s industry. 

MR. STOGNER: Thank you, Mr. 

Dickerson. 

Mr. Kellahin? 

MR. KELLAHIN: I j o i n with Mr. 

Dickerson i n his comments. His observations are the same as 

mine. 

I t ' s my r e c o l l e c t i o n that the 

representations and statements made to the Legislature about 

supplying a cash bond mechanism i n substitute for the surety 

i s precisely the point we're t a l k i n g about today. 

I do not r e c a l l that the D i v i -
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sion or anyone else sought before the Legislature to make a 

d i s t i n c t i o n between a cash blanket bond and a cash well by 

well base bond. 

Mr. Taylor has concurred with 

us that the statutory language i s broad enough to include 

the cash blanket bond and, i n f a c t , I think the d i s t i n c t i o n 

that the Division i s attempting to make i n terms of a cash 

well by well bond versus a blanket surety bond i s an 

a r t i f i c i a l d i s t i n c t i o n that w i l l not survive a legal chal

lenge. I think you have a very d i f f i c u l t problem i n now 

t r y i n g to l i m i t cash bonds to a well by well bond basis. 

The second thoughts I think I 

fe e l from the Division s t a f f about what we're doing seems to 

be directed to whether or not the $50,000 i s going to be 

enough or not. I f that i s the concern we'll have to go back 

to the Legislature for a sol u t i o n , but i f i t i s not s u f f i -

cienty c u r r e n t l y , then where does the money come from? I t 

doesn't come out of the general fund, i t doesn't come out. of 

your pocket, i t comes out of the operators' pocket. I t i s 

regenerated money d i r e c t l y from the operator i n t o the recla

mation fund. So i f the funds are not adequate, i t comes out 

of the reclamation fund and when that fund i s not adequate, 

the tax kicks back i n , and the operators refund the revenues 

to plug the wells. 

My conclusion i s that I think 
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i t ' s essential, necessary, provided for by the statute, that 

you give the operators the f l e x i b i l i t y and the opportunity 

to post a cash c o l l e c t i v e bond, and we would request that 

you do so. 

MR. STOGNER: Thank you, Mr. 

Kellahin. 

Mr. Taylor? 

MR. TAYLOR: Thank you, Mr. 

Examiner. 

I don't suppose I r e a l l y have a 

closing statement to make other than that the purpose that 

we proposed t h i s and went to the Legislature was to ease the 

burdens on the industry and I'm not sure from the showing 

today whether the whole industry concurs that the reclama

t i o n fund should undertake to be the insurer of a l l the 

operators, and to me personally i t r e a l l y doesn't matter, 

but I do think that i f we undertake to issue cash blanket 

bonds, that we might want to make sure that the industry i n 

general i s i n support of the increased l i a b i l i t i e s and 

necessarily increased taxation through the plugging fund tax 

that that might mean. 

But personally, and actually as 

an employee of the OCD, I do not have that much of a problem 

with the blanket cash bond so long as the industry concurs 

i n t h a t . 
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I don't r e a l l y know whether the 

representations today may not be half of those companies ap

pearing are adequate to indicate that the whole industry i s 

i n favor of undertaking that l i a b i l i t y , but c e r t a i n l y I 

haven't heard that much outpouring against cash blanket 

bonds, so I leave i t up to the examiner to make that deci

sion. 

MR. STOGNER: Thank you, Mr. 

Taylor. 

Is there any other comments or 

additions to Case Number 8878 today? 

Due to t h i s case not being ad

vertised i n Sandoval County, t h i s case i s going to be con

tinued to the May 14th, 1986 hearing, so we w i l l hold the 

record open fo r the May 14th, 1986 hearing. 

That i s a l l for t h i s case and 

we'll take a 10 minute recess at t h i s time. 

(Hearing concluded.) 
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