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STATE OF NEW MEXICO 
ENERGY AND MINERALS DEPARTMENT 

OIL CONSERVATION DIVISION 
STATE LAND OFFICE BLDG. 
SANTA FE, NEW MEXICO 

4 February 1987 

EXAMINER HEARING 

IN THE MATTER OF: 

A p p l i c a t i o n of Mallon O i l Company f o r CASE 
the reinstatement of o i l production 9073 
allowables and an exception to the 
pro v i s i o n s of D i v i s i o n General Rule 
502 . . . Rio A r r i b a County, New-
Mexico . 

BEFORE: Michael E. Stogner, Examiner 

TRANSCRIPT OF HEARING 

A P P E A R A N C E S 

For the Commission: J e f f Taylor 
Legal Counsel f o r the D i v i s i o n 
O i l Conservation D i v i s i o n 
State Land O f f i c e Bldg. 
Santa Fe, New Mexico 87501 

For the A p p l i c a n t : 



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 

2 

MR. STOGNER: To coninue on t o 

page two, w e ' l l c a l l next Case Number 9073. 

MR. TAYLOR: The a p p l i c a t i o n of 

Mallon O i l Company f o r the reinstatement of o i l production 

allowables and an exception t o the p r o v i s i o n s of D i v i s i o n 

General Rule 502 f o r c e r t a i n w e l l s located i n the Gavilan-

Mancos O i l Pool, Rio A r r i b a County, New Mexico. 

The a p p l i c a n t has requested 

t h a t t h i s case be continued. 

MR. STOGNER: Case Number 9073 

w i l l also be continued t o the Examiner's hearing scheduled 

f o r February 18th, 1987. 

(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 CER­

TIFY the foregoing T r a n s c r i p t of Hearing before the O i l Con­

se r v a t i o n D i v i s i o n (Commission) was reported by me; t h a t the 

said 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 of t h i s 

p o r t i o n of the hearing, prepared by me t o the best of my 

a b i l i t y . 

' do_[K: .- • ~ ' ^atthe foregoing is 
a complex .-c-.orv! of fhe proceedings in 
the Examiner hearing ofXase No 4 

heard by rne^ * \T^L . 

° " Conservation Division 
, Examiner 
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STATE OF NEW MEXICO 
ENERGY AND MINERALS DEPARTMENT 

OIL CONSERVATION DIVISION 
STATE LAND OFFICE BLDG. 
SANTA FE, NEW MEXICO 

18 February 1987 

EXAMINER HEARING 

IN THE MATTER OF: 

A p p l i c a t i o n of Mallon O i l Company CASE 
f o r the reinstatement of o i l pro- 9073 
duction allowables and an exception 
to the p r o v i s i o n s of D i v i s i o n General 
Rule 502 f o r c e r t a i n w e l l s located i n 
the Gavilan-Mancos O i l Pool, Rio Ar­
r i b a County, New Mexico. 

BEFORE: David R. Catanach, Examiner 

TRANSCRIPT OF HEARING 

A P P E A R A N C E S 

For the Commission: J e f f Taylor 
Legal Counsel f o r the D i v i s i o n 
O i l Conservation D i v i s i o n 
State Land O f f i c e Bldg. 
Santa Fe, New Mexico 87501 

For Mallon O i l Co, W. Perry Pearce 
Attorney a t Law 
MONTGOMERY & ANDREWS 
P. O. Box 23 07 
Santa Fe, New Mexico 87504 
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A P P E A R A N C E S 

For Jerome P. McHugh, Dugan 
Production, and Sun E & P : W. Thomas K e l l a h i n 

Attorney a t Law 
KELLAHIN, KELLAHIN, & AUBREY 
P. O. Box 2265 
Santa Fe, New Mexico 87501 

For Benson-Montin-Greer 
D r i l l i n g Corp.: W i l l i a m F. Carr 

Attorney a t Law 
CAMPBELL & BLACK P.A. 
P. O. Box 2 20 8 
Santa Fe, New Mexico 87501 

For Mesa Grande L t d . : James G. Bruce 
Attorney a t Law 
HINKLE LAW FIRM 
P. O. Box 2068 
Santa Fe, New Mexico 87501 
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Redirect Examination by Mr. Pearce 47 
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E X H I B I T S 

Mallon E x h i b i t One, Map 7 

Mallon E x h i b i t Two, Data 8 

Mallon E x h i b i t Three, Schedules 13 

Mallon E x h i b i t Four, L e t t e r 14 

Mallon E x h i b i t Five, Data 15 

Mallon E x h i b i t Six, Data 17 

Dugan E x h i b i t One, Notice 25 

Dugan E x h i b i t Two, Supplement 45 

Dugan E x h i b i t Three, Supplement 45 
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MR. CATANACH: We'll c a l l next 

Case Number 9073. 

MR. TAYLOR: A p p l i c a t i o n of 

Mallon O i l Company f o r the reinstatement of o i l production 

allowables and an exception t o the p r o v i s i o n s of D i v i s i o n 

General Rule 502 f o r c e r t a i n w e l l s located i n the Gavilan-

Mancos O i l Pool, Rio A r r i b a County, New Mexico. 

MR. CATANACH: Are there ap­

pearances i n t h i s case? 

MR. PEARCE: May i t please the 

Examiner, I am W. Perry Pearce of the law f i r m of Montgomery 

and Andrews, Santa Fe, New Mexico, appearing i n t h i s matter 

on behalf of the a p p l i c a n t , Mallon O i l Company. 

MR. CATANACH: Are there other 

appearances ? 

MR. KELLAHIN: I f the Examiner 

please, I'm Tom K e l l a h i n of Santa Fe, New Mexico, appearing 

on behalf of Jerome P. McHugh and Associates, Dugan Produc­

t i o n Corporation, and Sun E x p l o r a t i o n and Production Com­

pany . 

MR. CARR: May i t please the 

Examiner, I'm W i l l i a m F. Carr w i t h the law f i r m Campbell & 

Black, P. A., of Santa Fe, appearing on behalf of Benson-

Montin-Greer D r i l l i n g Corporation. 
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MR. BRUCE: Mr. Examiner, my 

name i s Jim Bruce from the Hinkle Law Firm i n Santa Fe, rep­

r e s e n t i n g Mesa Grande, L i m i t e d . 

Mesa Grande i s appearing today 

f u l l y i n support of Mallon O i l Company's a p p l i c a t i o n . 

MR. CATANACH: How many witnes­

ses are we going t o have today? 

MR. PEARCE: I have one w i t ­

ness, Mr. Examiner. 

MR. KELLAHIN: I may have some 

witnesses, Mr. Examiner, I'm not sure and I'd l i k e t o w a i t 

t i l l we hear the d i r e c t case of the a p p l i c a n t . 

MR. CATANACH: W i l l the witness 

please stand and be sworn i n at t h i s time? 

(One witness sworn.) 

KEVIN FITZGERALD, 

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. PEARCE: 

Q Thank you, Mr. Examiner. 

S i r , f o r the record would you please 
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s t a t e your name, your employer, and your p o s i t i o n ? 

A Kevin F i t z g e r a l d . I'm employed w i t h Mal­

lon O i l Company. I'm a petroleum engineer. 

Q Mr. F i z g e r a l d , have you appeared before 

the D i v i s i o n or one of i t s examiners p r e v i o u s l y and had your 

c r e d e n t i a l s made a matter of record and accepted? 

A Yes, I have. 

Q And are you f a m i l i a r w i t h the subject 

matter of the case under discussion here, 9073? 

A Yes, I am. 

MR. PEARCE: Mr. Examiner, I 

tender the witness as an expert i n petroleum engineering. 

MR. CATANACH: Mr. F i t z g e r a l d 

i s considered q u a l i f i e d . 

Q Mr. F i t z g e r a l d , a t t h i s time I hand you 

what we have marked as E x h i b i t Number One t o t h i s proceeding 

and I'd ask you to t e l l the Examiner and those i n attendance 

what's represented on t h a t document? 

A Okay. This i s a map of the Gavilan Pool 

area. The o u t l i n e d area shows what we have on our f i l e s as 

being the Gavilan, o u t l i n e of the Gavilan Pool. The w e l l s 

l i s t e d there i n the blue dots are the w e l l s operated by Mal­

lon O i l Company. 

Q Very b r i e f l y , s i r , I no t i c e there are 

some w e l l s spotted on t h i s a p p l i c a t i o n . What's the purpose 
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of the a p p l i c a t i o n being heard today? 

A The purpose of the a p p l i c a t i o n i s t o r e ­

i n s t a t e allowables f o r the period of January through A p r i l 

of 1986. 

Q For which wells? 

A For the — the Ribeyowids 2-16 i n Section 

2; the Fisher Federal 2-1, also i n Section 2; the Howard 1-A 

i n Section 1; the Howard 1-11 i n Section 1; and the Johnson 

12-5 i n Section 12. 

Q And i n what township and range are a l l 

those located? 

A This i s Township 25 North, Range 2 West. 

Q I n o t i c e , Mr. F i t z g e r a l d , t h a t there are 

also two a d d i t i o n a l w e l l s spotted on t h i s map, the Post 13-6 

and the Davis 3-15. Is — are those w e l l s involved i n t h i s 

case i n any way? 

A No, they are not. 

Q A l l r i g h t , s i r , thank you. Do you have 

anything f u r t h e r on E x h i b i t Number One? 

A No, I do not. 

Q A l l r i g h t , s i r , at t h i s time I would l i k e 

you t o examine what I have marked as E x h i b i t Number Two t o 

t h i s proceeding and discuss f o r the Examiner and those i n 

attendance a t the hearing the i n f o r m a t i o n r e f l e c t e d on t h a t 

e x h i b i t . 
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A This e x h i b i t has one sheet f o r each of 

the w e l l s t h a t we're requesting the reinstatement of a l l o w ­

ables on. 

On each one of these sheets the period 

from January through A p r i l are shown. 

The f i r s t column y o u ' l l see i s the a l l o w ­

able assigned by the OCD; the allowable t h a t should have 

been assigned under the Gavilan-Mancos r u l e s ; and then the 

l a s t colum shows the a c t u a l p roduction. 

Q Now, Mr. F i t z g e r a l d , i n discussing t h a t 

you said the allowable t h a t should have been assigned under 

the Gavilan-Mancos r u l e s . Could you b r i e f l y discuss f o r us 

what went on w i t h regard t o these w e l l s i n e a r l y 1986? 

A Okay. Mallon O i l Company p a r t i c i p t e d i n 

the hearings t o extend the Gavilan Pool t o include the area 

involved t h a t would include our w e l l s and place our w e l l s 

under the Gavilan-Mancos Pool r u l e s . That became e f f e c t i v e 

January 1st. I b e l i e v e the order was signed January 3rd, 

1986. 

The e f f e c t of t h a t order changed the max­

imum depth allowable from I b e l i e v e i t was 187 b a r r e l s of 

o i l per day up t o 702 b a r r e l s of o i l per day. 

Q And the 187-barrel allowable t h a t you 

seem t o r e c a l l was based on 40-acre spacing, i s t h a t cor­

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

Q And when these w e l l s were included i n the 

Gavilan Pool the spacing changed t o 320 and t h e r e f o r e the 

depth bracket allowable increased, i s t h a t c o r r e c t ? 

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

Q A l l r i g h t , s i r . How were these w e l l s 

produced subsequent t o January 1st of 1986? 

A Beginning January, 1986, we increased the 

production on a l l f i v e of these w e l l s based on the f a c t t h a t 

we assumed t h a t the allowable was increased t o 702 b a r r e l s 

per day. 

Q And the column shown on each of the pages 

of t h i s e x h i b i t which says "Allowable Assignable Under Gavi­

lan-Mancos Rules" i s the allowable which would have been as­

signable i f the 702-barrel allowable had been granted, i s 

t h a t c o r r e c t ? 

A Yes, t h a t ' s t r u e . 

Q Do you know i f f o r the months of January, 

February, and March of 1986 Mallon O i l Company received o i l 

p r o r a t i o n schedules which showed o i l allowable f o r t h i s 

pool? 

A No, we d i d not. 

Q Okay. 

A We produced these w e l l s from January 

through A p r i l a t the r a t e s , w e l l , the rates shown on the 
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r i g h t column f o r each of the w e l l s . 

And the end of A p r i l we changed crude o i l 

purchasers and i n changing crude o i l purchasers the new pur­

chaser informed us t h a t the allowables had not been assigned 

r e f l e c t i n g the 702 b a r r e l s per day. 

Q Who was the previous purchaser? 

A I t was Mancos Corporation. 

Q And who was the new purchaser? 

A I t was (not c l e a r l y understood) Corpora­

t i o n w i t h Permian being the t r u c k e r . 

Q Okay. Down at the bottom of each of 

these pages there i s a l i n e which says T h e o r e t i c a l Underpro­

d u c t i o n . Could you t e l l us how you c a l c u l a t e d t h a t number? 

A A l l we d i d was we subtracted the a l l o w ­

able assignable under Gavilan-Mancos r u l e s from the a c t u a l 

production and then added them up. 

Q Now, subsequent t o being n o t i f i e d by the 

new purchaser of t h i s o i l t h a t an i n c o r r e c t allowable was 

being used, what steps d i d you take t o c o r r e c t the s i t u a ­

t i o n ? 

A We contacted the Aztec O f f i c e and discus­

sed w i t h them the problem we had and they said i n f a c t t h a t 

the allowables had not been issued f o r the higher amount, 

t h a t we were r e q u i r e d t o f i l e new g a s / o i l r a t i o t e s t s before 

an allowable could i n f a c t be set up t o produce t h a t amount. 
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Q And I n o t i c e t h a t each of these pages, 

the month of A p r i l of 1986 i s broken i n t o two segments; one 

from A p r i l 1st through A p r i l 27th, and the second l i n e A p r i l 

28th through A p r i l 31st. 

Was i t on or about A p r i l 28th t h a t the 

new allowable was assigned? 

A Yes, t h a t ' s t r u e . These were based on 

g a s / o i l r a t i o t e s t s we submitted t o the Aztec O f f i c e . 

Q A l l r i g h t , s i r . Without going through 

i n d i v i d u a l w e l l s and i n d i v i d u a l numbers, the same s o r t of 

c a l c u l a t i o n has been performed on each of the f i v e w e l l s i n 

question, i s t h a t c o r r e c t ? 

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

Q And what i s the t o t a l production which 

you made up between May and August on these f i v e wells? 

A Okay, from May t o August the Aztec O f f i c e 

allowed us, instead of s h u t t i n g our w e l l s i n immediately, 

they allowed us t o make the production up by c u t t i n g back 

we l l s and s h u t t i n g i n w e l l s d u r i n g staggered period of time. 

In doing t h a t we made up a t o t a l of 90,967 b a r r e l s of o i l . 

Q I'm s o r r y , could you give me t h a t number 

again, s i r , please? 

A 90,967 b a r r e l s of o i l . 

Q A l l r i g h t , i f I understand what you have 

j u s t t e s t i f i e d i t i s t h a t Mallon O i l Company r e s t r i c t e d i t s 
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own production and has s u f f e r e d a production s h o r t f a l l of 

90,967 b a r r e l s of o i l because of an a d m i n i s t r a t i v e o v e r s i g h t 

i n f a i l i n g t o f i l e a new g a s / o i l r a t i o t e s t t o make the a l ­

lowable e f f e c t i v e January 1, 1986, i s t h a t c o r r e c t ? 

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

Q A l l r i g h t , s i r . At t h i s time I would ask 

you t o look a t what I have marked as E x h i b i t Number Three to 

t h i s proceeding. Would you t e l l the Examiner, please, and 

those i n attendance what's r e f l e c t e d on t h i s e x h i b i t ? 

A These are supplemental o i l p r o r a t i o n 

schedules f o r the months September through December, 1986, 

supplied a f t e r the r u l i n g of September 1st t o reduce the a l ­

lowables i n the Gavilan Pool from 702 b a r r e l s a day and a 

2000 GOR to 400 b a r r e l s of o i l a day and a 600 GOR. 

Q Okay, now as — looking at the top sheet 

shown f o r what I w i l l c a l l the "Rib" Well, since I won't t r y 

to pronounce t h a t name, I n o t i c e t h a t t h a t p a r t i c u l a r w e l l , 

the allowable went from 448 b a r r e l s of o i l down t o 400 bar­

r e l s of o i l . Can you e x p l a i n why t h a t w e l l had a 448-barrel 

allowable assigned p r e v i o u s l y ? 

A The 448-barrel allowable had been as­

signed based on the g a s / o i l r a t i o t e s t t h a t had been submit­

ted . 

Q And these supplements t o the o i l p r o r a ­

t i o n schedule assigning these o i l allowables were received 
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by Mallon O i l Company from the Aztec O f f i c e of the O i l Con­

se r v a t i o n D i v i s i o n , i s t h a t c o r r e c t ? 

A Yes, they were. 

Q And they were issued by the O i l Conserva­

t i o n D i v i s i o n a f t e r the O i l Conservation Commission announ­

ced i t s d e c i s i o n i n the previous allowable and GOR r e s t r i c ­

t i o n case, i s t h a t c o r r e c t ? 

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

Q At t h i s time, Mr. F i t z g e r a l d , I'd ask 

you t o review what I've marked as E x h i b i t Number Four t o 

t h i s proceeding. A l l r i g h t , s i r , i f you would a t t h i s time, 

please r e l a t e t o the Examiner and those i n attendance what's 

r e f l e c t e d on t h i s e x h i b i t ? 

A I n December, I be l i e v e i t was December 

22nd, Frank Chavez w i t h the Aztec O f f i c e contacted us and 

t o l d us t h a t we had overproduced our w e l l s , p r i m a r i l y these 

t h r e e , from the production repo r t s t h a t we'd supplied f o r 

September through November, and t h i s l e t t e r was a follow-up 

a f t e r he had reviewed the November w r i t t e n r e p o r t s , t h a t — 

r e q u i r i n g we shut i n the w e l l s based on t h i s overproduction. 

Q Okay. What's — what's your 

underestanding of what e r r o r had occurred out here? 

A When the allowables had been issued 

reducing allowables i n September, i t was our understanding 

t h a t new g a s / o i l r a t i o t e s t s would be r e q u i r e d to be run be-
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fo r e the allowables would be reduced any f u r t h e r . 

At one p o i n t there was conversations to 

where the Aztec O f f i c e said t h a t they were considering r e ­

q u i r i n g g a s / o i l r a t i o t e s t s be run on a monthly basis and 

t h a t we s t a t e d t h a t we'd be w i l l i n g t o do whatever we 

they were wondering what we were going t o recommend and we 

sta t e d we'd be w i l l i n g t o do whatever — what's been reques­

t e d . 

Q Were those g a s / o i l r a t i o t e s t s ever r e ­

quested, do you know? 

A No, they were not. 

Q A l l r i g h t , s i r . What's the next step i n 

the — i n t h i s case? 

Okay, l e t me hand you what I've marked as 

E x h i b i t Five t o t h i s proceeding and I'd ask you t o discuss 

t h i s e x h i b i t f o r the Examiner and those i n attendance, 

please, s i r . 

A Okay. I n t h i s e x h i b i t I've made an a t ­

tempt to estimate the amount of overproduction f o r each of 

the w e l l s involved from September through December, 1986. I 

have taken t h i s i n f o r m a t i o n from the C-115's a t t h a t g a s / o i l 

r a t i o and backed out an amount of o i l t h a t would — t h a t we 

would c a l c u l a t e t o be overproduced. 

This shows from the f i v e w e l l s t h a t we've 

overproduced a t o t a l of 48,934 b a r r e l s of o i l , 123,385 MCF. 
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Q And as I understand i t , s i r , the w e l l s 

were produced on the basis of the supplement t o the o i l pro­

r a t i o n schedule which we've marked as E x h i b i t Number Three, 

which was sent to you by the Aztec O f f i c e of the OCD, i s 

t h a t c o r r e c t ? 

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

Q I n f a c t , the o i l allowable r e f l e c t e d on 

the pages of t h a t e x h i b i t i s an i n c o r r e c t o i l a l l o w a b l e , i s 

t h a t r i g h t ? 

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

Q And the t a b u l a r summary, t o t a l i n g 48,9 34 

b a r r e l s of o i l overproduced from September through December 

of 1986 i s a r e s u l t of the w e l l s having been produced pur­

suant t o the o i l p r o r a t i o n schedule t h a t was i n c o r r e c t , i s 

t h a t accurate? 

A That's c o r r e c t . I might add t h a t the 

reason t h a t we produced the w e l l s , we d i d n ' t produce them a t 

the maximum rates under t h a t schedule, e i t h e r , some of hte 

time because we were working on the w e l l s . 

Q So t h a t i n f a c t i f those w e l l s had not 

been being worked on, the a c t u a l production from the w e l l s 

would have been higher than the a c t u a l p r o d u c t i o n , i s t h a t 

c o r r e c t ? 

A Right, t h a t ' s c o r r e c t . We would be over­

produced by a more s i g n i f i c a n t amount. 



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 

17 

Q A l l r i g h t , s i r . At t h i s time I'd l i k e t o 

show you what I've marked as E x h i b i t Number Six t o t h i s pro 

ceeding, and would you please discuss f o r the Examiner and 

those i n attendance the contents of t h i s e x h i b i t ? 

A The E x h i b i t Number Six i s d i v i d e d up i n t o 

three ca t e g o r i e s . We've taken the t h e o r e t i c a l underproduc­

t i o n f o r January through A p r i l from E x h i b i t Number — excuse 

me, E x h i b i t Number Two on each page and added t h a t up t o 

come up t o the 187,065 b a r r e l s of o i l . 

The 254,631 MCF was an amount based on — 

i t ' s a s t e r i s k e d at the bottom — based on May a c t u a l produc­

t i o n g a s / o i l r a t i o , except f o r the Howard 1-8 and the John­

son 12-5, where there was almost no production i n May. We 

used A p r i l a c t u a l production t o determine a g a s / o i l r a t i o 

and b a s i c a l l y backed out an amount of gas t h a t we would have 

produced a t t h a t a l l o w a b l e . Even though the allowable was 

the higher 2000-to-l g a s / o i l r a t i o , t h i s i s more i n l i n e f o r 

an estimate of what we would have produced had we produced 

t h a t amount. 

Q Okay, i t ' s my understanding, s i r , t h a t 

the 187,065 b a r r e l s of o i l i s the sum of the t h e o r e t i c a l un­

derproduction numbers shown i n E x h i b i t Number Two and t h a t 

the MCF column shown on t h a t e x h i b i t i s the May or A p r i l 

g a s / o i l r a t i o f o r each of those w e l l s m u l t i p l y i n g by the 

amount of t h e o r e t i c a l underproduction, i s t h a t c o r r e c t ? 
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A That's c o r r e c t . 

Q A l l r i g h t , s i r . Now l e t ' s look a t the 

second l i n e of t h a t e x h i b i t , which i s e n t i t l e d Production 

Made Up May Through August — 

A Yes, s i r . 

Q And t e l l us what t h a t i s , please. 

A The Production Made Up May Through August 

was the production t h a t Mallon O i l Company made up from the 

cutbacks we discussed e a r l i e r . The amount added up to 

90,967 b a r r e l s of o i l . We've gone about the same way cal c u ­

l a t i n g the amount of gas t h a t we would have produced had we 

been allowed t o produce t h a t 90 — almost 91,000 b a r r e l s of 

o i l . We've c a l c u l a t e d i t the same way as we d i d the theore­

t i c a l underproduction. 

Q A l l r i g h t , s i r , and the t h i r d l i n e of 

t h a t e x h i b i t , e n t i t l e d Overproduction September Through De­

cember, could you discuss what t h a t i s f o r us, please? 

A That's j u s t taken s t r a i g h t o f f of the — 

of E x h i b i t Number Five. That's the t o t a l amount of overpro­

ducti o n f o r September through December of '86. 

Q A l l r i g h t , s i r . I n t h i s case what amount 

of allowable i s Mallon O i l Company seeking t o have r e i n ­

s t a t e d f o r each of the f i v e w e l l s i n question? 

A We're seeking t o have j u s t the overpro­

duction amount f o r September through December be r e i n s t a t e d 
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to where we could j u s t put the w e l l s back on production a t 

t h e i r reduced rates as per the reduced allowables of the 

nearest — issued under the September hearing. 

Q A l l r i g h t , s i r , and e s s e n t i a l l y b r i n g 

those w e l l s i n t o a zero status e f f e c t i v e the date of the o r ­

der i f your a p p l i c a t i o n i s granted? 

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

Q A l l r i g h t , s i r . I n — i n terms of the 

Gavilan r e s e r v o i r , do you have an opinion on whether or not 

the g r a n t i n g of t h i s a p p l i c a t i o n would act t o prevent waste 

of the resource and p r o t e c t the c o r r e l a t i v e r i g h t s of i n t e r ­

est owners w i t h i n t h a t pool? 

A I do. 

Q I s i t your opini o n t h a t balancing 48,000 

b a r r e l s of o i l overproduction w i t h almost 190,000 b a r r e l s of 

t h e o r e t i c a l underproduction which r e s u l t e d from a c l e r i c a l 

e r r o r , i s a j u s t and eq u i t a b l e remedy? 

A Yes, I do. I f e e l l i k e the production 

t h a t we made up from May through August should have been a l ­

lowed. We should have been allowed t o produce t h a t amount. 

And due ot t h a t e r r o r t h a t occurred Jan­

uary through A p r i l , the same e r r o r occurred f o r September 

through December, we were involved i n c a l c u l a t i n g the num­

bers based on the outcome of the order as t o what our act u a l 

production should have been under t h a t order and we very 
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w e l l know how t o c a l c u l a t e t h a t amount t h a t was issued under 

the order, but we thought we — we believed we were f o l l o w ­

i n g the procedures t h a t we were i n s t r u c t e d to f o l l o w under 

the production from January through A p r i l . 

Q Do you have anything f u r t h e r , Kevin? 

A Nothing f u r t h e r . 

MR. PEARCE: No f u r t h e r 

questions a t t h i s time, Mr. Examiner. 

MR. CATANACH: Mr. K e l l a h i n , 

any questions? 

MR. PEARCE: Yeah, Mr. K e l l a h i n 

reminds me and I appreciate i t . 

I need t o move the admission of 

Mallon O i l Company E x h i b i t s One through Six to t h i s 

proceeding. 

MR. CATANACH: Any objecti o n s ? 

MR. KELLAHIN: No o b j e c t i o n 

here. 

MR. CATANACH: E x h i b i t s One 

through Six w i l l be admitted i n t o evidence. 

Mr. K e l l a h i n . 

MR. KELLAHIN: Thank you, Mr. 

Examiner. 



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 

21 

CROSS EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. F i t z g e r a l d , I'd l i k e t o focus w i t h 

you f o r a moment on the September through December produc­

t i o n i n excess of the l e v e l s e s t a b l i s h e d by the Commission 

pursuant t o the September 11th, 1986, order, which temporar­

i l y reduced the producing l e v e l s i n the Gavilan-Mancos t o 

400 b a r r e l s a day and a g a s / o i l r a t i o of 6 0 0 - t o - l , I be­

l i e v e , i s c o r r e c t . I s t h a t not true? 

A Yes, t h a t ' s c o r r e c t . 

Q When we look a t E x h i b i t Number Five, do I 

understand you t o say, s i r , t h a t the magnitude of overpro­

ductio n t h a t you have placed on t n i s e x h i b i t represents the 

d i f f e r e n c e between what was the c o r r e c t c a l c u l a t i o n of Mal­

lon 's allowables, using the September order, as i n t e r p r e t e d 

by the Aztec O f f i c e and the D i v i s i o n here i n Santa Fe? 

A On the number t h a t says "Overproduction, 

September Through December"? 

Q Yes, s i r . 

A Yes. 

Q A l l r i g h t . 

A Now, t h a t ' s a number we c a l c u l a t e d — t h a t 

I c a l c u l a t e d . 

Q I'm t r y i n g t o understand how you c a l c u ­

l a t e d i t . Determined the q u a n t i t y t h a t was i n excess of a 



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 

22 

c e r t a i n number, I want t o understand what t h a t number was. 

I assume from your testimony i t was the 

allowable t h a t was c a l c u l a t e d based upon the September or­

der . 

A That's c o r r e c t , based on the ac t u a l gas-

o i l r a t i o s produced dur i n g those months. 

Q And f o r September through December we 

have the 48-49,000 b a r r e l s of o i l i n excess of — of the 

r a t e e s t a b l i s h e d i n t h a t order. 

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

Q As of January 1st are you producing i n 

excess or w i t h i n the l i m i t s of t h a t order? 

A Yes, we are. 

Q Which one? I t was an e i t h e r / o r , I'm sor­

ry I d i d n ' t make my question c l e a r . 

A A l l r i g h t . 

Q Are you producing i n excess of the as­

signed allowable pursuant t o the temporary order? 

A Well, no, we're not. We're not pro­

ducing. 

Q A l l r i g h t , s i r , we don't have t h i s prob­

lem f o r January, February, or a f t e r December of '85. 

A No, we do not. 

Q '86. A l l r i g h t . For September through 

December Mallon was c a l c u l a t i n g the allowable f o r h i s w e l l s 
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by a d i f f e r e n t c o n s t r u c t i o n of the September order? 

A We were producing our w e l l s based on the 

o i l , supplemental o i l allowables t h a t had been issued from 

the Aztec o f f i c e . 

Q Who's i n charge of examining f o r Mallon 

t o determine whether the o i l allowables you receive each 

month f o r your w e l l s are accurate and c o r r e c t ? 

A We have someone i n our o f f i c e t h a t does 

and then I oversee i t . 

Q Who i s i t ? That's not you d i r e c t l y ? 

A No, i t ' s not. I n d i r e c t l y , but I oversee 

t h a t . 

Q You're responsible only — 

A Yes. 

Q — t o make sure they're c o r r e c t . 

A Yes. 

Q Subsequent t o r e c e i v i n g the September or­

der d i d you take any a c t i o n , Mr. F i t z g e r a l d , t o c a l c u l a t e 

the allowable Mr. Mallon would receive f o r h i s w e l l s , using 

the new l e v e l set by the order? 

A Yes, d i d . 

Q And when d i d you do that? 

A Almost immediately a f t e r the hearing. We 

had done some of t h a t c a l c u l a t i o n p r i o r to hearing; however, 

due t o the f a c t t h a t the Aztec o f f i c e had i n d i c a t e d t o us 
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t h a t on — e a r l i e r i n the year they had used the most cur­

r e n t GOR on f i l e , we made those c a l c u l a t i o n s based on t h a t 

new or the o l d g a s / o i l r a t i o . 

Q When d i d you f i r s t become aware t h a t you 

were making the c a l c u l a t i o n of the producing rates f o r these 

w e l l s d i f f e r e n t l y than the D i s t r i c t O f f i c e was r e q u i r i n g 

t h a t c a l c u l a t i o n to be made? 

A December 22nd. 

Q And t h a t was your meeting w i t h Mr. Chavez 

i n which he t a l k e d t o you about the f a c t t h a t your produc­

t i o n was i n excess of the allowable? 

A Yes. That was i n a phone c a l l . 

Q A l l r i g h t , s i r . Did you have any know­

ledge p r i o r t o t h a t time, Mr. F i t z g e r a l d , t h a t your produc­

t i o n was i n excess of the allowable t o be assigned pursuant 

to t h a t order? 

A No, I d i d not. I might want t o q u a l i f y 

the answer. I know on a monthly basis t h a t the g a s / o i l r a ­

t i o changes what the allowables c a l c u l a t e under the order; 

however, under the procedures o u t l i n e d from the Aztec O f f i c e 

we weredoing based on what we — making the c a l c u l a t i o n s 

based on what we thought was the c o r r e c t c a l c u l a t i o n . 

Q I s Mallon O i l Company on the D i v i s i o n 

m a i l i n g l i s t t o receive n o t i f i c a t i o n s t o operators i n the 

Gavilan-Mancos Pool? 
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A Yes, we are. 

Q And what i n d i v i d u a l at Mallon O i l Company 

receives those notices? 

A Myself or Roxanne Seney. 

Q They would u l t i m a t e l y come to your a t t e n ­

t i o n ? 

A Yes, d e f i n i t e l y . 

Q Let me show you what I've marked as Dugan 

E x h i b i t Number One, Mr. F i t z g e r a l d , and ask you, s i r , i f you 

ever received a copy of t h i s n o t i f i c a t i o n dated September 

26, 1986, from Mr. Frank Chavez of the D i s t r i c t O f f i c e of 

the O i l D i v i s i o n ? 

A Yes, I d i d . 

Q When d i d you receive t h a t n o t i f i c a t i o n , 

Mr. F i t z g e r a l d ? 

A I'm not sure e x a c t l y but i t was, I be­

l i e v e i t was sometime i n October. 

Q What d i d — what, i f anything, d i d you do 

w i t h the memorandum received from Mr. Chavez i n regard t o 

the c a l c u l a t i o n of allowables i n the Gavilan-Mancos Pool? 

A I'm sorry? 

Q Yes, s i r . You said you received the me­

morandum from Mr. Chavez sometime i n October. Upon r e c e i p t 

of t h a t memorandum my question i s what, i f anything, d i d you 

do w i t h regards t o the content of t h a t memorandum? 
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A I v e r i f i e d t h a t the rates we were pro­

ducing at under the c u r r e n t g a s / o i l r a t i o t e s t were c o r r e c t , 

and we produced, continued t o produce October, November, and 

December under the same l e v e l . 

Q I n what way d i d you v e r i f y t h a t the a l ­

lowables you were producing a t , or the rates you were pro­

ducing at f o r those months, were consisten w i t h the allow ­

ables e s t a b l i s h e d by the D i v i s i o n ? 

A Based on our experience i n the past 

t h a t ' s what we produced a t . 

Q Did you make any i n q u i r y of Mr. Chavez i n 

October as to whether or not you were c a l c u l a t i n g your pro­

ducing rates c o r r e c t l y so t h a t you would not exceed the a l ­

lowables? 

A No, I d i d not. We d i d submit some cor­

r e c t production r e p o r t s , though. 

Q When d i d you do that ? 

A Let me see, we submit them monthly. 

Q Did any of the personnel of any of the 

other operators i n the Gavilan-Mancos Pool n o t i f y you or 

have conversations w i t h you about t h e i r concerns about the 

f a c t t h a t your w e l l s were being produced i n excess of the 

allowables t h a t would be assigned pursuant t o the temporary 

order? 

A No, we d i d not. 
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Q You don't r e c a l l any conversations w i t h 

Mr. John Roe of Dugan Production Corporation i n October or 

November of 1986 about t h a t subject? 

A No, I do not. I might add t h a t we also 

provided our production, our monthly production on a d a i l y 

basis t o the — a l l fhe members of the study committee. 

Q Did you have any discussions w i t h members 

of the Gavilan-Mancos Study Committee about the producing 

rates under the temporary order? 

A No, we d i d not. 

Q Do you know whether or not any of the 

other operators i n the Gavilan-Mancos were having d i f f i c u l t y 

w i t h c a l c u l a t i n g the allowables by which they were t o pro­

duce t h e i r w e l l s under the temporary order? 

A No, I do not. 

Q Let's go back and now discuss, Mr. F i t z ­

g e r a l d , the production between May through August of '86. 

There does not appear, unless I've missed i t , t o be a claim 

made t h a t there was any type of t h e o r e t i c a l underproduction 

f o r t h a t p eriod of time f o r which you want t o then apply as 

a c r e d i t against overproduction a t some other time? 

A No, we're not — we d i d underproduce the 

wel l s during those months, but no, we're not t r y i n g t o — I 

don't t h i n k we're asking f o r t h a t . 

Q From May t o August were the allowables 
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assigned f o r the f i v e Mallon w e l l s allowables assigned using 

the 320-acre acreage a l l o c a t i o n ? 

A Yes, they were. 

Q Your allowable then f o r May through 

August would be a t a r a t e i n excess of the r a t e t h a t you 

were producing those w e l l s at? 

A Yes, t h a t ' s c o r r e c t . 

Q Have you made a c a l c u l a t i o n to determine 

the volume of t h a t t h e o r e t i c a l underproduction between the 

a c t u a l production and the top allowable t h a t you could have 

produced f o r any of those months? 

A No, I have not. 

Q For May through August, what determined 

the a c t u a l r a t e a t which the w e l l s were going to be pro­

duced? 

A We would have produced them s i m i l a r t o 

what we had produced them i n the previous months, January 

through A p r i l , w i t h the exception t h a t we d i d have to reduce 

the production rates based on the numbers t h a t we — the 

90,670 — 90,967 b a r r e l s . 

Q The a c t u a l r a tes of the w e l l s being pro­

duced from May through August was a r a t e t h a t ' s less than 

the a l l o w a b l e . 

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

Q The a c t u a l r a t e f o r these w e l l s i s a 
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f u n c t i o n of the f a c t t h a t these w e l l s not only produce o i l 

but they produce gas. 

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

Q The a c t u a l producing r a t e i s f o r your 

w e l l s governed by your a b i l i t y t o dispose of the gas pro­

duced . 

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

Q From May through August d i d you have a 

way t o market and s e l l the gas produced w i t h o u t f l a r i n g i t 

i n order to produce a t the rates t h a t you have reported f o r 

ac t u a l production? 

A Yes, we d i d . 

Q Did you have a method by which you could 

produce the t h e o r e t i c a l underproduction f o r those months 

wi t h o u t f l a r i n g the gas? Did you have a market f o r t h a t 

d i f f e r e n c e ? 

A Yes, we d i d . 

Q What was your market f o r t h a t gas? Did 

you have a c o n t r a c t f o r t h a t gas? 

A Yes, we do. We have a c o n t r a c t w i t h the 

Gas Company of New Mexico and then and end user c o n t r a c t . 

Q The purchaser of the gas produced from 

the Mallon w e l l s f o r 1986 was no other company other than 

Gas Company? 

A And an end user. 
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Q A l l r i g h t . 

MR. PEARCE: Could we f o r 

c l a r i t y r e s t r i c t t h a t time? Are we s t i l l discussing May 

through August? 

MR. KELLAHIN: I was asking 

t h a t --

A This i s May through August. 

Q A l l r i g h t . My question was broader than 

t h a t and l e t me ask you the r e s t of the question then. 

From May through August we have an end 

user c o n t r a c t , r i g h t ? 

A Right. 

Q Were there — was there a maximum volume 

set i n the end user c o n t r a c t f o r the gas produced? 

A No, there was not. 

Q So a t l e a s t from May onward we now have a 

c o n t r a c t u a l arrangement where we can s e l l the gas produced 

from the w e l l s up t o a volume t h a t w i l l l e t you produce a t 

the top o i l a l l o w a b l e . 

A Or a c t u a l l y the c a p a b i l i t y of the w e l l , 

yes. 

Q A l l r i g h t , d e l i v e r a b i l i t y or capacity of 

the w e l l . A l l r i g h t . 

When d i d Mallon have — what was the e f ­

f e c t i v e date on the end user c o n t r a c t by which Mallon could 
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then s e l l the casinghead gas so t h a t the w e l l s could be pro­

duced a t t h e i r capacity? 

A I would have t o check, but I bel i e v e i t 

was e f f e c t i v e May 1. 

Q P r i o r t o the end user c o n t r a c t i n the 

year 1986, was there another c o n t r a c t by which the gas pro­

duced from the Mallon w e l l s was disposed of? 

A I'm s o r r y , could you say t h a t again? 

Q C e r t a i n l y . From January through A p r i l or 

May, before you got the end user c o n t r a c t , the w e l l s were 

being produced. Along w i t h the o i l there was gas being pro­

duced. How was the gas being disposed of? 

A I t was being sold d i r e c t l y t o the Gas 

Company of New Mexico. 

Q A l l r i g h t . During t h a t p eriod of time 

w i t h o u t f l a r i n g the gas, what was the t o t a l volume on a 

monthly basis of the gas t h a t you could s e l l t o Gas Company 

under t h a t c o n t r a c t ? 

A We could have -- they were t a k i n g every­

t h i n g we were s e l l i n g t o them, but we were producing below 

the capacity of t h e i r compressor s t a t i o n , t h e i r compressor 

system t h a t we had. 

We were only producing, and I've have t o 

check, but I b e l i e v e i t ' s about 1200 MCF a day out of t h i s 

wel 1. 
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Q I d i d n ' t make myself c l e a r . 

What was the c o n t r a c t u a l l i m i t a t i o n , i f 

any, i n terms of volume of gas t h a t Gas Company would l e t 

you take under t h a t gas purchasing contract? 

A Well, there was a — there's a — i t ' s a 

p r e t t y t e c h n i c a l c o n t r a c t . 

They're not required t o take any. They 

say they w i l l take up t o 1500 MCF a day, yet they have taken 

more than t h a t . 

Q Under the terms of the c o n t r a c t i t ' s 1500 

MCF a day per well? 

A No, t o t a l . 

Q T o t a l . 

A Yes. 

Q A l l r i g h t . So your market f o r the gas, 

a t l e a s t under the c o n t r a c t , was one t h a t l i m i t e d the Mallon 

w e l l s t o a gas r a t e of not more than 1500 MCF a day. 

A Well, i t d i d n ' t l i m i t t o t h a t because we 

have sold them more than t h a t under t h a t c o n t r a c t , a s i g n i ­

f i c a n t amount more than t h a t . 

Q Were there exceptions made i n t h a t con­

t r a c t so t h a t you could s e l l an amount i n excess of t h a t 

volume? 

A No, there were not. 

Q So apart from the c o n t r a c t would Gas Com-
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pany then take as they could or wanted t o the d i f f e r e n c e , 

the excess? 

A Yes. 

Q Was the production from the Mallon w e l l s 

from January through A p r i l , the ac t u a l p r o d u c t i o n , was t h a t 

l i m i t e d simply because of your a b i l i t y t o market the gas 

produced from those wells? 

A No. 

Q What was the reason t h a t the gas — the 

production from those w e l l s was produced a t those rates? 

A Part of i t was cutback due t o the f a c t 

t h a t we were involved i n pressure i n t e r f e r e n c e t e s t s t h a t 

had been approved by the D i v i s i o n , and the f a c t t h a t we only 

had compressor capacity t o run approximately 12-to-1500 MCF 

a day. 

Q The compressor capacity at 12-to-1500 MCF 

a day was the phy s i c a l arrangement f o r the w e l l s up through 

what period of time? 

A Through A p r i l . 

Q I n A p r i l what occurred, Mr. F i t z g e r a l d , 

to cause t h a t t o be changed, i f a t a l l ? 

A The end of A p r i l , the f i r s t of May, we 

i n s t a l l e d another compressor t h a t could b r i n g the capacity 

to 2 . 8 - m i l l i o n t o 3 - m i l l i o n a day. 

Q What was the reason t o size the compres-
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sor arrangement so t h a t you would now have a capacity of be­

tween 2.8 and 3 - m i l l i o n a day? 

A So we could produce more gas. 

Q And d i d you have a means by which you 

could dispose of t h a t gas produced? 

A Yes. 

Q That was the end user c o n t r a c t . 

A And the Gas Company of New Mexico. 

Q A l l r i g h t . What was the reason t h a t you 

d i d n ' t modify the compressore capacity of the w e l l s above 

the 1500 MCF p r i o r to the May or A p r i l conversion or the ad­

d i t i o n of a d d i t i o n a l compressor? 

A Most of the -- the two best w e l l s , I 

guess a l l three of the best w e l l s t h a t we operate came on 

production i n January and they j u s t were making a l o t , pro­

ducing at a l o t higher rates than we a n t i c i p a t e d . 

Q When we look a t E x h i b i t Number Two, when 

we — the f i r s t w e l l , the Ribeyowids Federal 2-16, f o r the 

month of January, the assigned allowable i s the allowable 

assigned based upon the 40-acre acreage a l l o c a t i o n ? 

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

Q What i s the reason t h a t the Mallon w e l l s 

were produced i n excess of the 3875 number f o r t h a t month? 

A The order issued t o extend the Gavilan-

Mancos Pool t o encompass 320 spacing i n our area was e f f e c -
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t i v e January 1st; t h e r e f o r e we increased the production 

based on the increased allowable t h a t — f o r the 320 spac­

ing . 

Q So i n January you r e a l i z e d t h a t the a l ­

lowable assigned t o you by the O i l Commission had the wrong 

acreage f a c t o r plugged i n t o i t . 

A No, we d i d not, not t i l l the end of Ap­

r i l . 

Q A l l r i g h t . You knew i n January, however, 

t h a t you could exceed the allowable set by the D i v i s i o n f o r 

January because of the i n c l u s i o n of your acreage now i n the 

Gavilan-Mancos Pool. 

A That's what we thought. 

Q That — t h a t was what you were t h i n k i n g 

i n terms of j u s t i f y i n g the production i n excess of the as­

signed allowable. 

A Right. 

Q A l l r i g h t . I n making the c a l c u l a t i o n to 

determine what your new r a t e was going to be f o r 320 acres, 

i s t h a t the number t h a t you have put i n the second column on 

E x h i b i t Number Two? 

A Yes. t h a t number was based on a g a s / o i l 

r a t i o t e s t done i n e a r l y January t h a t we l a t e r submitted t o 

the O i l D i v i s i o n . 

Q Those are the ones t h a t you f i l e d i n Ap-
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r i l , A p r i l 25th, I b e l i e v e , of '86. 

A I b e l i e v e so. 

Q And there was a January t e s t . 

A Correct. 

Q A l l r i g h t . You're s a t i s f i e d t h a t the 

number t h a t you have assigned f o r t h a t allowable i n t h a t 

column i s c o r r e c t ? 

A Yes. 

Q A l l r i g h t , and have you v e r i f i e d t h a t 

w i t h Mr. Chavez? 

A I'm s o r r y , what do you mean by c o r r e c t ? 

Q Well, whether or not t h i s represents the 

corrected amount f o r the allowable i f you use 320 acres. 

A The 320-acre number i s — i s q u i t e a b i t 

higher than t h a t on — on t h i s p a r t i c u l a r w e l l , but t h i s i s 

based on the t e s t . 

The allowable assigned by the OCD s t i l l 

remains, the number i n the f a r l e f t column. 

Q Okay. The reason the second column i s 

d i f f e r e n t i s t w o f o l d , i s i t not? 

In f i l i n g your C-116, whatever the number 

i s , you c a l c u l a t e d the proposed allowable based upon 320 ac­

res? 

A That's c o r r e c t . I n t h i s case i t was less 

than depth bracket a l l o w a b l e . 
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Q I see. The producing r a t e f o r t h a t w e l l 

f o r the month of January i s i n excess of the assigned a l l o w ­

able, but you knew a t t h a t time t h a t t h a t allowable number 

was too low, the assigned to you by the O i l D i v i s i o n ? 

A No, we d i d not. We d i d not know. We 

submitted production r e p o r t s , the C-115's, s t a t i n g t h a t the 

allowable was the depth bracket a l l o w a b l e . 

Q What caused you t o b e l i e v e t h a t you could 

produce i n excess of t h a t assigned allowable i n January f o r 

t h a t w e l l ? 

A We d i d not receive anything s t a t i n g t h a t 

t h a t was the allowable f o r t h a t w e l l . We d i d not receive 

supplementals u n t i l the end of A p r i l . 

Q I n January when you had c a l c u l a t e d what 

the allowable was going t o be, i s t h a t the 11,873 f i g u r e ? 

A Yes. 

Q So i n January you knew t h a t i f you'd c a l ­

c u l ated i t c o r r e c t l y you could produce up t o t h a t amount. 

A No. We — we c a l c u l a t e d these numbers 

a f t e r the f a c t . 

Q What had you c a l c u l a t e d i n January t o be 

the allowable f o r the w e l l t h a t we're looking a t here on Ex­

h i b i t Number Two? 

Let me make sure before you give me the 

number t h a t we're t a l k i n g about the r i g h t t h i n g . 
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I want t o know — 

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

Q Yes, s i r . I'm looking a t the Ribeyowids 

Federal 2-16 Well f o r January, and I had assumed t h a t the 

11,873 f i g u r e was the allowable t h a t you had c a l c u l a t e d i n 

January f o r t h a t w e l l using 320 acres and you t e l l me, no, 

t h a t ' s not the r i g h t number. 

A No. That i s the number t h a t we went back 

and c a l c u l a t e d based on our g a s / o i l r a t i o t e s t a f t e r the Az­

tec O f f i c e explained t o us how an allowable i s increased. 

Q A l l r i g h t . The g a s / o i l r a t i o f i l i n g was 

made i n A p r i l . 

A Correct. 

Q And what you want t o do now i s to take 

the A p r i l f i l i n g and have t h a t number apply r e t r o a c t i v e l y 

back through January 1st of '86 i n order t o e s t a b l i s h the 

allowable f o r those w e l l s . 

A I t h i n k what we're t r y i n g t o do i s under 

the r u l e s and r e g u l a t i o n s t h a t we — t h a t I've read, the a l ­

lowable t h a t should have been assigned should have been the 

maximum depth bracket allowable e f f e c t i v e January 1st; how­

ever, the Aztec O f f i c e i n A p r i l r e q u i r e d us to make up t h a t 

production t h a t i s a d i f f e r e n c e between the a c t u a l and what 

they had a c t u a l l y assigned, and we're saying t h a t they were 

i n c o r r e c t i n doing i t t h a t way; t h e r e f o r e we're saying t h a t 
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the amount of o i l t h a t we made up, the 90,967, we should 

have been allowed t o produce. 

I t h i n k the t h e o r e t i c a l underproduction 

might be confusing had we turned i n the g a s / o i l r a t i o t e s t 

e a r l i e r i n the year. This i s the allowable under the way 

the Aztec O f f i c e t o l d us t h a t they issue allowables, t h i s i s 

the number t h a t would have been c a l c u l a t e d . 

Q What — what — 

A We were t r y i n g to show here t h a t v/e d i d 

not produce over t h a t number. 

Q I see. But the a c t u a l production f o r the 

w e l l i n January, why d i d you s e l e c t or choose t o produce 

t h a t q u a n t i t y of production from t h a t w e l l i n t h a t month? 

A I don't r e c a l l other than back i n January 

through A p r i l we d i d have l i m i t a t i o n due to our compressor 

cap a c i t y , and I don't know i f t h a t was e x a c t l y i t , but t h a t , 

I would guess, i s probably why. 

Q Would t h a t statement apply f o r a l l the 

w e l l s f o r production from January through A p r i l ? 

A Not n e c e s s a r i l y . We were doing some t e s ­

t i n g and there were w e l l s shut i n during January and p a r t of 

February, I b e l i e v e . 

Q Okay. 

A Production was very e r r a t i c . 

Q A l l r i g h t . During t h a t p eriod of time 
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d i d you r e s t r i c t your a c t u a l production from January through 

A p r i l because of some c a l c u l a t e d l e v e l of allowable t h a t you 

had been t o l d or you thought you had to l i m i t y o u r s e l f to? 

A No, we d i d not. 

Q So the a c t u a l production i s a f u n c t i o n of 

e i t h e r compressor capacity or shut i n f o r t e s t s or lack of 

market, or whatever i t was. 

A Correct. 

Q A l l r i g h t . Mr. F i t z g e r a l d , f o r your 

company do you make the d e c i s i o n on what volumes t o produce 

from a given w e l l i n a p a r t i c u l a r month? Is t h a t p a r t 

of your f u n c t i o n as an engineer f o r Mallon? 

A Yes. 

Q And how o f t e n do you make t h a t decision? 

A Generally about d a i l y or three or four 

times a week. 

Q Just watch your production and decide 

which one t o produce and what volumes? 

A Talk t o the pumper on those. 

Q Okay. So y o u ' l l be the i n d i v i d u a l who's 

i n a p o s i t i o n t o know and understand and e x p l a i n why the 

w e l l s were produced a t c e r t a i n r a t e s . 

A Yes. 

Q A l l r i g h t . 

A As best I can remember them. 
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Q And the a c t u a l production there i s pro­

d u c t i o n t h a t you have reported t o the O i l Conservation D i v i ­

sion? 

A Yes. 

Q And these come from records t h a t you have 

kept and r e p o r t s you have made? 

A Yes. 

Q During the period of time s t a r t i n g w i t h 

January of '86, Mr. F i t z g e r a l d , we've been discussing f i v e 

of the Mallon w e l l s . 

A Yes. 

Q Mr. Pearce had you i d e n t i f y two other 

w e l l s e a r l i e r i n your testimony and you said t h a t they d i d 

not apply. Would you e x p l a i n t o me why not? 

A The Davis 3-15 has been t e s t e d ; we're 

s t i l l completing i t . We have been t e s t i n g and j u s t produc­

ing a t marginal r a t e s . 

Q I t ' s too new a w e l l t o apply t o the — 

A Right, i t ' s s t i l l recovering load water. 

Q A l l r i g h t , the Post well? 

A The Post w e l l has produced below the a l ­

lowables . 

Q When d i d i t f i r s t s t a r t producing? 

A I b e l i e v e i n September. I b e l i e v e i t ' s 

September. 
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Q Of '86? 

A Yes. And t h a t ' s the reason i t ' s not 

overproduced, i s because we were re q u i r e d t o send i n a cur­

r e n t GOR. Since i t was c u r r e n t we d i d n ' t overproduce i t . 

Q You said you f i r s t became aware of the 

e r r o r i n the allowable c a l c u l a t i o n i n A p r i l of '86 when you 

changed crude o i l purchasers? 

A Correct;. 
V 

Q During the f i r s t p a r t of t h a t year Mancos 
V 

Corporation was the purchaser of the crude o i l ? 

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

Q I've not heard of t h a t c o r p o r a t i o n . Who 

are the p r i n c i p a l s of t h a t corporation? Do you know? 

A I b e l i e v e i t ' s Dugan Production or I 

don't know, i t ' s probably i n d i v i d u a l s ; Tom Dugan, Greg Mer­

r i o n , Bob Bayless, and somebody e l s e , I'm sure i t i s . 

Q They were t a k i n g the o i l production. 

A Yes. 

Q Were there any l i m i t s on your production 

of the o i l from January through May i n terms of what they 

would take from you? 

A No, there were not. Had we not changed 

the purchasers i n the end of A p r i l , we might not have caught 

t h i s . 

Q You gave me a f i g u r e awhile ago of 
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90,967. 

A Yes. 

Q Is t h a t the t o t a l of the t h e o r e t i c a l un­

derproduction when you take a l l f i v e pages of E x h i b i t Two 

and add them up? 

A No, the 90,967 i s the amount t h a t we d i d 

make up a c t u a l l y by c u t t i n g back production and s h u t t i n g i n 

we 11s. 

That's — th a t ' s the amount t h a t our o f ­

f i c e determined, the Aztec O f f i c e , as how much we were over­

produced f o r t h a t p eriod January through A p r i l . 

Q A l l r i g h t . T e l l me how you made up the 

underproduction. 

A We made i t up i n May, June, J u l y , and I 

bel i e v e a l i t t l e b i t i n August, by jockeying w e l l s due t o 

whatever our production was t h a t month; by s h u t t i n g i n a 

w e l l t h i s week, producing, you know, four of the others; 

j u s t t o t r y and keep a constant — or attempt t o keep a con­

s t a n t through-put t o the p l a n t . 

Q I n order to make up t h a t underproduction 

through t h a t period of time, would you not have had to pro­

duce the w e l l s i n excess of t h e i r assigned allowables f o r 

t h a t month? 

A No, we would not have. We produced them 

p r e t t y close to t h e i r allowables w i t h the exception of the 
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d i f f e r e n c e f o r the days we were s h u t t i n g them i n . 

MR. KELLAHIN: May we take a 

moment, Mr. Examiner, and see. i f there's anything I need t o 

ask Mr. F i t z g e r a l d ? 

(Thereupon a recess was taken.) 

Q Let me see i f I can understand where we 

were l a s t year, Mr. F i t z g e r a l d , w i t h regards t o the produc­

t i o n from January through A p r i l of '86. 

Am I c o r r e c t i n understanding t h a t you 

took no a c t i o n on behalf of your company t o have the Dis­

t r i c t O f f i c e c o r r e c t the allowables being assigned f o r the 

Mallon w e l l s u n t i l A p r i l of '86? 

A Correct, 

Q I n January thorugh A p r i l does not the Az­

tec O f f i c e supplement the o i l p r o r a t i o n i n g schedules to you 

on a re g u l a r basis? 

A No. I n t h i s case they d i d n ' t . I b e l i e v e 

we have l e t t e r s requesting — had sent l e t t e r s and requested 

the p r o r a t i o n books, or I'm not r e a l f a m i l i a r w i t h t h a t p a r t 

of i t . But I don't know, I b e l i e v e we're g e t t i n g them on a 

regular basis. 

0 Do you receive on a regu l a r basis supple­

ments t o the o i l p r o r a t i o n i n g schedule f o r your wells? 
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A I bel i e v e we do now. 

Q But you don't r e c a l l , I don't be l i e v e you 

received any supplemental o i l p r o r a t i o n i n g schedules f o r any 

of your w e l l s from January through A p r i l of '86? 

A We had supplements f o r January through 

A p r i l but they weren't received, I don't t h i n k , u n t i l l a t e 

A p r i l . 

MR. KELLAHIN: Mr. Examiner, 

I'd l i k e t o show the witness what I've marked as Dugan Exhi­

b i t Number Two, which i s a supplement t o the o i l p r o r a t i o n ­

ing schedule f o r the Johnson Federal 12-5 Well, and then 

I've marked as E x h i b i t Number Three a supplement dated March 

14th, '86, on the Howard Federal 11-1 w e l l . 

E x h i b i t Number Two i s dated 

February 10th, 1986. I show t h a t t o opposing counsel f o r 

hi s i n s p e c t i o n . 

Q Mr. F i t z g e r a l d , I've shown you what i s 

marked as Dugan's E x h i b i t s Two and Three and given you an 

op p o r t u n i t y t o examine them. 

Do you remember r e c e i v i n g supplemental 

orders f o r those two w e l l s as i n d i c a t e d on E x h i b i t s Two and 

Three? 

A No, I do not. (Ina u d i b l e t o the repor­

t e r . ) 

Q What i s the custom and p r a c t i c e of you on 
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behalf of your company w i t h regards t o reviewing and deter­

mining the accuracy of supplemental o i l p r o r a t i o n i n g sched­

ules t h a t the D i v i s i o n sends to you? 

A We have somebody who received these and 

when they come i n t h e i r v e r i f y t h a t we're producing t h a t 

amount of o i l . They come t e l l me t h a t we've gotten these i n 

and we need to change, t o be aware o f . 

Q But you don't r e c a l l making any a d j u s t ­

ments f o r e i t h e r of those two w e l l s based upon the supple­

mental orders shown t o you on E x h i b i t s Two and Three? 

A No, I do not. 

Q Okay. Am I c o r r e c t i n understanding from 

January through A p r i l t h a t the capacity of the compressor by 

which those f i v e w e l l s were hooked i n l i m i t e d you to a maxi­

mum volume of gas of about 1200-to-1500 a day? 

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

Q And t h a t also during t h a t p e r i o d of time 

your c o n t r a c t w i t h Gas Company of New Mexico l i m i t e d you t o 

a s i s m i l a r volume of about 1500 MCF a day? 

A I said e a r l i e r the c o n t r a c t i s one such 

t h a t they don't have to take any. They have always taken 

ev e r y t h i n g we've sold them up t o , I b e l i e v e , about 2.8-mil-

l i o n a day. 

Q And the a d d i t i o n a l a b i l i t y t o market and 

s e l l the gas was a r e s u l t of the i n s t a l l a t i o n of a d d i t i o n a l 
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compressor capacity i n A p r i l of '86? 

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

MR. KELLAHIN: Thank you, Mr. 

Examiner, I have nothing f u r t h e r . 

MR. CATANACH: Mr. Carr, do you 

have any questions? 

MR. CARR: No questions. 

MR. PEARCE: I f I may j u s t f o r 

a moment, Mr. Examiner. 

REDIRECT EXAMINATION 

BY MR. PEARCE: 

Q Mr. F i t z g e r a l d , I want t o go back and 

b r i e f l y t r y t o walk us through what's happened here to see 

i f we can get i t down c l e a r l y . 

E f f e c t i v e January the 1st of 1986 the ac­

reage on which these w e l l s were included, were d r i l l e d , was 

included w i t h i n the Gavilan-Mancos Pool, i s t h a t c o r r e c t ? 

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

Q The spacing i n the Gavilan-Mancos Pool i s 

320 acres, i s t h a t c o r r e c t ? 

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

Q P r i o r t o the i n c l u s i o n i n the Gavilan-

Mancos Pool those w e l l s had been spaced on 40 acres, i s t h a t 

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

Q As a r e s u l t of your knowledge t h a t t h i s 

acreage was included w i t h i n the Gavilan Pool e f f e c t i v e Jan­

uary 1st of 1986, you b e l i e v e t h a t you had an allowable from 

the O i l Conservation D i v i s i o n based on a 320-acre depth 

bracket a l l o w a b l e , i s t h a t c o r r e c t ? 

A That's c o r r e c t . That was one of our p r i ­

mary reasons f o r supporting the (not understood). 

Q And you began to produce those w e l l s at a 

r a t e higher than a 40-acre allowable beginning January 1st 

of 1986, i s t h a t c o r r e c t ? 

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

Q I n l a t e A p r i l of 1986 you were informed 

t h a t i n f a c t those w e l l s d i d not have a 320-acre allowable, 

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

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

Q And since the w e l l s had been producing i n 

excess of the 40-acre allowable, they were overproduced, i s 

t h a t c o r r e c t ? 

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

Q And t h a t overproduction was 90,967 bar­

r e l s , i s t h a t c o r r e c t ? 

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

Q And a f t e r your discussions w i t h Mr. 

Chavez you were allowed t o c u r t a i l your a c t u a l production 
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from these w e l l s so t h a t you made up the 90,967 b a r r e l s of 

overproduction. 

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

Q And you a c t u a l l y r e s t r i c t e d those w e l l s 

f o r t h a t 90,967 b a r r e l s between the months of May and August 

of 1986, i s t h a t c o r r e c t ? 

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

Q I n September of 1986 you received a sup­

plemental o i l p r o r a t i o n schedule from the Aztec O f f i c e of 

the O i l Conservation D i v i s i o n , which i n d i c a t e d t h a t the o i l 

allowable f o r these w e l l s was 400 b a r r e l s per day, i s t h a t 

c o r r e c t ? 

A On some of the w e l l s . Some of the w e l l s 

i t was less. 

Q And they were less on the basis of the 

GOR r e p o r t then on f i l e ? 

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

Q Subsequent t o r e c e i v i n g t h a t supplemental 

o i l p r o r a t i o n schedule you produced the w e l l s a t or below 

the allowable set f o r t h i n t h a t supplemental o i l p r o r a t i o n 

schedule, i s t h a t c o r r e c t ? 

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

Q You have now been informed t h a t produc­

t i o n r a tes and allowables set f o r t h on t h a t supplemental o i l 

p r o r a t i o n schedule were i n c o r r e c t , i s t h a t c o r r e c t , and they 
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were — 

A Yes. 

Q — too hig h , i s t h a t c o r r e c t ? 

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

Q And the amount t h a t you have produced 

from these w e l l s during the period September through Decem­

ber of 1986 t o t a l e d 48,934 b a r r e l s i s t h a t c o r r e c t , s i r ? 

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

Q I s i t your p o s i t i o n t h a t the penalty im­

posed upon you between May and August of 1986 was excessive, 

was an excessive penalty f o r a f a i l u r e t o f i l e forms w i t h 

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

A I be l i e v e so, yes, s i r . 

Q By r e i n s t a t i n g 48,934 b a r r e l s of o i l a l ­

lowable f o r these f i v e w e l l s the penalty t h a t you s u f f e r f o r 

t h a t a d m i n i s t r a t i v e o v e r s i g h t w i l l be reduced, i s t h a t cor­

rec t ? 

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

Q I s i t your p o s i t i o n t h a t t h a t i s f a i r and 

t h a t t h a t operates t o p r o t e c t the c o r r e l a t i v e r i g h t s of i n ­

t e r e s t owners i n the Gavilan-Mancos Pool? 

A Yes, I do. 

MR. CATANACH: Recross, Mr. 

Kellahin? Mr. Carr? 

MR. PEARCE: Nothing f u r t h e r , 
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MR. KELLAHIN: I b e l i e v e Mr. 

wanted t o make, Mr. Examiner. 

MR. CATANACH: We'll l e t Mr. 

at t h i s time. 

W i l l you stand and be sworn in? 

(Mr. Chavez sworn.) 

MR. CHAVEZ: Mr. Examiner, I am 

Frank T. Chavez, D i s t r i c t Supervisor of the Aztec D i s t r i c t 

of the O i l Conservation D i v i s i o n . 

I have some m a t e r i a l I've 

prepared which i s p a r t of the D i v i s i o n ' s r e g u l a r records. I f 

you'd l i k e me t o submit i t as e x h i b i t s I w i l l , but I ' l l j u s t 

use i t f o r reference at t h i s time. 

You have before you a paragraph 

t h a t i s normally considered p a r t or a paragraph included i n 

nomenclature orders which are produced by the D i v i s i o n on 

our motion. 

In Case Number 8713, which 

r e s u l t e d i n Order No. R-8063, the Gavilan-Mancos Pool was 

extended t o include the acreage i n question. The 

a p p l i c a t i o n was made by Dugan Production Corporation, not by 

the D i v i s i o n . 
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According t o t h i s order, on 

January 1st the pool extension i s e f f e c t i v e ; t h e r e f o r e 320 

acres would be r e q u i r e d , 320-acre d e d i c a t i o n would be r e ­

quired of a l l the w e l l s i n t h a t extension. 

Being t h a t t h i s order lacked a 

s i m i l a r paragraph as shown here, which requires the operator 

to f i l e dedicated — 320-acre d e d i c a t i o n p l a t s w i t h i n a cer­

t a i n time p e r i o d , a s t r i c t i n t e r p r e t a t i o n of the order would 

r e q u i r e t h a t w e l l s be shut i n t h a t not have 320 acres. 

I discussed t h i s w i t h the D i v i ­

sion d i r e c t o r at t h a t time and being t h a t the operators 

w i t h i n the area a l l agreed to the expansion of the pool, 

i t ' s obvious t h a t they d i d not desire the w e l l s t o be shut 

i n . 

So we looked a t the paragraph 

t h a t we had used p r e v i o u s l y i n nomenclature orders expanding 

pools and applied t h a t i n t e r p r e t a t i o n t o the s i t u a t i o n . 

Our o f f i c e contacted the opera­

t o r s of the pool t o — those t h a t hadn't f i l e d 320-acre 

p l a t s , to remind them t h a t they needed t o do t h a t i n order 

to get the 320-acre allowables. 

Again you have before you 

copies of the D i v i s i o n ' s records and i f y o u ' l l look at the 

second t o the l a s t page y o u ' l l see a p l a t t h a t was f i l e d by 

Mallon O i l Company a f t e r we d i r e c t e d them t o f i l e the p l a t s . 
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The date we received t h i s i s February 14th of 1986. 

So we had contacted Mallon O i l 

Company about the necessity of f i l i n g these p l a t s , one, two 

weeks before t h a t . 

As y o u ' l l see there j u s t above 

the center of the p l a t i t says on there t h a t — under 

question number t h r e e , t h a t the a p p l i c a n t has — or t h a t the 

operator has applied f o r communitization; however, they had 

checked the box yes, t h a t the acreage had been communitized. 

Whenever we get a p l a t l i k e 

t h a t we contact the operator and ask them to please c l a r i f y 

t h a t , whether or not they have 320 acres consolidated or 

not. On t h i s p a r t i c u l a r w e l l , the Howard Federal 1 No. 8, 

the d i d not have the acreage consolidated a t t h i s time. 

I f y o u ' l l look on the next 

page, which i s the l a s t page of t h a t group, there's a p l a t 

t h a t we received A p r i l 28th, 1986, i n d i c a t i n g t h a t a t t h i s 

time the acreage was consolidated. 

Under our D i v s i i o n p o l i c i e s f o r 

assigning allowables, a t t h i s time we increased the 

allowable of t h i s w e l l to the 320-acre allowable they would 

be e n t i t l e d t o . 

Also, we d i d receive a C-116 

accompanying t h i s p l a t . 

The second page of t h i s group 
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of D i v i s i o n documents i s the supplement t h a t was issued by 

my o f f i c e i n Aztec i n c r e a s i n g the allowable on t h i s w e l l on 

the basis of the communitization and the C-116. This i s 

standard D i v i s i o n p o l i c y i n order t o p r o t e c t the c o r r e l a t i v e 

r i g h t s of those people t h a t may not yet be involved i n the 

w e l l ; however, a l l o w i n g some co n s i d e r a t i o n f o r the w e l l t o 

be produced. 

These p a r t i c u l a r groups of doc­

uments address only the Howard Federal 1 No. 8, however, 

other D i v i s i o n records address the other w e l l s t h a t are con­

sidered i n t h i s a p p l i c a t i o n . 

There was only one w e l l t h a t we 

made an e r r o r on, as best as I can t e l l , and t h a t was the 

Federal w e l l i n Section 12, as p a r t of the operator's a p p l i ­

c a t i o n . We received a p l a t and on t h a t we d i d i n t e r p r e t 

t h a t the acreage was consolidated; however, when we l a t e r 

found out t h a t the acreage was not consolidated, we contac­

ted the operator and the — the working i n t e r e s t owner who 

had not been consolidated i n t h a t w e l l i n Section 12, who 

was Mesa Grande Resources. 

At t h i s time we had the o p t i o n 

of s h u t t i n g the w e l l i n because i t would have bene severely 

overproduced on the basis of a 40-acre allowable; however, 

upon t a l k i n g t o the working i n t e r e s t owner t h a t had not been 

included y e t , we asked them i f , you know, what they thought 
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about t h i s before we took such a severe a c t i o n on t h i s w e l l . 

They considered t h a t the r i g h t s were being protected i n t h a t 

an a p p l i c a t i o n was coming before the D i v i s i o n f o r c o n s o l i ­

d a t i n g the acreage. Also they were co n f i d e n t t h a t t h a t money 

or t h e i r p r o p o r t i o n of the proceeds from t h a t acreage t h a t 

was not consolidated was being handled c o r r e c t l y by Mallon. 

So at t h a t p o i n t we d i d not 

s t r i c t l y enforce the r e g u l a t i o n r e q u i r i n g 320-acre dedica­

t i o n because the only working i n t e r e s t -- other working i n ­

t e r e s t owner involved i n t h a t f e l t t h a t they were p r o t e c t e d . 

We have a p o l i c y t h a t has been 

est a b l i s h e d long ago t h a t there's a p o i n t a t which you don't 

— you can't p r o t e c t the c o r r e l a t i v e r i g h t s of somebody who 

doesn't want them protected or i f they are s a t i s f i e d w i t h 

the way we are p r o t e c t i n g them, we stop i t t h e r e . 

The issue of the acreage con­

s o l i d a t i o n I t h i n k i s very important i n t h i s i n t h a t there 

were some w e l l s t h a t d i d acreage consolidated e a r l y enough 

t o assign the allowables e a r l y enough, and we d i d t h a t ; how­

ever, those t h a t were not consolidated f o r 320-acre t r a c t s , 

we wanted u n t i l we received the C-120 — C-102 showing the 

acreage consolidated before we increased the allow a b l e . 

And t h a t i s a l l I have. 

MR. KELLAHIN: I have some 

questions of Mr. Chavez, i f I may? 
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QUESTIONS BY MR. KELLAHIN: 

RESPONSES BY MR. CHAVEZ: 

Q With regards t o the acreage consolida­

t i o n , a t some p o i n t i n time the operator has given you the 

proper forms t o consolidate the acreage and get the proper 

a l l o c a t i o n . 

A That i s c o r r e c t . I t ' s the Form C-102 on 

which they designate t h a t the acreage has been consolidated. 

Q Once t h a t i s reviewed and approved by you 

i s the assignment of the allowable based upon t h a t acreage 

d e d i c a t i o n one t h a t i s made p r o s p e c t i v e l y or r e t r o a c t i v e l y ? 

A I t ' s made on the basis of the day we r e ­

ceive the C-102. 

Q Mallon as requested t h a t f o r these w e l l s 

several things occur w i t h regards t o the allowables, one of 

which i s t h a t the acreage a l l o c a t i o n be applied r e t r o a c t i v e ­

l y t o January 1 of '86 f o r a l l the w e l l s , as opposed t o the 

date t h a t the form was i n your o f f i c e ready f o r approval. 

Is t h a t c o n s i s t e n t w i t h the p r a c t i c e of 

the D i v i s i o n i n the D i s t r i c t O f f i c e i n assigning allowables? 

A No. I n the sense t h a t we do not know the 

c o n d i t i o n of those operators who are not consolidated, we — 

we cannot pass judgment on whether yes, a l l of the separate 

i n t e r e s t owners are headed toward communitization or whether 
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at the l a s t minute maybe one of these cases may come t o a 

hearing, as one d i d , even though we d i d n ' t r e a l i z e i t , t h a t 

i t had i n f a c t been consolidated. 

So we cannot a n t i c i p a t e the approval of a 

communitization a t any one p a r t i c u l a r date. 

Q I n a d m i n i s t e r i n g Rule 502 and the other 

r u l e s and r e g u l a t i o n s of the D i v i s i o n , Mr. Chavez, are you 

aware of whether or not i t i s the custom and p r a c t i c e of 

your D i v i s i o n or your D i s t r i c t to allow an operator to ac­

cumulate a t h e o r e t i c a l underproduction which i s the d i f f e r ­

ence between t h i s a c t u a l production and the allowable as­

signed to t h a t w e l l , t h a t q u a n t i t y of t h e o r e t i c a l underpro­

d u c t i o n . I s i t the custom and p r a c t i c e of the D i s t r i c t and 

the D i v i s i o n to allow t h a t operator t o take t h a t t h e o r e t i c a l 

underproduction and apply i t as a c r e d i t t o o f f s e t or wipe 

out production i n excess of the allowable at some other 

time? 

A I guess I don't understand i t , your ques­

t i o n . I f I could e x p l a i n i t t h i s way, how we do t h i s . 

Under Rule 5 — under the -- I don't know 

whether i t ' s 502 or not, under the 500 series of o i l prora­

t i o n r u l e s an opertor i s not allowed to accumulate underpro­

duct i o n i n the sense t h a t once he's assigned an allowable he 

can underproduce i t t h i s month and make i t up the next; how­

ever, the r u l e does d i r e c t the operator t o underproduce h i s 
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w e l l s by an amount equal t o the overproduction. 

In t h a t sense i f an operator i s a t an 

overproduced status what o i l he does not produce i n subse­

quent months between h i s allowable and h i s production i s 

used to take away some of the previous overproduction. So 

i n t h a t sense t h a t i s the common p r a c t i c e . I t i s the way of 

balancing overproduction i n an o i l pool. 

Q You heard Mr. F i t z g e r a l d ' s testimony t h i s 

afternoon? 

A Yes. He and I , i n f a c t , I d i r e c t e d them 

to send t o me a, oh, t a b u l a t i o n of t h e i r overproduction and 

how they proposed t o make t h a t up by subsequent underproduc­

t i o n over a period of time. 

So t h e i r underproduction f o l l o w i n g A p r i l 

was done a t our d i r e c t i o n i n order t o balance the pool. 

Q The May through August discussion I had 

w i t h Mr. F i t z g e r a l d was i n compliance w i t h your d i r e c t i v e on 

how t o s t a r t balancing, then, the overproduction t h a t had 

occurred f o r the f i r s t p a r t of '86. 

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

Q January through A p r i l . 

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

Q With regards t o underproduction other 

than what we have j u s t described, am I c o r r e c t i n understan­

ding t h a t under the r u l e s an operator does not accumulate an 
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underproduction i f he f a i l s t o produce h i s f u l l allowable i n 

a given month? 

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

Q What i s the c u r r e n t s t a t u s of the Mallon 

w e l l s i n terms of t h e i r producing rates at t h i s p o int? 

A Their producing rates as to t h e i r a l l o w ­

ables? 

Q Yes, s i r , what d i r e c t i o n or order have 

you imposed upon Mallon w i t h regards t o those w e l l s now? 

A Okay, two of t h e i r w e l l s i n — the l a s t 

w e l l when I looked a t the l a t e s t p r oduction, two of t h e i r 

w e l l s appear t o be about three months, or so, overproduced, 

going s t r i c t l y by gas volumes. 

One of the w e l l s was approximately a 

month overproduced going by gas volumes. 

Q When I discovered t h a t I sent out an o r ­

der d i r e c t i n g them t o shut t h e i r w e l l s i n . Subsequently 

they asked me i f there was another way they could make up 

the overproduction besides s h u t - i n , because they were sup­

p l y i n g a p l a n t t h a t was owned by Phelps Dodge. And I t o l d 

them i f they would supply me w i t h the data i n d i c a t i n g what 

was necessary t o prevent an undue hardship t o a t h i r d p a r t y , 

I would consider t h a t amount and perhaps allow some produc­

t i o n . 

A f t e r much correspondence I received a 
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l e t t e r from the operator of the p l a n t who i s o p e r a t i g f o r 

Phelps Dodge. They apprised me of what t h e i r minimum needs 

were t o operate the p l a n t . So since then I have authorized 

Mallon t o produce t h e i r overproduced w e l l s a t a r a t e not t o 

exceed 100 MCF per day from the overproduced w e l l s . 

Q P r i o r t o b r i n g i n g t h i s case to the 

Examiner today, Mr. Chavez, d i d Mr. F i t z g e r a l d , or anyone on 

behalf of Mallon O i l Company present to you t h e i r case or 

t h e i r c o n t e n t i o n t h a t there was a c l e r i c a l e r r o r t h a t 

r e q u i r e d an adjustment i n t h e i r allowables and t h e i r 

producing rates? 

A They discussed t h a t w i t h me and I t o l d 

them t h a t under the r u l e s , i n order t o grant any back 

allow a b l e , they would have t o come t o a hearing. 

Had there been a c l e r i c a l e r r o r done by 

our o f f i c e , there wouldn't have been a question as t o 

whether or not they would have been e n t i t l e d t o allo w a b l e . 

Q You'd have simply given them the 

allowable and f i x e d the c l e r i c a l e r r o r by the D i v i s i o n 

s t a f f ? 

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

Q Did t h a t occur i n t h i s case? 

A No, I haven't — I haven't found any 

evidence t h a t would i n d i c a t e t h a t our s t a f f made an e r r o r i n 

assigning the allowables. 
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Q Are you aware of any other d e c i s i o n or 

order or a c t i o n by the D i v i s i o n t h a t has allowed an operator 

such as Mr. Mallon i n t h i s s i t u a t i o n to t r a n s f e r a t h e o r e t i ­

c a l underproduction and assign i t as a c r e d i t t o discharge 

or wipe out subsequent overproduction? 

A I'm not f a m i l i a r w i t h any myself. 

Q A l l r i g h t , s i r , thank you. 

MR. PEARCE: May I borrow the 

copy of the order t h a t you r e f e r r e d t o e a r l i e r ? 

Yeah, t h i s one, thank you. 

QUESTIONS BY MR. PEARCE: 

RESPONSES BY MR. CHAVEZ: 

Q Mr. Chavez, when you began your presenta­

t i o n a few moments ago, you handed me a p a r t of what appears 

to be a D i v i s i o n order which contains a paragraph 1 and 2. 

Do you have t h a t i n f r o n t of you? 

A Yes, I d i d . Okay. 

Q Now, t h a t i s not an order t h a t had any­

t h i n g t o do w i t h the Gavilan, i s t h a t c o r r e c t ? 

A No, a c t u a l l y t h i s i s j u s t a t y p i c a l para­

graph from a nomenclature order t h a t the D i v i s i o n presented 

on i t s own behalf. 

I t ' s — s p e c i f i c a l l y , i t ' s Order — a 
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paragraph from Order R-8273, which has nothing to do w i t h 

t h i s case. 

Q A l l r i g h t , and the -- t h i s p r o v i s i o n , i f 

I understand i t c o r r e c t l y , allows an operator whose acreage 

i s added t o a pool s i x t y days w i t h i n which to f i l e a new C-

102, i s t h a t c o r r e c t ? 

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

Q And when t h a t i s f i l e d the allowable 

w e l l , as I read t h i s , he i s allowed t o produce at the maxi­

mum r a t e u n t i l t h a t i s f i l e d , i s t h a t c o r r e c t ? 

A No. 

Q Okay. 

A The — s t a r t i n g about halfway through 

t h a t paragraph w i t h the sentense s t a r t s "Pending", I ' l l j u s t 

go ahead and read t h a t . 

I t says, "Pending such compliance, the 

w e l l s h a l l receive a maximum allowable i n the same propor­

t i o n t o a standard allowable f o r the pool t h a t the acreage 

dedicated t o the w e l l bears t o a standard u n i t f o r the 

pool." 

What t h a t means i s t h a t Mallon had 40 ac­

res dedicated t o these w e l l s w i t h i n t h i s pool. This para­

graph, had i t been i n t h a t order, would say t h a t he could 

produce up to top allowable t h a t would have been allowed f o r 

40 acres w i t h i n the 320-acre d r i l l t r a c t , which i s one acre 
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of the top a l l o w a b l e . 

Q A l l r i g h t , s i r , l e t ' s read the next sen­

tence of t h a t , please, and go ahead and read i t i n t o the r e ­

cord so those who — 

A Okay. 

Q — don't have t h i s before them — 

A " F a i l u r e t o f i l e Form C-102 d e d i c a t i n g 

the standard u n i t t o the w e l l , or t o o b t a i n a nonstandard 

u n i t approved by the D i v i s i o n w i t h i n the said s i x t y day per­

i o d , s h a l l subject the w e l l to c a n c e l l a t i o n of a l l o w a b l e . " 

Q I f i t has not been granted the increased 

allowable d u r i n g the s i x t y day p e r i o d , how can t h i s p r o v i ­

sion of t h i s order provide f o r c a n c e l l a t i o n of t h a t a l l o w ­

able? 

A The allowable t h a t ' s addressed here i s 

the one t h a t was considered i n the previous sentence, which 

i s the 40-acre allowable. 

Q A l l r i g h t , l e t ' s see i f I understand what 

you're t e l l i n g me. 

I have an o i l w e l l on the 40-acre t r a c t . 

That acreage i s then put i n t o a pool t h a t has 320-acres. 

This p r o v i s i o n says t h a t I have t o f i l e a 320-acre C-102 

w i t h i n s i x t y days. 

I f I do not f i l e t h a t , your understanding 

of t h i s p r o v i s i o n i s t h a t the t o t a l a l l o w a b l e , even the 40-

acre a l l o w a b l e , f o r t h a t w e l l i s cancelled? 
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A That's c o r r e c t . 

Q But i t has a 40-acre C-102 on f i l e . 

A That i s c o r r e c t . The purpose of t h a t i s 

to allow an operator enough time t o consolidate the acreage; 

however, being t h a t he's i n a 320-acre pool i f there had 

been evidence presented t h a t a w e l l w i t h i n t h a t pool would 

d r a i n 320 acres, t h e r e f o r e those i n the remaining 280 acres 

are not p a r t i c i p a t i n g i n the proceeds from t h i s w e l l under 

type of agreement, forced p o o l i n g , communitization, or what­

ever, t h e r e f o r e , we do allow the operators s i x t y days t o get 

t h i s — h i s act together, get t h i s acreage put together and 

d r i l l i n a u n i t , p r o r a t i o n u n i t . 

However, should he not be able t o do t h a t 

w i t h i n s i x t y days, we would cancel the allowable because, 

again, those people i n the 3 — i n the e n t i r e 320 are not 

p a r t i c i p a t i n g i n the production from t h a t w e l l . 

Q Even though the w e l l had been operating 

on a 40-acre allowable. 

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

Q Now as I understand what you t e s t i f i e d , 

s i r , t h i s p r o v i s i o n was not included i n Order 87 — I mean 

Order R-8063, i s t h a t c o r r e c t ? 

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

Q And Order R-8063 i s the order which ex­

tended the Gavilan-Mancos Pool to include the acreage on 
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which these w e l l s are located. 

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

Q And so t h i s order d i d not conta i n an i n ­

s t r u c t i o n to the operator t o f i l e a new C-102, i s t h a t cor­

rect? 

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

Q A l l r i g h t , s i r , l e t ' s t u r n now t o the 

other set of documents which you've showed us. 

The t h i r d — I apologize, the second page 

of t h i s document i s a supplement t o an o i l p r o r a t i o n sched­

ule dated October the 15th of 1985. Do you have t h a t i n 

f r o n t of you, s i r ? 

A That's c o r r e c t . Yes, I do. 

Q And t h a t shows the assignment of a l l o w ­

able f o r September and October, i s t h a t c o r r e c t , s i r ? 

The second page, I have two l i n e s . 

I w i l l share t h i s w i t h you. 

A Okay. That was i n 1985. We're t a l k i n g 

about '86. 

Q That — 

A Yes, I see t h a t . 

Q That's October of 1985, t h a t supplement 

to the p r o r a t i o n schedule. 

A Yes. 

Q The next document i n my package i s a sup-
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plement to O i l P r o r a t i o n Schedule dated May the 26th of 

1986. 

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

Q And t h a t shows the allowable assigned t o 

these w e l l s f o r January, February, March, and A p r i l of 1986, 

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

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

Q Do — 

A I might — 

Q I apologize, go ahead, s i r . 

A I might add, y o u ' l l n o t i c e , f o r the r e ­

cord, t h i s i s Supplement Number 3137/R, issued by the Aztec 

O f f i c e . 

The reason t h a t t h i s p a r t i c u l a r supple­

ment shows four months, although the — i s because whenever 

we w r i t e a supplement the Santa Fe O f f i c e gets a copy of 

t h i s and revised the four month period of our p r o r a t i o n 

schedules, so although the -- we only three days of change, 

we show a l l four months w i t h i n t h a t period w i t h t h e i r appro­

p r i a t e allowables. 

Q Do you have an o i l supplement, a supple­

ment o t the O i l P r o r a t i o n Schedule, which was issued i n Jan­

uary of 1986? 

I don't — my concern i s I don't under­

stand why I have two supplements, one dated October, one 
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dated May. Was there a supplement to an o i l p r o r a t i o n sche­

dule i n between these two? 

A No. I n between the supplement issues we 

issue the f u l l p r o r a t i o n schedule f o r the basin, and a t t h a t 

time i f there are any changes e f f e c t i v e those dates, they 

are shown w i t h i n the p r o r a t i o n schedule i t s e l f . 

So the operator i n g e t t i n g a copy of the 

p r o r a t i o n schedule receives an allowable on t h a t basis. 

The supplement i s issued only to show 

changes between o i l p r o r a t i o n scheduled periods. 

Q And have you checked the O i l P r o r a t i o n 

Schedule f o r the months January, February, March, and A p r i l 

of 1986 t o see what allowable t h a t schedule r e f l e c t s ? 

A No, I d i d n ' t . I d i d n ' t f e e l i t was 

necessary. Might I add something? 

Q Please. 

A The supplement t h a t we were j u s t t a l k i n g 

about, 3137/R, shows how we have applied the r u l e s of the 

O i l Conservation D i v i s i o n f o r t h i s p a r t i c u l a r w e l l . 

The top allowable at 40 acres was 142 

b a r r e l s a day, which i s what t h a t w e l l received from January 

1 through A p r i l 27th. 

A p r i l 2 8th, which was the date we r e ­

ceived both the C-116, as noted on the bottom of t h i s form, 

and the Form C-102, i n d i c a t i n g acreage c o n s o l i d a t i o n , which 
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i s the l a s t document i n t h i s package, i s the date t h a t we 

assigned a 702 b a r r e l s of o i l per day top allowable f o r the 

320-acre Gavilan-Mancos p r o r a t i o n u n i t . 

Q Am I c o r r e c t , Mr. Chavez, t h a t monthly 

you or a member of your s t a f f i n the Aztec D i s t r i c t O f f i c e 

receives from each o i l producer a Form C-116? 

A No, not on a monthly basis. Under the 

ru l e s the operators are r e q u i r e d t o f i l e c e r t a i n C-116's 

through the year; however, at any time t h a t an operator has 

a change i n g a s / o i l r a t i o which would be b e n e f i c i a l or a 

change i n p r o d u c t i v i t y of the w e l l , f o r whatever reason, 

workover, change i n l i n e pressure, whatever, they can submit 

a new C-116 t o us a t t h a t time and we w i l l increase t h e i r 

allowable up to top a l l o w a b l e , whatever the pool r u l e s w i l l 

a llow f o r t h a t p o o l . 

Q Do you know i f any From C-116's were r e ­

ceived on any of these f i v e w e l l s d u r i n g the months January, 

February, March, or A p r i l of 1986? 

A I don't know t h a t ; however, i f y o u ' l l 

note l i k e I've mentioned, the w e l l was already r e c e i v i n g top 

al l o w a b l e , so had they f i l e d a GOR t e s t t h a t i n d i c a t e d even 

higher p r o d u c t i v i t y , they could have s t i l l only received top 

allowable on t h i s w e l l . 

Q Is there a l i n e on t h a t form which i n d i ­

cates what the producer believes the allowable f o r t h a t w e l l 
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is? 

A Yes. 

Q And have you checked t o see i f t h a t form 

was f i l e d and what t h a t record f i l e d w i t h your o f f i c e showed 

f o r the months January, February, March, and A p r i l of 1986? 

A No, I haven't. 

Q So t h a t i f i n f a c t the producer reported 

t h a t he was producing at a r a t e of 702 b a r r e l s per day, 

which he i n d i c a t e d was h i s allow a b l e , n e i t h e r you nor your 

s t a f f would catch t h a t e r r o r , i s t h a t c o r r e c t ? 

A Well, my s t a f f would have caught i t . The 

s t a f f member t h a t — t h a t looks at these C-116's and cal c u ­

l a t e s the GOR t o recheck the operator's c a l c u l a t i o n s , looks 

at a l l the columns on there and should there be any d i s c r e ­

pancy i t i s brought t o me. 

Q Excuse me, j u s t one moment, please, Mr. 

Examiner. 

D i v i s i o n Form C-104, are you f a m i l i a r 

w i t h t h a t report? 

A C-104, yes, I am. 

Q And i s t h a t r e p o r t submitted — I apolo­

g i z e , s i r , i t ' s not 104. I t i s a C-116. 

This i s the form t h a t we have been 

discu s s i n g , the Form C-116? 

A Yes. 
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Q That i s a Form C-116? 

A Yes, i t i s . 

Q And copies of the 116's are f i l e d i n your 

o f f i c e , i s t h a t c o r r e c t ? 

A Yes, they are. I would — I would have 

to review our records t o see i f t h a t p a r t i c u l a r one had been 

f i l e d . 

Q Mr. Chavez, I have not made copies, I 

can. I have turned t o the t h i r d page of a stapled set of 

documents, t h a t appears t o be a Form C-116 f o r one of the 

Mallon w e l l s f o r January of 1986, i s t h a t c o r r e c t ? 

A No, I'm s o r r y . This i s not a C-116. 

What I'm looking a t now i s a C-115, the Operator's Monthly 

Report. 

Q A l l r i g h t . I s the Operator's Monthly Re­

p o r t f i l e d i n your o f f i c e ? 

A Yes, i t i s . 

Q I would ask you, i f you would, please, 

s i r , t o look a t the t h i r d column of numerical data and see 

what the operator i n d i c a t e d f o r the month January of 1986, 

the monthly o i l allowable f o r t h a t w e l l was. 

A The operator i n d i c a t e s 21,762 b a r r e l s . 

Q And you now i n d i c a t e t h a t t h a t i s an i n ­

c o r r e c t monthly o i l a l l o w a b l e , i s t h a t c o r r e c t ? 

A Very i n c o r r e c t ; however, when we were 
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t a l k i n g e a r l i e r about my s t a f f reviewing documents, i t was 

the 116 you were t a l k i n g about. 

Q Your s t a f f does not receive a 115, i s 

t h a t what you're t e l l i n g me? 

A They do. They do receive the 115's; 

however, we do not review a l l the 115's on a monthly basis. 

There are over 17,000 w e l l s and t h a t i s beyond the — the 

a b i l i t y of our — of our s t a f f . 

Q A l l r i g h t . 

MR. PEARCE: I have nothing 

f u r t h e r , Mr. Examiner. Thank you. 

MR. CARR: I have j u s t a couple 

very short questions. 

QUESTIONS BY MR. CARR: 

RESPONSES BY MR. CHAVEZ: 

Q Mr. Chavez, I'd l i k e t o hand you what's 

been marked as Dugan E x h i b i t Number One, a September 26, 

1986 memorandum from you t o operators i n the Gavilan Pool. 

My question i s , i s i t customary f o r you 

to send a memorandum of t h i s nature to operators i n the pool 

f o l l o w i n g an O i l Conservation Commission order a f f e c t i n g 

t h a t pool? 

A No, i t ' s not. 
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Q What was your reason i n sending t h i s 

memorandum? 

A I n the past we've had confusion about how 

to calculate allowables when the GOR's were high enough to 

affect oil volumes, and from the information that I had un­

derstanding the production in the pool, I thought this might 

be a problem to some operators. So I tried to make it clear 

to all the operators in the Gavilan-Mancos Pool what was ex­

pected so that regardless of their interpretation, I tried 

to make it clear that they were allowed only so much gas or 

only so much oil per day per well. 

MR. CARR: Thank you, t h a t ' s 

a l l . 

MR. PEARCE: Very b r i e f l y . 

QUESTIONS BY MR. PEARCE: 

RESPONSES BY MR. CHAVEZ: 

Q Mr. Chavez, when you d i d t h a t d i d you i s ­

sue another supplemental o i l p r o r a t i o n schedule allowable? 

A We issued a supplement, I t h i n k , p r i o r to 

is s u i n g my memorandum. 

Q And t h a t ' s the one t h a t r e f l e c t e d the 400 

b a r r e l s per day, i s t h a t c o r r e c t ? 

A That's c o r r e c t . 
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MR. PEARCE: Nothing f u r t h e r , 

thank you. 

MR. CATANACH: Anything f u r t h e r 

of t h i s witness? 

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

MR. CATANACH: You may be ex­

cused . 

MR. KELLAHIN: Mr. Examiner, I'd 

move f o r the i n t r o d u c t i o n of Dugan's E x h i b i t s One, Two, and 

Three, I bel i e v e they were. 

MR. PEARCE: No o b j e c t i o n . 

MR. CATANACH: Dugan's One 

through Three E x h i b i t s w i l l be admitted i n t o evidence. 

Do counsel want t o make any 

c l o s i n g statements? 

MR. KELLAHIN: Yes, s i r , i f I 

can continue to breath f o r a few minutes I ' l l t r y t o plow my 

way through t h i s . 

Mr. Examiner, the a p p l i c a n t has 

sought some unusual r e l i e f from the D i v i s i o n . My 

understanding of t h a t r e l i e f i s t h a t f o r the f i r s t f our 

months of 1986 Mallon O i l Company produced a s i g n i f i c a n t 

volume of o i l and gas i n excess of i t s assigned allowables. 

That volume i s approximated f o r you on sone of the e x h i b i t s 

and you can f i n d them f o r y o u r s e l f . 
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That was the f i r s t occasion 

t h i s operator has s i g n i f i c a n t l y overproduced h i s allowable. 

The second occasion occurred 

f o l l o w i n g the implementation on September 1st of '86 of the 

temporary producing r u l e s i n the Gavilan-Mancos and t h a t 

same operator then produced some 48,000 b a r r e l s of o i l i n 

excess of t h a t assigned allowable. 

Wit h i n a s i n g l e year only one 

operator i n the Gavilan-Mancos has managed t o do t h i s k i n d 

of a c t . We've got two s i g n i f i c a n t overproductions f o r f i v e 

w e l l s over extended periods, notwithstanding the f a c t t h a t 

Mr. Chavez n o t i f i e d t h a t operator i n September how to c a l c u ­

l a t e those allowables. 

I n order to balance, i f you 

w i l l , the overproduction, Mr. Mallon has suggested a r a t h e r 

unique and novel approach to o i l production. He wants to 

take an a r t i f i c i a l , t h e o r e t i c a l d i f f e r e n c e between what he 

c a l c u l a t e s would have been the allowable f o r January, Feb­

ru a r y , March, and A p r i l , c o n t r a s t t h a t to hi s a c t u a l produc­

t i o n , and take t h a t d i f f e r e n c e as a c r e d i t , and he wants t o 

take t h a t c r e d i t and t r a n s f e r i t to the end of the year t o 

wash out, e l i m i n a t e , wipe out the overproduction. 

I t i s not simply a c l e r i c a l e r­

r o r . I t i s a gross v i o l a t i o n of the r u l e s and r e g u l a t i o n s 

of t h i s D i v i s i o n . I t ' s outrageous and i t ' s t r y i n g to be 
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masqueraded today as a c l e r i c a l e r r o r . 

We spent fo u r or f i v e days i n a 

hearing i n August t a l k i n g about producing rates f o r t h i s 

pool. Mallon O i l Company was opposed t o the rates t h a t were 

imposed and i t ' s Mallon O i l Company t h a t f a i l e d t o abide by 

those producing rates and generated some 49,000 b a r r e l s of 

o i l i n excess. 

We t h i n k the D i v i s i o n ' s a c t i o n 

by Mr. Chavez i s a p p r o p r i a t e , c o n s i s t e n t w i t h the r u l e s , and 

i s w i t h i n the s p i r i t of the orders of the D i v i s i o n and you 

ought to allow Mr. Chavez t o go forward w i t h h i s e f f o r t s t o 

get t h i s operator back i n t o compliance w i t h the r u l e s of the 

D i v i s i o n . 

We are concerned. We operate 

i n the same pool and t h i s i s the only operator t h a t has 

sought t o disregard the r u l e s . 

Let me t a l k t o you a moment 

about the bogus underproduction he wants t o car r y forward 

and apply as a c r e d i t . 

I asked Mr. F i t z g e r a l d what the 

c a p a b i l i t i e s of those w e l l s t o produce o i l and gas were and 

he t o l d me i n several d i f f e r e n t ways t h a t the production f o r 

those months was l i m i t e d by the capacity of t h a t compressor. 

They could not produce and handle w i t h t h a t e x i s t i n g f a c i l ­

i t y more than 1200 t o 1500 MCF of gas a day. Notwithstand-
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ing t h a t t h i s operator d i d n ' t have a market f o r the gas and 

d i d n ' t have the ph y s i c a l arrangement or f a c i l i t i e s to pro­

duce t h i s bogus allo w a b l e , he wants t o take i t as a c r e d i t 

and apply i t l a t e r i n the year. We t h i n k t h a t ' s outrageous. 

I t h i n k what t h i s operator d i d 

i s t h a t he had a c o n t r a c t w i t h Gas Company up t o 1000 — up 

to a m i l l i o n a day on h i s gas production from these w e l l s , 

and you can see how c l o s e l y t h a t production tracks w i t h t h a t 

gas l i m i t a t i o n , and as soon as he got an end user c o n t r a c t 

i n May, he increased h i s capacity of h i s compressors and 

s t a r t e d producing the a d d i t i o n a l gas. That's what happened. 

He wasn't l i m i t e d by any kind 

of erroneous allowable assigned t o t h i s w e l l . He was l i m ­

i t e d by the market and the capacity of these w e l l s t o pro­

duce w i t h the ph y s i c a l arrangement he put on the ground. 

The Commission has worked w e l l 

f o r a great many years based upon a very fundamental concept 

and t h a t i s they r e l y and hope and bel i e v e t h a t there w i l l 

be v o l u n t a r y compliance w i t h the r u l e s and r e g u l a t i o n s of 

t h i s D i v i s i o n by the operators i n t h i s s t a t e , and thank 

goodness, 98 percent of them make the i n i t i a t e and the e f ­

f o r t t o understand and abide by the r u l e s and i f there's 

some disagreement i n how you're t a k i n g care of your produc­

t i o n , i t ' s the operator's burden and not the D i v i s i o n . You 

don't have the s t a f f t o be policemen. You don't have the 
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s t a f f t o go through thousands of w e l l f i l e s and look f o r 

c l e r i c a l mistakes. 

Be t h a t as i t may, Mr. Chavez 

has t e s t i f i e d t h a t he's reviewed t h e i r f i l e s and the D i v i ­

sion made no c l e r i c a l e r r o r , and we contend the operator d i d 

not, e i t h e r . He i s simply faced w i t h excessive overproduc­

t i o n i n v i o l a t i o n of the order and has found a very c l e v e r 

way t o t r y to masquerade and e x p l a i n away the overproduction 

w i t h o u t s h u t t i n g i n h i s w e l l s . 

We t h i n k i t ' s unconscionable 

and t h a t t h i s a p p l i c a t i o n ought t o be denied. 

MR. CARR: May i t please the 

Examiner, Benson-Montin-Greer D r i l l i n g Corporation i s here 

today i n o p p o s i t i o n t o the a p p l i c a t i o n of Mallon O i l Com­

pany f o r reinstatement of o i l allowables. 

Without repeating the remarks 

of Mr. K e l l a h i n , I t h i n k i t i s important t o c a l l t o your a t ­

t e n t i o n t h a t no matter what the arguments are, the bottom 

l i n e i s i f from January through A p r i l , 1986, Mr. Mallon had 

received a 320-acre allowable f o r each of the w e l l s i n ques­

t i o n , i t could not have been produced. 

Since i t couldn't have been 

produced then, we submit i t should not be the basis f o r an 

allowable c r e d i t now, an allowable c r e d i t which w i l l permit 

Mallon O i l Company t o avoid the e f f e c t of the order entered 
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i n September, which r e s t r i c t e d production from the Gavilan-

Mancos O i l Pool. 

In t h i s regard I would d i r e c t 

your a t t e n t i o n t o the t r a n s c r i p t and record i n O i l Conser­

v a t i o n Commission Case 8951, p a r t i c u l a r l y page 13, l i n e s 3 

through 11. 

That case was a case f i l e d by 

Benson-Montin-Greer seeking a u t h o r i t y from the Commission 

f o r a d d i t i o n a l time w i t h i n which t o make up underproduction 

t h a t i t has accumulated w h i l e c e r t a i n i n t e r f e r e n c e t e s t s had 

been done i n the West Puerto C h i q u i t o Pool and i n the Gavi­

lan-Mancos Pool. 

At t h a t time Mallon O i l Company 

appeared i n o p p o s i t i o n t o t h a t case. Kevin F i t z g e r a l d made 

a statement i n o p p o s i t i o n a t the end of the case, and he 

sta t e d t h a t i f the Commission saw f i t t o grant Mr. Greer's 

a p p l i c a t i o n t h a t they also should l e t other operators come 

i n and get underproduced allowable c r e d i t f o r the underpro­

ducti o n accumulated w h i l e these t e s t s were being run. 

He s a i d , however, i f t h a t was 

one, and I quote, " I t would defeat the purpose of the reduc­

t i o n of allowables t h a t was i n s t a l l e d i n the beginning of 

September." 

We submit today they've gone 

f u l l c i r c l e . They're here asking you today t o do what they 
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admitted l a s t October would defeat the September order. We 

t h i n k i t impairs c o r r e l a t i v e r i g h t s ; i t r e s u l t s i n waste; 

and undermines p r i o r a c t i o n of the Commission and i t should 

not be allowed. 

MR. PEARCE: Mr. Examiner, I 

f r e e l y admit t h a t t h i s i s not a p a r t i c u l a r l y happy occasion. 

As our witness has t e s t i f i e d on the stand, mistake has been 

made. 

But I want us t o look f o r a 

minute a t how much a mistake i n f i l i n g papers w i t h the O i l 

Conservation D i v i s i o n should cost someone. 

The record i n t h i s case i n d i ­

cates t h a t d u r i n g the months of May through August of 1986 

Mallon O i l Company reduced the amount of o i l which t h e i r 

w e l l s would a c t u a l l y produce by 90,967 b a r r e l s . Using a 

base p r i c e of $15.00 a b a r r e l , f o r f a i l u r e to f i l e those 

forms Mr. Mallon has s u f f e r e d $1,300,000 i n reduced revenue 

already. 

I wish t h a t he hadn't reduced 

t h a t production; t h a t he had come immediately t o the O i l 

Conservation D i v i s i o n and had a hearing f o r reinstatement of 

allowable a t t h a t time. 

I n September of 1986, a f t e r we 

had a very extensive hearing, which was attended by, I sus­

pect, everyone i n t h i s room now plus some, the O i l Conserva-
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t i o n D i v i s i o n , through i t s Aztec D i s t r i c t O f f i c e , sent out a 

supplemental o i l p r o r a t i o n schedule and t h a t schedule said 

t h a t the allowable f o r t h i s w e l l was 400 b a r r e l s a day. 

That's what t h a t supplemental schedule s a i d . That's where 

the number i s . Mallon O i l Company began producing at t h a t 

l e v e l . Mallon O i l Company now f i n d s t h a t t h a t was not the 

proper allowable f o r those w e l l s and they are now faced w i t h 

an a d d i t i o n a l overproduction number of 48,000 b a r r e l s . I 

haven't m u l t i p l i e d t h a t out, Mr. Examiner, but I suspect 

t h a t ' s about $700,000 a t $15.00 a b a r r e l . 

I don't t h i n k r e l y i n g on the 

supplemental o i l p r o r a t i o n schedule, the o f f i c i a l document 

which Mr. Chavez i n d i c a t e d was issued every time the allow ­

able was changed, I don't t h i n k r e l y i n g on t h a t document 

ought t o cost my c l i e n t $700,000. I t h i n k t h a t ' s unbeliev­

able . 

Mr. K e l l a h i n would have us be­

l i e v e t h a t there was t h i s t e r r i b l e bad f a i t h o peration out 

the r e , but Mr. F i t z g e r a l d t e s t i f i e d t h a t Mallon O i l Company 

was t o l d of the overproduction i n May — i n A p r i l of 1986 

and Mallon O i l Company contacted the O i l Conservation D i v i ­

sion o f f i c e i n Aztec and said i t appears through some e r r o r 

t h a t we have g r e a t l y overproduced t h i s w e l l . What are we 

going t o do about i t ? 

I suggest t o you t h a t i f they 
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had not done t h a t , t h a t $1,350,000 loss would never have 

been s u f f e r e d by Mallon O i l Company. 

Now i f t h a t i s the s o r t of bad 

f a i t h o peration which Mr. K e l l a h i n argues i n h i s c l o s i n g , I 

don't t h i n k anybody would do t h a t . I t does not seem un­

reasonable t o me t o penalize an operator f o r f a i l u r e t o f i l e 

papers and f o r f a i l u r e to understand t h a t what an o i l prora­

t i o n schedule said was not what i t meant. 

Because my c l i e n t has done 

t h a t . They d i d not f i l e those papers t i m e l y and they d i d 

r e l y on t h a t o i l p r o r a t i o n schedule. The way i t i s set up, 

i f the a p p l i c a t i o n i s granted, as i t stands now, so t h a t Mr. 

Mallon's w e l l s are simply brought back i n t o balance, the 

penalty s u f f e r e d by Mallon O i l Company, as a r e s u l t of r e ­

l y i n g on the D i v i s i o n document and f a i l i n g t o f i l e the pa­

pers, w i l l be $630,000. That's what he's s t i l l going to 

lose. 

Mr. Examiner, we're not here 

w i t h a fancy, t e c h n i c a l case. We're here because we t h i n k 

the punishment ought t o f i t the crime. My c l i e n t has gen­

u i n e l y underproduced already 90,000 b a r r e l s of o i l i n 

response t o what Mr. Chavez i n d i c a t e d he should do. 90,000 

b a r r e l s already. I t h i n k t h a t ' s an excessive penalty and I 

am q u i t e f r a n k l y here t r y i n g t o reduce t h a t penalty. I 

don't deny t h a t f o r a minute, but I don't t h i n k combining 
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everything t h a t you've heard about today and p e n a l i z i n g an 

operator $630,000 i s leniency. 

I ' m not begging f o r leniency. 

I'm begging f o r mercy. I mean, how hard a h i t does the Div­

i s i o n t h i n k someobdy ought to have t o take f o r f a i l i n g t o 

f i l e a form? I don't understand t h a t . That i s the bottom 

l i n e of t h i s case. I j u s t don't t h i n k i t ' s f a i r . Mallon 

O i l Company does not t h i n k i t ' s f a i r . There i s nothing i n 

t h i s record t o i n d i c a t e t h a t anybody's going to be h u r t by 

t h i s i f i t ' s not granted. 

Nothing f u r t h e r . Thank you, 

Mr. Examiner. 

MR. CATANACH: Thank you. Any­

t h i n g f u r t h e r i n t h i s case? 

I f not, i t w i l l be taken under 

advisement. 

(Hearing concluded.) 
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