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COMMISSION CALLED HEARING To SUPERCEDE THE FINAL ORDER ISSUED AUGUST 24, 2001 IN

OIL & GAS DOCKET No. 08-0226159 REQUIRING PLUGGING OF WELL No. 1 ON THE COWDEN

"Q" LEASE, VEM (GRAYBURG) FIELD, ECTOR COUNTY, AND To ENABLE O & O OPERATORS,

LLC To BECOME THE OPERATOR OF RECORD AND To USE THE ABOVE-REFERENCED WELL FOR
DISPOSAL PURPOSES.

APPEARANCES:

FOR APPLICANT. APPLICANT

Oscar Juarez II, PreSIdent O & O Operators, LLC
Ismael Valenzuela, Foreman "

PROPOSAL FOR DECISION

PROCEDURAL HJSTORY

DATE OF REQUEST FOR ACTION. March 22, 2005
NOTICE OF HEARING: March 24, 2005
DATE CASE HEARD: Aprrl 20, 2005
HEARD BY. Marshall Enqulst, HearIngs Exammer
PFD CIRCULATION DATE. May 27, 2005

WThIS Hearlng was set to consrder the request ofO & O Operators, LLC (heremafter "O & O")
to supercede the FInal Order Issued August 24, 2001 In Docket No 08-0226159 requIrIng pluggIng
of Well No 1 on the Cowden "Q" (32351) Lease, VEM (Grayburg) FIeld (hereInafter "subject
lease"), and to recognIze O & O as the operator of record 0 & O asserts that It can restore the well
to Its former dIsposal capac1ty, preventmg waste In surroundmg producmg wells, and therefore the
well should not be plugged
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SUMMARY OF EVIDENCE

The exammer took offiC1al not1ce of the F1nal Order 1n O11 & Gas Docket No 08-0226159,
Comm1s51on records related to O & O’s most recent Comm1ss1on Form P-5 (Orgamzatlon Report)
filmg, and Comm1ss1on records 1dent1fy1ng the wells for wh1ch O & 0 18 currently recognlzed as the
operator 0 & O filed 1ts most recent Orgamzat1on Report w1th the Comm1551on on January 4, 2005,
and has posted financ1al assurance w1th the Comm1ss1on 1n the form of a $50,000 Letter of Credlt
wh1ch explres on Apr1l 6, 2006 O & O currently operates 60 wells

0 & O’s pres1dent, Oscar Juarez II, appeared at the hearmg and presented ev1dence 1n support
of the appl1cat10n O & O prov1ded a copy of 1ts Saltwater D1sposa1 Agreement and B111 Of Sale
from the prlor operator, Steve Becker, former pres1dent of Pra1r1e Crude, Inc

The current Comm1ss1on recogmzed operator of the subject lease, Pra1r1e Crude, Inc
(herelnafter "Prame Crude"), subm1tted Comm1551on Form P-4s (Producer's Transportafion
Author1ty and Certlficate of Compllance), for the Cowden "Q" Lease effect1ve September 1, 1991

The call of the hear1ng m1sstates the date of the F1nal Order 1ssued aga1nst Pra1r1e Crude 1n

011 & Gas Docket No 08-0226159 In that docket, a Master Default order agamst Prame Crude was
Issued on August 24, 2001 as stated 1n the call of the hearmg However, Pra1r1e Crude filed a Mot1on
for Rehearmg whlch was granted by the Comm1551on on October 23, 2001 The grant of the Mot1on
for Rehearmg effect1ve1y vacated the August 24, 2001 Fmal Order On January 10, 2002, the case
was heard aga1n, result1ng 1n a F1nal Order aga1nst Pra1r1e Crude on May 10, 2002 Th1s 15 the
operatlve order d1rect1ng pluggmg of Well No 1 on the Cowden "Q" Lease and 15 the order that O
& O seeks to supercede

In the F1nal Order of May 10, 2002, for 011 & Gas Docket No 08-0226159, Prame Crude
was ordered to plug the Cowden "Q" Lease Well No 1 and pay an adm1mstrat1ve penalty of $4,000
for v101at10ns of StateW1de Rules l4(b)(2) and 8(d)(1) O & O has subm1tted a two-s1gnature Form
P-4 to des1gnate 1tse1f as the operator of the subject lease and has stated that 1t has no officers 1n

common w1th Pra1r1e Crude or any connectlon to Frame Crude Prame Crude rece1ved not1ce ofth13

hear1ng at 1ts P-S Organ1zat10n Report address, but d1d not appear 1n protest The supercedmg order
sought by O & 0 would be effect1ve only as to transferrmg the ownersh1p of the subject well and
remov1ng the plug-only requ1rement The Flnal Order 1n 011 & Gas Docket No 08-0226159 would
remam 1n effect as to the requ1rement that Pra1r1e Crude pay an adm1n15trat1ve penalty of $4,000

Pr1or to the hearmg, O & 0 performed an MIT test on the well wh1ch 1nd1cated the wellbore
1s sound Not surpnsrngly, the Form H-S pressure test for the subject well 15 del1nquent O & 0
15 prepared to present UIC w1th a completed Form H-5 and the pressure record1ng chart to hung the
well 1nto compllance for d1sposal/1nject1on purposes 0 & O has already ordered storage tanks and
a gunbarrel, to enable 1t to separate hydrocarbons from produced water trucked 1nto the fac111ty, and
offered 1nto ev1dence a letter from the Sales Manager of Perm1an Tank confirmrng that the order
would be ready for del1very 1n the last week of Apnl, 2005
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Accordrng to O & O, surroundmg operators are presently forced to truck therr saltwater 10

to 15 mrles away for drsposal, w1th a drsposal facrlrty cost of 30 to 45 cents per barrel 0 & 0 W111

compete by drsposrng at a rate of 30 to 35 cents per barrel In addmon, therr drsposal well wrll be
closer to surrounding producmg wells, reducmg travel dlstance, trme and expense (vehrcle wear and
fuel costs) for the operators of those wells Access to a less remote and less expensrve drsposal
fac111ty wrll allow surroundmg producers to extend the product10n lrfe of therr wells, thereby
preventrng waste

The sub} ect well rs permrtted as a commercral drsposal well under UIC Permrt No 70953 and
was last used for rnjectron m 1995 The operator, Prame Crude, Inc , had financral drfficultres and
lost several leases, as well as falllng behrnd on what It termed "Comm1ssron paperwork" The well
was sealed by the Commrssron 1n 1996

The well rs permrtted for Injectron over a wrde Interval, from 3970' to 5360', at an Injectron
rate of 4,000 barrels per day w1th a maxrmum surface Injectron pressure of 1950 psr The well 1s

somewhat over-engrneered, w1th 16" surface casmg cemented to 261 feet and 10 3/4" product10n
casmg cemented to 4301 feet Thrs protects usable quahty groundwater, whrch rs found 1n two
zones the first at 250 feet and the second from 1050 to 1350 feet Commercral drsposal permrts are
transferrable and 0&0 has already conducted the Mechanrcal Integrrty Test necessary to brrng the
well 1nto compliance wrth Commrssron rules If the Commrssron does approve the supercedmg
order, any Commrssron-rmposed restrrctrons currently on the well wrll pass to 0&0 The only
restrrctron currently 1n place rs the need for an annual Mechamcal Integrrty Test as opposed to the
usual requrrement of a test every 5 years

AUTHORITY

Texas Natural Resources Code §85 049(a) prov1des

On a verrfied complamt of any person 1nterested 1n the subject matter that waste of
011 or gas rs takrng place 1n thrs state or rs reasonably 1mm1nent, or on 1ts own
rmtratrve, the commrssron after proper notlce, may hold a hearrng to determme
whether or not waste 1S takrng place or rs reasonably 1mm1nent and 1f any rule or
order should be adopted or If any other actlon should be taken to correct, prevent or
lessen the waste

Texas Natural Resources Code §89 041 establrshes the affirmatrve statutory responsrbrlrty

of the Commrssron concemmg abandoned wells

If It comes to the attentron of the commwsron that a well has been abandoned or rs

not berng operated rs causrng or rs lrkely to cause pollutron of fresh water above or
below the ground or 1f gas or or] rs escapmg from the well, the commrssron may
deterrmne at a hearrng, after due not1ce, whether or not the well was properly plugged
as prov1ded m Sectlon 89 011 or Sectron 89 012 of thrs code
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Texas Natural Resources Code §89 042(a) prov1des

If the commrssron finds that the well was not properly plugged, 1t shall order the
operator to plug the well accordrng to the rules of the commrssron 1n effect at the
time the order rs lSSUCd

Texas Natural Resources Code §91 107 requrres that an operator have, on file wrth the
Commrssron, financral assurance 1n the form ofa bond, letter ofcredrt or cash deposrt 1n the amount
necessary for both exrstrng wells operated and any wells belng transferred, prror to Commrsswn
approval of the transfer

Under Statewrde Rule 14, the Commrssron may requrre a person seekrng to be recogmzed
as the operator of a well to provrde evrdence of a good falth cla1m of a contlnurng fight to operate

EXAMINER’S OPINION

O & O asserts that It can meet the requrrements to be recogmzed as the operator of the
subject lease and restore the well to 1ts best use as a commercral drsposal facrlrty However, thrs
cla1m rs complicated by the Frnal Order requrrmg that Prame Crude plug the well An order
supercedmg a Commrssron F1nal Order may be warranted 1f the operator shows 1) that 1t has a good
falth cla1m ofa contmurng rrght to operate the well or lease, 2) that 1t has met the financral assurance
requrrements ofTexas Natural Resources Code §91 107, and 3) that a supercedmg order rs necessary
to prevent waste 0 & O has satrsfied all of these requirements

The first two factors apply to all transfers of 1nact1ve wells, not Just cases where a well 1s

ordered to be plugged Any operator seekrng to acqurre an ex13t1ng well whrch has been 1nact1ve for
more than 12 months must show that It has a good farth cla1m of a contmumg nght to operate the
well upon demand by the Commrssron Thrs requrrement rs found 1n Statewrde Rule 14(b)(2)
Addrtronally, the operator must show that 1t has met the requrrements of Texas Natural Resources
Code §91 107 whrch preclude the Commrssron from approvmg the requested transfer ofan exrstrng
well to a new operator unless the new operator has filed financral assurance wrth the Commrssron
m the form of a bond, letter of credrt or cash dep051t

In thrs case, a good falth cla1m ofa fight to operate the subject leases rs establrshed by v1rtue

of the Salt Water Drsposal Agreement and B11] of Sale 0 & O has a $50,000 Letter of Credrt 1n

place whjch satrsfies the financral assurance requrrement under Texas Natural Resource Code
§91 107

Supercedlng a Fmal Order to Prevent Waste

Fmal Orders 1n Commrssron Enforcement Proceedmgs generally requrre an operator to plug
a well for a Vlolatron of Statewrde Rule l4(b)(2) 1f there rs no reported productron from the well (or
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mlectlon for mlectxon and drsposal wells) 1n the past 48 months These "plug-only" orders reflect
the Commlssron polrcy, that m cases where a well rs 1n vrolatlon of Commrssnon rules and has not
reported any productlon or mlectlon actlvrtl for a lengthy perlod of time, that the Commrssron wrll
requxre that the well be plugged

To support these "plug-only" orders, a Fmdmg of Fact Identifies when the well or lease last
reported any productron or 1n1ectton actwrty An addmonal findmg of fact addresses the statutory
requ1rement 1n Texas Natural Resources Code §89 041, by findmg that the unplugged well Is causmg
or lS llkely to cause pollutlon of fresh water above or below the ground

A "plug-only" order falls under the Commxssron’s authonty m Texas Natural Resources Code
§89 042 Further, the courts recogmze that a Commrssron order to plug a well "1s entrtled to the
same werght and finallty as an order grantmg or refusmg a perrmt to dnll a well " Wrather Petroleum
Corporation v Railroad Commzsszon, 230 S W 2d 388, 390 (Tex App - Austm 1950, reh 'g dented)
c1t1ng Railroad Commtsszon ofTexas v GulfProductlon C0 , 132 S W 2d 254, 256, (Tex 1939)
F1nally, the findmgs of fact are not "techmcal prereqursrtes" but satrsfy a "substantral statutory
purpose " Morgan Drive Away, Inc v Railroad Commzssron, 498 S W 2d 147, 150 (Tex 1973),
Razlroad Commisszon ofTexas v R J Palmer, 586 S W 2d 934 (Tex App - Austrn1979, no writ)

In thls case, the Fmal Order entered agalnst Prarrle Crude was a "plug-only" order As noted
above, 0 & 0 must show that a supercedlng order 1S necessary to prevent waste

Appllcatlon of Waste Standard

In thrs docket, the questron is whether 0 & 0 presented sufficrent ev1dence that an order
supercedlng a "plug-only" order 1S necessary to prevent waste It rs the exammer’s conclusron that
O & 0 presented suffic1ent ev1dence to support the entry of a supercedlng order to prevent waste

0 & O proposes to restore the well to Its prevrous use as a dlsposal well 0 & O has
conducted an MIT test to assure the mechanlcal mtegrrty of the well and W111 be Installing new
equrpment, mcludmg storage tanks and a gunbarrel It rs lrkely that O & 0’s efforts w1ll result 1n

the recovery of at least some hydrocarbons that would not otherwrse be recovered by surroundmg
producmg wells, by extendmg the hfe of the economlc hm1t of those wells Accordmgly the
exammer concludes that an order supercedlng the plug only provrsrons 1n the Fmal Order wrll

prevent waste

Based on the record 1n thls docket, the exammer recommends adoptlon of the followmg
FIndrngs of Fact and Concluswns of Law
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FINDINGS OF FACT

1 O & O Operators, LLC (heremafter "O & O") and Frame Crude, Inc (here1nafter "Pra1r1e

Crude") were g1ven at least 10 days notlce of th1s proceedmg O & O appeared at the
scheduled t1me and place for the hearlng through 1ts pre51dent Oscar Juarez II and presented
ev1dence Pralrle Crude d1d not appear

2 O & O filed 1ts first Commlsswn Form P-S (Orgamzatlon Report) w1th the Comm1531on on
January 16, 2003 O & O has posted financ1al assurance W1th the Comm1551on 1n the form
of a $50,000 Letter of Cred1t

3 Frame Crude was recogmzed as the operator of the Cowden "Q" Lease (herelnafter "subject
lease") after fihng Comm1ss1on Form P-4s (Producer's Transportatlon Authorlty and
Cert1ficate of Compllance), effectwe September 1, 1991

4 In 011 & Gas Docket No 08-0226159, Pra1r1e Crude was ordered to plug the Cowden "Q"
Lease Well No 1 and pay an admmlstratwe penalty of $4,000 pursuant to a Fmal Order
entered on May 10, 2002 for v1olat1on of StateWIde Rules 14(b)(2) and 8(d)(l)

5 O & O has a Salt Water Dlsposal Agreement and B111 of Sale from the former operator and
present trustee of the lease, g1v1ng O & O the fight to operate the well

6 Supercedlng the requlrement 1n the F1nal Order entered 1n 011 & Gas Docket No 08-
0226159 that the Cowden "Q" Lease Well No 1 be plugged lS necessary to prevent waste

(a) Due to removal of assoc1ated equ1pment, the Cowden "Q" Lease Well No 1 15

currently not equ1pped for d1sposal operatlons

(b) By re-equlppmg and repalnng the assomated equ1pment of the Cowden "Q" Lease
Well No 1, and settmg up storage tanks and a gunbarrel, the well can be restored to
1ts former status as a dlsposal fac111ty

(c) Nearby producmg wells are currently truckmg the1r produced saltwater 10 to 15

m1les for dlsposal, and bemg charged 30 to 45 cents per barrel at the dlsposal
fac1l1t1es

(d) O & 0 plans to undercut to compet1t1on by dlsposmg of produced water at a rate of
30 to 35 cents per barrel

(e) Operatlon of the Cowden "Q" Lease Well No 1 as a commerc1al dlsposal fac1l1ty

w1ll allow surroundmg producers to cut the1r d1sposal costs by reducmg the d1stance

necessary to truck the1r saltwater for dlsposal, savmg on vehlcle expense and fuel
expense
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(t) Lowered disposal costs will allow surrounding producers to extend the economic life
of their wells, thus preventing waste.

7. The requirement in the Final Order in Oil & Gas Docket 08-0226159 that Prairie Crude pay
an administrative penalty of $4,000 will remain in effect.

CONCLUSIONS OF LAW

1. Proper notice of hearing was timely issued to the appropriate persons entitled to notice.

2. All things necessary to the Commission attaining jurisdiction have occurred.

3. O & O has a good faith claim of a right to operate the subject lease.

4. O & O has filed financial assurance in the type and amount required under Texas Natural
Resources Code §9l .107 to be approved as the operator of the subject lease.

5. A Final Order superceding the Final Order entered in Oil & Gas Docket No. 08-022615 9 on
May 10, 2002, requiring plugging ofWell No. l on the Cowden "Q" Lease, VEM (Grayburg)
Field, Ector County, is necessary to prevent waste.

6. The Final Order in this Docket superceding the Final Order in Oil & Gas Docket 08-0226159
is effective only as to the disposition of Well No. 1 on the Cowden "Q" Lease, VEM
(Grayburg) Field, Ector County, and does not relieve Prairie Crude of its obligation to pay
an administrative penalty of $4,000 to the Railroad Commission.

RECOMMENDATION

The examiner recommends that the Commission grant 0 & 0’s request to supereede the
provisions in the Final Order entered in Oil & Gas Docket No. 08-0226159 requiring plugging of
Well No. l on the Cowden "Q" (32351) Lease. The examiner further recommends that all other
provisions of the Final Order in Oil & Gas Docket 08-0226159 remain in full force and effect.

Respectfully submitted,

art/M M’

Marshall Enquist
Hearings Examiner
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