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1 (Time noted 10:22 a.m.) 

2 EXAMINER GOETZE: At t h i s p o i n t we are 

3 moving onto the next case, case 15322. I t ' s the 

4 a p p l i c a t i o n of Key Energy Resources LLC f o r approval of 

5 a s a l t water disposal w e l l , Eddy County, New Mexico. 

6 C a l l f o r appearances. 

7 Off the record. 

8 (Pause.) 

9 EXAMINER GOETZE: Back on the record. Case 

10 15 322, c a l l f o r appearances. 

11 And at t h i s p o i n t , I w i l l hand over the 

12 hearing of t h i s case t o Michael McMillan so t h a t a l l 

13 p a r t i e s have a clean s l a t e t o begin w i t h . Where i s my 

14 Examiner? 

15 EXAMINER McMILLAN: My name i s a Michael 

16 McMillan, and I w i l l hear case 15322, A p p l i c a t i o n of Key 

17 Energy Resources LLC f o r approval of a s a l t water 

18 disposal w e l l , Eddy County, New Mexico. 

19 C a l l f o r appearances. 

20 MR. LARSON: Good morning, Mr. Examiner, 

21 Gary Larson of the Santa Fe O f f i c e of Hinkle Shanor f o r 

22 the Applicant, Key Energy Services. I have four 

23 witnesses. 

24 EXAMINER McMILLAN: Any other appearances? 

25 MR. FELDEWERT: May i t please the Examiner, 
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1 Michael Feldewert w i t h Santa Fe O f f i c e of Holland and 

2 Hart appearing on behalf of the lessees of the st a t e 

3 minerals u n d e r l y i n g t h i s p a r t i c u l a r s e c t i o n , BC 

4 Operating, Inc., and a c t u a l l y the lessee i s Crown O i l 

5 Partners V. 

6 EXAMINER McMILLAN: Go ahead. 

7 MR. FELDEWERT: Mr. Examiner, I do have an 

8 opening statement. 

9 EXAMINER WADE: Mr. Feldewert, w i l l you also 

10 have witnesses? 

11 MR. FELDEWERT: I'm sorry. I have two 

12 witnesses here today. 

13 EXAMINER McMILLAN: At t h i s time, I would 

14 l i k e opening statements. 

15 MR. LARSON: I have no opening statement. 

16 EXAMINER McMILLAN: Please proceed. 

17 MR. FELDEWERT: Examiner McMillan, BC 

18 Operating and Crown Partners are here o b j e c t i n g t o t h i s 

19 a p p l i c a t i o n because Crown Partners has a lease f o r the 

20 New Mexico State Land O f f i c e t h a t covers the east h a l f 

21 of se c t i o n 36, so we have a d i f f e r e n t circumstance than 

22 what we had i n 2012 when Key was f i r s t before t h i s body 

23 f o r i n j e c t i o n a u t h o r i t y . There was no st a t e lessee at 

24 t h a t time. There i s now. 

25 Crown took t h i s lease because the formation 
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1 pool, s e c t i o n 36, were productive, and t h a t includes the 

2 Brushy Canyon, which i s a zone t h a t they seek t o i n j e c t 

3 i n t o the Brushy Canyon being the lower p a r t of the 

4 Delaware Formation. This formation i s productive i n a 

5 number of areas surrounding t h i s proposed acreage. And 

6 t h i s i s a formation t h a t 1 s even more productive now t h a t 

7 we have the advent of h o r i z o n t a l w e l l technology. 

8 We have brought a g e o l o g i s t here today who 

9 w i l l c onfirm t h a t the Brushy Canyon i s productive under 

10 t h i s s e c t i o n . He i s going t o show a d i r e c t c o r r e l a t i o n 

11 between the sands t h a t you see under t h i s s e c tion and 

12 other p r o l i f i c f i e l d s nearby producing from the Brushy 

13 Canyon and other p o r t i o n s of the Delaware. 

14 As important, BC Operating, which i s the 

15 operating arm of the lessee here, has perm i t t e d two 

16 . we l l s i n the east h a l f of se c t i o n 36. They permitted a 

17 v e r t i c a l w e l l and they p e r m i t t e d a h o r i z o n t a l w e l l t h a t 

18 they plan t o d r i l l w i t h i n a year. 

19 Now while these w e l l s are going t o be 

20 i n i t i a l l y completed i n the Wolfcamp Formation, the 

21 company has budgeted t o use these w e l l bores t o explore 

22 and study the Brushy Canyon and other i n t e r v a l s i n the 

23 Delaware. And t h i s we be l i e v e i s going t o provide 

2 4 a d d i t i o n a l i n f o r m a t i o n t h a t w i l l show t h a t the Brushy 

25 Canyon i s indeed productive under t h i s s t a t e -- under 
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1 t h i s p a r t i c u l a r s e c t i o n . 

2 So we have a circumstance here -- i t i s kind 

3 of i n t e r e s t i n g -- where Key i s c l a i m i n g a r i g h t t o use 

4 an e x i s t i n g w e l l bore out there under what looks l i k e a 

5 w e l l bore assignment from Oxy, which I guess they are 

6 going t o introduce i n t o evidence. 

7 So despite the f a c t they don't have a lease 

8 w i t h the s t a t e land o f f i c e , they don't have an easement 

9 w i t h the s t a t e land o f f i c e , they don't have a l i c e n s e 

10 w i t h the s t a t e land o f f i c e , they don't have any 

11 agreement w i t h the s t a t e land o f f i c e to use t h i s 

12 e x i s t i n g w e l l bore t h a t was d r i l l e d by the p r i o r s t a t e 

13 lessee, they claim- a r i g h t t o use the Grace Well. 

14 And i n a d d i t i o n t o t h a t , they claim the 

15 a b i l i t y t o i n j ect, produce water i n t o the minerals t h a t 

16 are held by the s t a t e land o f f i c e f o r the b e n e f i t of the 

17 s t a t e of New Mexico without any subsurface easement from 

18 anyone, i n c l u d i n g the s t a t e land o f f i c e or the current 

19 s t a t e lessee. 

20 The bottom l i n e i s t h a t the New Mexico State 

21 Land O f f i c e and i t s b e n e f i c i a r i e s , which include the 

22 c i t i z e n s and the State of New Mexico and the school 

23 d i s t r i c t s are going t o receive a b s o l u t e l y no b e n e f i t 

24 from t h i s proposed SWD. And since we now have a lessee 

25 of the s t a t e minerals under t h i s s e c t i o n , a lessee t h a t 

PAUL BACA PROFESSIONAL COURT REPORTERS 
500 FOURTH STREET NW - SUITE 105, ALBUQUERQUE, NM 87102 



Page 11 

1 believes the Brushy Canyon i s productive, a lessee t h a t 

2 i s poised t o examine and explore t h i s formation, and a 

3 lessee t h a t i s a c t u a l l y moving forward w i t h the d r i l l i n g 

4 program t o do j u s t t h a t , t h i s a p p l i c a t i o n should be 

5 denied t o avoid waste of o i l and gas reserves i n the 

6 Brushy Canyon t h a t are held i n t r u s t f o r the c i t i z e n s of 

7 New Mexico. 

8 MR. LARSON: May I c a l l my f i r s t witness? 

9 EXAMINER McMILLAN: Please. 

10 MR. LARSON: They haven't been sworn yet. 

11 EXAMINER McMILLAN: I would l i k e at t h i s 

12 time f o r a l l the witnesses t o be sworn i n . 

13 MR. LARSON: Thank you. 

14 MR. FELDEWERT: Does t h a t include our 

15 witnesses, Mr. Examiner? 

16 EXAMINER McMILLAN: No. Let's j u s t do Key 

17 f i r s t and then w e ' l l go there. 

18 {WHEREUPON, the presenting witnesses 

19 were administered the oath.) 

20 WAYNE PRICE 

21 having f i r s t been duly sworn, was examined and t e s t i f i e d 

22 as f o l l o w s : 

23 DIRECT EXAMINATION 

24 BY MR. LARSON: 

25 Q. Good morning, Mr. P r i c e . Would you please s t a t e 
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1 your f u l l name f o r the record. 

2 A. Wayne Price. 

3 Q- And where do you reside? 

4 A. I n Rio Rancho. 

5 Q. And what i s the name of your business? 

6 A. Price LLC. 

7 Q. Is t h a t a c o n s u l t i n g business? 

8 A. Yes, i t i s . 

9 Q. And what types of c o n s u l t i n g work do you do? 

10 A. O i l and gas. 

' 11 Q. And d i d Key r e t a i n you t o prepare the a p p l i c a t i o n 

12 i n t h i s case? 

13 A. Yes . 

14 Q. And does your c o n s u l t i n g work include o i l and gas 

15 op e r a t i o n a l engineering? 

16 A. Yes, i t does. 

17 Q. Have you p r e v i o u s l y t e s t i f i e d i n an examiner 

18 hearing? 

19 A. I have. 

20 Q. And was t h a t i n your r o l e as the c h i e f of the 

21 D i v i s i o n ' s environmental group? 

22 A. Yes . 

23 Q. At those hearings were you q u a l i f i e d as an expert 

24 i n environmental engineering i n o i l and gas o p e r a t i o n a l 

25 engineering? 
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1 A. I was. 

2 MR. LARSON: Mr. Examiner, I move f o r 

3 Mr. Price's q u a l i f i c a t i o n as an expert i n environmental 

4 engineering i n o i l and gas o p e r a t i o n a l engineering. 

5 EXAMINER McMILLAN: Objections? 

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

7 EXAMINER McMILLAN: So q u a l i f i e d . 

8 Q. Mr. Price, could you b r i e f l y recap the h i s t o r y of 

9 the Grace Carlsbad No. 1 Well t h a t i s the subj ect of 

10 Key's a p p l i c a t i o n f o r i n j e c t i o n a u t h o r i t y ? 

11 A. Right. The w e l l was apparently d r i l l e d back i n 

12 1972. Oxy produced the w e l l out of the Morrow and the 

13 Strawn Formation. I t was a dual completion w e l l . 

14 Then i t was plugged back and then they produced 

15 the other canyon. And then sometime i n around 2010, Key 

16 Energy become operator of the w e l l . 

17 Q. And d i d Oxy approach Key about t a k i n g ownership 

18 of the well? 

19 A. Yes, they d i d . 

20 Q. Could you i d e n t i f y the document marked as 

21 E x h i b i t 1? 

22 A. Yes. This i s the w e l l bore assignment and b i l l 

23 o f sale f rom Oxy t o Key Energy. 

24 Q. And i s E x h i b i t 1 a t r u e and c o r r e c t copy of the 

25 assignment? 
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1 A. Yes, i t i s . 

2 Q. And would you next i d e n t i f y a document marked as 

3 Key E x h i b i t No. 2? 

4 A. This i s the change of operator from Oxy to Key 

5 Energy Services LLC. They d i d a 10-14-10. 

6 Q. Is t h a t the date of approval by the A r t e s i a 

7 o f f i c e . 

8 A. Yes, i t i s . 

9 Q. And i s E x h i b i t 2 a t r u e and c o r r e c t copy of the 

10 change of operator t h a t appears i n the D i v i s i o n ' s 

11 records? 

12 A. Yes, i t i s . 

13 Q. Does Key have any a u x i l i a r y equipment at the s i t e 

14 of the Grace Carlsbad No. 1 Well? 

15 A. We do have. 

16 Q- Can you d e t a i l t h a t f o r the Examiner? 

17 A. We have various and sundry tanks, we have a meter 

18 run, we have a heater t r e a t e r , we also have a water 

19 s t a t i o n i n the same p r o x i m i t y . 

20 Q. And who owns the minerals u n d e r l y i n g the l o c a t i o n 

21 of the well? 

22 A. The s t a t e of New Mexico. 

23 Q- And who owns the surface? 

24 A. A gentleman by the name of Mr. Daniel S t a f f o r d . 

25 Q. And does Key have a lease agreement w i t h Mr. 
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1 Stafford? 

2 A. We do. 

3 Q. And i s Key i n the process of n e g o t i a t i n g new 

4 lease terms w i t h Mr. Stafford? 

5 A. We are. 

6 Q. Has Key p r e v i o u s l y requested a u t h o r i z a t i o n t o 

7 i n j e c t produced water i n t o the Grace Carlsbad No. 1 

8 Well? 

9 A. Yes. 

10 Q. Could you i d e n t i f y the document marked as 

11 E x h i b i t 3? 

12 A. E x h i b i t 3 i s the a d m i n i s t r a t i v e a p p l i c a t i o n --

13 I'm sorry -- a d m i n i s t r a t i v e a p p l i c a t i o n f o r a C-108 f o r 

14 the p a r t i c u l a r w e l l i n question. I t was dated May 7, 

15 2012. 

16 Q. And i s E x h i b i t 3 a t r u e and c o r r e c t copy of the 

17 C-108 t h a t you prepared and submitted t o the D i v i s i o n i n 

18 2012 on behalf of Key? 

19 A. Yes. 

20 Q. And when you submitted the a p p l i c a t i o n i n 2012, 

21 d i d you include w e l l records f o r any plugged and 

22 abandoned we l l s w i t h i n the h a l f m i l e area reviewed? 

23 A. We d i d . 

24 Q. And have those two we l l s been p r o p e r l y cemented? 

25 A. Yes. 
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1 Q. Did Dr. Dennis Powers prepare a g e o l o g i c a l 

2 analysis of the proposed i n j e c t i o n i n t e r v a l f o r purposes 

3 of the 2 012 a p p l i c a t i o n ? 

4 A. He d i d . 

5 Q. And w i l l Dr. Powers be t e s t i f y i n g today? 

6 A. No. Unfortunately, he had unexpected eye 

7 surgery. 

8 Q. He had t r a v e l r e s t r i c t i o n s because of that? 

9 A. Absolutely. 

10 Q. And d i d the D i v i s i o n approve the 2012 a p p l i c a t i o n j 

11 f o r i n j e c t i o n a u t h o r i t y ? 

12 A. They d i d . 

13 Q. And next I ask you to i d e n t i f y the document 

14 marked as E x h i b i t 4. 

15 A. That i s indeed the a d m i n i s t r a t i v e order SWD-1344, 

16 dated July 17, 2012. 

17 Q. I s t h a t a t r u e and c o r r e c t copy of the 

18 a d m i n i s t r a t i v e order? 

19 A. I t i s . 

20 Q. And i n t h a t order d i d the D i v i s i o n r e q u i r e any 

21 remedial work t o be done on the two plugged and 

22 abandoned we l l s w i t h i n the area of review? 

23 A. No. 

24 Q. And what i s the i n j e c t i o n i n t e r v a l i d e n t i f i e d i n 

25 the a d m i n i s t r a t i v e order? 
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1 A. The i n t e r v a l i s from about 4,082 down t o 

2 approximately 5,200, minus 200 f o r the plug t h a t they 

3 want i n the bottom. So from about 4,082 t o about 5,000. 

4 Q. I s t h i s the same i n j e c t i o n i n t e r v a l t h a t i s 

5 i d e n t i f i e d i n Key's current a p p l i c a t i o n ? 

6 A. I t i s . 

7 Q. And what i s the maximum surface i n j e c t i o n 

8 pressure s t a t e d i n the a d m i n i s t r a t i v e order? 

9 A. I t w i l l conform t o the d e f a u l t number, .2psi, 

10 which equates t o about 816 p s i - g at the surface. 

11 Q. And t h a t 816 p s i number i s i n d i c a t e d i n the 

12 order? 

13 A. I t i s . 

14 Q. I s t h a t the same maximum surface i n j e c t i o n t h a t ' s 

15 i d e n t i f i e d i n Key's current a p p l i c a t i o n ? 

16 A. I t i s . 

17 Q. Does the a d m i n i s t r a t i v e order contain any 

18 requirements f o r converting the w e l l t o i n j e c t i o n ? 

19 A. I t does. 

20 Q. Can you describe those requirements? 

21 A. Sure. Just offhand, t h i s was a completion w e l l , 

22 a deep w e l l . And, b a s i c a l l y without reading i t , I j u s t 

23 w i l l go back and j u s t t e l l you, they want us to go i n 

24 there and cut and p u l l the seven-inch. 

25 A f t e r we do t h a t , we would go back i n and we 
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1 would per f and cement the 95-H a l l the way to the 

2 surface. And then we would run the seven-inch back i n 

3 t o the TD, the proposed TD about 5,200 f e e t . And then 

4 we would p e r f and cement t h a t back up t o the surface. 

5 So we would have two casing streams across the whole 

6 Delaware. And then we would p e r f i t i n t o the selected 

7 zones i n t h a t area. 

8 Q. S o i t i s not an open hole well? 

9 A. No. I t i s a case hole. 

10 Q. And Key w i l l s e l e c t i v e l y p e r f at d i f f e r e n t 

11 depths? 

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

13 Q. And does the w e l l diagram i n Key's current 

14 a p p l i c a t i o n s a t i s f y the D i v i s i o n ' s requirement i n the 

15 2 012 a d m i n i s t r a t i v e order? 

16 A. I t does. 

17 Q. And d i d a d m i n i s t r a t i v e order SWD 1344 include a 

18 deadline f o r Key t o commence i n j e c t i o n ? 

19 A. I t d i d . 

20 Q. Was i t two years? 

21 A. Yes, r i g h t . 

22 Q. And d i d Key meet t h a t d e a d l i n e ? 

23 A. No, t h e y d i d n o t . 

24 Q. And why no t ? 

25 A. From t h e b e s t I can u n d e r s t a n d , i t was j u s t a 
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1 corporate s t r a t e g y change at t h a t time. 

2 Q. And d i d you also prepare and submit Key's current 

3 a p p l i c a t i o n f o r i n j e c t i o n a u t h o r i t y ? 

4 A. Yes, I d i d . 

5 Q. Could you i d e n t i f y the document marked as E x h i b i t 

6 No. 5? 

7 A. Yes. I t ' s indeed the C-108 a p p l i c a t i o n t h a t was 

8 submitted. 

9 Q. And i s E x h i b i t 5 a t r u e and c o r r e c t copy of t h a t 

10 a p p l i c a t i o n ? 

11 A. Yes. 

12 Q. And i n c o n j u n c t i o n w i t h your submission of the 

13 C-108 to the D i v i s i o n , d i d you send personal n o t i c e to 

14 a f f e c t e d persons w i t h i n the h a l f m i l e area of review? 

15 A. We d i d . 

16 Q. And I ' l l d i r e c t your a t t e n t i o n to pages 62 

17 through 66 of E x h i b i t No. 5. Does the diagram on page 

18 62 i n d i c a t e the h a l f mile area of review? 

19 A. Yes, i t does. 

2 0 Q. And then the next several pages i d e n t i f y the 

21 a f f e c t e d persons w i t h i n the h a l f m i l e area of review? 

22 A. Yes, i t does. 

23 Q. Did you send c e r t i f i e d m a i l n o t i c e t o a l l the 

24 i n d i v i d u a l s and e n t i t i e s i d e n t i f i e d on pages 63 through 

25 66? 
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1 A. Yes, we d i d . e 

2 Q. I w i l l next d i r e c t your a t t e n t i o n t o page 61 of 

3 E x h i b i t 5 and ask you to i d e n t i f y i t . 

4 A. 61? 

5 Q. Yes. 

6 A. That i s the generic l e t t e r t h a t we, c e r t i f i e d 

7 m a i l , sent out t o a l l of the o f f s e t operators, lease 

8 holders and surface owners. 

9 Q. And you sent the same l e t t e r t o a l l the a f f e c t e d 

10 persons --

11 A. We d i d . 

12 Q. And d i d you have good addresses f o r a l l the 

13 i n d i v i d u a l s and e n t i t i e s i d e n t i f i e d on pages s i x t y - --

14 A. We d i d have a few r e t u r n s , yes. 

15 Q. And I next ask you t o i d e n t i f y the document 

16 marked as E x h i b i t 6. Could you i d e n t i f y i t ? 

17 A. This i s a copy of the r e t u r n r e c e i p t s and the 

18 green cards t h a t come back. 

19 Q. And f o r a l l of those i n d i v i d u a l s and e n t i t i e s f o r 

20 whom you had good addresses, d i d you receive U.S.P.S. 

21 green cards i n return? 

22 A. We d i d . 

23 Q. And a f t e r you sent out these n o t i c e l e t t e r s , has 

24 i t come t o your a t t e n t i o n t h a t one of the a f f e c t e d or 

25 more of the a f f e c t e d persons may have conveyed t h e i r 
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1 i n t e r e s t i n the area of review? 

2 A. Yes, t h a t i s c o r r e c t . 

3 Q. And are you going t o conduct i n i t i a l 

4 i n v e s t i g a t i o n i n t o that? 

5 A. Yes, we are. 

6 Q. And d i d Key also p u b l i s h n o t i c e of your 

7 submission of the a p p l i c a t i o n on behalf of Key? 

8 A. Yes. 

9 Q. Would you i d e n t i f y the document marked as 

10 E x h i b i t 7? 

11 A. This i s indeed the p u b l i c n o t i c e t h a t was issued 

12 i n the Current-Argus newspaper i n Carlsbad, and i t was 

13 dated March 31, 2015. 

14 Q. And i s t h i s a t r u e and c o r r e c t copy of the 

15 Carlsbad Current-Argus a f f i d a v i t of p u b l i c a t i o n ? 

16 A. Yes, i t i s . 

17 Q. W i l l t h i s be a commercial disposal well? 

18 A. I t w i l l be. 

19 Q. And d i d you discuss Key's a p p l i c a t i o n w i t h 

20 anybody at the s t a t e land o f f i c e ? 

21 A. I have. 

22 Q. Do you r e c a l l who you discussed i t with? 

23 A. I do. I had meetings w i t h the a s s i s t a n t 

24 commissioner, Laura R e i l l y ; the o i l and gas manager, Ed 

25 Mar t i n ; also the d i r e c t o r -- I bel i e v e t h a t ' s d i r e c t o r 
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1 Terry W o r r e l l of the o i l and gas d i v i s i o n , t h e i r 

2 g e o l o g i s t ; plus a number of s t a f f members. 

3 Q. And i s the s t a t e land o f f i c e going t o re q u i r e Key 

4 to get an SWD easement or pay any r o y a l t y t o the state? 

5 A. No, they are not. 

6 Q. Are there any water w e l l s w i t h i n the h a l f mile 

7 area of review? 

8 A. No. 

9 Q. What i s the clo s e s t water supply t o the w e l l 

10 l o c a t i o n ? 

11 A. The clo s e s t water supply i s probably -- there's 

12 a -- there's a nonpotable c o n s t r u c t i o n w e l l t h a t the 

13 C i t y of Carlsbad a c t u a l l y has to supply water f o r 

14 i n d u s t r i a l purposes. And i t i s j u s t outside of the h a l f 

15 mile 

16 Q. That i s not a potable water well? 

17 A. No, i t ' s not. 

18 Q. And where i s the Capitan Reef i n r e l a t i o n t o the 

19 w e l l , s i r ? 

20 A. Approximately f i v e miles t o the west of us. 

21 Q. And i n t h i s geologic analysis which i s p a r t of 

22 the cur r e n t a p p l i c a t i o n , does Dr. Powers discuss whether 

23 t h e r e 1 s a s t r a t i g r a p h i c connection between the proposed 

24 i n j e c t i o n i n t e r v a l i n the Brushy Canyon and the Capitan 

25 Reef or the Sheeps Draw? 
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1 A. Sheeps Draw being before Carlsbad's p u b l i c w e l l 

2 supply; they get t h e i r water out of what they c a l l the 

3 Carlsbad limestone, which i s , indeed, the Capitan Reef. 

4 And i t i s about f i v e - a n d - a - h a l f miles away from our 

5 s i t e . And also the reef i s i n t h a t area, so i t ' s about 

6 f i v e miles away. 

7 Q. And does Dr. Powers o f f e r an opinion on whether 

8 there i s a s t r a t i g r a p h i c connection? 

9 A. He d i d . He d i d extensive work i n t h a t area, and 

10 h i s determination i s there i s not a connection. 

11 Q. I n your opinion, can he i n j e c t produced water 

12 i n t o the Grace Carlsbad No. 1 Well without presenting a 

13 t h r e a t t o the environment or t o p e r f e c t a b l e groundwater? 

14 A. /Absolutely. 

15 MR. LARSON: Mr. Examiner, I move the 

16 admission of Key Exhibits 1 through 1. 

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

18 EXAMINER McMILLAN: E x h i b i t s 1, 2, 3, 4, 5, 

19 6, and 7 may now be accepted as p a r t of the record. 

20 (Key Energy Services E x h i b i t s 1 through 7 

21 were o f f e r e d and admitted.) 

22 MR. LARSON: And I pass the witness. 

23 CROSS EX/AM I NAT I ON 

2 4 BY MR. FELDEWERT: 

25 Q. Mr. Price, as I understand i t , Key Energy has 
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1 claimed the r i g h t t o use the Grace No. 1 w e l l bore since 

2 October of 2010. 

3 A. Yes. 

4 Q. And i s E x h i b i t No. 2 your change of operating 

5 form? 

6 A . I ' m sorry? 

7 Q. Looking at E x h i b i t 2 your change of operating 

8 form --

9 A. Yes. 

10 Q. And t h a t i s under a w e l l bore assignment from 

11 Oxy? 

12 A. Yes. 

13 Q. Was Oxy the s t a t e lessee at the time? 

14 A. I t was my assumption they were, but I don't know 

15 the answer t o t h a t question. 

16 Q." You don't have any i n d i c a t i o n t h a t they were the 

17 s t a t e lessee at t h a t time? 

18 A. I do not know t h a t . 

19 Q. Do you know the status of the w e l l i n 2010 when 

20 they assigned the w e l l bore t o you? 

21 A. The status of the w e l l was a gas w e l l . They had 

22 j u s t -- I don't know the time frame, but they had q u i t 

23 producing. 

24 Q. I t had been producing from the Morrow? 

25 A. A c t u a l l y the canyon, I b e l i e v e . I t had produced 
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1 from the Morrow i n the past, but i t was --

2 Q- But the w e l l was a c t u a l l y d r i l l e d by the lessee 

3 of the st a t e minerals at the time? 

4 A. I'm sorry? 

5 Q. The w e l l was a c t u a l l y d r i l l e d by the lessee of 

6 the s t a t e minerals? 

7 A. That i s my understanding. 

8 Q- Does Key have a mineral lease from the s t a t e land 

9 o f f i c e •p 

10 A. No. 

11 Q. What r i g h t does Key have t o access the Grace No. 

12 1 w e l l bore? 

13 A. We have permission from the landowner. 

14 ' Q. Anybody else? 

15 A. We have no o b j e c t i o n s from the s t a t e land o f f i c e . 

16 Q. So i t ' s your testimony t h a t the s t a t e land o f f i c e 

17 has no obj ection? 

18 A. They have no o b j e c t i o n . 

19 Q. Where i s the document t h a t -- under which you 

20 cla i m a r i g h t t o the Grace No. 1 w e l l bore? 

21 A. A document from who? 

22 Q. I t h i n k you mentioned the surface owner. 

23 A. We have an agreement w i t h the surface owner. 

24 Q. Where i s i t ? 

25 A. We don't have i t here. 
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1 Q. You don't have anything t o document your r i g h t t o 

2 access the w e l l bore here today? 

3 A. I can only t e s t i f y t h a t we have t h a t r i g h t . We 

4 have a cu r r e n t lease w i t h Mr. S t a f f o r d . And we are i n 

5 constant communication w i t h him and we're under -- r i g h t 

6 now we are going through a r e n e g o t i a t i o n of our current 

7 lease w i t h him. 

8 Q. Why are you r e n e g o t i a t i n g what you c a l l a current 

9 lease? 

10 A. I t ' s coming t o an end, close t o the end of t h i s 

11 month. 

12 Q. So i s i t .your testimony t h a t whatever lease you 

13 have -- we don 11 have i t here today -- i t terminates at 

14 the end of t h i s month? 

15 A. I t i s my understanding i t terminates the end of 

16 t h i s month. But we have -- i t i s our understanding t h a t 

17 i t i s going t o be renewed. 

18 Q. Okay. So you have nothing i n w r i t i n g ? 

19 A. No, s i r , I don't. 

20 Q. I n f a c t , we don't have any document here today 

21 evidencing'your r i g h t t o use or what you claim t o use, 

22 the Grace No. 1 Well? 

23 MR. LARSON: Objection. Argumentative. 

24 Q. Your lease i s not here today? 

25 MR. LARSON: Asked and answered. 

: - ^ - r r r r — .T-7-— : : - : r r — : : ' 
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1 EXAMINER WADE: I am not sure we d i d get the 

2 answer • 

3 Q • Do you have the lease here today? 

4 A. No. 

5 Q. I t i s not i n t h i s room? 

6 A. Not t h a t I am aware o f . 

7 Q. Do you have anything t o document your r i g h t t o 

8 use the Brushy Canyon Formation f o r i n j ection? 

9 A. I can say t h a t we were p r e v i o u s l y approved t o do 

10 t h a t by the OCD and went through the normal process. 

11 Q- I am not t a l k i n g about your r i g h t t o i n j e c t . I 

12 am t a l k i n g about your r i g h t t o access and u t i l i z e the 

13 Brushy Canyon Formation f o r your i n j e c t i o n i n t e r v a l ; do 

14 you have any subsurface easement? 

15 A. With our agreement w i t h Mr. S t a f f o r d , we assumed 

16 t h a t . 

17 Q- So you assume t h a t because you have or you are 

18 going to have, I guess 

19 A. No. We do have. 

20 Q. Expires at the end of t h i s month? 

21 A. Yes. 

22 Q. So l e t 1 s assume t h a t you do have a lease. 

23 A. Right. 

24 Q. And t h a t i t i s going t o expire at the end of t h i s 

25 month; of course, we don't have t h a t here today. 
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1 A. Right. 

2 Q. But as of August 1st, you are assuming t h a t you 

3 are going t o have a lease w i t h the surface owner? 

4 A. We w i l l have i t , because i t ' s been re-upped, as 

5 we speak. Key's Houston land management people take 

6 care of t h a t ; I don 1 1 . 

7 Q. And based s o l e l y on t h a t lease, you t h i n k you 

8 have a r i g h t t o go on using Brushy Canyon t o i n j e c t s a l t 

9 water? 

10 A. Not s o l e l y on t h a t r i g h t , because the s t a t e land 

11 o f f i c e has i n d i c a t e d t o us t h a t when i t 1 s a s p l i t 

12 estate -- we had a meeting the other day and 

13 t h e i r d e c i s i o n was — 

14 Q. Okay. Hold on a second. 

15 MR. LARSON: Would you l e t him f i n i s h h i s 

16 answer. 

17 MR. FELDEWERT: I t ' s hearsay. I don't have 

18 anybody here from the s t a t e land o f f i c e . They are not 

19 here today t o su b s t a n t i a t e what he's saying. 

20 EXAMINER WADE: I t h i n k you were asked the 

21 question and you aught t o answer and we'11 give i t the 

22 weight i t deserves. 

23 A. When we had a meeting at the s t a t e land o f f i c e --

24 Q. Who was at the meeting? 

25 A. I t was Ms. Laura R e i l l y , the a s s i s t a n t 
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1 commissioner. She works f o r Aubrey Dunn, the land 

2 commissioner. We had Mr. Terry W o r r e l l . We had a 

3 number of s t a f f members, P a t r i c i a Escabel, 

4 Ms. J a r a m i l l o , ahh... 

5 Q. Any attorneys? 

6 A . I don 11 t h i n k so. 

7 Q. Okay. 

8 A. And at t h a t time, i t was t h e i r opinion t h a t the 

9 surface owner owns the pour space i n a s p l i t s t a t e and 

10 t h a t we have they have no o b l i g a t i o n t o r e q u i r e us t o 

11 get any s o r t of lease from them nor can they prevent us 

12 from doing t h a t , t h a t i t would s t r i c t l y be up to the O i l 

13 .Conservation D i v i s i o n and the landowner. 

14 Q. Okay. So i f I am understanding i t then, your 

15 opinion i s t h a t i f you have a surface -- i f you have a 

16 lease w i t h a surface owner, t h a t t h a t gives the r i g h t t o 

17 go and access the Brushy Canyon f o r purposes of 

18 i n j e c t i n g s a l t water? 

19 A . I a b s o l u t e l y t h i n k i t does. 

2 0 Q. At the time t h a t you a p p l i e d f o r your i n j e c t i o n 

21 permit on 2012, there was no lessee of the s t a t e 

22 minerals there; i s n 1 t t h a t correct? 

23 A. I don't know the answer to t h a t question. 

24 Q. I f I look at what has been marked as E x h i b i t 3 --

25 A. Right. 
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1 Q. And I go to your n o t i c e l i s t and I go to page 

2 63 — 

3 A. 63, okay. 

4 Q. And i f I look at t r a c t 1 — 

5 A. Right. 

6 Q. The only e n t i t y you have l i s t e d under there i s 

7 the s t a t e land o f f i c e , correct? 

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

9 Q. No lessees l i s t e d ? 

10 A. We n o t i f i e d the s t a t e land o f f i c e because we knew 

11 of the s p l i t e s t a t e . 

12 Q. And i f there has been a s t a t e lessee, you would 

13 have l i s t e d t h a t lessee and you would have n o t i f i e d t h a t 

14 s t a t e lessee; i s t h a t correct? 

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

16 Q. So I'm assuming, since you don't have one l i s t e d 

17 here, back i n 2012, there was not a lessee of the s t a t e 

18 minerals? 

19 A. I honestly don't know. 

20 Q. And i f there was I guess you d i d n ' t give notice? 

21 A. I f there was, we d i d n ' t give them n o t i c e , t h a t i s 

22 c o r r e c t . 

23 Q. You obta ined your i n j e c t i o n a u t h o r i t y then i n 

24 2012 under D i v i s i o n Order t h a t ' s marked as E x h i b i t 

25 No. 4; i s t h a t r i g h t ? 
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1 A. Correct. 

2 Q. And then, i f I am understanding you -- and I 

3 t h i n k you t e s t i f i e d t o t h i s -- i n July of 2014 you 

4 received a n o t i c e of v i o l a t i o n from the O i l Conservation 

5 Division? 

6 A. From the Hobbs d i s t r i c t , t h a t i s c o r r e c t , the 

7 w e l l s i n the Carlsbad d i s t r i c t . 

8 Q. And t h a t was because you had not commenced 

9 i n j e c t i o n a u t h o r i t y over two years a f t e r r e c e i v i n g the 

10 2012 order, correct? 

11 A. That's r i g h t . But I would l i k e t o e x p l a i n 

12 something there. We had issued and asked f o r a one-year 

13 extension. I got t h a t extension v e r b a l l y from the 

14 d i r e c t o r . However, i n a l l f a i r n e s s , a copy, the f i n a l 

15 copy of the l e t t e r from Key i s not showing up i n OCD's 

16 f i l e s . We f e l t very c e r t a i n t h a t we sent i t i n , and i t 

17 i s not showing up i n the f i l e s . 

18 Q. But the a u t h o r i t y expired? 

19 A. The a u t h o r i t y to i n j ect expired, but the one-year 

20 grace p e r i o d d i d not. We were w i t h i n t h a t one-year 

21 grace period. 

22 Q. Did you commence i n j e c t i o n ? 

23 A . I ' m sorry? 

24 Q. Did you commence i n j e c t i o n ? 

25 A. No, we were not i n j e c t i n g . 
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1 Q. Why not? 

2 A. Once again, t h a t was a -- t h a t was a corporate 

3 management d e c i s i o n s t r a t e g y t h a t I wasn't p a r t of. 

4 Q. Who t o l d you i t was a corporate management 

5 decision? 

6 A. Well, t h a t was something t h a t I have c e r t a i n l y 

7 discussed w i t h several of the corporate people w i t h Key 

8 Energy. 

9 Q. So you discussed i t w i t h them? 

10 A. I d i d . 

11 Q. And what d i d they t e l l you? 

12 A. They said i t was a corporate decision, t h a t they 

13 were going t o forego r e e n t e r i n g t h a t w e l l at t h i s time. 

14 Q. Did they say why? 

15 A. They d i d n ' t r e a l l y give me a reason why other 

16 than i t was -- i t was a high l e v e l corporate d e c i s i o n 

17 t h a t was way above my pay grade. 

18 Q. But they d i d n ' t t e l l you why? 

19 A. No, they d i d not. 

20 Q. Okay. And l e t ' s see. So t h a t n o t i c e o f 

21 v i o l a t i o n was issued i n September o f 2014, r i g h t ? 

22 A. Which o f f i c e d i d i t come out of? 

23 Q. Energy and Minera l s Department. 

24 A. Out o f where? I d o n ' t have a copy of i t i n f r o n t 

2 5 o f me. 
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1 Q. You don't r e c a l l ? 

2 A. I kind of r e c a l l . 

3 Q. Do you remember i t being signed by Maxi G. Brown, 

4 d i s t r i c t o f f i c e . 

5 A. Out of the Hobbs o f f i c e . The w e l l ' s i n the 

6 Carlsbad o f f i c e . 

7 Q. So the d i s t r i c t one o f f i c e ? 

8 A. For some reason. 

9 Q. I s there a reason why you waited over s i x months 

10 before r e - f i l i n g your a p p l i c a t i o n ? 

11 A. I received d i r e c t i v e s from Key Energy t o -- they 

12 asked me t o go ahead and t r y to re-permit the w e l l . 

13 Q. Did they say why t h e i r corporate s t r a t e g y had 

14 changed? 

15 A. No. 

16 Q. I t d i d n ' t have anything t o do w i t h the o i l 

17 prices? 

18 A. Sorry. I don't know the answer t o t h a t . 

19 Q. I f I look at your current a p p l i c a t i o n which i s 

20 marked as E x h i b i t 5 --

21 A. Right. 

22 Q. -- and I go t o what's been marked -- I go to what 

23 has been marked as page 5 --

24 A. E x h i b i t 5, Page — 

25 Q. Page 5. 
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1 A. Page 5. j 

2 Q. You got i t . j 

3 A. Okay. 

4 Q. Under paragraph 3, do you see where i t says, 

5 Since the c u r r e n t c o n d i t i o n i s 7-inch casing and t h i s 

6 w e l l i s unknown, and i t goes on; do you see that? 

7 A. I do. 

8 Q. Is t h a t -- so does t h a t mean t h a t i n t h i s e n t i r e 

9 per i o d of time t h a t the companies had t h i s w e l l bore 

10 you've done nothing w i t h i t t o determine the current 

11 c o n d i t i o n of the 7-inch casing? 

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

13 Q. I f I then go t o the -- you s t i l l l i s t t h a t as a 

14 need, correct? 

15 A. I'm sorry? 

16 Q. You s t i l l l i s t t h a t as a need, t o determine the 

17 c o n d i t i o n of t h a t 7-inch casing? 

18 A. That 1s c o r r e c t . 

19 Q. And then i f I go to what has been marked as 

•20 E x h i b i t No. 4. 

21 A. A l l r i g h t . 

22 Q- Which i s the D i v i s i o n ' s order back i n 2012. 

23 A. E x h i b i t 4? 

24 Q. Yes. 

25 A. This i s the SWD, the a d m i n i s t r a t i v e order. 
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1 Q. Correct. | 

2 A. Okay. j 

3 Q. I am lo o k i n g down there. " I t i s t h e r e f o r e 1 

4 ordered t h a t " do you see that? | 

5 A. Which page? 

6 Q. Page 1. 

7 A. Okay. 

8 Q. We are near the bottom. And there's three 

9 l i t t l e — A, B, and C? 

10 A. Yes. 

11 Q- Was any of t h a t work performed? 

12 A. No. 

13 Q. So the company has done b a s i c a l l y nothing t o 

14 advance the i n j e c t i o n i n t h i s well? 

15 A. That i s b a s i c a l l y c o r r e c t . 

16 Q- Now, I t r i e d , Mr. Price, and maybe I missed -- I 

17 looked at your current a p p l i c a t i o n marked as E x h i b i t 

18 No. 5. 

19 A. Right. 

20 Q. And I looked at the a p p l i c a t i o n t h a t you f i l e d 

21 back i n 2012, which i s E x h i b i t No. 3. 

22 A. Correct. Okay. 

23 Q- And I r e a l l y d i d n ' t f i n d any dif f e r e n c e s ? 

24 A. There 1s hardly any d i f f e r e n c e s , i f at a l l , except 

25 f o r the date. 
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1 Q- You j u s t r e - f i l e d the same a p p l i c a t i o n ? 

2 A. B a s i c a l l y , yes. 

3 Q. You d i d n ' t do any update? 

4 A. No. 

5 Q. I n f a c t , i f I look at the v e r i f i c a t i o n by 

6 Mr. Powers, where would I f i n d the v e r i f i c a t i o n i n 

7 E x h i b i t No. 5? 

8 A. I t would be s t a r t i n g on page -- page 22. 

9 Q. Page 60? 

10 A. That's not the v e r i f i c a t i o n , I don 11 t h i n k . 

11 Q- Why don't you go through i t and t e l l me i f I am 

12 r i g h t or not. 

13 A. Okay. Page 60. 

14 Q. Is t h a t the v e r i f i c a t i o n ? 

15 A. Yes. 

16 Q- And t h a t i s over what? -- three years old? 

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

18 Q. And h i s r e p o r t t h a t you were going t o which i s on 

19 page - - i t s t a r t s on page 21 --

20 A. Okay. 

21 Q. That i s l i k e w i s e over three years old? 

22 A. That i s c o r r e c t , assuming the geology hasn't 

23 changed. 

24 Q. L e t 1 s go to E x h i b i t 5. 

25 A. A l l r i g h t . 
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1 Q. And l e t ' s go t o page 63. 

2 A. Okay. 

3 Q. Let step back a moment. Go t o page 62. 

4 A. 62, okay. 

5 Q. The same t r a c t area map? 

6 A. Yes . 

7 Q. That we saw i n 2012 i n E x h i b i t 3? 

8 A. Correct. 

9 Q. And then go t o page 63. 

10 A. Okay. 

11 Q. S t a r t i n g there, don't we have the exact same 

12 n o t i c e l i s t ? 

13 A. You are r i g h t . 

14 Q- You d i d not update? 

15 A. I d i d not. 

16 Q. And i n f a c t , i f I look at t r a c t 1, which i s where 

17 t h i s s e c t i o n i s . l o c a t e d , section 36, you don't even l i s t 

18 Crown as the lessee of record? 

19 A. We d i d send Crown a n o t i c e . 

20 Q. Who d i d you send the n o t i c e to? 

21 A. I t went t o --

22 Q. I thought i t went t o BC Operating? 

23 A. You are r i g h t . The person who c a l l e d and I 

24 t a l k e d to was Mr. Hopson. I am not sure i f t h a t ' s Mr. 

25 Hopson there or.not. 
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1 Q. B a s i c a l l y , you d i d n ' t update your records and 

2 when you sent out your n o t i c e under your n o t i c e l e t t e r 

3 here i n March, you d i d n ' t even bother t o see i f there 

4 was a current lessee? 

5 A. I t h i n k you are r i g h t about t h a t . 

6 Q. I n f a c t , you d i d n ' t update any of your notices? 

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

8 Q. Now, I am loo k i n g at E x h i b i t No. 6. 

9 A. Right. 

10 Q. Does t h i s contain a l l of the green cards t h a t 

11 went w i t h your n o t i c e l e t t e r ? 

12 A. To the best of my knowledge, i t does. 

13 Q. I don't see a green card i n here t o i n d i c a t e t h a t 

14 you a c t u a l l y provided a copy of t h i s a p p l i c a t i o n t o New 

15 Mexico State Land O f f i c e as you represent on Page 3. 

16 A. We sent them one f o r sure. And i f i t ' s not 

17 there, e i t h e r i t d i d n ' t come back or I d i d n ' t scan i t . 

18 Q. So we don't have any record evidence here t h a t 

19 you a c t u a l l y sent n o t i c e the ac t u a l n o t i c e of the 

20 a p p l i c a t i o n or even t h i s hearing t o the st a t e land 

21 o f f i c e ? 

22 A. Can I go through the green — 

23 Q. Sure. I want t o make sure I d i d n ' t miss 

24 anything. 

25 A. There i s a n o t i c e f o r t he S t a t e o f New Mexico 
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1 Commissioner of Public Lands. 

2 Q. Where i s that? 

3 A. These pages aren't numbered. I t i s i n kind of 

4 the same area -- i t ' s i n the same one where the C i t y of 

5 Carlsbad was no t i c e d . 

6 Q. Okay. 

7 A. And we met w i t h them. 

8 Q- So you d i d provide n o t i c e t o them on March 30th? 

9 I don* t see a r e t u r n r e c e i p t , I don't t h i n k , do I? 

10 A. No. We d i d not get a r e t u r n r e c e i p t back. 

11 Q- Okay. I f I go t o E x h i b i t 5. 

12 A. Okay. 

13 Q. I'm lo o k i n g at -- so t h a t ' s your current 

14 a p p l i c a t i o n . And I go to what you marked as page 3. 

15 A. Okay. 

16 Q. This i s the a p p l i c a t i o n requirements, correct? 

17 A. A u t h o r i z a t i o n t o i n j ect; i s t h a t r i g h t ? 

18 Q. Uh-huh. And these are a l l the requirements by 

19 the D i v i s i o n t o give you standing t o seek i n j e c t i o n ? 

20 A. Right. 

21 Q • And these must be met? . 

22 A. Right. 

23 Q. I f I go to sec t i o n 7 — 

24 A. Okay. 

25 Q- -- proposed operations included, and I go to 
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1 paragraph 4, i t says, Sources and an appropriate 

2 analysis of i n j e c t i o n f l u i d and c o m p a t i b i l i t y w i t h the 

3 r e c e i v i n g formation i f other than r e i n j e c t e d produced 

4 water; do you see that? 

5 A. Right. 

6 Q. And the r e c e i v i n g formation here i s the Brushy 

7 Canyon? 

8 A. Yes. 

9 Q. So as you read t h i s you're p r o v i d i n g water 

10 analysis from the Brushy Canyon -- correct? -- because 

11 t h a t ' s your r e c e i v i n g formation? 

12 A. I would l i k e t o defer t h a t t o Mr. Gutierrez 

13 because I t h i n k he was going t o t a l k about t h a t . 

14 MR. LARSON: Okay. 

15 Q. Wait a minute. You signed t h i s ? 

16 A. Yes. 

17 Q. And you v e r i f i e d t h a t a l l the i n f o r m a t i o n was 

18 provided? 

19 A. Right. 

20 Q. And you read t h i s as r e q u i r i n g t h a t you provide 

21 an analysis of c o m p a t i b i l i t y w i t h r e c e i v i n g formation, 

22 correct? 

2 3 A. The way I i n t e r p r e t t h a t was t h a t the water t h a t 

24 we were going to i n j ect i n t o t h i s f o r m a t i o n , we need t o 

25 have the ana lys i s o f t h a t water . And then we d i d t h a t , 
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1 t o the best of my knowledge. But as f o r the 

2 c o m p a t i b i l i t y , I'd l i k e t o defer t h a t question to 

3 Mr. Gutierrez. 

4 Q. But i n order t o be able to compare i t , you have 

5 to have a water analysis from the r e c e i v i n g formation --

6 correct? -- otherwise i t doesn't do you any good? 

7 A. Once again, I want to defer t h a t question to the 

8 g e o l o g i s t . 

9 Q. You know where I am going here? 

10 A. Yeah, I do. 

11 Q. Did you provide the D i v i s i o n w i t h the water 

12 a n a l y s i s from the r e c e i v i n g formation? 

13 A. Did I? 

14 Q. Did your a p p l i c a t i o n , d i d you provide the 

15 D i v i s i o n under your a p p l i c a t i o n t h a t you v e r i f i e d w i t h 

16 the water analysis w i t h a water analysis from the 

17 r e c e i v i n g formation? 

18 A. I do not b e l i e v e we d i d . 

19 Q. I n f a c t , instead, i s n ' t i t t r u e , t h a t you 

20 provided only a water a n a l y s i s from the Bone Spring 

21 Formation? 

22 A. I t was the Bone Spring and then a mix of Bone 

23 Spring and Morrow water and Delaware water. 

24 Q. Step back. 

25 I n compliance w i t h s e c t i o n 74, you d i d n ' t p rovide 
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1 the D i v i s i o n i n Cardinal Laboratories w i t h any source 

2 water from the r e c e i v i n g formation? 

3 A. I d i d not. 

4 Q. And t h e r e f o r e when they d i d t h e i r comparisons, 

5 they had no source water f o r the r e c e i v i n g formation? 

6 A. The comparison aspect I am going t o defer t o 

7 another witness. 

8 Q. Let's t u r n t o where would I f i n d the data t h a t 

9 t h a t complies w i t h t h i s requirement, Mr. Price? 

10 A. Are you l o o k i n g f o r a water analysis t h a t we are 

11 going t o a n t i c i p a t e t o i n j ect? 

12 Q. No. I am asking f o r what you provided i n 

13 compliance w i t h s e c t i o n 74. 

14 A. I d i d not take a sample per se of the Brushy 

15 Canyon. I can say, though, t h a t the mix of water t h a t 

16 we had could have Brushy Canyon water i n t h a t mix. But 

17 I d i d not i d e n t i f y i t as Brushy Canyon only. 

18 I t would be -- we have what we c a l l a mix tank i n 

19 which there are -- d i f f e r e n t formation water go i n t o 

20 t h a t same tank. We took a sample of t h a t tank, and we 

21 also took some Bone Spring water, a sample of. That i s 

22 the best I can answer your question. 

23 Q. Let's go t o page 51 of E x h i b i t 5. 

24 A. Okay. 

25 Q. I s t h i s what you a re t a l k i n g about? 
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1 A. Yes. 

2 Q. And based on these records, i t appears t h a t the 

3 Cardinal Laboratories at someone's d i r e c t i o n , e i t h e r you 

4 or someone else, d i d a comparison of water from a 

5 produced water tank; t h a t 1 s the f i r s t l i n e on 51, 

6 correct? 

7 A. The produced water tank i s the mixed tank t h a t I 

8 am t a l k i n g about and Key Energy owns t h a t tank and 

9 a c t u a l l y t h a t was located at our BKE d i s p o s a l . And t h a t 

10 i s a mix of water from several formations. 

11 Q. And then they compared i t w i t h produced water 

12 from the Bone Spring? 

13 A. No. There was no comparison made by Cardinal 

14 Labs. Cardinal Labs j u s t performed the analysis of 

15 those two samples submitted. 

16 Q. And nothing from the Brushy Canyon? 

17 A. Only -- except f o r the f a c t t h a t the P tank 

18 contained various amounts of water t h a t some could be 

19 from the Brushy Canyon. 

20 Q. Could be? 

21 A. That i s r i g h t , could be. 

22 Q. And how o l d i s the sample t h a t you provided t o 

23 the D i v i s i o n under your 2015 a p p l i c a t i o n ? 

24 A. They 1 re the same age as the o r i g i n a l a p p l i c a t i o n . 

25 Q. So three years old? 
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1 A. That i s c o r r e c t . 

2 Q. And then you provided a f r e s h water analysis? 

3 A. Yes. 

4 Q. I s t h a t l i k e w i s e over three years old? 

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

6 Q. So you are seeking approval from the D i v i s i o n t o 

7 i n j e c t s a l t water i n t o the Brushy Canyon without any 

8 subsurface, easement, or l i c e n s e from the s t a t e land 

9 o f f i c e -- r i g h t ? -- you have nothing from the sta t e land 

10 o f f i c e ? 

11 A. We are not req u i r e d t o . 

12 Q. Using a C-108 t h a t ' s not been updated since 2012? 

13 A. We submitted b a s i c a l l y the same a p p l i c a t i o n 

14 because we thought i t had m e r i t . 

15 Q. Without p r o v i d i n g any analysis of the water and 

16 the zone i n which you seek t o i n j e c t ? 

17 A. Except f o r the P tank of which we know there was 

18 probably some Brushy Canyon water i n i t . 

19 Q. You know t h a t there was "probably"? 

20 A. That's r i g h t . Because i t i s a mix of formation 

21 water. 

22 MR. FELDEWERT: That i s a l l I have. 

23 EXAMINATION BY EXAMINER McMILLAN 

24 EXAMINER McMILLAN: For c l a r i t y , f o r the 

25 record, you d i d n o t i f y the C i t y of Carlsbad? 
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1 THE WITNESS: Yes, we d i d . 

2 EXAMINER McMILLAN: And the next question I 

3 have i s when I looked on imaging I d i d n ' t see a p o r o s i t y 

4 l o g through the i n j e c t i o n i n t e r v a l . How d i d you pic k 

5 the i n t e r v a l ? 

6 THE WITNESS: Mr. Examiner, we have expert 

7 witnesses t h a t w i l l handle your question or answer your 

8 question. I am probably not the guy t o answer t h a t . 

9 EXAMINER McMILLAN: You also have an 

10 engineer w i t h you? 

11 THE WITNESS: Yes. We have a petroleum 

12 engineer and we have a g e o l o g i s t and we have a 

13 p e t r o p h y s i c i s t . 

14 EXAMINER McMILLAN: And the next question I 

15 have, your 2015 proposal i s e x a c t l y -- the w e l l proposal 

16 i s s i m i l a r t o the 2 012; i s t h a t correct? 

17 THE WITNESS: That i s c o r r e c t . 

18 EXAMINER McMILLAN: So a f t e r SWD 1344 was 

19 approved there were c e r t a i n procedures t h a t were 

20 required, r i g h t ? S t i p u l a t i o n s ? 

21 THE WITNESS: S t i p u l a t i o n s i n the order, 

22 t h a t i s c o r r e c t . 

23 EXAMINER McMILLAN: So d i d you consider the 

2 4 s t i p u l a t i o n s i n SWD 134 4 t h a t the s t a t e required not 

25 re l e v a n t and why d i d n ' t you include those? Because I 
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1 d i d n ' t --

2 THE WITNESS: Mr. Examiner, I'm not q u i t e 

3 f o l l o w i n g your question. 

4 EXAMINER McMILLAN: We agree t h a t your 2012 

5 or 2013 

6 THE WITNESS: We had an approved order t o 

7 i n j e c t w i t h those c o n d i t i o n s . 

8 EXAMINER McMILLAN: But then I d i d n ' t see 

9 any of these the 2012 co n d i t i o n s as p a r t of the 2015, 

10 and I want t o know why not. 

11 THE WITNESS: That i s a very good p o i n t . 

12 A c t u a l l y , upon advice of my atto r n e y , t h i s i s a t o t a l l y 

13 separate a p p l i c a t i o n . And I t h i n k I had even conferred 

14 w i t h maybe some of your s t a f f members or engineers, and 

15 saying t h a t i t i s a t o t a l l y d i f f e r e n t a p p l i c a t i o n 

16 because the other one expired and you have t o reapply. 

17 And t h a t i s what I d i d . 

18 EXAMINER McMILLAN: So you d i d n ' t take i n t o 

19 account any of the requirements, added s t i p u l a t i o n s ? 

20 THE WITNESS: No. Because i n my mind t h a t 

21 would have been superseding your r e - e v a l u a t i o n ; i n other 

22 words, I d i d n ' t want t o -- i f the a p p l i c a t i o n expired, 

23 then upon the advice of my atto r n e y , i s t h a t i t i s a 

24 brand new a p p l i c a t i o n , and so i f we t r i e d t o go i n there 

25 and say, Well, t h i s i s what you guys d i d before, you 
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1 know -- I mean we would l i k e t o hang our hat on the f a c t 

2 t h a t you d i d i n indeed approve t h i s a p p l i c a t i o n f o r 

3 i n j e c t i o n and you went through the complete process of 

4 ta k i n g a look i f i t would be safe t o do so, and i t was 

5 approved. However, to my understanding, t h a t would 

6 probably not have standing; t h a t we would have t o 

7 probably j u s t reapply. And t h a t ' s what we d i d . 

8 EXAMINER McMILLAN: I have no more 

9 questions. 

10 EXAMINER WADE: I have a question regarding 

11 n o t i c e . I thought you t e s t i f i e d i n your d i r e c t t h a t 

12 other i n t e r e s t s were located t h a t may not have received 

13 n o t i c e . 

14 THE WITNESS: That i s c o r r e c t . 

15 EXAMINER WADE: What were those i n t e r e s t s ? 

16 THE WITNESS: To the best of my knowledge, 

17 there were two p a r t i e s , one of them was a rancher, we 

18 t h i n k i s a ranching p a r t y , and the other i s a company. 

19 I t i s - - I bel i e v e Chapperel has l e f t New Mexico. And 

20 there was a company c a l l e d could Colby t h a t we t h i n k 

21 have picked up t h e i r i n t e r e s t . I t i s r i g h t on the edge. 

22 And so we j u s t want t o be -- we want to be safe, we want 

23 to make sure t h a t everyone gets proper n o t i c e . And so 

24 we --

25 EXAMINER WADE: And n o t i c e was sen t p r i o r t o 

PAUL BACA PROFESSIONAL COURT REPORTERS 
500 FOURTH STREET NW - SUITE 105, ALBUQUERQUE, NM 87102 



Page 4 8 

1 t h i s hearing? 

2 THE WITNESS: No. We j u s t found out 

3 yesterday. 

4 EXAMINER WADE: So at a minimum, t h i s would 

5 have t o be continued? 

6 THE WITNESS: I have t o have the attorney 

7 answer t h a t . 

8 MR. LARSON: I have several questions f o r 

9 r e d i r e c t . 

10 EXAMINER McMILLAN: Please proceed. 

11 REDIRECT EXAMINATION 

12 BY MR. LARSON: 

13 Q. Mr. Price, I d i r e c t your a t t e n t i o n t o E x h i b i t 5. 

14 A. Okay. 

15 Q. I t ' s the current a p p l i c a t i o n , s p e c i f i c a l l y page 

16 30. 

17 A. Okay. 

18 Q. I s t h a t a p o r o s i t y l o g t h a t appears on page 30? 

19 A. Yes. 

20 Q. And t h a t was prepared by Dr. Powers? 

21 A. Correct. 

22 Q. And I next d i r e c t your a t t e n t i o n t o E x h i b i t 4. 

23 A. Okay. 

24 Q. That i s the a d m i n i s t r a t i v e order. 

25 A. Okay. I have i t . 
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1 Q. I f I understood the Examiner * s question properly, 

2 I t h i n k he was asking i f he had performed the 

3 requirements i n subparagraphs A, B, and C towards the 

4 bottom of page one. 

5 A. Okay. 

6 Q. Aren't those t h i n g s t h a t you would do upon 

7 re e n t e r i n g the well? 

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

9 Q. And have you had discussions r e c e n t l y w i t h the 

10 s t a t e land o f f i c e regarding the i d e n t i t y of a mineral 

11 lessee i n the area of the well? 

12 A. Yes. 

13 Q. And who d i d they i d e n t i f y as the lessee? 

14 A. Crown Petroleum. 

15 Q. Was i t MRC Permian? 

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

17 Q. And d i d the s t a t e land o f f i c e give you any 

18 i n d i c a t i o n t h a t Crown was the lessee? 

19 A. None at a l l . 

20 MR. LARSON: That's a l l I have. 

21 EXAMINER McMILLAN: Thank you. I have no 

22 f u r t h e r questions. 

23 MR. FELDEWERT: I may have one. 

24 EXAMINER McMILLAN: Please proceed. 

25 RE-CROSS EXAMINATION 
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1 BY MR. FELDEWERT: 

2 Q. Who t o l d you t h a t the lessee was MRC Permian? 

3 A. I want t o make sure I provide an accurate, 

4 precise answer here. And I got to t h i n k about t h i s j u s t 

5 a l i t t l e b i t , because I am having t o r e c a l l who I t a l k e d 

6 t o and when. 

7 But when we d i d a search -- I d i d a search w i t h 

8 the s t a t e land o f f i c e , I bel i e v e -- and I can't Ed 

9 Mart i n , the o i l and gas manager, d i r e c t e d me over t o a 

10 gentleman's name. And then he had i n d i c a t e d t h a t i t was 

11 MRI or MRC Permian, so I knew i t was t h a t company 

12 because I had discussed i t w i t h the s t a t e land o f f i c e . 

13 Q. But you don't r e c a l l who t h a t person was? 

14 A. I can f i n d out. 

15 Q. Did you provide n o t i c e t o MRC Permian? 

16 A. I would have t o look --

17 Q. I may have missed i t . I've j u s t have been paging 

18 through your green cards, and I don't see no t i c e t o MRC 

19 Permian. 

20 A. I don't t h i n k I d i d . 

21 EXAMINER McMILLAN: Thank you. Next 

22 witness. 

23 MR. LARSON: Stephen P a t t e e . 

24 STEPHEN PATTEE 

25 h a v i n g been f i r s t d u l y sworn , was examined and t e s t i f i e d 
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1 as f o l l o w s : 

2 DIRECT EXAMINATION 

3 BY MR. LARSON: 

4 Q. Good morning, Mr. Pattee. Please s t a t e your f u l l 

5 name f o r the record. 

6 A. Stephen Pattee. 

7 Q. And where do you reside? 

8 A. Au s t i n , Texas. 

9 Q. And by whom are you employed and i n what 

10 capacity? 

11 A. Lonquist and Company, a petroleum engineering 

12 c o n s u l t i n g f i r m , as a petroleum engineer. 

13 Q. And does your educational background include the 

14 study of petroleum engineering? 

15 A. Yes. I have a bachelor's degree i n mining 

16 engineering from Penn State U n i v e r s i t y and a master's i n 

17 petroleum engineering from Texas A & M. 

18 Q. Have you p r e v i o u s l y t e s t i f i e d at a D i v i s i o n 

19 hearing? 

20 A. Yes. 

21 Q. And during t h a t hearing, d i d the Examiner q u a l i f y 

22 you as an expert i n petroleum engineering? 

23 A. I was, yes. 

24 Q. And do you have personal knowledge of the matters 

25 addressed i n Key's a p p l i c a t i o n ? 
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1 A. I do. 

2 MR. LARSON: I request t h a t Mr. Pattee be 

3 q u a l i f i e d as an expert i n petroleum engineering. 

4 MR. FELDEWERT: Just one question. 

5 VOIR DIRE EXAMINATION OF STEPHEN PATTEE 

6 BY MR. FELDEWERT: 

7 Q. Lonquist and Company, where are they located? 

8 A. Au s t i n , Texas, and Houston, Texas. 

9 Q. And you said you are f a m i l i a r w i t h -- have your 

10 r e s p o n s i b i l i t i e s included the Permian Basin of New 

11 Mexico? 

12 A. Yes. 

13 Q. How many p r o j e c t s have you been involved i n i n 

14 the Permian Basin? 

15 A. We are c u r r e n t l y i n v o l ved w i t h more than a dozen 

16 SWD w e l l a p p l i c a t i o n s , w e l l bore designs. 

17 Q. When you say "we," I asked you. 

18 A. Me, me per s o n a l l y , w e l l over a dozen r i g h t now. 

19 Q. I n the Permian i n New Mexico? 

20 A. Yes. I n Lea County and i n Eddy County 

21 s p e c i f i c a l l y . 

22 MR. FELDEWERT: ' I have no o b j e c t i o n . 

23 EXAMINER McMILLAN: So q u a l i f i e d . 

24 BY MR. LARSON (cont'd): 

25 Q. And what was L o n q u i s t and Company t a s k e d w i t h i n 
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1 r e l a t i o n t o Key's a p p l i c a t i o n f o r i n j e c t i o n a u t h o r i t y ? 

2 A. We were asked t o i d e n t i f y or determine whether 

3 the proposed i n j e c t i o n i n t e r v a l had commercial p o t e n t i a l 

4 f o r production of hydrocarbons. 

5 Q. And what was the s t a r t i n g p o i n t f o r the Lonquist 

6 analysis of the i n j e c t i o n i n t e r v a l ? 

7 A. Our f i r s t approach was to do -- was to conduct a 

8 w e l l search i n the area surrounding the Grace Carlsbad 

9 Well and i d e n t i f y i f there's any production h i s t o r y out 

10 of the Brushy Canyon. 

11 We evaluated m u l t i p l e w e l l s . We s t a r t e d w i t h the 

12 h a l f - m i l e review and expanded t h a t i n v e s t i g a t i o n out to 

13 a mile and focused on a l l w e l l bores t h a t had production 

14 h i s t o r y and i d e n t i f i e d where they produced out of and 

15 created some e x h i b i t s f o r t h i s . 

16 Q. And a f t e r you i d e n t i f i e d those w e l l s , what was 

17 your next step i n your analysis? 

18 A. Our next step i n our an a l y s i s was t o , from the 

19 w e l l s i d e n t i f i e d , see i f we could get enough w e l l bore 

20 e l e c t r i c l o g data t h a t could be u t i l i z e d t o perform a 

21 p e t r o p h y s i c a l , e v a l u a t i o n of the formation t o determine 

22 i f hydrocarbons were present i n commercially recoverable 

23 q u a n t i t i e s . 

24 Q. And I ask you to i d e n t i f y the document marked as 

25 Key E x h i b i t No. 8. 
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1 A. E x h i b i t 8 i s a map which dep i c t s a p o r t i o n of our 

2 i n v e s t i g a t i o n . There i s a -- the Grace Carlsbad Well i s 

3 the black c i r c l e i n the center of t h i s map. 

4 There i s a h a l f mile area, radius drawn around 

5 t h a t and then extended out t o one mil e , so there i s a 

6 one-mile area and a h a l f - m i l e area. 

7 This map i d e n t i f i e s according t o p u b l i c l y 

8 a v a i l a b l e records the status and nature of the w e l l 

9-• bores found w i t h i n t h i s area of i n v e s t i g a t i o n . 

10 Q. And was t h i s document generated under your 

11 d i r e c t i o n and supervision? 

12 A. I t was. 

13 Q. By a Lonquist employee? 

14 A. Yes, s i r . 

15 Q. The we l l s i d e n t i f i e d i n E x h i b i t 8, are any of 

16 these w e l l s p e r m i t t e d by BC Operating? 

17 A. There are two. The w e l l s are i d e n t i f i e d here 

18 w i t h the l a s t f i v e d i g i t s of the API l i s t e d above or 

19 near the w e l l bores or the w e l l l o c a t i o n s . 

20 The w e l l i d e n t i f i e d as 42666 i s a v e r t i c a l 

21 completion w i t h an a c t i v e permit by BC Operating, and 

22 w e l l 42729 i s a h o r i z o n t a l completion which i s permitted 

23 as BC Operating as the operator. 

24 Q. When you say "completion," has the w e l l been 

25 d r i l l e d ? 
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1 A. No. To my knowledge n e i t h e r one of them have. 

2 Q. But they have been permitted? 

3 A. Yes. 

4 Q. Could you b r i e f l y discuss the other w e l l s 

5 i d e n t i f i e d w i t h i n your mile radius? 

6 A. There were several gas producers, there was one 

7 b r i n e w e l l and one other s a l t water disposal i n j e c t o r . 

8 The gas we l l s i n a f o l l o w i n g e x h i b i t w i l l show where 

9 records i n d i c a t e these w e l l s produced out of or i n j e c t e d 

10 i n t o . 

11 The key -- the legend on the right-hand side of 

12 the page i n d i c a t e s whether i t i s an a c t i v e gas w e l l 

13 plugged, permitted, l o c a t i o n , et cetera, f o r 

14 i d e n t i f i c a t i o n purposes. 

15 Q. And t h a t segues us t o your E x h i b i t No. 9. Could 

16 you i d e n t i f y t h a t f o r the record? 

17 A. E x h i b i t No. 9 summarizes a l l of the w e l l 

18 production w i t h i n t h i s one-mile area of i n v e s t i g a t i o n 

19 and i d e n t i f i e s the i n t e r v a l s t h a t these w e l l s appear t o 

20 have produced out of according t o OCD records. 

21 This chart also i n d i c a t e s the approximate depth 

22 of the proposed i n j e c t i o n i n t e r v a l . And i t can be seen 

23 on here t h a t the m a j o r i t y of the w e l l s located w i t h i n 

24 one mile have produced out of deeper formations, 

25 p r i m a r i l y the Morrow as the key production i n t h i s area. 
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1 There was one shallow producer i n here and one 

2 shallow i n j e c t i o n w e l l . And t h a t w e l l i s on E x h i b i t 8, 

3 I be l i e v e i s i d e n t i f i e d as 01908 and i s a shallow SWD 

4 w e l l . So you can see t h a t there's no a c t i v e production 

5 w i t h i n the i n t e r v a l of the Brushy Canyon or the t a r g e t 

6 i n t e r v a l f o r t h i s proposed w e l l . 

7 Q. Would i t be f a i r t o say there was no h i s t o r i c a l 

8 production from the Brushy Canyon, based on your review 

9 of OCD records? 

10 A. To answer t h a t question leads i n t o the next 

11 e x h i b i t , because we have some h i s t o r i c a l i n i t i a l 

12 p o t e n t i a l t e s t i n g t h a t we also evaluate or review. 

13 To answer t h a t , i f I may, E x h i b i t 10 our 

14 a c t u a l area of i n v e s t i g a t i o n , we looked at an enlarged 

15 area t o f i n d w e l l data which could be used t o feed our 

16 p e t r o p h y s i c a l model f o r the ev a l u a t i o n of t h i s proposed 

17 i n j e c t i o n i n t e r v a l . And you w i l l also see the l o c a t i o n 

18 of the Grace Carlsbad, the h a l f mile, the one-mile 

19 radius which match E x h i b i t No. 8. 

20 I n a d d i t i o n , f u r t h e r d e t a i l s on t h i s map include, 

21 w e l l s surrounded by a red c i r c l e i n d i c a t e where i n i t i a l 

22 p o t e n t i a l t e s t s were conducted on w e l l s . The i n i t i a l 

23 production t e s t summary i s i n d i c a t e d by at what depth 

24 the t e s t was performed, the r e s u l t i n g production or o i l 

25 t h a t was i d e n t i f i e d and measured during the t e s t . 
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1 And i t can be seen on here t h a t per these IP 

2 t e s t s t h a t were i n near, around, or through t h i s 

3 i n j e c t i o n i n t e r v a l the q u a n t i t i e s of o i l were i d e n t i f i e d 

4 as non-commercially productive. An example being one of 

5 the we l l s here, API 33788, which i s j u s t w i t h i n the 

6 one-mile radius, 4 993 i s the depth at which i t produced 

7 which i s w i t h i n our i n j e c t i o n i n t e r v a l . 

8 The IP t e s t produced only 14 b a r r e l s of o i l , w i t h 

9 50 b a r r e l s of water. As a r e s u l t of these IP t e s t s , t o 

10 our knowledge none of these w e l l s evolved i n t o producing 

11 w e l l s w i t h i n these i n t e r v a l s t e s t e d . 

12 A d d i t i o n a l l y on t h i s map, we have some w e l l s 

13 i n d i c a t e d where we found w e l l l o g data t o be evaluated, 

14 t o be reviewed. And we have i d e n t i f i e d one w e l l as an 

15 i n t e r p r e t e d w e l l . I t ' s API 32566, I t h i n k . 

16 UNIDENTIFIED VOICE: 560. 

17 A. 560, thank you. 32560 j u s t t o the south and east 

18 of the Grace Carlsbad Well. This was the w e l l t h a t the 

19 data was gathered from t o feed our pe t r o p h y s i c a l model. 

20 Q. Mr. Pattee, r e f e r r i n g you back t o your data 

21 there, s o r t of i n the northwest of sec t i o n 32, you 

22 i d e n t i f y four w e l l s a l l w i t h 14 b a r r e l s of o i l and 50 

23 b a r r e l s of water --

24 A. I t i s the same w e l l t h a t was te s t e d four times. 

25 Four d i f f e r e n t i n t e r v a l s w i t h i n t h a t w e l l and --
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1 Q. And would you consider t h a t t o be commercially 

2 producible hydrocarbons? 

3 A. I t depends on the economics, but I would say 

4 based on the current o i l market, no, i t i s not 

5 commercially p r o d u c i b l e . 

6 Q. And as f a r as you know a f t e r t h a t IP data was 

7 generated, no production was taken out? 

8 A. To my knowledge t h i s w e l l was never produced. 

9 EXAMINER McMILLAN: I need some c l a r i t y on 

10 the map. What does purple represent? 

11 MR. LARSON: I was j u s t going t o ask him. I 

12 am going through each of the c o l o r s . 

13 THE WITNESS: There's a legend, lower 

14 right-hand corner on the map. There i s a purple swatch 

15 here. Wells w i t h Delaware IP t e s t s --

16 MR. LARSON: We are on E x h i b i t 10. 

17 THE WITNESS: Yes. Right here there i s a 

18 legend. And the purple i s loaded image f i l e s from State 

19 OCD f i l e s , so we found -- we went t o the OCD s i t e and 

20 found imaged open hole w e l l logs. And we used those t o 

21 evaluate g e o l o g i c a l and p e t r o p h y s i c a l c h a r a c t e r i s t i c s . 

22 The green i s the w e l l t h a t we d i g i t i z e d . I t 

23 w i l l be discussed i n f u r t h e r testimony a f t e r I am o f f 

24 here. I t was d i g i t i z e d , and t h a t d i g i t a l data was used 

25 t o feed our p e t r o p h y s i c a l evaluations. 
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1 Q. As you j u s t i n d i c a t e d , Mr. Brian Davis, who i s a 

2 p e t r o p h y s i c i s t , w i l l give us f u r t h e r testimony about 

3 the --

4 A. Yes. 

5 Q. — about the formation? 

6 A. Yes. 

7 Q. Have you p e r s o n a l l y reviewed h i s p e t r o p h y s i c a l 

8 analysis? 

9 A. Yes, I have. 

10 Q. And what conclusion d i d you draw from review of 

11 h i s analysis? 

12 A. His summary, the outputs of h i s model along w i t h 

13 the area of i n v e s t i g a t i o n of p o t e n t i a l production, 

14 h i s t o r i c a l production, the i n d i c a t i o n s are t h a t t h i s 

15 i n t e r v a l i s not of commercially producible hydrocarbon 

16 q u a n t i t i e s . 

17 Q. And i n your opinion, w i l l Key 1s proposed 

18 i n j e c t i o n produce water i n t o the Brushy Canyon present a 

19 t h r e a t t o hydrocarbon production? 

2 0 A. No. 

21 Q. And I neglected to ask you t h i s , were E x h i b i t s 9 

22 and 10 prepared under your d i r e c t i o n and supervision? 

23 A. They were. 

24 MR. LARSON: I move t h e a d m i s s i o n o f Key 

25 E x h i b i t s 8, 9, and 10 . 
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1 EXAMINER McMILLAN: Any objection? 

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

3 EXAMINER McMILLAN: E x h i b i t s 8, E x h i b i t 9, 

4 and E x h i b i t 10 may now be accepted as pa r t of the 

5 record. 

6 (Key Energy Services E x h i b i t s 8 through 10 

7 were o f f e r e d and admitted.) 

8 MR. LARSON: And I pass the witness. 

9 CROSS-EXAMINATION 

10 BY MR. FELDEWERT: 

11 Q. Mr. Pattee, l e t me ask you a couple of questions 

12 and I w i l l s t a r t w i t h E x h i b i t 8. I f I am understanding 

13 your testimony, you or someone chose t o l i m i t your 

14 analysis t o j u s t the area w i t h i n the one-mile c i r c l e 

15 shown on E x h i b i t No. 8? 

16 A. This i s -- the e x h i b i t t h a t we produced here 

17 l i m i t s t h a t area, t h a t 1 s c o r r e c t . 

18 Q. Okay. So your an a l y s i s i s j u s t l i m i t e d t o the 

19 one mile around the proposed i n j e c t i o n well? 

20 A. That i s not c o r r e c t . E x h i b i t 10 i n d i c a t e s t h a t 

21 t h a t area a c t u a l l y extends a considerable distance away 

22 from the w e l l . 

23 Q. Well, I fm t r y i n g t o f i g u r e out does E x h i b i t 10 

24 then -- I am assuming, maybe t h a t ' s a b e t t e r e x h i b i t --

25 t h a t r e f l e c t s your — t h a t ' s the area t h a t you took i n t o 
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1 account i n your analysis? 

2 A. Our anal y s i s a c t u a l l y included out t o two miles 

3 and maybe j u s t a l i t t l e b i t more than two miles t o 

4 gather o f f s e t w e l l data, see i f there was w e l l l o g , 

5 p a r t i c u l a r l y d i g i t a l w e l l data t h a t could be fed 

6 d i r e c t l y i n t o our pe t r o p h y s i c a l a n a l y s i s . 

7 The nearest L.A.S f i l e , d i g i t a l f i l e , was found 

8 t o be approximately f i v e miles away, which we f e l t was 

9 too f a r away f o r an accurate, reasonable e v a l u a t i o n . So 

10 our i n v e s t i g a t i o n went out at l e a s t t h a t f a r t o f i n d 

11 candidates f o r our survey. 

12 Q. For d i g i t a l f i l e s ? 

13 A. For d i g i t a l f i l e s , c o r r e c t . 

14 Q. So your ana l y s i s was l i m i t e d t o d i g i t a l f i l e s ? 

15 A. No, s i r . 

16 D i g i t a l f i l e s t o feed the p e t r o p h y s i c a l , any IP 

17 t e s t i n g , which some of t h a t data i s shown on E x h i b i t 10, 

18 completion production h i s t o r y t o populate e x h i b i t s such 

19 as E x h i b i t 9, our producing i n t e r v a l chart f o r an 

20 ev a l u a t i o n . So we could get a f u l l p i c t u r e of the 

21 t a r g e t i n t e r v a l , the Brushy Canyon, and i n t h i s area 

22 w i l l t h i s proposed i n j e c t i o n w e l l influence- any type of 

23 f u t u r e production. 

24 Q. And do you have any map t h a t would show us the 

25 w e l l s t h a t you took i n t o account i n t h i s area outside of 
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1 what we see on E x h i b i t 10? 

2 A. I have one more e x h i b i t which took -- b a s i c a l l y 

3 expanded E x h i b i t 8 out to two miles. 

4 Q. Do you have that? 

5 A. I do. 

6 Q. May I see that? 

7 A. Yes. 

8 (Pause.) 

9 MR. LARSON: Mr. Examiner, t h i s i s an 

10 e x h i b i t we were p o s s i b l y going t o use as a r e b u t t a l 

11 e x h i b i t so i t i s not marked. 

12 MR. FELDEWERT: Okay. You can mark i t . 

13 MR. LARSON: Can you give us a minute t o 

14 mark the e x h i b i t , because he has asked the d i r e c t 

15 question about the map t h a t goes out two miles and we 

16 are more than w i l l i n g t o put i t i n the record. 

17 EXAMINER McMILLAN: On the c o n d i t i o n t h a t i t 

18 be supplied as a formal p a r t of the record, t h a t i s 

19 f i n e . 

2 0 MR. LARSON: Sure. 

21 THE WITNESS: We are prepared t o do t h a t . 

22 EXAMINER McMILLAN: That i s acceptable. 

23 MR. FELDEWERT: Why don't you do i t as 10-A? 

24 MR. LARSON: That w i l l work. Let the record 

25 r e f l e c t t h a t based on a question from Mr. Feldewert, 
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1 Mr. Pattee i s marking an e x h i b i t , E x h i b i t No. 10-A. 

2 MR. FELDEWERT: Thank you, s i r . 

3 EXAMINER WADE: I s there going t o be 

4 enough? 

5 THE WITNESS: Yes, I have enough copies. 

6 EXAMINER McMILLAN: Please proceed. 

7 BY MR. FELDEWERT (cont'd): 

8 Q. Mr. Pattee, I am lo o k i n g at what you marked 

9 k i n d l y as E x h i b i t 10-A. And i f I understand what you 

10 were t e l l i n g me e a r l i e r , does t h i s map r e f l e c t the wells 

11 t h a t you took i n t o account i n your analysis -- t h a t you 

12 looked at f o r purposes of determining what t o take i n t o 

13 account i n your analysis? 

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

15 Q. I s t h a t the best way t o say i t ? 

16 A. Yes. 

17 Q. Okay. And you d i d n ' t examine anything outside of 

18 t h i s two-mile radius? 

19 A. There were some IP t e s t s . I don't have a map 

20 prepared. There's some IP t e s t s t o the n o r t h at 

21 approximately the two-mile or j u s t outside of the 

22 two-mile area of i n f l u e n c e . 

23 They were t e s t e d and they showed s i m i l a r r e s u l t s , 

24 but I don't have t h a t e x h i b i t here. 

25 Q. But t h i s i s what we can r e l y upon as the area 
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1 t h a t you examined f o r purposes of determining what t o 

2 take i n t o account f o r your analysis? 

3 A. Yes, s i r , t h a t i s c o r r e c t . 

4 Q. So you d i d not examine then the -- you d i d n ' t 

5 take a look at the w e l l s i n the Carlsbad South F i e l d 

6 t h a t produced from the Brushy Canyon up i n section 24, 

7 which would be to the north? 

8 A. No, we d i d not. 

9 Q. And you d i d n ' t take i n t o account the we l l s i n the 

10 Happy Canyon f i e l d which produced from the Brushy Canyon 

11 as w e l l as the Cherry Canyon? 

12 A. Which se c t i o n i s that? 

13 Q. To the west over there i n sections 33 and, i n 

14 p a r t , 34. 

15 A. No, we d i d not. 

16 Q. And I don't see -- and I beli e v e -- and then you 

17 mentioned t h a t — and along those l i n e s , i f I look at 

18 E x h i b i t No. 10, i t sounds l i k e you d i d some analysis 

19 t h a t you are going t o show us based on what you i d e n t i f y 

20 as your i n t e r p r e t e d well? 

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

22 Q. And w i t h respect -- do you have a s t r u c t u r e map? 

2 3 A . I beli e v e t h a t i s i n f u r t h e r testimony f o l l o w i n g 

24 mine. 

2 5 Q. Have you reviewed that? 
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1 A. I have not reviewed t h a t s t r u c t u r e map, no. 

2 Q- Are you aware t h a t your i n t e r p r e t e d w e l l i s down 

3 dip of sec t i o n 36, s t r u c t u r a l l y lower? 

4 A. S t r u c t u r a l l y lower, yes, we are aware of t h a t . 

5 Q. And are you aware t h a t there are t h i n n e r sands 

6 there? 

7 A. I understand we created a cross section through 

8 these as p a r t of the review. And I don't r e c a l l seeing 

9 the sands t h i n n i n g considerably i n t h a t 2,900 f e e t . 

10 There were some d i f f e r e n c e s , but i t was our opinion i n 

11 t h i s cross s e c t i o n review t h a t the i n t e r v a l s were 

12 c o r r e l a t i v e and t h e r e f o r e a p p l i c a b l e back to the t a r g e t 

13 w e l l . 

14 Q. Do you have t h a t cross section? 

15 A. I be l i e v e we have a cross s e c t i o n . I don't know 

16 i f i t ' s the same cross s e c t i o n . 

17 Q. Do you have the cross s e c t i o n t h a t you j u s t 

18 r e f e r r e d to? 

19 A. I t h i n k we do. 

20 Q. Can I have t h a t marked as an e x h i b i t ? 

21 A. I t h i n k we do, somewhere i n the papers. 

22 Q. I f you could i d e n t i f y i t f o r us maybe we can get 

23 i t marked. 

24 A. Yes, s i r . 

25 MR. FELDEWERT: I appreciate t h a t . 
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1 EXAMINER McMILLAN: I w i l l t e l l you what, 

2 why don't we do i t t h i s way. Let's c a l l a lunch and 

3 l e t ' s come back at 1:15. 

4 MR. FELDEWERT: May I say one t h i n g before 

5 we break f o r lunch? I a c t u a l l y want t o make a motion. 

6 I n l i g h t of the testimony from Mr. Price, I 

7 would l i k e t o move t o dismiss t h i s a p p l i c a t i o n f o r two 

8 basic reasons: No. 1, c l e a r l y , proper n o t i c e has not 

9 been provided t o a l l of the p a r t i e s t h a t could 

10 p o t e n t i a l l y be a f f e c t e d by t h i s SW. That's c l e a r . we 

11 have an improper n o t i c e . 

12 And, No. 2, i t seems t o me -- and i t i s your 

13 d e c i s i o n -- but I f a i l t o see how t h i s can be a proper 

14 a p p l i c a t i o n f o r the D i v i s i o n when they d i d not provide 

15 the D i v i s i o n as req u i r e d by the C-108 w i t h any water 

16 samples from the i n t e r v a l , t h i s being the Brushy Canyon, 

17 or even the Delaware, which i s the formation t h a t they 

18 are seeking t o i n j ect i n t o . Instead they provide you 

19 w i t h a water sample from the lower Bone Spring. 

20 They also provide you w i t h data i n t h i s 

21 a p p l i c a t i o n t h a t i s -- t h a t hasn't been updated. 

22 Everything i s over three years o l d . 

23 Now you a l l t e l l us i f t h a t ' s s u f f i c i e n t f o r 

24 an i n j e c t i o n w e l l , because t h a t ' s what they're saying t o 

25 you. They come t o you w i t h an a p p l i c a t i o n t h a t ' s over 
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1 three years o l d t h a t they have not provided proper 

2 n o t i c e f o r , i n which they d i d not provide you w i t h a 

3 requirement, and t h a t i s a sampling of a bore from the 

4 i n j e c t i o n zone i n which they seek t o i n j e c t . 

5 So i n my opinion, t h i s case should be 

6 dismissed. And i f they want t o proceed here, they 

7 should come here w i t h a proper a p p l i c a t i o n meeting a l l 

8 the requirements w i t h the proper n o t i c e . 

9 So I am moving t o dismiss t h i s matter. 

10 EXAMINER McMILLAN: We w i l l consider the 

11 motion and come back at 1:15 p.m. 

12 MR. LARSON: At t h a t time, I w i l l have an 

13 o p p o r t u n i t y t o respond t o the motion. 

14 EXAMINER McMILLAN: Yes. 

15 MR. LARSON: Thank you. 

16 (Adj ourned f o r lunch. Time noted 11:52 a.m.) 

17 ( A f t e r lunch, time noted 1:19 p.m.) 

18 EXAMINER McMILLAN: I would l i k e t o c a l l 

19 case No. 15322 back t o order. And I bel i e v e we l e f t i t 

20 w i t h the Key att o r n e y o f f e r i n g a r e b u t t a l . 

21 MR. LARSON: That's c o r r e c t , a response t o 

22 Mr. Feldewert's motion t o dismiss. 

23 EXAMINER McMILLAN: Yes. 

24 MR. LARSON: The f i r s t issue t h a t he r a i s e d 

25 was a n o t i c e issue. Obviously, BC Operating and Crown 
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1 are on the same n o t i c e of the hearing. They are here 

2 today. 

3 Mr. Price acknowledged i n h i s d i r e c t 

4 testimony t h a t there were some open n o t i c e issues. We 

5 had planned t o request a continuance u n t i l August 20th 

6 t o cure those issues, so t h a t i s not a basis t o dismiss 

7 our a p p l i c a t i o n . 

8 I n terms of the a p p l i c a t i o n being based on 

9 2 012 data, unless there i s something I don't know, I 

10 don't t h i n k the geology out there has changed i n the 

11 l a s t three years. 

12 And i n terms of the analysis of the 

13 formation water, the burden i n one of these cases i s f o r 

14 the ap p l i c a n t t o show t h a t the i n j e c t e d water i s not 

15 incompatible w i t h the formation. Mr. Feldewert has not 

16 c i t e d a r u l e and I am not aware of one t h a t requires an 

17 analysis of formation water as p a r t of the SWD 

18 a p p l i c a t i o n . 

19 And f o r those reasons, I would request t h a t 

20 the motion t o dismiss be denied. 

21 EXAMINER WADE: So at t h i s p o i n t , we are 

22 going t o deny the motion t o dismiss and continue on w i t h 

23 the pr e s e n t a t i o n . 

24 CROSS EXAMINATION (cont'd) 

25 BY MR. FELDEWERT: 
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1 Q. I t h i n k you had made mention of a cross s e c t i o n 

2 t h a t you were r e l y i n g upon w i t h respect t o the depth of 

3 the sediment or sands i n your i n t e r p r e t e d w e l l r e f l e c t e d 

4 on E x h i b i t 10? 

5 A. Yes, s i r . 

6 Q. Do you have t h a t cross section? 

7 A. Yes, s i r . 

8 Q. And have you marked i t as an e x h i b i t ? 

9 A. E x h i b i t 10-B. 

10 Q. That works f o r me. 

11 Have you prepared -- you don't have any kind of a 

12 isopach map? 

13 A. No, we do not have t h a t . 

14 Q. Do you do any kind of analysis on t h a t --

15 A. No. Not from a geologic perspective, we do not. 

16 Q. From any perspective? 

17 A. From the -- our attempt was -- our goal was to 

18 f i n d c o r r e l a t i v e geology w i t h nearby w e l l l o g data which 

19 was complete, i n c l u d i n g r e s i s t i v i t y , gamma, p o r o s i t y 

20 logs, et cetera, t o feed i n t o the p e t r o p h y s i c a l model. 

21 And the cl o s e s t one we could f i n d w i t h a complete 

22 s u i t e of wel l s was a w e l l i n d i c a t e d on E x h i b i t 10, 

23 i n d i c a t e d i n purple and green and i d e n t i f i e d as the 

24 i n t e r p r e t e d w e l l . I t had the most complete data set f o r 

25 the ev a l u a t i o n . 
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1 Q. And t h a t ' s the one t h a t i s down dip 36? 

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

3 So we put the cross s e c t i o n together j u s t t o make 

4 sure t h a t our geology was c o r r e l a t i v e and could be t i e d 

5 together as s i m i l a r formation p r o p e r t i e s . I t does show, 

6 E x h i b i t 10-B, i t does show a s l i g h t down dip between the 

7 Grace Carlsbad Well, which i s the second w e l l from the 

8 l e f t , and the Gulf Federal No. 4, which i s the w e l l we 

9 evaluated, which i s the next w e l l t o the r i g h t or second 

10 w e l l from the r i g h t . 

11 Q. Let me ask you t h i s , where i s your l i n e of cross 

12 section? 

13 A. I t would be on E x h i b i t 10, i t goes from the l e f t 

14 purple w e l l , which i s the A i r p o r t Grace No. 1 and API 

15 20829. I t goes due east t o the Grace Carlsbad. 

16 Q. And then down? 

17 A. And then down t o the Gulf Federal and then back 

18 up to the saver, Alan No. 1, API 20288. 

19 Q. And I can't read t h a t very w e l l . I s t h a t t h a t 

20 purple l o o k i n g w e l l i n the middle of sec t i o n 31? 

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

22 Q. So, b a s i c a l l y , i f I understand you, t o put i t i n 

23 the most simplest terms, i f I'm loo k i n g at E x h i b i t 10, 

24 a l l the we l l s on here w i t h the b i g c i r c l e s , t h a t 

25 corresponds t o t h i s ? 
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1 A. That's c o r r e c t . 

2 Q. Now you mentioned t h a t you're t r y i n g t o do some 

3 c o r r e l a t i v e geology? 

4 A. Yes, s i r . 

5 Q. Using w e l l l o g data, they had a complete set of 

6 logs? 

7 A. Using w e l l l o g data t h a t was a v a i l a b l e so we 

8 could t i e s i m i l a r l o g responses, such as gamma 

9 responses, r e s i s t i v i t y responses, et cetera. 

10 Q. Okay. I s there a reason you are aware from your 

11 E x h i b i t 10-A -- and i f I look over i n sec t i o n 35, down 

12 at the southwest quarter, there's a c t u a l l y a producing 

13 o i l w e l l , c orrect? 

14 A. Almost w i t h i n the two-mile AOR. The only 

15 producer i s w e l l API 30379. 

16 Q. Now have you examined t h a t well? 

17 A. Yes. That w e l l i s not producing i n t o -- i t ' s not 

18 producing from the Brushy Canyon according t o the OCD 

19 record. 

20 Q. Are you sure about t h a t , because my records show 

21 i t i s producing from the Brushy Canyon? 

22 A. Okay. 

23 Q. And are you aware t h a t t h a t p a r t i c u l a r w e l l does 

24 have a complete modern set o f logs? 

25 A . I d o n ' t know t h a t answer. 
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1 Q. You d i d n ' t take t h a t i n t o account? 

2 A. I don't know i f we d i d or not. 

3 Q. Do you know t h a t t h a t w e l l produced 

4 12,000 b a r r e l s of o i l ? 

5 A. Off the top of my head, no, I don't. I don't 

6 know. I don't have the production h i s t o r y as an e x h i b i t 

7 here w i t h me. I know i t was evaluated, but... 

8 Q. So now i f I'm understanding you, t h i s i n t e r p r e t e d 

9 w e l l you've marked as E x h i b i t No. 10, now you have done 

10 some analysis using t h a t w e l l because you had a log 

11 there t h a t was d i g i t i z e d , i s t h a t what I understand? 

12 A. We ended up d i g i t i z i n g the lo g , yes. 

13 Q. So you d i g i t i z e d --

14 A. We had to d i g i t i z e , t h a t ' s correct? 

15 Q. So you're aware t h a t you d i g i t i z e d the other logs 

16 and d i g i t i z e d them, r i g h t ? 

17 A. I fm sorry? 

18 Q. You can take w e l l logs and d i g i t i z e them? 

19 A. Yes, e x a c t l y . 

20 Q. And there are p u b l i c service companies t h a t do 

21 that? 

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

23 Q- And you have chosen t o use j u s t t h i s well? 

24 A. I t had the most complete set of logs, and, I 

25 t h i n k , f u r t h e r testimony from the next witness w i l l 
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1 describe t h a t i n a l i t t l e more d e t a i l . 

2 Q. What about the w e l l d i r e c t l y t o the west through 

3 the middle of se c t i o n 36, what was the problem there? 

4 A. I t had logs but they were not complete logs. 

5 Q. What were they missing? 

6 A. I cannot answer t h a t question but the next 

7 t e s t i f i e r can. I t was e i t h e r the w e l l -- the log was 

8 p a r t i a l at c e r t a i n depths, l i k e the Grace Carlsbad Well, 

9 f o r example, which i s why we d i d n ' t use the Grace 

10 Carlsbad Well. I t had p a r t i a l l o g s u i t e the e n t i r e 

11 length but the packages, the responses, were not 

12 continuous throughout. 

13 Q. Wouldn't i t have a lo g through the 

14 A. I'm sorry? 

15 Q. Wouldn't i t have -- i t would penetrate --

16 A. I t does, but i t d i d n ' t have the logs required f o r 

17 the p e t r o p h y s i c a l masses. 

18 Q. Okay. Did you undertake any e f f o r t t o determine 

19 how the w e l l t h a t you d i d take, the i n t e r p r e t e d w e l l , 

2 0 how i t corresponded t o the p r o l i f i c Carlsbad South F i e l d 

21 t o the north? 

22 A. No, we d i d not. 

23 Q. Did you undertake any e f f o r t t o determine how 

24 what you've chosen as your i n t e r p r e t e d w e l l corresponds 

25 to t h a t Oxy A i r p o r t Well i n the southwest o f s e c t i o n 35 
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1 shown as an o i l w e l l under E x h i b i t 10-A? 

2 A. We d i d not. 

3 Q. Now, I t h i n k you mentioned i f I'm looking at 

4 E x h i b i t 10, up i n the right-hand corner of t h i s w e l l 

5 t h a t you h i g h l i g h t e d , and you a c t u a l l y have some numbers 

6 there, correct? 

7 So I am loo k i n g at sec t i o n 31 on E x h i b i t 10 up i n 

8 the northeast quarter; i s t h a t r i g h t ? 

9 A. Yes. 

10 Q. And you have a bunch of numbers there? 

11 A. Yes, s i r . 

12 Q. And you t e s t i f i e d i n your opinion t h a t w e l l i s 

13 not economic? 

14 A. That i s c o r r e c t based on t h i s i n i t i a l p o t e n t i a l 

15 t e s t . 

16 Q. What was the basis f o r your economics? What d i d 

17 you use to make t h a t determination? 

18 A. The f a c t t h a t the w e l l wasn't developed and never 

19 went on l i n e as a producer. The 14 b a r r e l s -- bear i n 

2 0 mind, the 14 b a r r e l s , i t ' s l i s t e d at four depths. That 

21 i s a commingled i n i t i a l p o t e n t i a l t e s t . So t h a t ' s 

22 14 b a r r e l s and 50 b a r r e l s of water across four 

23 p e r f o r a t e d i n t e r v a l s . 

24 So was there a s i n g l e t e s t performed, a s i n g l e 

25 p e r f o r a t i o n i n the Brushy Canyon? I t ' s one of four. So 
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1 the 14 i s a commingle from four d i f f e r e n t producing --

2 p o t e n t i a l l y producing i n t e r v a l s , and t h a t was the 

3 r e s u l t . 

4 Did we run an economic a n a l y s i s , an economic 

5 breakdown? We d i d not, no. 

6 Q. That was my question. Thank you. 

7 MR. FELDEWERT: That's a l l the questions I 

8 have. Thank you. 

9 EX/AM I NAT I ON BY EXAMINER McMILLAN 

10 EXAMINER McMILLAN: The questions I have 

11 e n t a i l the w e l l c o n s t r u c t i o n . Did you look at the w e l l 

12 c o n s t r u c t i o n of the Grace Carlsbad? 

13 THE WITNESS: Yes. 

14 EXAMINER McMILLAN: Now, there appears t o be 

15 an open s e c t i o n between 382 f e e t and 1,400 f e e t ; i s t h a t 

16 correct? 

17 THE WITNESS: I f I can get t o the schematic. 

18 What page on the e x h i b i t ? 

19 EXAMINER McMILLAN: I t would be — 

20 THE WITNESS: I t h i n k I have i t here. 

21 EXAMINER McMILLAN: I'm loo k i n g at 

22 E x h i b i t 5, page ten. 

23 THE WITNESS: Yes, s i r . Okay. 

24 EXAMINER McMILLAN: Now, what I'm concerned 

25 about on t h i s i s t h a t there's -- p a r t of the s a l t 
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1 s e c t i o n i s exposed. And i t has been my experience and I 

2 t a l k e d t o a very w e l l known operator, and he said t h a t 

3 he's had 90 percent success r a t e when they've run casing 

4 through the s a l t . And he's had a 98 percent f a i l u r e 

5 r a t e when they've cut the casing on the s a l t s e c t i o n . 

6 And then I've also t a l k e d t o people i n the 

7 OCD. And they've done a sonar through those b r i n e 

8 w e l l s . And what's showing, the volume of s a l t on the 

9 sonar doesn't match the c a l c u l a t i o n s . I t ' s l i k e , I 

10 b e l i e v e , a m i l l i o n b a r r e l s of s a l t and the sonar showed 

11 l i k e 3,000. With t h a t i n mind, they don't have a very 

12 good idea of where t h a t s a l t c a v i t y i s . 

13 Now what makes you t h i n k t h a t the casing 

14 i n t e g r i t y won't be a problem on t h i s well? 

15 THE WITNESS: That's a good question, but I 

16 d i d not spend anytime i n preparing f o r t h i s testimony --

17 the focus of my testimony was on seeing i f there's 

18 evidence t o determine p o t e n t i a l hydrocarbons. 

19 I would have t o t h i n k about t h a t question. 

20 I don't t h i n k -- I don't t h i n k I ' d be doing i t j u s t i c e 

21 i f I answered o f f the c u f f without considering i t . That 

22 wasn't p a r t of my i n v e s t i g a t i o n i n the p r e p a r a t i o n of 

23 t h i s hearing. 

24 For instance, I would have t o look at t h i s 

25 compared t o where the top and bottom of s a l t are 
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1 located. I don't know t h a t j u s t from t h i s 

2 schematic. 

3 EXAMINER McMILLAN: On the w e l l f i l e s , 

4 they're showing s a l t s at 600. 

5 THE WITNESS: 600? 

6 EXAMINER McMILLAN: Yes. 

7 THE WITNESS: So top s a l t i s at 600. 

8 EXAMINER McMILLAN: Yes. 

9 THE WITNESS: And then the underlying bed i s 

10 where? 

11 EXAMINER McMILLAN: Around 1,900, I b e l i e v e . 

12 THE WITNESS: So i t ' s a 9-and-5/8ths casing 

13 through the s a l t ; cemented t o 500 f e e t up i n t o the s a l t . 

14 Am I understanding the scenario c o r r e c t l y ? 

15 EXAMINER McMILLAN: I mean --

16 THE WITNESS: From the numbers you gave me, 

17 they were about 450 up i n . 

18 MR. LARSON: Okay. Can I i n t e r j e c t at t h i s 

19 p o i n t ? 

20 EXAMINER McMILLAN: Yes. 

21 MR. LARSON: Mr. Price i s prepared t o answer 

22 your question. 

23 EXAMINER McMILLAN: Okay. 

24 MR. LARSON: I could c a l l him back up when 

25 we are done w i t h Mr. Pattee. 
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1 EXAMINER McMILLAN: Then we w i l l do t h a t 

2 q u i c k l y . 

3 I don't have any f u r t h e r questions. 

4 MR. LARSON: I have no r e d i r e c t . 

5 Should I c a l l Mr. Price? 

6 EXAMINER McMILLAN: Yes, b r i n g him back. 

7 MR. LARSON: One housekeeping matter. Can 

8 we get 10-A and 10-B admitted i n the record? 

9 EXAMINER McMILLAN: Okay. 

10 MR. LARSON: I move the admission of 

11 E x h i b i t s 10-A and 10-B. 

12 EXAMINER McMILLAN: E x h i b i t s 10-A and 10-B 

13 now may be accepted as pa r t of the record. 

14 MR. LARSON: Thank you. 

15 (Key Energy Resources, LLC, E x h i b i t s 10-A 

16 and 10-B were o f f e r e d and admitted.) 

17 WAYNE PRICE 

18 having been p r e v i o u s l y duly sworn, was f u r t h e r examined 

19 and f u r t h e r t e s t i f i e d as f o l l o w s : 

20 EXAMINATION BY EXAMINER McMILLAN 

21 THE WITNESS: I'm prepared t o answer, 

22 Mr. Examiner. Do you want t o ask the question again? 

23 EXAMINER McMILLAN: I am concerned about the 

24 s t r u c t u r a l i n t e g r i t y of the w e l l , because i t looks l i k e 

25 the 13-and-3/8ths was set t o 382. 
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1 THE WITNESS: Right. 

2 EXAMINER McMILLAN: And the s a l t i s from 500 

3 t o 1680. 

4 THE WITNESS: Something l i k e t h a t . 

5 EXAMINER McMILLAN: And then the top of 

6 cement by temperature survey i s 1451. 

7 THE WITNESS: Okay. 

8 EXAMINER McMILLAN: I am concerned about the 

9 s t r u c t u r a l i n t e g r i t y . 

10 THE WITNESS: Of the well? 

11 EXAMINER McMILLAN: Yes. 

12 THE WITNESS: That p a r t i c u l a r w e l l , which i s 

13 c u r r e n t l y P and A'd, and t h a t w e l l has been monitored 

14 f o r the l a s t f i v e years. And those r e p o r t s have been 

15 sent i n t o the environmental bureau c h i e f . And those 

16 r e p o r t s have not showed any i n d i c a t i o n whatsoever of any 

17 problems of any kind. 

18 And i t passed every mechanical i n t e g r i t y 

19 t e s t t h a t we ever had on t h a t p a r t i c u l a r w e l l . So t h a t 

20 kind of answers your question. 

21 EXAMINER McMILLAN: I t does. 

22 THE WITNESS: But I want t o take — I spent 

23 many years i n the o i l f i e l d chemical business, too. I 

24 want t o take a l i t t l e b i t of exception t o your 

25 p h i l o s o p h i c a l view on how cor r o s i v e s a l t water and br i n e 
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1 water i s . Concentrated b r i n e water i s not co r r o s i v e . 

2 I t i s a non-corrosive f l u i d . 

3 Now i t w i l l scale very badly. Now i f you 

4 get excess oxygen or i f you have H2s i n there -- and 

5 these b r i n e w e l l s do not have any H2s whatsoever. They 

6 do have some 0-2 i n them. 

7 However, from t h a t standpoint, these wells 

8 have never shown any c o r r o s i v i t y of any kind. And we've 

9 had those w e l l s t e s t e d over and over and over. 

10 And so j u s t from t h a t standpoint — I 

11 understand t h a t most people t h i n k i f you throw s a l t on 

12 cement, i t ' s going to degrade the cement; i f you throw 

13 s a l t on a piece of pipe and i t r a i n s on i t , i t ' s going 

14 t o corrode i t . But concentrated b r i n e water i n i t s e l f 

15 i s not a cor r o s i v e f l u i d . I t ' s because of t h a t 

16 s a t u r a t i o n index t h a t you get i n t o -- and so I j u s t want 

17 t o throw t h a t out f o r you. 

18 This p a r t i c u l a r w e l l i s -- i s a c t u a l l y -- I 

19 don't know i f you know t h i s or not, but we c u r r e n t l y 

20 have an outstanding b r i n e w e l l permit i n the same area. 

21 And t h a t permit was approved by the OCD and i t was also 

22 approved by the C i t y of Carlsbad and went through a 

23 tremendous, tremendous, rigorous p u b l i c n o t i c e and 

24 review. 

2 5 And so t h a t i s a v e r y , v e r y s a f e area f o r 
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1 t h i s t o happen. And one of the reasons i t i s i s t h a t 

2 the Salado Formation, which i s the normal s a l t formation 

3 i n t h a t area t h a t most b r i n e w e l l s are completed i n , 

4 t h i s i s i n the C a s t i l e Formation. 

5 And the C a s t i l e Formation has f i v e d i f f e r e n t 

6 layers i n i t . And i n those f i v e d i f f e r e n t l a y e r s , 

7 there's three layers t h a t are r e a l l y t h i c k and hydrate 

8 l a y e r s . And those layers a c t u a l l y help support any s o r t 

9 of i n s t a b i l i t y of any w e l l above t h a t . And i t would 

10 a b s o l u t e l y prevent any m i g r a t i o n up or down. 

11 And so I j u s t want t o throw t h a t out at you, 

12 and t h i s w e l l has been studied e x t e n s i v e l y . 

13 EXAMINER McMILLAN: Okay. 

14 THE WITNESS: P a r t i c u l a r l y of the Carlsbad 

15 INW b r i n e w e l l s i t u a t i o n . 

16 EXAMINER McMILLAN: Okay. Any questions? 

17 Cross? 

18 MR. FELDEWERT: No. 

19 EXAMINER McMILLAN: Thank you very much. 

20 THE WITNESS: Thank you, s i r . 

21 MR. LARSON: Next I would l i k e t o c a l l Brian 

22 Davis. 

23 BRIAN DAVIS 

24 having been f i r s t duly sworn, was examined and t e s t i f i e d 

25 as f o l l o w s : 

PAUL BACA PROFESSIONAL COURT REPORTERS 
500 FOURTH STREET NW - SUITE 105, ALBUQUERQUE, NM 87102 



Page 82 

1 DIRECT EXAMINATION 

2 BY MR. LARSON: 

3 Q. Good afternoon, Mr. Davis. Would you please 

4 s t a t e your f u l l name f o r the record. 

5 A. Yes, Brian Davis. 

6 Q. And where do you reside? 

7 A. Houston, Texas. 

8 Q. And by whom are you employed and i n what 

9 capacity? 

10 A. I am self-employed w i t h O i l and Gas Evaluation 

11 and Consulting. I t ' s a small c o n s u l t i n g f i r m w i t h four 

12 of us. I t ' s located i n Houston, Texas. And we've been 

13 i n business f o r about twenty years. 

14 Q. And what i s the focus of your r o l e as a 

15 consultant? 

16 A. We are p r i m a r i l y a p e t r o p h y s i c a l i n t e r p r e t a t i o n 

17 company. 

18 Q. And does your c o n s u l t i n g f i r m have a business 

19 r e l a t i o n s h i p w i t h Longuist and Company? 

20 A. We do indeed. 

21 Q. And what's the nature of t h a t r e l a t i o n s h i p ? 

22 A. We have been doing c o n s u l t i n g work f o r them f o r 

23 approximately ten years, since the founding of t h e i r 

2 4 company --

25 Q. Does your name appear on t h e i r website? 
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1 A. I t a c t u a l l y does. They have me l i s t e d as t h e i r 

2 primary p e t r o p h y s i c i s t on the website. 

3 Q. And have you p r e v i o u s l y t e s t i f i e d at a D i v i s i o n 

4 hearing? 

5 A . I have not. 

6 Q. Have you served as an expert witness i n 

7 l i t i g a t i o n ? 

8 A. I have indeed. 

9 Q. And i n t h a t l i t i g a t i o n , d i d the court q u a l i f y you 

10 as an expert i n petrophysics? 

11 A. Yes, they d i d . 

12 Q. And could you b r i e f l y describe your educational 

13 and p r o f e s s i o n a l background. 

14 A. Yes. I graduated w i t h a petroleum engineering 

15 degree from Texas A&M i n 1988. So I went t o work f o r 

16 Schlumberger Well Services on a w i r e l i n e logging service 

17 t r u c k . 

18 I' spend approximately w i t h them, two years 

19 domestically, f i v e years, i n t e r n a t i o n a l . I was an open 

20 hole and a case hole engineer, which means I d i d the 

21 completion as w e l l as the d r i l l i n g , logging p a r t of the 

22 operations. 

23 And a f t e r t h a t , I moved t o Houston and then 

24 s t a r t e d a c o n s u l t i n g company w i t h two of my other 

25 part n e r s , one of which i s now r e t i r e d , but the other one 
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1 i s s t i l l t h e r e. 

2 Q. I n terms of areas t h a t you have focused on i n 

3 your p r a c t i c e , what areas do those include? 

4 A. Petrophysics, we ge n e r a l l y tend t o focus 

5 worldwide, so I have done -- I mean j u s t about every 

6 country imaginable. I'm kind of working Tanzania. And 

7 I have also done a l o t of work, of course, domestically 

8 i n the U.S., done work i n the Delaware Basin. So 

9 p r i m a r i l y j ust everywhere you f i n d a w e l l l o g , I have 

10 done some work there at some p o i n t i n time -- w e l l , j u s t 

11 about. 

12 Q. And are you f a m i l i a r w i t h the matters addressed 

13 i n Key's a p p l i c a t i o n f o r i n j e c t i o n a u t h o r i t y ? 

14 A. I am. 

15 MR. LARSON: Mr. Examiner, I move f o r 

16 Mr. Davis's q u a l i f i c a t i o n as an expert i n petrophysics. 

17 EXAMINER McMILLAN: Any objection? 

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

19 EXAMINER McMILLAN: So accepted. 

20 Q. Mr. Davis, I d i r e c t your a t t e n t i o n t o the 

21 document marked as E x h i b i t 11. 

22 Could you i d e n t i f y t h a t f o r the record? 

23 A. Yes. This was my p e t r o p h y s i c a l methodology, j u s t 

24 s o r t of g i v i n g the hearing body the a b i l i t y t o — the 

25 Examiner Board the a b i l i t y t o see, i n a n u t s h e l l , what I 
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1 d i d to evaluate the w e l l . 

2 Q. And d i d you prepare t h i s document yourself? 

3 A . I d i d indeed. 

4 Q. And from your perspective, i s i t s e l f - e x p l a n a t o r y 

5 f o r somebody's who's a layman and doesn 1t understand i t ? 

6 A. I f you are not a p e t r o p h y s i c i s t , you may have a 

7 few questions. 

8 Q. But i t i s s e l f - e x p l a n a t o r y 

9 A. I f you hand i t t o another p e t r o p h y s i c i s t , he 

10 would understand what most of i t i s , what probably a l l 

11 of i t i s . 

12 Q. I am going t o ask you t o i d e n t i f y the documents 

13 marked as E x h i b i t s 12 and 13. 

14 A. Yes. 

15 Q. Could you i d e n t i f y those f o r the record? 

16 A. That's -- the p e t r o p h y s i c a l summary i s 12 and 

17 then 13, which i s a c t u a l l y i n m u l t i p l e pages, but I 

18 t h i n k we put i t i n as one e x h i b i t , which i s the a c t u a l 

19 computer w e l l l o g . 

20 Q. And d i d you prepare a l l of these documents? 

21 A. I d i d indeed. 

22 Q. Comprised of E x h i b i t s 12 and 13? 

23 A. Yes. 

24 Q. And f rom where d i d you de r ive the data t h a t i s 

25 i nc luded i n your summary t h a t ' s marked as E x h i b i t 12? 
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1 A. The data marked E x h i b i t 12 was p r i m a r i l y derived 

2 from the l o g i n E x h i b i t 13. 

3 Q. And what depths d i d you look at i n the proposed 

4 i n j e c t i o n i n t e r v a l ? 

5 A. I focused on the depths between 4,000 and 

6 5,000 f e e t , which were our i n j e c t i o n t a r g e t . 

7 Q. And d i d you look at s p e c i f i c subsections of t h a t 

8 i n t e r v a l ? 

9 A. I looked at the whole i n t e r v a l . And then I 

10 evaluated the whole i n t e r v a l i n an attempt to determine 

11 what the average p o r o s i t i e s were, what the net r e s e r v o i r 

12 rock was, d i f f e r e n t parameters t h a t we use to determine 

13 i f i t makes a good i n j e c t i o n w e l l . 

14 Q. A f t e r you determined those depths, what step d i d 

15 you take i n your p e t r o p h y s i c a l analysis? 

16 A. Well, what I d i d then i s I took the o r i g i n a l 

17 paper copy logs which we obtained from the OCD. And the 

18 reason we selected t h i s w e l l i s t h a t i t was the closest 

19 p r o x i m i t y w e l l t h a t had a f u l l s u i t e of logs. 

20 As the Examiner pointed out e a r l i e r , the Grace 

21 w e l l a c t u a l l y d i d not have a p o r o s i t y of shallow. So 

22 t h i s was one the c l o s e s t w e l l s t h a t we could f i n d t h a t 

23 would have a f u l l s u i t e of logs t h a t w i l l allow us to do 

24 i t . 

25 Q. Which w e l l a re you s p e a k i n g o f ? 
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1 A. I'm speaking of the 32560 w e l l , which i s the Gulf 

2 Fed Com No. 4 . 

3 Q. Thank you. Just so our record i s c l e a r . 

4 A. Sorry. 

5 So t h a t w e l l we selected. We p u l l e d the paper 

6 logs from the OCD website and we took those paper logs 

7 and we sent them out t o a t h i r d - p a r t y and they d i g i t i z e d 

8 those logs; i n other words, they got us back t o a 

9 d i g i t a l data t h a t we could then run through our computer 

10 models. 

11 Q. Re f e r r i n g back t o E x h i b i t 12, what does the 

12 summary data t h a t appears on t h i s e x h i b i t t e l l you? 

13 A. I t e f f e c t i v e l y t e l l s us the t o t a l amount of 

14 r e s e r v o i r q u a l i t y sands t h a t we p u l l e d out of here and 

15 i t also t e l l s us the average p o r o s i t y . And i t also 

16 t e l l s us the average water s a t u r a t i o n i n the w e l l as 

17 w e l l as an estimated p e r m e a b i l i t y . 

18 Q. And could you go i n t o a l i t t l e more d e t a i l adding 

19 t o t h i s ? 

20 A. Sure. 

21 What each one e f f e c t i v e l y t e l l s us, i t w i l l t e l l 

22 us how many f e e t of a c t u a l l y i n j ectable i n t e r v a l we 

23 have, what the p o r o s i t y i s . And t h i s i s l a t e r used i n 

24 a d d i t i o n a l modeling t h a t moves i n t o the r e s e r v o i r 

25 engineering s i t e . 
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1 But what i t e f f e c t i v e l y t o l d me i s -- as we ran 

2 t h i s and we got very high water s a t u r a t i o n s , the water 

3 s a t u r a t i o n was c a l c u l a t i n g i n the 95 percent range, 

4 which t e l l s me we d i d n ' t see any appreciable 

5 hydrocarbons i n the i n t e r v a l i n t h i s p a r t i c u l a r w e l l . 

6 Q. And i n your opinion are there economically 

7 recoverable hydrocarbons i n the Brushy Canyon i n the 

8 l o c a t i o n of the Grace Carlsbad No. 1? 

9 A. Not according t o t h i s analogue w e l l , no. 

10 Q. And i n your opinion w i l l Key's i n j e c t i o n of 

11 produced water i n the Brushy Canyon present a t h r e a t t o 

12 hydrocarbon production? 

13 A. Not i n t h i s i n t e r v a l , no. 

14 MR. LARSON: Mr. Examiner, I move the 

15 admission of Key E x h i b i t s 11, 12, and 13. 

16 EXAMINER McMILLAN: Any objection? 

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

18 EXAMINER McMILLAN: E x h i b i t s 11, 12, and 13 

19 may now be accepted as p a r t of the record. 

20 (Key Energy Resources LLC E x h i b i t s 11, 12 

21 and 13 were o f f e r e d and admitted.) 

22 MR. LARSON: And I pass the witness. 

23 CROSS EXAMINATION 

24 BY MR. FELDEWERT: 

25 Q. Mr. Davis, j u s t f o r the record and my 
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1 understanding i f I look at E x h i b i t No. 10 --

2 A. E x h i b i t 10, yes, s i r . 

3 Q. And I am lo o k i n g at t h a t w e l l i n northwest s i x 

4 t h a t i s h a l f purple and h a l f green; do you see that? 

5 A. Yes, s i r . 

6 Q. Your opinion i s based on your i n t e r p r e t a t i o n of 

7 the i n f o r m a t i o n from t h a t well? 

8 A. Yes, s i r . 

9 Q. And based s o l e l y on that? 

10 A. Yes, s i r . 

11 Q. You d i d n ' t do any c o r r e l a t i o n between t h a t w e l l 

12 and the Carlsbad South F i e l d t h a t produces from the 

13 Brushy Canyon? 

14 A. I p e r s o n a l l y d i d not. 

15 Q. And you d i d n ' t do any c o r r e l a t i o n between t h a t 

16 w e l l and the Oxy A i r p o r t Well t h a t i s located i n the 

17 southwest of 35 and shown as an o i l w e l l on E x h i b i t 

18 No. 10? 

19 A. Section 35, no. No, I d i d not go out t h a t f a r . 

20 MR. FELDEWERT: Those are a l l the questions 

21 I — 

22 Q. Sorry. I have one more. 

23 A. Okay. 

24 Q. And t h i s i s a t e c h n i c a l one. 

25 A. Okay. 
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1 Q. I f I look at E x h i b i t 11 --

2 A. Yes, s i r . 

3 Q- -- the s t u f f you said would be i n t u i t i v e t o a 

4 p e t r o p h y s i c i s t --

5 A. Yes, s i r . 

6 Q. -- and also t o a geologist? 

7 A. Some g e o l o g i s t s , yes. Some geol o g i s t s have a 

8 good understanding of petrophysics. 

9 Q. The constant parameters you use, the second 

10 b u l l e t p o i n t from the bottom --

11 A. Yes, s i r . 

12 Q. Do you see we got RW i s .05? 

13 A. Yes. 

14 Q. What's t h a t based on, what source? 

15 A. That's based on what I determined t o be a wet 

16 zone i n the down d i p s t r u c t u r e w e l l t h a t I saw. 

17 Q. And what was the source of t h a t determination? 

18 A. My experience l o o k i n g at the w e l l and determining 

19 t h a t i t ' s wet. 

20 Q- That's based s o l e l y on your determination? 

21 A. Yes. 

22 Q- There's no --

23 A. I d i d n ' t have any water samples a v a i l a b l e . 

24 Q. No water samples? 

25 A. Right. 
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1 Q. And t h a t ' s not based on any r e g i o n a l data? 

2 A. No, not r e a l l y . 

3 Q. And not based on any published data source? 

4 A. No. 

5 MR. FELDEWERT: Those are a l l the questions 

6 I have. 

7 EXAMINATION BY EXAMINER McMILLAN 

8 EXAMINER McMILLAN: Did you incorporate any 

9 DST data? 

10 THE WITNESS: There was no DST date on t h i s 

11 p a r t i c u l a r w e l l t h a t I'm aware of -- i n t h i s i n t e r v a l , 

12 i n t h i s i n t e r v a l . 

13 EXAMINER McMILLAN: But not i n t h i s area? 

14 THE WITNESS: I n t h i s area, I mean I looked 

15 at the d r i l l stem t e s t map showing the o f f s e t w e l l s , but 

16 we d i d n ' t have water samples or anything from those. 

17 EXAMINER McMILLAN: Did you have any core 

18 data or anything? 

19 THE WITNESS: No, there was no core data on 

20 t h i s w e l l e i t h e r . 

21 EXAMINER McMILLAN: And I t h i n k t h i s 

22 question has already been asked. The Gulf Fed Well's 

23 down dip of the Grace Well, correct? 

24 THE WITNESS: I be l i e v e t h a t t o be c o r r e c t , 

25 yes. 
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1 EXAMINER McMILLAN: Have you looked at an 

2 analogue at a l l showing the r e l a t i o n s h i p , the s t r u c t u r a l 

3 p o s i t i o n of t h i s w e l l t o another w e l l t o f i g u r e out the 

4 thickness of the o i l column at a l l ? 

5 THE WITNESS: Well, I d i d n ' t see any o i l 

6 column i n t h i s p a r t i c u l a r w e l l so — 

7 EXAMINER McMILLAN: I am saying i n the 

8 analogues. 

9 THE WITNESS: No, I d i d not look at any. 

10 Because we d i d n ' t -- I mean a l l these IP t e s t s , they 

11 r e a l l y d i d n ' t i n d i c a t e there was any o i l producers 

12 w i t h i n the h a l f - m i l e area of the s a l t water disposal 

13 w e l l , which i s r e a l l y the area t h a t we were lookin g 

14 i n t o . 

15 I know those other guys looked a l i t t l e 

16 f a r t h e r , but... 

17 EXAMINER McMILLAN: I have no f u r t h e r 

18 questions. Any other questions? 

19 (No response.) 

20 EXAMINER McMILLAN: Thank you very much. 

21 MR. LARSON: Last but not l e a s t . I c a l l 

22 Mr. Gutierrez. 

23 ALBERTO A. GUTIERREZ 

24 having been f i r s t duly sworn, was examined and t e s t i f i e d 

25 as f o l l o w s : 
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1 DIRECT EXAMINATION 

2 BY MR. LARSON: 

3 Q. Good afternoon, Mr. Gutierrez, could you please 

4 s t a t e your f u l l name f o r the record. 

5 A. A l b e r t o A. Gutierrez. 

6 Q. And where do you reside, s i r ? 

7 A. Albuquerque, New Mexico. 

8 Q. And what i s the name of your company? 

9 A. Geolex Incorporated. 

10 Q. And have you p r e v i o u s l y t e s t i f i e d at the D i v i s i o n 

11 and O i l Conservation Commission hearings? 

12 A. Yes, I have. 

13 Q. And during those hearings, were you q u a l i f i e d as 

14 an expert i n geology and hydrogeology? 

15 A. Yes, I have. 

16 Q. And do you have personal knowledge of the matters 

17 addressed i n Key's a p p l i c a t i o n f o r i n j e c t i o n a u t h o r i t y ? 

18 A. I do. 

19 MR. LARSON: Mr. Examiner, I move f o r 

20 Mr. Gutierrez's q u a l i f i c a t i o n s as an expert i n geology 

21 and hydrogeology f o r purposes of today's hearing. 

22 EXAMINER McMILLAN: Any objection? 

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

24 Q. Mr. Gutierrez, you prepared and submitted a 

2 5 number of software disposal w e l l a p p l i c a t i o n s , have you 
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1 not? 

2 A. Yes, s i r . 

3 Q. And have a number of those or a l l of them been 

4 granted by the Di v i s i o n ? 

5 A. A l l except one, which when we withdrew and 

6 changed a zone i t then got granted, yes, s i r . 

7 Q. So you are b a t t i n g 100 percent? 

8 A. Not q u i t e but close. 

9 EXAMINER McMILLAN: So he i s accepted -- h i s 

10 c r e d e n t i a l s are accepted as a p a r t of the record. Go 

11 ahead. 

12 MR. LARSON: Oh, thank you. 

13 Q. And i n these numerous a p p l i c a t i o n s t h a t you 

14 f i l e d , do you always include sampling of formation water 

15 w i t h the a p p l i c a t i o n ? 

16 A. No. Oftentimes i t ' s not a v a i l a b l e . I mean so we 

17 derive our understanding of the c o m p a t i b i l i t y of the 

18 formation f l u i d from j u s t r e g i o n a l data, from experience 

19 w i t h t h a t zone and from a combination of whatever may be 

20 a v a i l a b l e at each i n d i v i d u a l s i t e . 

21 Q. And are you aware of any D i v i s i o n requirement 

22 t h a t formation water analysis be included i n an SWD 

23 a p p l i c a t i o n ? 

24 A. No. The SWD a p p l i c a t i o n i n the section t h a t 

25 t a l k s about the g e o l o g i c a l i n f o r m a t i o n t h a t should be 
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1 submitted includes -- i t says a formation water sample 

2 i f a v a i l a b l e . And then i t says, i f not a v a i l a b l e , you 

3 can use other r e g i o n a l data, published l i t e r a t u r e , et 

4 cetera. 

5 Q. And are you aware of any requirement t h a t an SWD 

6 operator have a lease f o r a pour space on an i n j e c t i o n 

7 i n t e r v a l ? 

8 A. No. 

9 Q. And I d i r e c t your a t t e n t i o n t o Key E x h i b i t No. 3. 

10 A. Yes, s i r , I have i t . 

11 Q. And I would l i k e you to t u r n t o page 41. 

12 A c t u a l l y I am s o r r y -- t u r n t o page 42. 

13 A. Yes, s i r . 

14 Q. And what data appears on pages 42 through 49? 

15 A. These are analyses from two water w e l l s i n the 

16 v i c i n i t y of -- f r e s h water w e l l s i n the v i c i n i t y of the 

17 subject w e l l . 

18 Q. And what do those -- and what do those data --

19 sorry, s t r i k e t h a t . 

20 What does the data i n d i c a t e d on these e x h i b i t s 

21 t e l l you about the presence and depth of water i n the 

22 v i c i n i t y of the Grace Carlsbad No. 1? 

23 A. I n the v i c i n i t y of the Grace Carlsbad No. 1, 

24 there's b a s i c a l l y two f r e s h water r e s e r v o i r s , p r i m a r i l y 

25 the a l l u v i a l r e s e r v o i r , which i s t h i n and v a r i a b l e 
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1 through t h i s area and c e r t a i n l y no more than a couple of 

2 hundred f e e t t h i c k ; and, then, there's the Capitan Reef, 

3 which i s located f u r t h e r t o the east of the -- sorry --

4 yes, f u r t h e r t o the east of where the Grace Carlsbad 

5 Well i s . 

6 Q. And what i s the date --

7 A. I'm sorry, the west. I'm sorry. I got confused. 

8 Q. And what does the data t e l l you about the q u a l i t y 

9 of the groundwater? 

10 A. This water i s a c t u a l l y p r e t t y decent water. I t 

11 has a t o t a l a l k a l i n i t y of about 240 i n one sample and a 

12 TDS of about 400. And then i n the — so i t ' s good 

13 potable water i n t h a t a l l u v i a l zone. 

14 Q. And I next d i r e c t your a t t e n t i o n t o page 21 of 

15 these --

16 A. Yes, s i r . 

17 Q. And what i s the document t h a t comprises pages 21 

18 through 35 of E x h i b i t 2? 

19 A. I t ' s a r e p o r t which was w r i t t e n by Dr. Dennis 

20 Powers t h a t i s an overview of the Delaware Mountain 

21 group and i t s c h a r a c t e r i s t i c s , geologic and 

22 hydrogeologic c h a r a c t e r i s t i c s . 

23 Q. Does Dr. Powers focus on p o t e n t i a l f o r produce 

24 water disposal i n t e r v a l s i n the Delaware Mountain group? 

25 A. Yes, he d i d . 
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1 Q. And which formation of the Delaware Mountain 

2 group d i d Dr. Powers deem t o be the best candidate f o r a 

3 produce water disposal? 

4 A. He selected several i n t e r v a l s w i t h i n the Brushy 

5 Canyon Formation. 

6 Q. And why d i d he se l e c t t h a t p a r t i c u l a r formation? 

7 A. I t h i n k he selected i t f o r a number of reasons, 

8 which are discussed i n h i s paper here, and t h a t i s he 

9 d i d an ana l y s i s , a general r e g i o n a l analysis of the 

10 geology of the Delaware Basin. 

11 I know Dennis and he's experienced w i t h t h i s 

12 area, as am I . And he evaluated the -- b a s i c a l l y the 

13 Delaware Mountain group down from the B e l l Canyon a l l 

14 the way through the Brushy Canyon. And he found t h a t 

15 the -- they had the data i n d i c a t e from the Grace 

16 Carlsbad Well No. 1 logs t h a t the Brushy Canyon i n the 

17 i n t e r v a l s t h a t are i n d i c a t e d as selected i n t e r v a l s 

18 between approximately 4,100 f e e t , roughly, and 

19 5,200 f e e t , t h a t those are the best p o t e n t i a l i n t e r v a l s 

20 f o r i n j e c t i o n , both i n terms of sand q u a l i t y , thickness, 

21 and c o n t i n u i t y . 

22 Q. And I ' l l next ask you t o i d e n t i f y the documents 

23 marked as Key E x h i b i t s 14, 15, and 16, t o i d e n t i f y those 

24 documents. 

25 A. There are three e x h i b i t s which I generated from 
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1 Dr. Powers' i n f o r m a t i o n . And they are e x h i b i t s t h a t 

2 a c t u a l l y are s i m i l a r t o h i s 8-A and 8-B. But I j u s t 

3 thought i t was a l i t t l e c l e a r e r t o produce those i n a 

4 way t h a t they were separate e x h i b i t s , t o show a l l the 

5 way from the base of the C a s t i l e Formation through the 

6 B e l l Canyon as E x h i b i t 14, and then from the top of the 

7 Cherry Canyon or the base of the B e l l Canyon t o the base 

8 of the Cherry Canyon on E x h i b i t 15, and then the 

9 i n j e c t i o n i n t e r v a l shown on E x h i b i t 16. 

10 Q. And would i t be f a i r t o say you s t a r t e d w i t h 

11 Dr. Powers work product and modified i t t o create these 

12 e x h i b i t s ? 

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

14 Q. And s t a r t i n g w i t h E x h i b i t 14, which addresses the 

15 B e l l Canyon, what i s your i n t e r p r e t a t i o n of t h a t 

16 formation i n the area of the Grace Carlsbad No. 1 Well? 

17 A. Well, i t i s a -- there i s a -- the B e l l Canyon 

18 Sand which i s at the top of the B e l l Canyon there. You 

19 can see t h a t there are some zones t h a t -- i t ' s 

20 e s s e n t i a l l y a sand and s i l t y sand combination of rock 

21 column throughout the Delaware, the top of the Delaware, 

22 t h a t i s marked very c l e a r l y by the Lamar limestone at 

2 3 the very top of the B e l l Canyon. You see t h a t p r e t t y 

24 c l e a r l y on the logs. And i t i s marked there. 

25 And then i t continues down as a series of inner 
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1 bedded sands and shales through t h a t zone t o the top of 

2 the Cherry Canyon. 

3 Q. And are you f a m i l i a r w i t h Dr. Powers' 

4 i n t e r p r e t a t i o n of the B e l l Canyon? 

5 A. Yes. And I am very f a m i l i a r w i t h the zone 

6 myself. I mean we j u s t completed a w e l l l a s t week i n 

7 the Cherry Canyon and Brushy Canyon at the extreme 

8 western end of Lea County. 

9 Q. And does your i n t e r p r e t a t i o n of the B e l l Canyon 

10 l o g d i f f e r at a l l from Dr. Powers'? 

11 A. No, not r e a l l y . 

12 Q. Move on to E x h i b i t 15. And what i s your 

13 i n t e r p r e t a t i o n of the Cherry Canyon as i n d i c a t e d on t h i s 

14 log? 

15 A. S i m i l a r . The Cherry Canyon i s a f i n e - g r a i n e d 

16 sandstone and shale u n i t t h a t i s -- got v a r i a b l e 

17 p o r o s i t y and p e r m e a b i l i t y throughout t h i s s e c t i o n . 

18 I t ' s c h a r a c t e r i z e d on t h i s gamma and acoustic l o g 

19 and the p o r o s i t y l o g . You can see we got some p r e t t y 

20 good p o r o s i t y i n some p o r t i o n s of i t , but then some 

21 s i g n i f i c a n t l y lower p o r o s i t y i n other p o r t i o n s . But i t 

22 i s not as i d e a l of an i n j e c t i o n i n t e r v a l as the Brushy 

23 Canyon shown on the next e x h i b i t . 

24 Q. Staying w i t h E x h i b i t 15 f o r a moment, i s there a 

25 b a r r i e r at the base of the Cherry Canyon t h a t i s 
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1 s u f f i c i e n t t o prevent the m i g r a t i o n of produced water 

2 i n j e c t e d i n t o the Brushy Canyon? 

3 A. There are numerous b a r r i e r s throughout the Cherry 

4 Canyon t h a t would prevent m i g r a t i o n . And the zones 

5 themselves w i t h i n the Brushy Canyon t h a t have been 

6 selected are f a i r l y area-wise extensive and there would 

7 not be a tendency t o go out of t h a t zone based on my 

8 experience w i t h t h a t . 

9 And I d i d some a d d i t i o n a l work -- and we can get 

10 t o i t - - t h a t more c a r e f u l l y lays out where those 

11 b a r r i e r s are i n the subsequent e x h i b i t s . 

12 Q. And moving on to E x h i b i t 16, could you please 

13 describe your i n t e r p r e t a t i o n of geologic c h a r a c t e r i s t i c s 

14 of the Brushy Canyon i n t h i s area. 

15 A. Yes. I t h i n k the Brushy Canyon i s a f i n e - g r a i n e d 

16 sandstone. I t i s a - - i t has some i n t e r v a l s throughout 

17 t h a t 1,000-foot s e c t i o n t h a t c o n s t i t u t e s the Brushy 

18 Canyon t h a t are p r e f e r a b l e i n terms of t h e i r 

19 i n j e c t a b i l i t y . And some of those zones are the zones 

20 t h a t have been i n d i c a t e d i n red as the zones t h a t w i l l 

21 be p e r f o r a t e d i n the i n j e c t i o n i n t e r v a l . 

22 Q. I n h i s study, d i d Dr. Powers make a conclusion 

23 regarding whether there are producible hydrocarbons i n 

24 the Brushy Canyon? 

25 A. He d i d a general analysis of the Delaware 
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1 Mountain group. Yes, he d i d . And he came t o the same 

2 conclusion t h a t I came t o when I reviewed the data. And 

3 t h a t i s t h a t i t i s not l i k e l y t o be a productive zone. 

4 Q. And then I am going t o ask you t o i d e n t i f y a 

5 range of e x h i b i t s here, s t a r t i n g w i t h 17 and ending w i t h 

6 23. Could you i d e n t i f y each of those, please? 

7 A. Yes. These are some e x h i b i t s t h a t I prepared t o 

8 j u s t look at the general geologic c o n d i t i o n s and the 

9 we l l s i n the v i c i n i t y of the Grace Well t h a t we have 

10 proposed be used as a s a l t w a t e r w e l l , and to look at a 

11 c o r r e l a t i o n s e c t i o n w i t h some of the adjacent Bone 

12 Springs w e l l , and then t o look more s p e c i f i c a l l y at what 

13 were the zones t h a t contained -- predominantly lower 

14 p e r m e a b i l i t y and p o r o s i t y zones t h a t would serve as the 

15 i n j e c t i o n cap rock and bottom rock f o r the i n j e c t i o n 

16 i n t e r v a l . 

17 And t h a t ' s what these e x h i b i t s are. I can go 

18 through each one i f you would l i k e . 

19 Q. We'll address them i n d i v i d u a l l y . And d i d you 

2 0 create each of those e x h i b i t s , E x h i b i t s 17 through 23? 

21 A. Yes, I d i d . 

22 Q. L e t ' s go t o the f i r s t on E x h i b i t 17. What are 

23 you a t t empt ing to d e p i c t w i t h t h i s map? 

24 A. I am j u s t showing what the general w e l l s are i n 

25 the area and the w e l l s t h a t are some Bone Spr ing 
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1 producers as w e l l as Delaware producers. 

2 The clo s e s t a c t i v e Delaware producer t o the SDW 

3 i s a l i t t l e more than a mile away. And there are some 

4 others t h a t are producing two to three miles t o the 

5 west. 

6 Q. Do you know what formation the a c t i v e Delaware 

7 producer i s producing from? 

8 A. We d i d n ' t go and look at each one of these 

9 i n d i v i d u a l w e l l s . But a l o t of these w e l l s produce out 

10 of the B e l l Canyon Sand. Some may also produce out of 

11 p o r t i o n s of the Cherry Canyon and Brushy Canyon. 

12 Q. And t h a t statement i s based on your experience i n 

13 the area? 

14 A. Yes, t h a t i s c o r r e c t . 

15 Q. Moving on t o E x h i b i t 18. 

16 A. Yes. This i s j u s t a shrunk down vers i o n of the 

17 w e l l t h a t i s the subject w e l l here, showing the zones 

18 t h a t are r e l a t i v e l y impermeable both above and below the 

19 Delaware i n t h i s area. 

20 And i t also i n d i c a t e s some areas where there has 

21 been a c t i v e Delaware o i l w e l l s i n the area. And some of 

22 them do, i n p a r t , correspond t o the i n j e c t i o n i n t e r v a l 

23 as you can see down there at the bottom of the Brushy 

2 4 Canyon. However, those are s i g n i f i c a n t l y outside of the 

2 5 area of review of t h i s w e l l . 
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1 Q. And does t h i s l o g give you any i n d i c a t i o n of 

2 whether i n j e c t i o n i n t o the Brushy Canyon would impact 

3 these Bone Spring producing w e l l s t h a t are i n d i c a t e d i n 

4 your log? 

5 A. Yes. I f we t u r n t o E x h i b i t 20, you can see t h a t 

6 we — the v e r t i c a l distance between the base of the 

7 proposed i n j e c t i o n i n t e r v a l and the top of the f i r s t 

8 Bone Spring pay i s a l i t t l e over 1,100 f e e t . And i t ' s 

9 separated by a number of moderate t o t h i c k l y bedded 

10 carbonates t h a t are -- and e l a s t i c s t h a t are r e l a t i v e l y 

11 impermeable. S o l don't be l i e v e t h a t there i s going t o 

12 be any e f f e c t from the i n j e c t i o n i n t o the Brushy Canyon 

13 lower zones outside of the Brushy Canyon. 

14 Q. And focusing now on E x h i b i t 19, what does t h i s 

15 sonic lo g s e c t i o n t e l l you about the proposed i n j e c t i o n 

16 u n i t ? 

17 A. I t shows t h a t you've got a zone throughout the 

18 Brushy Canyon t h a t i n d i c a t e s t h a t there are some areas, 

19 you know, have var y i n g p o r o s i t y , but t h a t e s p e c i a l l y i n 

2 0 the lower three quarters of t h a t zone, we have some 

21 decent sands. And some of those sands are the ones t h a t 

22 have been selected f o r p e r f o r a t i o n i n t h i s w e l l . 

23 But you get b a s i c a l l y an inner bedding of very 

24 t i g h t zones, as you can see i n the very top of the 

25 Brushy Canyon there, w i t h some b e t t e r zones down toward 
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1 the base. 

2 Q. And you r e f e r r e d t o E x h i b i t 20 a moment ago i n 

3 terms of the distance between the top of the F i r s t Bone 

4 Spring and the i n j e c t i o n i n t e r v a l . I s there anything 

5 else you want t o derive from your E x h i b i t No. 20? 

6 A. No, I t h i n k t h a t ' s i t . I t was j u s t t o 

7 demonstrate t h a t . 

8 Q. Moving on t o E x h i b i t 21. 

9 A. Yes. This i s an e x h i b i t t h a t shows t h a t , you 

10 know, the lower h a l f of the Cherry Canyon, t h a t i t i s 

11 r e a l l y devoid of clean porous sand. There i s about 

12 4 00 f e e t of t i g h t kind of f i n e g r a i n e l a s t i c s t h a t you 

13 can see between the top of the proposed i n j e c t i o n zone 

14 and the f i r s t clean sand, and then we've got some 

15 a d d i t i o n a l type c l a s t i c rocks above. 

16 So I be l i e v e t h a t there i s s u f f i c i e n t contrast i n 

17 the p e r m e a b i l i t y and p o r o s i t y of those zones t o keep the 

18 i n j e c t i o n i n zone i n the Brushy Canyon. 

19 Q. And moving on to E x h i b i t 22. What i s t h i s 

20 diagram intended t o t e l l us about the geologic 

21 c o n d i t i o n s i n upper Cherry Canyon and the B e l l Canyon? 

22 A. Well, as you can see, i t ' s not u n t i l you get to 

23 the very upper Cherry Canyon and then i n t o the B e l l 

24 Canyon t h a t you get more clean and porous sand. 

25 And t h a t i s capped t y p i c a l l y throughout t h i s area 
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1 by the very t i g h t Lamar limestone which separates i t 

2 from the C a s t i l e Formation. 

3 And then i n the C a s t i l e , which i s shown on 

4 E x h i b i t 23, you've got 1,400 f e e t of a l t e r n a t i n g and 

5 hydrate and s a l t , which was mentioned by Wayne i n h i s 

6 testimony, t h a t t h a t i s also a s i g n i f i c a n t b a r r i e r t o 

7 upward flow. 

8 Q. And now I'm going t o r e f e r you a l l the way back 

9 t o E x h i b i t 3 again. 

10 A. Okay. 

11 Q. S p e c i f i c a l l y pages 50 t o 58. 

12 MR. FELDEWERT: E x h i b i t 3? 

13 MR. LARSON: Yes. 

14 MR. FELDEWERT: The f i e l d a p p l i c a t i o n ? 

15 MR. LARSON: Yes. 

16 MR. FELDEWERT: Okay. 

17 Q. Let's s t a r t on 51 and we have a page range t h a t 

18 goes on t o -- I am focusing on the Cardinal 

19 Laboratories' a n a l y s i s . 

20 A. Yes. 

21 Q. Page 51 through 60. 

22 A. Yes. 

23 Q. From where d i d - - these lab samples t h a t Card ina l 

24 analyzed, where was t h a t water taken from? 

25 A. Based on my unders tanding f rom t a l k i n g to 
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1 Mr. Price as w e l l as from the Cardinal lab chain of 

2 custody forms, one sample was taken from what i s 

3 r e f e r r e d t o as the P Water Tank and the other i s the P 

4 Water Bone Springs. 

5 And these are analyses t h a t are re p r e s e n t a t i v e of 

6 the type of f l u i d t h a t i s going t o be i n j e c t e d i n t o t h a t 

7 zone i f t h i s a p p l i c a t i o n i s approved. And one i s more 

8 i n d i c a t i v e of the Bone Springs, and one i s a mixture of 

9 waters t h a t includes produced waters from various zones 

10 w i t h i n the Delaware. 

11 Q. And would you i d e n t i f y the document marked as Key 

12 E x h i b i t 2 4, i d e n t i f y i t f o r the record. 

13 A. Yes. Let me j u s t i f I could f i n i s h on t h i s 

14 Cardinal e x h i b i t . 

15 Q. Sure. 

16 A. I j u s t want t o p o i n t out when you look at the 

17 composition of the water i n both of these, which i s not 

18 unusual i n my 30 years of experience i n southeast New 

19 Mexico, the formation water i s not s u b s t a n t i v e l y 

20 d i f f e r e n t between these two. Now, c l e a r l y one i s kind 

21 of a mix of a v a r i e t y of waters. 

22 But i f you take a look at the TVS and the 

23 c o n d u c t i v i t y and the c h l o r i d e , they are a l l b r i n e waters 

24 t h a t are q u i t e -- while t h e i r t r ace elements may be 

25 somewhat d i f f e r e n t , the general c h a r a c t e r i s t i c s of the 
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1 water are f a i r l y s i m i l a r . 

2 Q. And based on t h a t testimony and your experience, 

3 do you bel i e v e there would be any issue of 

4 i n c o m p a t i b i l i t y between the i n j e c t e d water and the 

5 formation? 

6 A. I haven't seen any data t o i n d i c a t e t h a t . And 

7 l i k e I said, not j u s t from r e l y i n g on t h i s i n f o r m a t i o n 

8 i n t h i s area, but I have experience w i t h the Cherry 

9 Canyon and Brushy Canyon a l l the way from the Capitan 

10 Reef a l l the way w e l l i n t o Texas. And I haven't seen 

11 any problem w i t h t h i s zone i n terms of c o m p a t i b i l i t y of 

12 i n j ected f l u i d w i t h these types of f l u i d s . 

13 Q. And anything else you would l i k e t o discuss 

14 regarding these Cardinal lab data? 

15 A. No. I t h i n k t h a t ' s p r e t t y r e p r e s e n t a t i v e of what 

16 i t ' s f o r . 

17 Q. And I ' l l ask you now t o focus on Key Energy 

18 E x h i b i t 24. Can you i d e n t i f y i t f o r the record? 

19 A. Key Energy E x h i b i t 24 i s an order R-13889, an 

20 order of the D i v i s i o n regarding a s a l t water disposal 

21 w e l l i n Lea County, New Mexico. 

22 Q. And i n t h a t order, how d i d the D i v i s i o n deal w i t h 

23 Yates Petroleum's argument t h a t your requested i n j e c t i o n 

24 f u l l y should be denied because the i n j e c t i o n would 

25 impair Yates's d r i l l i n g program f o r depths below the 
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1 i n j e c t i o n i n t e r v a l ? 

2 A. Well, i n page 4 of 7 of the order, number 6, i t 

3 i s f a i r l y s t r a i g h t f o r w a r d there. I t says t h a t the --

4 t h a t the -- one of the things t h a t Yates requested was 

5 t h a t they contended t h a t i t would increase t h e i r costs 

6 and increase the d i f f i c u l t y of accessing lower zones by 

7 having t o d r i l l through the zone and t h e r e f o r e i m p a i r i n g 

8 t h e i r c o r r e l a t i v e r i g h t s . 

9 And the D i v i s i o n concludes i n t h e i r discussion 

10 t h a t b a s i c a l l y i f -- the impairment or p o t e n t i a l 

11 impairment of c o r r e l a t i v e r i g h t s only r e l a t e s t o the 

12 drowning by water of any stratum and i t does not extend 

13 t o formations t h a t are not the t a r g e t of the tar g e t e d 

14 hydrocarbon of r e s e r v o i r s or pools. 

15 Q. I n summing up your analysis of the proposed 

16 i n j e c t i o n i n t e r v a l , i s i t your opinion t h a t there i s a 

17 b a r r i e r at the top of the Brushy Canyon t h a t w i l l 

18 e f f e c t i v e l y prevent any m i g r a t i o n of produced water i n t o 

19 the Cherry Canyon? 

20 A. Yes. And below i n t o the Bone Spring. 

21 Q. Are there any f a u l t s or other hydrologic 

22 connections between the Brushy Canyon and sources of 

23 p r o t e c t a b l e groundwater? 

24 A. With i n the area of review, I haven't seen any 

25 based on my analysis of the l o g data. 
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1 Q. I n your opinion would the proposed i n j e c t i o n 

2 present a t h r e a t t o p r o t e c t a b l e groundwater? 

3 A. Not at a l l . ' I t h i n k i t i s w e l l i s o l a t e d . While 

4 the Hearing Examiner brought up some e x c e l l e n t p o i n t s 

5 about the concerns of the casing i n t e g r i t y , i f the 

6 program s i m i l a r t o the one t h a t was approved i n the 

7 previous order i s followed i n the completion or 

8 recompletion of t h i s w e l l , then i t should be p r o t e c t i v e 

9 of groundwater i n t h a t area. 

10 Q. And i n your opinion w i l l Key 1s proposed i n j e c t i o n 

11 present a t h r e a t t o hydrocarbon production? 

12 A. No. I t i s my opinion t h a t there are not 

13 economically producible hydrocarbons i n the Brushy 

14 Canyon i n the area t h a t i s proposed f o r i n j e c t i o n . I 

15 t h i n k the p e t r o p h y s i c a l a n a l y s i s , which I've also 

16 reviewed, i s i n d i c a t i v e of t h a t . 

17 And my experience i n general i n the area i s t h a t 

18 t h a t zone i s ge n e r a l l y not productive of hydrocarbons 

19 c e r t a i n l y w i t h i n the area of review t h a t we are deal i n g 

20 w i t h here. 

21 MR. LARSON: Mr. Examiner, I move the 

22 admission of Key E x h i b i t s 14 through 24. 

23 EXAMINER McMILLAN: . Objections? 

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

25 EXAMINER McMILLAN: E x h i b i t s 14 through 24 
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1 may now be accepted as p a r t of the record. 

2 (Key Energy Resources E x h i b i t s 14 through 24 

3 were o f f e r e d and admitted.) 

4 MR. LARSON: And I w i l l pass the witness. 

5 CROSS EX/AM I NAT I ON 

6 BY MR. FELDEWERT: 

7 Q. Mr. Gutierrez, l e t ' s kind of go backwards here. 

8 I want t o go to E x h i b i t 24. 

9 A. Yes, s i r . 

10 Q. This was based upon an argument t h a t the i t 

11 would somehow a f f e c t the a b i l i t y t o produce hydrocarbons 

12 below the i n j e c t i o n formation, correct? 

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

14 Q. I t has nothing t o do w i t h whether there's 

15 hydrocarbons t h a t e x i s t i n the Brushy Canyon which i s 

16 the formation t h a t you are seeking t o i n j ect i n t o --

17 A. This order does not -- what I was seeking t o 

18 discuss here was the f a c t t h a t the D i v i s i o n t y p i c a l l y 

19 l i m i t s t h e i r a n a l y s i s t o the i n j e c t i o n zone i t s e l f . 

20 Q. And t h a t i s what I want t o focus on here, because 

21 our argument here, of course, as you probably know 

22 s i t t i n g here, i s t h a t we bel i e v e the Brushy Canyon i s 

23 productive. With t h a t i n mind, E x h i b i t 22, does t h a t 

24 have anything t o do w i t h the p r o d u c t i v i t y of the Brushy 

25 Canyon? 
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1 A. No. 

2 Q. I f I go t o E x h i b i t 22, does t h a t have anything t o 

3 do w i t h respect t o the question of whether the Brushy 

4 Canyon i s p o t e n t i a l l y productive of hydrocarbons? 

5 A. No. 

6 Q. Same question w i t h respect t o E x h i b i t 21, which 

7 as I read i t deals w i t h the lower h a l f of the Cherry 

8 Canyon. 

9 A. That i s c o r r e c t . No. 

10 Q. Same question w i t h respect t o E x h i b i t 20. 

11 A. Well, E x h i b i t 2 0 i s d e a l i n g w i t h the separation 

12 between the Bone Springs and the Brushy Canyon. So, no, 

13 i t does not have t o do w i t h the Brushy Canyon. 

14 Q. And the same t h i n g now w i t h E x h i b i t 19, does t h i s 

15 have anything t o do w i t h whether the Brushy Canyon i n 

16 t h i s area i s p o t e n t i a l l y productive? 

17 A. Well, t h i s p a r t i c u l a r l o g does not. The one t h a t 

18 I showed e a r l i e r , which was an adaptation from --

19 Dr. Powers shows a v a r i e t y of other l o g traces and based 

20 on my analysis of these logs and based on the 

21 p e t r o p h y s i c a l , I don't t h i n k t h a t there's an i n d i c a t i o n 

22 t h a t there i s production i n t h a t zone. 

23 Q. I want t o get t o t h a t i n a minute. With respect 

24 then t o E x h i b i t 17. 

2 5 A. No, not at a l l -- a c t u a l l y . E x h i b i t 17 does. 
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1 Q. Let me ask I have a d i f f e r e n t question. I 

2 t h i n k you're r i g h t ; I t h i n k i t does have an impact. 

3 F i r s t o f f , I t h i n k we need t o make a c o r r e c t i o n . 

4 Don't you have the proposed SWD improperly marked on 

5 here; i s n ' t i t i n the east h a l f of 36? 

6 A. No. 1, A i r p o r t , t h a t i s not the -- t h a t i s not 

7 the Grace Carlsbad Well. I t i s not intended t o mark the 

8 Grace Carlsbad. 

9 Q. I t i s not intended t o mark the proposed SWD? 

10 A. No, you are e x a c t l y c o r r e c t ; i t i s i n c o r r e c t l y 

11 marked there. 

12 Q. I f I look on here, the one t h i n g you do i d e n t i f y 

13 i n green are the Delaware producing w e l l s ; i s t h a t 

14 correct? 

15 A. That's c o r r e c t . And plugged w e l l s . 

16 Q. Okay. And a l l of the we l l s t h a t you show here 

17 marked i n green are Delaware producing wells? 

18 A. Well, some of them are producing w e l l s i n the 

19 Delaware and some are there i s one t h a t i s an 

20 i n j e c t i o n w e l l , and there are others t h a t are plugged. 

21 Q. Let me stop you r i g h t t here. I f I go up to your 

22 legend up there i n the upper l e f t - h a n d corner --

23 A. Yes, s i r . 

24 Q. Green c i r c l e s mean Delaware producing zones? 

25 A. Producing zones, yes. I t doesn't mean i t i s a 
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1 producing w e l l . 

2 Q. I understand. A Delaware producing zone i s 

3 marked i n green on t h a t map, correct? 

4 A. Yes, s i r . 

5 Q. I f I take a look at -- and I t h i n k you 

6 t e s t i f i e d -- c o r r e c t me i f I am wrong -- you t e s t i f i e d 

7 t h a t most of t h i s production i s from the Cherry Canyon 

8 or the B e l l Canyon; i s t h a t your testimony? 

9 A. No. I said t h a t a l o t of the Delaware production 

10 i n the area i s from the B e l l Canyon. 

11 Q. Okay, thank you. 

12 A. Yes, s i r . 

13 Q. Staying w i t h E x h i b i t No. 17 and I want t o go --

14 s t a r t i n se c t i o n 36. 

15 A. Yes, s i r . 

16 Q. And I want t o go d i r e c t l y west and I want t o go 

17 t o the f i r s t green dot. 

18 A. Yes, s i r . 

19 Q. Did you examine t o determine where t h a t Delaware 

20 was producing? 

21 A. No, I d i d not. 

22 Q. Would i t s u r p r i s e you to know t h a t t h a t ' s the 

23 Brushy Canyon? 

24 A. No, i t cou ld w e l l be. 

25 Q. I f I then go j u s t t o the southwest o f t h a t green 
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1 dot i n se c t i o n 35, i n sec t i o n 3, the next closest 

2 Delaware producing w e l l , would t h a t s u r p r i s e you t h a t 

3 t h a t i s i n the Brushy Canyon? 

4 A. No. 

5 Q. Did you examine t o see i f i t was i n the Brushy 

6 Canyon? 

7 A. No, because i t i s w e l l outside the area of review 

8 of the w e l l . 

9 Q. And then i f I go t o the we l l s t h a t show up here 

10 t o the no r t h of sec t i o n 36, t h a t series of wel l s i n 

11 s e c t i o n 24, do you see that? 

12 A. Yes, I do. 

13 Q. Are you f a m i l i a r w i t h t h a t f i e l d ? 

14 A. I am ge n e r a l l y f a m i l i a r w i t h i t . I d i d n ' t look 

15 at i t again i n d e t a i l here because i t ' s outside of the 

16 area of review of the w e l l . 

17 Q. I s t h a t the Carlsbad South Field? 

18 A. I'm not c e r t a i n . 

19 Q. You are not aware then t h a t t h a t f i e l d produces 

20 from the Brushy Canyon? 

21 A. Well, my i n d i c a t i o n i s t h a t we've got a couple of 

22 gas producers shown there, one o i l producer and s i x 

23 plugged w e l l s . 

24 Q. But you are not aware t h a t t h a t f i e l d was 

25 productive i n the Brushy Canyon? 
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1 A. No, I've heard t h a t testimony e a r l i e r here today, 

2 and I don't dispute t h a t . 

3 Q. And then i f I go to t h a t large grouping of dots 

4 t o the l e f t at se c t i o n 36 over there i n 33 and 32 --

5 A. Yes, s i r . 

6 Q. - - a r e you aware of t h a t f i e l d ? 

7 A. You mean the ones t h a t are approximately four 

8 miles t o the west of our subject well? 

9 Q. The Happy V a l l e y F i e l d . 

10 A. I don't know i f i t i s the Happy Val l e y F i e l d or 

11 not. 

12 Q. Great name. 

13 A. Yes. 

14 Q. Did you examine where t h a t f i e l d was -- what 

15 zones t h a t f i e l d was producing from? 

16 A. No, s i r , because they're w e l l outside the area of 

17 review of t h i s w e l l . 

18 Q. You said t h a t based on your opinion and despite 

19 these w e l l s t h a t we j u s t walked through -- you said 

20 based on your opi n i o n t h a t there i s no way t h a t the 

21 Brushy Canyon under the east h a l f of s e c t i o n 36 i s going 

22 t o be productiv e ; i s t h a t your opinion? 

23 A. That i s my opi n i o n . 

24 Q. And t h a t i s based on pe t r o p h y s i c a l analysis? 

25 A. I t ' s based on the p e t r o p h y s i c a l analysis — 
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1 Q. I t ' s based on a p e t r o p h y s i c a l analysis and i t i s 

2 based upon a s i n g l e w e l l t h a t i s shown on E x h i b i t 10, 

3 correct? 

4 A. Right. That I bel i e v e i s re p r e s e n t a t i v e of the 

5 Brushy Canyon there. 

6 Q. And then you said i t i s based on your general 

7 experience? 

8 A. And I have extensive experience w i t h the Brushy 

9 Canyon and Cherry Canyon i n Lea and eastern Eddy County. 

10 Q. So i t doesn't s u r p r i s e you then having gone t o 

11 these w e l l s t h a t there are wells t h a t are producing from 

12 the Brushy Canyon i n t e r v a l ? 

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

14 Q. I s your opi n i o n then based on anything else? 

15 A. I t i s based on my review of Mr. Powers' 

16 discussion of the geology of the area. 

17 Q. I thought you said --

18 MR. LARSON: Would you l e t him f i n i s h h i s 

19 answer, please. 

20 MR. FELDEWERT: I'm sorry. 

21 Q. Go ahead. 

22 A. I t ' s based on t h a t . I t i s based on my review of 

23 the cross sec t ions t h a t were presented e a r l i e r here 

24 today, which t o me i n d i c a t e t h a t the w e l l t h a t was 

25 se lec ted f o r the p e t r o p h y s i c a l e v a l u a t i o n i s 
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1 r e p r e s e n t a t i v e of the Brushy Canyon i n t h i s area. 

2 Q. Let me stop you r i g h t there. Are you t a l k i n g 

3 about what has been marked as E x h i b i t 10-B? 

4 A. No. I t h i n k the p e t r o p h y s i c a l evaluation.was 

5 E x h i b i t 11, I thought. 

6 Q. I — 

7 A. You mean the cross section? I s t h a t what you 1 re 

8 r e f e r r i n g to? 

9 Q. I am r e f e r r i n g t o whatever you were r e f e r r i n g t o . 

10 A. I r e f e r r e d t o several t h i n g s . One was the 

11 p e t r o p h y s i c a l analysis of t h a t w e l l . 

12 Q. And then you t a l k e d about your general 

13 experience --

14 A. Right. 

15 Q. And then you mentioned Mr. Powers' r e p o r t , and I 

16 want t o get t o t h a t . 

17 A. Right. 

18 Q. And then you mentioned something else, some cross 

19 s e c t i o n . 

20 A. Yes. The cross s e c t i o n here. 

21 Q. Which e x h i b i t i s that? 

22 A. 10-B. 

23 MR. LARSON: I s 10-B the one you were 

24 r e f e r r i n g to e a r l i e r ? 

25 MR. FELDEWERT: That i s what I sa id e a r l i e r . 
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1 Q. And would you agree w i t h me t h a t what i s shown on 

2 E x h i b i t 10-B, t h a t we don't r e a l l y have a f u l l s u i t e of 

3 logs here? I n f a c t , some of them are kind of hard t o 

4 read, do you agree w i t h that? 

5 A. I mean, I don't know what you mean by we don't 

6 have a f u l l s u i t e of logs. We have logs t h a t allow you 

7 t o c o r r e l a t e the i n j e c t i o n zone across these w e l l s from 

8 the Bold Energy, the Oxy, Grace Carlsbad No. 1, and --

9 which i s the subject w e l l , and the Cimarex w e l l and the 

10 Sabre w e l l f u r t h e r t o the east. 

11 Q. Can you c a l c u l a t e from t h i s the SW water 

12 s a t u r a t i o n ? 

13 A. No. 

14 Q. And then you mentioned Mr. Powers' report? 

15 A. Yes. 

16 Q. Can you p o i n t t o me anywhere i n Mr. Powers' 

17 r e p o r t where he comes t o the conclusion t h a t the Brushy 

18 Canyon i n t e r v a l i n the east h a l f of section 36 i s not 

19 p o t e n t i a l l y productive? 

20 A. Well, there are several places. One i s by the 

21 very f a c t t h a t h i s u l t i m a t e recommendation i s t h a t 

22 i n t e r v a l s one through four of the Brushy Canyon are the 

23 most s u i t a b l e i n t e r v a l s f o r i n j e c t i o n of s a l t water, 

24 which i n my mind presupposes t h a t t h a t would not be 

25 impacting hydrocarbons. 
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1 Q. Let me step back. He doesn't make t h a t 

2 statement. He j u s t p o i n t s out t h a t those zones because 

3 of the p o r o s i t y are p o t e n t i a l l y u s e f u l f o r a s a l t water 

4 disposal w e l l , correct? 

5 A. No. I t h i n k you have to take the r e p o r t i n i t s 

6 e n t i r e t y . I f you look at the paragraph i n the upper 

7 l e f t of t h a t one, the one t h a t s t a r t s w i t h the Brushy 

8 Canyon --

9 Q. Let's get to a page. What page are you on? 

10 A. Sorry. Page number 9 of h i s r e p o r t , which i s 

11 page 32 of the a p p l i c a t i o n . 

12 Q. Okay. 

13 A. He has a paragraph where he discusses one of the 

14 issues or p o t e n t i a l issues which i s what p o t e n t i a l 

15 connection there i s from the Brushy Canyon to potable 

16 water zones. And t h a t i s one of the reasons t h a t he --

17 t h a t the lack of t h a t connection w i t h the Capitan Reef 

18 which was one of the reasons why he thought t h a t those 

19 were the best sections. 

20 Q. I agree. I am j u s t l o o k i n g f o r any statement 

21 t h a t i n d i c a t e s h i s conclusion t h a t the Brushy Canyon i s 

22 not p o t e n t i a l l y productive, t h a t you say e x i s t s . 

23 A. He says, There's some p o t e n t i a l f o r c o n f l i c t w i t h 

24 resources i n these formations, but they appear to be 

25 avoidable. 
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1 And he describes the production from the Brushy 

2 Canyon south of the proposed l o c a t i o n . And he says, 

3 That production may re q u i r e some a d d i t i o n a l 

4 examination -- which I t h i n k Longuist as Steve 

5 t e s t i f i e d -- we 1ve looked at IP's from t h a t area and 

6 there j u s t does not seem t o be a s i g n i f i c a n t p o t e n t i a l 

7 f o r production. That's my opi n i o n . 

8 Q . I understand your op i n i o n . I'm j u s t t r y i n g t o 

9 understand what aspect of the Power re p o r t i n your mind 

10 seemed t o i n d i c a t e t h a t he believes the Brushy Canyon i s 

11 not productive i n the east h a l f of 36. And I t h i n k you 

12 j u s t took us t o , on page 9, a sec t i o n t h a t i s e n t i t l e d 

13 Resource C o n f l i c t s ; i s t h a t correct? 

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

15 Q. And so the Examiners l i k e you can read t h a t and 

16 draw t h e i r own conclusions? 

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

18 Q. Anything else i n t h i s report? 

19 A . I would say the r e p o r t i n i t s e n t i r e t y . I t h i n k 

20 i t ' s a very good c h a r a c t e r i z a t i o n of the geology of the 

21 Brushy Canyon -- w e l l , i n general of the whole Delaware 

22 Mountain group i n t h a t area. 

23 And t h a t combined w i t h my experience i n t h a t zone 

2 4 and i n f a c t what I thought were o v e r l y conservative 

25 assumptions i n the p e t r o p h y s i c a l analysis of a r e s i d u a l 
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1 water s a t u r a t i o n of only 30 percent, where i n my 

2 experience, the r e s i d u a l water i n the Brushy Canyon 

3 tends to be a l o t c l o s e r t o 35 to 4 0 percent or greater 

4 i n places. 

5 So based on h i s discussion, based on my own 

6 personal experience w i t h the Brushy Canyon and the 

7 Cherry Canyon, I b e l i e v e t h a t t h i s i s supportive of my 

8 o p i n i o n . 

9 Q. I want you now to look at E x h i b i t 5. Were you, 

10 Mr. Gutierrez, involved i n p r e p a r a t i o n of t h i s 

11 a p p l i c a t i o n ? 

12 A. No, s i r , I was not. 

13 Q. So you d i d not d i r e c t the work? 

14 A. No, s i r . 

15 Q. And as I understand i t , based on your statements 

16 t h a t you made here today, i s n ' t i t a f a i r statement t h a t 

17 there i s Brushy Canyon Formation water t h a t someone 

18 could a s c e r t a i n and i s a v a i l a b l e i n the area? 

19 A. I don't know t h a t . I mean, I would assume i f 

20 you've got o i l production t h a t has produced water w i t h 

21 i t from the Brushy Canyon, you could take a sample of 

22 t h a t . 

2 3 Q. We j u s t saw some we l l s t h a t we went through i n 

24 your E x h i b i t 17 t h a t are producing from the Brushy 

25 Canyon. 
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1 A. But I don't know what water they produce or 

2 whether they are zones t h a t are mixed w i t h i n the 

3 Delaware group or whether they're only Brushy Canyon. I 

4 do not know. 

5 Q. So d i d you look t o a s c e r t a i n whether there are 

6 samples of Brushy Canyon water a v a i l a b l e t h a t could have 

7 been u t i l i z e d f o r t h i s report? 

8 A. I d i d not. 

9 Q. And l o o k i n g then on page 3 of t h i s a p p l i c a t i o n 

10 A. Yes, s i r . 

11 Q. And l o o k i n g at se c t i o n 7, okay? 

12 A. Yes. 

13 Q. And l o o k i n g at paragraphs 4 and 5. 

14 A. Yes. 

15 Q . I understand your opinion t o be i n reading t h a t 

16 language t h a t an a p p l i c a n t i s not required t o present t o 

17 the d i v i s i o n f o r c o m p a t i b i l i t y analysis water from the 

18 r e c e i v i n g formation i f i t i s a v a i l a b l e ; i s t h a t your 

19 opinion? 

20 A. My opin i o n i s t h a t -- j u s t e x a c t l y what i t reads 

21 there, i t says, Attach a chemical analysis of disposal 

22 zone formation water. And i t says, May be measured or 

23 i n f e r r e d from e x i s t i n g l i t e r a t u r e , s t u dies, nearby 

24 w e l l s , e t cetera. 

25 And t h a t ' s what I have done i n my analysis of 
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1 the Brushy Canyon. Now I d i d n ' t prepare the 

2 a p p l i c a t i o n , so I don't know to what extent Dr. Powers 

3 d i d or d i d not look at other data. 

4 Q. So i t i s your opinion as an expert i n t h i s and i n 

5 reading t h i s language t h a t as an a p p l i c a n t you don't 

6 have to provide the D i v i s i o n f o r comparison water from 

7 the r e c e i v i n g formation even though i t i s available? 

8 A. That 1s c o r r e c t . Because as a matter of f a c t , i n 

9 many a p p l i c a t i o n s t h a t I have prepared myself and 

10 provided t o the D i v i s i o n , i t i s s u f f i c i e n t t o have an 

11 understanding of what the waters and the formation 

12 i t s e l f , more i m p o r t a n t l y , and what i t s p o t e n t i a l 

13 c o m p a t i b i l i t y issues are w i t h i n j ected f l u i d . 

14 So almost always we provide an analysis of the 

15 i n j ected f l u i d . But I would say i n probably 60, 7 0 

16 percent of the a p p l i c a t i o n s I've prepared, there i s no 

17 s p e c i f i c a nalysis of the water i n the r e c e i v i n g 

18 formation. 

19 Q. And then somewhere somebody along the l i n e s said 

20 you present f o r the an a l y s i s water not from the 

21 r e c e i v i n g formation but from the Bone Spring Formation, 

22 correct? 

2 3 A. No, because t h a t i s water t h a t i s r e p r e s e n t a t i v e 

24 of the i n j e c t e d f l u i d , the f l u i d t h a t ' s going t o be 

25 i n j e c t e d . 
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1 Q. Wasn't t h a t the water t h a t ' s r e p r e s e n t a t i v e of 

2 the receding formation, the Brushy Canyon here? What 

3 was presented t o the Division? Having read t h i s r e p o r t , 

4 i s i t r e p r e s e n t a t i v e of the water i n the r e c e i v i n g 

5 formation, t h a t being the Brushy Canyon? 

6 A. Other than what was presented i n Mr. Powers' 

7 general geologic discussion of the Delaware Mountain, 

8 there was no s p e c i f i c formation water analysis presented 

9 t o the D i v i s i o n . 

10 Q. And as a r e s u l t , i f I look at the Cardinal 

11 Laboratories a n a l y s i s , there was no Cardinal 

12 Laboratories analysis of the water i n r e c e i v i n g 

13 formation, correct? 

14 A. Well, i n the P Water Tank — my understanding and 

15 i t was the testimony provided e a r l i e r today — t h a t t h a t 

16 contained Delaware Mountain water. 

17 Whether i t contains water from the Brushy Canyon 

18 or what p o r t i o n of t h a t , I do not know. 

19 Q. And you are t a l k i n g about the water t h a t was 

20 t e s t e d three years ago from the produced water tank? 

21 A. That's r i g h t . 

22 Q. I f I look at the Cardinal Laboratory r e p o r t 

23 beginning on page 50 of E x h i b i t 5 --

24 A. I t h i n k i t ' s 51. 

25 Q. S t a r t on page 50 j u s t t o get us o r i e n t e d . This 
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1 i s t h e i r r e p o r t , c orrect? 

2 A. I'm s o r r y but mine s t a r t s on page 51. I t s t a r t s 

3 w i t h a cover l e t t e r from Cardinal Laboratories. 

4 Q. I am l o o k i n g at page 50, i t says one of ten on 

5 E x h i b i t 5. 

6 A. I'm sor r y . I am l o o k i n g at E x h i b i t 3. My 

7 mistake. 

8 Q. Go to f i v e and then we are a l l on the same page. 

9 A. I t i s on page 50 of E x h i b i t 5, yes, s i r . 

10 Q. Having prepared these before, t h i s i s submitted 

11 f o r purposes of addressing the requirements i n paragraph 

12 7 of the C-108. 

13 A. Yes. 

14 Q. That said, i f I go to the second page, i t shows 

15 t h a t they took an an a l y s i s of a -- i t ' s j u s t described 

16 as a P Water Tank? 

17 A. Yes. 

18 Q. And t h a t i s what you are r e f e r r i n g to? 

19 A. Yes. 

20 Q. And then i t says t h a t they took an analysis of 

21 the P Water of the Bone Spring; do you see that? 

22 A. Yes. 

23 Q. That would be the Bone Spring Formation? 

24 A. Yes, s i r . 

25 Q. Can you t e l l f rom where they took t h i s ana lys i s 
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1 of the water i n the Bone Spring Formation? 

2 A. No. 

3 Q. You can't t e l l anywhere i n your r e p o r t , correct? 

4 A. No. 

5 MR. FELDEWERT: That's a l l the questions I 

6 have. 

7 EXAMINER McMILLAN: I don't have any 

8 questions. 

9 EXAMINER WADE: Redirect? 

10 MR. LARSON: I have no r e d i r e c t . I n f a c t , I 

11 am f i n i s h e d w i t h my d i r e c t case and I reserve.the r i g h t 

12 t o c a l l a r e b u t t a l witness i f necessary. 

13 EXAMINER McMILLAN: We are going t o take a 

14 break and s t a r t back at f i v e t i l l t h r e e. 

15 ( B r i e f recess.) 

16 EXAMINER McMILLAN: I would now l i k e t o c a l l 

17 back i n order case No.15322. 

18 MR. FELDEWERT: I have two witnesses. I 

19 bel i e v e they s t i l l need t o be sworn. 

20 EXAMINER McMILLAN: Let them please be sworn 

21 i n . 

22 (WHEREUPON, t he p r e s e n t i n g w i t n e s s e s 

23 were a d m i n i s t e r e d t h e o a t h . ) 

24 CALEB HOPSON 

25 h a v i n g f i r s t been d u l y sworn , was examined and t e s t i f i e d 
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1 as f o l l o w s : 

2 DIRECT EXAMINATION 

3 BY MR. FELDEWERT: 

4 Q. Mr. Hopson, would you please s t a t e your f u l l 

5 name, i d e n t i f y by whom you're employed and i n what 

6 capacity. 

7 A. Yes, s i r . My name i s Caleb Hopson. I'm employed 

8 by BC Operating as a landman. I have been employed f o r 

9 one year and three months at BC Operating. 

10 Q. P r i o r t o t h a t , d i d you work f o r Concho? 

11 A . I worked f o r Concho Resources f o r three and a 

12 h a l f years p r i o r t o t h a t as a landman. 

13 Q. Did your r e s p o n s i b i l i t i e s include the Permian 

14 Basin of New Mexico? 

15 A. The Permian Basin and Delaware Basin of New 

16 Mexico. 

17 Q. What's the r e l a t i o n s h i p between BC Operating and 

18 one of the p a r t i e s t h a t objected here and Crown O i l 

19 Partners V? 

20 A. BC Operating i s the operating e n t i t y on behalf of 

21 Crown O i l Partners V, LP. 

22 Q. And does one of these e n t i t i e s hold an o i l and 

23 gas lease covering the east h a l f of section 36? 

24 A. Yes. Crown O i l Partners V, LP, owns the o i l and 

2 5 gas lease on the east h a l f of 36. 
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1 Q. When d i d they o b t a i n the s t a t e lease? 

2 A. March of 2014 . 

3 Q. Am I c o r r e c t t h a t the s t a t e lease number i s 

4 VO-9614? 

5 A. Yes. 

6 Q. I t covers the east h a l f ? 

7 A. The east h a l f of 36. 

8 Q. I t covers a l l depths? 

9 A. A l l depths. 

10 Q. As the s t a t e lessee, does the company have 

11 c u r r e n t plans t o develop the s t a t e minerals under 

12 s e c t i o n 36? 

13 A. Absolutely. 

14 Q. I f I t u r n t o what has been marked as Crown 

15 E x h i b i t 1 — BC Operating E x h i b i t 1. 

16 A. Yes. 

17 Q. I s t h a t an approved APD f o r a v e r t i c a l well? 

18 A. Yes, s i r , i t i s . 

19 Q. And i f I look at the second page, we w i l l see 

20 t h a t i t would be located i n the southwest quarter of the 

21 southwest quarter, which i s u n i t E? 

22 A. I t i s the southeast quarter of the southeast 

23 quarter, yes, s i r . 

24 Q. And i s t h i s w e l l t o be i n i t i a l l y d r i l l e d t o the 

25 Wolfcamp? 
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1 A, I t w i l l be. 

2 Q. And your d r i l l i n g i t at an o i l w e l l l o c a t i o n ? 

3 A. We are, yes, s i r . 

4 Q. Has t h i s been approved? 

5 A. I t has been approved pending a nonstandard 

6 l o c a t i o n a d m i n i s t r a t i v e approval. 

7 Q. Then t u r n t o what has been marked as BC Operating 

8 E x h i b i t 2. 

9 A. Yes, s i r . 

10 Q. I s t h i s an approved APD f o r a h o r i z o n t a l w e l l i n 

11 the Wolfcamp Formation i n the west h a l f of the east h a l f 

12 of se c t i o n 36? 

13 A. I t i s . 

14 Q. And, again, i s t h i s t o be -- i s the completed 

15 i n t e r v a l f o r t h i s w e l l t o be located at an o i l w e l l 

16 l o c a t i o n ? 

17 A. Yes, s i r . 

18 Q. Now, i f I look at what has been marked as BC 

19 Operating E x h i b i t 3 --

20 EXAMINER McMILLAN: Before you go any 

21 f u r t h e r , we need t o approve 

22 EXAMINER WADE: W i l l t h i s witness be — 

23 MR. FELDEWERT: He's not o f f e r i n g any 

24 opinions. 

25 EXAMINER WADE: I t ' s g o i n g t o be f a c t . 
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1 Q. I f I t u r n t o what's been marked as BC Operating 

2 E x h i b i t No. 3, i s t h i s a s t r a t i g r a p h i c -- what i s t h i s 

3 c a l l e d --

4 A. A s t r a t i g r a p h i c column across the p l a t f o r m s h e l f 

5 i n the Delaware Basin i n southeastern New Mexico. 

6 Q. And the p o i n t of t h i s , does i t i d e n t i f y f o r the 

7 record the l o c a t i o n of the Wolfcamp i n r e l a t i o n s h i p t o 

8 the Bone Spring Formation and then the Delaware Mountain 

9 Group? 

10 A. I t s u r e does. 

11 Q. Wolfcamp being i n the lower zone? 

12 A. Yes, s i r . 

13 Q. Does the company have funds budgeted t o examine 

14 the Delaware Formation through using these w e l l bores? 

15 A. Yes, s i r . 

16 Q. And does the company in t e n d t o run a f u l l s u i t e 

17 of logs on through the Delaware u t i l i z i n g these w e l l 

18 bores? 

19 A. Absolutely. 

20 Q. And what o v e r a l l i s the development plan f o r the 

21 company f o r the east h a l f of se c t i o n 36; how i s i t going 

22 about developing t h i s section? 

23 A. Development f o r the east h a l f of 36 w i l l most 

24 l i k e l y s t a r t w i t h the A i r p o r t 36 State No. 1 Well, the 

25 v e r t i c a l t e s t w e l l , as a Wolfcamp v e r t i c a l t e s t w e l l . 
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1 We w i l l run the f u l l s u i t e of logs, evaluate the 

2 Brushy Canyon and, the Delaware Formation. And at a 

3 l a t e r date i n time, come up hole behind pipe and t e s t 

4 these zones as w e l l . 

5 That i s scheduled f o r some time i n the f o u r t h 

6 quarter of 2015. Pending r e s u l t s of t h a t w e l l , the 

7 second quarter of 2016, we plan to d r i l l the h o r i z o n t a l 

8 Wolfcamp Well, A i r p o r t 36 State No. 2H and run the same 

9 f u l l set s u i t e of logs and evaluate the Delaware at t h a t 

10 time as w e l l . 

11 Q. And f o r economic purposes and as a prudent 

12 operator, i s i t g e n e r a l l y customary to s t a r t w i t h deeper 

13 formation and then move up i n terms of your development? 

14 A. I t i s . 

15 Q. Based on your p o s i t i o n w i t h the company as a 

16 landman -- l e t me ask you, d i d Crown acquire these s t a t e 

17 leases i n p a r t because i t believes the Delaware i n t h i s 

18 area i s prospective? 

19 A. We do. 

20 Q. Does t h a t include the Brushy Canyon? 

21 A. I t does. 

22 Q. And the company has funds t o analyze and explore 

23 the Delaware i n c l u d i n g the Brushy Canyon? 

24 A. We do. 

2 5 Q. And does the company i n t e n d to c a l l a g e o l o g i s t 
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1 t o show why the Brushy Canyon i s productive? 

2 A. Yes, s i r . 

3 MR. FELDEWERT: I move the admission of BC 

4 Operating E x h i b i t s 1, 2 and 3. 

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

6 EXAMINER McMILLAN: E x h i b i t s 1 through 3 may 

7 now be accepted as p a r t of the record. 

8 (BC Operating E x h i b i t s 1, 2, and 3 were 

9 o f f e r e d and admitted.) 

10 MR. FELDEWERT: And t h a t concludes my 

11 examination of t h i s witness. 

12 CROSS EX/AM I NAT I ON 

13 BY MR. LARSON: 

14 Q. Mr. Hopson, how d i d Crown acquire the s t a t e 

15 lease, was i t at auction? 

16 A. At a p u b l i c auction, yes, s i r . 

17 Q. And has t h a t lease been f i l e d of p u b l i c record i n 

18 the county? 

19 A. I t has not been f i l e d of p u b l i c record because i t 

20 i s not necessary t o f i l e i t i n the p u b l i c record. 

21 Q. Has i t been f i l e d i n the s t a t e land o f f i c e 

22 records? 

23 A. I t has. 

24 Q. When was i t f i l e d ? 

25 A. I do not know t h a t answer. 
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1 MR. LARSON: That i s a l l I have. 

2 EXAMINER McMILLAN: I have no questions. 

3 MR. FELDEWERT: C a l l our next witness. 

4 EXAMINER McMILLAN: Please proceed. 

5 MICHAEL MOYLETT 

6 having f i r s t been duly sworn, was examined and t e s t i f i e d 

7 as f o l l o w s : 

8 DIRECT EXAMINATION 

9 BY MR. FELDEWERT: 

10 Q. Please s t a t e your name and i d e n t i f y by whom you 

11 are employed and i n what capacity? 

12 A. My name i s Michael Moylett and I work f o r BC 

13 Operating, Inc., and I am senior g e o l o g i s t . 

14 Q. And how long have you been w i t h the company? 

15 A. Three years. And p r i o r t o t h a t 27 years, 

16 30 years, i n the Permian Basin s t a t i o n e d i n Midland, 

17 Texas. 

18 Q. So you have 30 years of experience i n the Permian 

19 Basin — 

20 A. Yes. 

21 Q. Does t h a t include -- and does your experience 

22 include examining the Delaware Formation? 

23 A. Yes. 

24 Q. Have you p r e v i o u s l y t e s t i f i e d be fo re the 

25 D i v i s i o n ? 
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1 A. Yes, I have. 

2 Q. And were your c r e d e n t i a l s as an expert i n 

3 petroleum geology accepted and made a matter of p u b l i c 

4 record? 

5 A. Yes, s i r . 

6 Q. And are you f a m i l i a r w i t h the a p p l i c a t i o n f i l e d 

7 by Key i n t h i s case? 

8 A. Yes. 

9 Q. And have you conducted a geologic study of the 

10 formation or I should say the i n t e r v a l t h a t i s the 

11 subject of t h e i r SWD a p p l i c a t i o n ? 

12 A. Yes. 

13 MR. FELDEWERT: I once again tender 

14 Mr. Moylett as an expert witness i n petroleum geology. 

15 EXAMINER McMILLAN: Any objections? 

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

17 EXAMINER McMILLAN: So accepted. 

18 Q. Mr. Moylett, have you examined the i n t e r v a l t h a t 

19 Key seeks t o u t i l i z e t o i n j e c t produced water? 

20 A. Yes. 

21 Q. And what d e p t h i s t h a t i n what zone? 

22 A. I t i s i n t h e l o w e r Brushy Canyon a t a p p r o x i m a t e l y 

23 4,082 f e e t t o a p p r o x i m a t e l y 5,100 f e e t . 

24 Q. And t h a t l o w e r d e p t h , 5 ,100 , i s t h a t r o u g h l y t h e 

25 base o f t h e Brushy Canyon? 
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1 A. Yes. 

2 Q. I n your op i n i o n , i s the Brushy Canyon i n t e r v a l 

3 unde r l y i n g your proposed i n j e c t i o n w e l l i n section 36 

4 productive of hydrocarbons? 

5 A. Yes. 

6 Q. And i f I then take a look at -- l e t me step back. 

7 And have you prepared a number of e x h i b i t s t o 

8 demonstrate that? 

9 A. Yes. 

10 Q. Generally would you give us an overview as to 

11 what those e x h i b i t s show? 

12 A. The e x h i b i t s I'm showing would be a production 

13 map, showing where the Grace Carlsbad Well acreage i s ; 

14 and also showing the production i n the Delaware i n the 

15 Brushy Canyon or Cherry Canyon i n r e l a t i o n s h i p t o the 

16 Grace Carlsbad Well. 

17 B a s i c a l l y , there i s production from the Brushy 

18 Canyon and Cherry Canyon i n the immediate v i c i n i t y , and 

19 those productive sands c o r r e l a t e t o the sands i n the 

20 Grace Carlsbad No 1 Well. 

21 So I have a production map. I have a s t r u c t u r e 

22 map t h a t shows t h a t we are on s t r i k e t o the Happy Val l e y 

23 south f i e l d ; t o the no r t h i t made 442,000 b a r r e l s from 

24 nine w e l l s . I t also shows t h a t we're s t r u c t u r a l l y up 

25 dip f o r some 5,000 b a r r e l show w e l l s i n the Cherry 
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1 Canyon. 

2 And i t also shows t h a t we're up dip from the --

3 t h a t w e l l i n s e c t i o n 6, the one w e l l they use f o r the 

4 pe t r o p h y s i c a l analysis f o r the e v a l u a t i o n . And I have 

5 a s t r u c t u r e map -- excuse me -- a Bone Spring gross 

6 isopach t h a t shows the center of the submarine channel 

7 

8 

fans and t h a t we are i n -- the Grace Carlsbad Well i s 

located i n an i n t e r s e c t i o n of two a d j o i n i n g submarine 

9 fan complexes. 

10 Q. I s t h a t a Bone Spring or a Delaware? 

11 A. Sorry, Brushy Canyon. I might have said Bone 

12 Spring. I t i s Brushy Canyon. 

13 Q. Now you mentioned the w e l l t h a t they use f o r a 

14 pe t r o p h y s i c a l model? 

15 A. Yes. 

16 Q. And you t e s t i f i e d t o demonstrate t h a t t h a t i s 

17 a c t u a l l y down d i p of the se c t i o n 36? 

18 A. Yes, i t i s down d i p to the Grace Carlsbad Well. 

19 Q. Can we also hear testimony w i t h respect t o the 

20 e x h i b i t s associated w i t h t h a t p e t r o p h y s i c a l analysis? 

21 A. Yes. On the p e t r o p h y s i c a l a n a l y s i s , they used an 

22 RW of 0.05. 

23 Q. Let me stop you r i g h t there. I want to get to an 

24 e x h i b i t . Are you r e f e r r i n g t o E x h i b i t 11? 

25 A. Yes. 
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1 Q. Did you look at t h i s ? 

2 A. Yes, I have. 

3 Q. What problems do you see w i t h E x h i b i t 11? 

4 A. The parameters t h a t were used i n the 

5 pe t r o p h y s i c a l analysis t o determine t h a t t h a t -- t h a t 

6 there -- t h a t the w e l l i n sec t i o n 6 was c a l c u l a t e d 

7 unproductive. 

8 Q. And what are the problems t h a t you see? 

9 A. Well, they used an RW of 0.05. There are d r i l l 

10 stem t e s t s i n the area. When you convert the d r i l l stem 

11 t e s t water recovery, i t ' s two bottom hole temperatures, 

12 i t ' s closer t o 0.035. 

13 Q. Let me stop you r i g h t t here. 

14 So t h a t i s based on ac t u a l data and t h a t i s 

15 someone's i n t e r p r e t a t i o n of what they t h i n k i t should 

16 be? 

17 A. No. D r i l l stem t e s t s — 

18 Q. D r i l l stem t e s t s . And also instead of being .05 

19 i t ' s .035? 

20 A. Yes. 

21 Q. What impact does t h a t have on t h e i r conclusion? 

22 A. I t would lower the water s a t u r a t i o n using a .035 

23 versus .05. 

2 4 Q. Okay. What o ther observa t ions d i d you see? 

25 A. For the A r c h i e ' s Equat ion, f o r the M and N 
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1 f a c t o r s , which i s a cementation i n t o r t u o s i t y , f a c t o r s , 

2 I used two, which i s a c t u a l l y more common f o r a 

3 carbonate versus a sandstone. 

4 M and N f a c t o r should be g e n e r a l l y 1.8 i n 

5 sandstones of t h i s q u a l i t y . They mention they had 

6 q u a l i t y sands i n the Brushy Canyon. So 1.8 would 

7 a c t u a l l y also lower the water s a t u r a t i o n c a l c u l a t i o n s 

8 versus using a 2 i n the Archie's Equation. 

9 Q. And you would use 1.8 i n what environment? 

10 A. I n sandstones. 

11 Q. And does t h a t e x i s t i n the Brushy Canyon --

12 A. Yes. 

13 Q. -- und e r l y i n g s e c t i o n 36? 

14 A. Yes. 

15 Q. Okay. A l l r i g h t . 

16 I want to go to your e x h i b i t s . I f I then t u r n t o 

17 what has been marked as BC Operating E x h i b i t No. 4, 

18 would you please e x p l a i n t o the Examiners what i s shown 

19 on t h i s map, what a l l the colors mean, and o r i e n t us as 

20 to where se c t i o n 36 i s located on t h i s p a r t i c u l a r 

21 e x h i b i t . 

22 A. The brown c i r c l e s as noted i n the t i t l e block are 

23 j u s t the Delaware producers t h a t f a l l under the 45 3-DLWR 

24 New Mexico f i e l d pool. So t h i s i s a l l a production i n 

25 the Delaware 453. I t does not s t a t e whether i t i s 
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1 Brushy Canyon or Cherry Canyon or B e l l Canyon. 

2 I went through each w e l l and I looked at the logs 

3 and I looked at the p e r f o r a t i o n i n t e r v a l s and determined 

4 whether i t was Cherry Canyon, which i s marked CYCN, or 

5 Brushy Canyon, which i s marked BYCN on there. 

6 1 1ve also s t a t e d t h a t the cumulative production, 

7 the o i l production i n the Carlsbad South F i e l d t o the 

8 nor t h , 442,000 b a r r e l s from nine w e l l s ; Happy Val l e y 

9 F i e l d , d i r e c t l y t o the west, 1.5 m i l l i o n b a r r e l s ; one t o 

10 the southwest turned i n 86,000 b a r r e l s . 

11 And there's down d i p Cherry Canyon w e l l s , 

12 approximately 5,000 b a r r e l s i n se c t i o n 30 and 31. One 

13 i s s t i l l a c t i v e . 

14 Q. Now --

15 A. And also the w e l l i n se c t i o n 35, the Oxy A i r p o r t 

16 No. 1, i t ' s also i n the Brushy Canyon, and i t has 

17 produced 12,000 b a r r e l s of o i l . 

18 Q. So I take i t from your a n a l y s i s , f o r the record, 

19 t h a t the o i l numbers are i n green and the gas are i n red 

20 and water are i n blue? 

21 A. Yes. ' 

22 Q. And j u s t t o f u r t h e r i d e n t i f y where we are on t h i s 

23 map, i f I look at section 36, do you have the east h a l f 

24 crosshatched there f o r the Examiner? 

25 A. I n a l l the maps t h a t I'm going t o share, t h a t 
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1 would be our s t a t e lease there. And then the two 

2 permitted w e l l s , the h o r i z o n t a l w e l l and the v e r t i c a l 

3 w e l l are noted i n red c i r c l e s there. 

4 Q- Okay. And, e s s e n t i a l l y , you are going t o take 

5 now t h i s map showing the Delaware producers i n the area 

6 and u t i l i z e i t to show a s t r u c t u r e ? 

7 A. Yes . 

8 Q. And then the gross isopach? 

9 A. Yes. 

10 Q. I s there anything more about t h i s map? 

11 A. No. 

12 Q. I do have one question. You mentioned the 

13 p r o d u c t i v i t y of the Carlsbad South F i e l d t o the n o r t h . 

14 A. Yes. 

15 Q. A very productive f i e l d ? 

16 A. Yes. 

17 Q. Okay. And w i t h respect to the Happy Val l e y F i e l d 

18 to the west, was t h a t a successful f i e l d ? 

19 A. Yes, very economic. 

20 Q. And then you mentioned t h a t Brushy Canyon w e l l i n 

21 the southwest -- i s i t the southwest of 35? 

22 A. Yes. 

23 Q. A productive well? 

24 A. Yes, i n the Brushy Canyon. 

25 Q. A l l r i g h t . Then l e t ' s take -- go again t o what 
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1 has been marked as BC Operating E x h i b i t No. 5 and as you 

2 mentioned you l e f t the producers on there, c o r r e c t , and 

3 o v e r l a i d a s t r u c t u r e map? 

4 A. Yes. 

5 Q. And t e l l us how t h i s s t r u c t u r e map was developed 

6 and what i t shows. 

7 A. I used the tops provided and I also q u a l i t y 

8 c o n t r o l checked them. But GDS was a service t h a t got 

9 bought by HS and they went through a l l the logs i n the 

10 Permian Basin and picked some of the tops up i n there. 

11 But you w i l l see from the previous cross section 

12 t h a t Brushy Canyon, Cherry Canyon are very e a s i l y 

13 recognizable tops. 

14 So what I have shown here i s a s t r u c t u r e map on 

15 top of Brushy Canyon. The contour i n t e r v a l i s 1 inch t o 

16 100 f e e t . And the Grace Carlsbad Well i s s t r u c t u r a l l y 

17 up d i p from the -- about 50 up d i p from the 

18 p e t r o p h y s i c a l w e l l they used i n se c t i o n 6. 

19 But we are a c t u a l l y on s t r i k e t o the p r o l i f i c 

20 Carlsbad South F i e l d t o the n o r t h . We are s t r u c t u r a l l y 

21 f l a t t o t h a t f i e l d . 

22 Q. And lo o k i n g at 

23 A. And up d i p from those show w e l l s -- not show 

24 w e l l s but 5,000 b a r r e l w e l l s i n se c t i o n 30 and 31 from 

25 the Cherry Canyon. 
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1 Q. So focusing on what you say i s the f i e l d t h a t i s 

2 on s t r i k e w i t h the east h a l f of section 36, i f I look at 

3 t h a t f i e l d , i s i t roughly s i m i l a r i n size t o --

4 A. Yes. The 320 acres of se c t i o n 36 could hold the 

5 exact same amount of we l l s t h a t produced the 

6 442,000 b a r r e l s i f productive from the Carlsbad South 

7 F i e l d . 

8 Q. And then you mentioned t h a t you are moving up di p 

9 as you move to the west? 

10 A. Yes. 

11 Q. Now why i s t h a t important? 

12 A. Because o i l migrates up d i p . 

13 Q. So based on your op i n i o n , i s the east h a l f of 

14 s e c t i o n 36 i n a s t r u c t u r a l l y favorable p o s i t i o n t o 

15 produce o i l ? 

16 A. Yes, i t i s . 

17 Q. And based on your op i n i o n , i s t h a t east h a l f of 

18 s e c t i o n 36 on s t r i k e w i t h the productive f i e l d t o the 

19 n o r t h i n se c t i o n 24? 

20 A. Yes, the Carlsbad South F i e l d i s . . . 

21 Q. And you mentioned you d i d a gross isopach map f o r 

22 the Examiner. 

23 A. Yes. 

24 Q. Then t u r n t o what has been marked as BC Operat ing 

25 E x h i b i t No. 6. Does t h i s take the same map showing the 
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1 productive w e l l s and overlay a gross isopach map? 

2 A. Yes. 

3 Q. What do you see w i t h respect t o the d e p o s i t i o n 

4 and thickness i n the east h a l f of se c t i o n 36 and how i t 

5 r e l a t e s t o other areas? 

6 A. These are Brushy Canyon gross isopach maps, 

7 contour i n t e r v a l of 50 f e e t . What I have h i g h l i g h t e d i n 

8 the black there are the d e p o s i t i o n a l centers of the 

9 submarine fans you have up there i n the t o the 

10 northeast and also the center p a r t ; you have two 

11 submarine fans t h a t coalesce and meet i n t h a t Grace 

12 Carlsbad s e c t i o n , and then proceed t o the south. 

13 And then you have a d i f f e r e n t fan over there out 

14 i n t o the west f o r the Happy Valley, Cherry and Brushy 

15 Canyon. But i t shows t h a t the Grace Carlsbad Well i s i n 

16 the i n t e r s e c t i o n of two submarine fans. I t should 

17 have -- i t does have t h i c k Brushy Canyon sand s i m i l a r 

18 t o , you know, the f i e l d s t h a t produce on s t r i k e t o the 

19 Carlsbad South F i e l d , roughly 1,500 to 1,550 f e e t , a 

20 gross s e c t i o n . 

21 Q. I s t h i s roughly the same channel as the f i e l d t o 

22 the north? 

23 A. Yes. 

24 Q. So you mentioned t h a t you are s t r u c t u r a l l y i n a 

25 great spot from the east h a l f of section 36. What about 
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1 s t r a t i g r a p h i c a l l y ? 

2 A. Yes, s i m i l a r . 

3 Q. For guys l i k e me, would t h i s be the sweet spot --

4 A. Yes. 

5 Q. -- f o r the Brushy Canyon? 

6 A. Yes. 

7 Q. Now, have you u n l i k e p r i o r witnesses, d i d you 

8 attempt t o c o r r e l a t e the Brushy Canyon zone i n the east 

9 h a l f of se c t i o n 36 w i t h the producing zones? 

10 A. Yes, I have a cross s e c t i o n shown at the sand 

11 t h a t produces i n the Carlsbad South F i e l d , i s present i n 

12 the Grace Carlsbad Well. And another sand, the Oxy 

13 A i r p o r t Sand i s also present i n the Grace Carlsbad Well. 

14 Q. And t h a t ' s t h a t w e l l t h a t you show producing on 

15 t h i s map i n the southwest and southwest of 85? 

16 A. Yes. 

17 Q. A l l r i g h t . I f I t u r n t o what has been marked as 

18 BC Operating E x h i b i t No. 6. I s t h i s an old-fashioned, 

19 large cross s e c t i o n map? 

20 A. Yes. There's a l o t of d e t a i l on i t because i t i s 

21 hard t o see the date on a small scale --

22 Q. I would l i k e the Examiners t o p u l l t h i s out. 

23 Okay. F i r s t t o o r i e n t everyone, i f I look i n the bottom 

24 l e f t - h a n d corner of E x h i b i t No. 7, does t h a t i d e n t i f y 

25 the w e l l s t h a t you u t i l i z e d f o r your cross section? 
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1 A. Yes. I t shows the l i n e of cross section running 

2 from n o r t h , northeast t o south, southwest; four w e l l s on 

3 the cross s e c t i o n , Grace Carlsbad Well being the t h i r d 

4 w e l l on the cross s e c t i o n . 

5 Q. The Grace Carlsbad Well being i n se c t i o n 36? 

6 A. Yes. 

7 Q. And d i d you have good logs t o do t h i s work? 

8 A. Yes, I d i d . 

9 Q. And then on t h i s map d i d you i d e n t i f y f o r the 

10 Examiner the tops of the Cherry Canyon, Brushy Canyon, 

11 and Bone Spring? 

12 A. Yes. And there are some i n t e r n a l c o r r e l a t i o n s 

13 also. You can see t h a t the dips are co n s i s t e n t , f o r the 

14 most p a r t , from the Cherry Canyon t o the Brushy Canyon 

15 t o the Bone Spring lime. 

16 So there i s no appreciable amount of t h i c k e n i n g 

17 or t h i n n i n g i n t h i s cross s e c t i o n f o r the Cherry and 

18 Brushy Canyon sands. 

19 Q. So, a c t u a l l y , I'm glad -- one t h i n g I neglected 

20 t o ask you. You mentioned t h a t you had c o r r e l a t e d i t 

21 w i t h t h a t Oxy A i r p o r t w e l l . And t h a t i s a c t u a l l y the 

22 f i r s t w e l l on the l e f t -- sorry -- t o the r i g h t --

23 A. Sorry. I t ' s on the r i g h t . 

24 Q. Okay. A l l r i g h t . And then also you had the w e l l 

25 on the l e f t i n the productive area i n the north? 
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1 A. I n the Carlsbad South F i e l d , yes. 

2 Q. Now, d i d you also i d e n t i f y f o r the Examiner the 

3 proposed i n j e c t i o n i n t e r v a l since you u t i l i z e d the 

4 Grace — . 

5 A. Yes, i t i s noted on the l e f t p a r t of the w e l l 

6 bore i n the Grace Carlsbad Well f o r approximately 4,100 

7 fee t t o 5,200 f e e t . 

8 Q. And what do the green boxes represent t h a t you 

9 see? 

10 A. The green boxes are the productive sands i n the 

11 o f f s e t w e l l s t h a t were produced i n those s p e c i f i c w e l l 

12 bores. 

13 And I have noted -- i f you s t a r t on the w e l l t o 

14 the Endurance Resources Baseball Park No. 2 from the 

15 Carlsbad South F i e l d , what I showed i n t h a t l i t t l e cross 

16 area was the date completed. For example, t h i s w e l l was 

17 completed i n May of 1985, the p o t e n t i a l f o r 40 b a r r e l s 

18 of o i l , 40 b a r r e l s of water, 250 b a r r e l s -- 1,000 cubic 

19 fe e t of gas a day. 

20 250 b a r r e l s o f w a t e r a day; was p l u g g e d and 

21 abandoned i n September o f '13 b u t i t made 82,000 b a r r e l s 

22 o f w a t e r , 42 m i l l i o n c u b i c f e e t o f gas and 

23 760,000 b a r r e l s o f w a t e r . 

24 And t h e n below t h a t i s j u s t a s t i m u l a t i o n , t h e 

25 p e r f i n t e r v a l and t he sand f r a c , t h a t was 60,000 g a l l o n s 

I 
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1 and 180,000 pounds of sand. So 82,000 b a r r e l s . 

2 Q. And then as you move across t h i s cross sec t i o n , 

3 there i s a l o t of data on here, but what do you observe 

4 w i t h respect t o the Brushy Canyon and, i n p a r t i c u l a r , 

5 the i n t e r v a l t h a t they seek t o p e r f o r a t e f o r i n j e c t i o n ? 

6 A. On the Grace Carlsbad Well from approximately 

7 4,200 f e e t 4,300 f e e t , t h a t r e s i s t i v i t y i s s i m i l a r t o 

8 the r e s i s t i v i t y i n the Carlsbad South Well and those 

9 sands are c o r r e l a t i v e on t h a t r e s i s t i v i t y l o g i n the 

10 Grace Carlsbad Well over t o the Endurance Resources 

11 Well. 

12 You see the base of the sand at 4,300 f e e t i n 

13 Grace Carlsbad Well, and 4,300 fe e t i n the Endurance 

14 Well. There' s a high r e s i s t i v i t y streak i n the base of 

15 t h a t sand. And on top of the sand, i n the Grace 

16 Carlsbad Well, around 4,190 f e e t ; and 4,190 fee t i n the 

17 Endurance Well there's another r e s i s t i v i t y marker. 

18 So there's two high r e s i s t i v i t y markers t h a t 

19 bookmark t h a t sand above and below. So there i s the 

20 c o r r e l a t i o n on t h a t productive sand i n the Grace 

21 Carlsbad Well South Well and i n the Carlsbad South 

22 F i e l d , and the Endurance Resources Baseball Park No. 2 

23 Well. So they're i n j e c t i n g -- proposed and a c t u a l l y 

24 produces i n the o f f s e t w e l l s . 

25 Q. So i f I look at your e x h i b i t s here, you already 
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1 mentioned t h a t i n your opinion the east h a l f of section 

2 36 i s on s t r i k e w i t h the h i g h l y productive area t o the 

3 north? 

4 A. Yes. I t ' s on s t r i k e w i t h the Endurance Resources 

5 Baseball Park No. 2 Well t h a t produce 82,000 b a r r e l s of 

6 o i l . 

7 Q. And w i t h respect t o the sediments, does i t 

8 c o r r e l a t e t o t h a t h i g h l y productive area t o the north? 

9 A. Yes. 

10 Q. Same d e p o s i t i o n a l sediments, same productive 

11 channels? 

12 A. Yes. 

13 Q. I n your opinion, does the a v a i l a b l e data 

14 demonstrate t h a t the Brushy Canyon underlying s e c t i o n 36 

15 i s going t o be productive? 

16 A. Yes. 

17 Q. And based on your opinion, w i l l Key Energy's 

18 proposed i n j e c t i o n i n t e r v a l a c t u a l l y i n j ect i n t o a 

19 productive zone unde r l y i n g s e c t i o n 36? 

20 A. Yes. 

21 Q. And w i l l t h a t r e s u l t i n the waste of s t a t e 

22 minerals? 

23 A. Yes. 

24 Q. Okay. 

25 A. And t h e y a re a l s o i n j e c t i n g i n t h e b o t t o m o f t h e 
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1 Brushy Canyon Sand t h a t produces i n the Oxy A i r p o r t 35 

2 No. 1 t h a t we t a l k e d about i n the southwest of southwest 

3 35. 

4 I f you look at the Oxy A i r p o r t 35 No. 1, the same 

5 nomenclature there, green i s where they produced -- they 

6 p e r f o r a t e d the w e l l from 5,038 f e e t t o 5,054 f e e t --

7 t h a t w e l l produced 12,000 b a r r e l s of o i l , 34 m i l l i o n 

8 cubic f e e t of gas, 103,000 b a r r e l s of o i l , s t i l l making 

9 two b a r r e l s of o i l a day. 

10 And there at the base of the Brushy Canyon, r i g h t 

11 on top of the Bone Spring lime, and i f you look at the 

12 sand from 5,100 f e e t t o 5,200 i n the Grace Carlsbad 

13 Well, i t i s the same sand t h a t i s present i n the Oxy 

14 A i r p o r t 35 No. 1 from 5,020 fe e t t o 5,100 f e e t . 

15 Q. I want you to put t h a t aside. And I would l i k e 

16 you to go t o what was --

17 MR. FELDEWERT: May I approach the witness? 

18 EXAMINER McMILLAN: Yes. 

19 Q. Mr. Moylett, I have handed you what has been 

20 marked as Key Energy's E x h i b i t No. 5, which i s a C-108 

21 a p p l i c a t i o n . 

22 A. Yes. 

23 Q. And I have done t h a t because I want you t o t u r n 

24 t o page 21 of t h a t p a r t i c u l a r e x h i b i t . 

25 A. Yes. 
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1 EXAMINER WADE: I s t h a t E x h i b i t 5? 

2 THE WITNESS: Yes. 

3 Q. And t h i s i s the same r e p o r t t h a t I reviewed w i t h 

4 Dr. Gutierrez? 

5 A. Yes. 

6 Q. Now t h i s was prepared by Dennis Powers back i n 

7 March of 2012? 

8 A. Yes. 

9 Q. He i s a geologist? 

10 A. Yes . 

11 Q. You are a geologist? 

12 A. Yes. 

13 Q. Did you review t h i s report? 

14 A. Yes, I have. 

15 Q- I n your opinion, d i d i t discuss the p o t e n t i a l f o r 

16 waste i f t h i s SWD i s approved? 

17 A. Yes. 

18 Q. And i f I t u r n t o page 1 of t h a t r e p o r t which i s 

19 page 22 --

20 A. Page 22, yes. 

21 Q. I f I j u s t look at page 1 on page 22 of t h i s 

22 e x h i b i t , and I then go to the right-hand column and then 

23 go t o the second f u l l paragraph, i t s tates t h a t some 

24 zones at the top of Cherry Canyon and Basal Brushy 

25 Canyon are producing i n the general area around the 
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1 perspective s i t e , c o r rect? 

2 A. Yes. 

3 Q. And t h a t i s your observation as w e l l , r i g h t ? 

4 A. Yes. 

5 Q. And i f I t u r n t o page nine, which I t h i n k i s a 

6 p r o v i s i o n t h a t Dr. Gutierrez might have referenced. 

7 A. Page 9 of the r e p o r t , page 32 of E x h i b i t 5. 

8 Q. Thank you. Under the heading Resource C o n f l i c t s ? 

9 A. Yes. 

10 Q. Did you read t h i s as a geologist? 

11 A. Yes, I d i d . 

12 Q. And what conclusion d i d you draw having reviewed 

13 what Mr. Powers put i n here about the resource 

14 c o n f l i c t s ? 

15 A. Mr. Powers when -- everyone read i t already since 

16 you already presented i t once. He cannot s t a t e 

17 100 percent t h a t the Brushy Canyon i s not productive i n 

18 the Grace Carlsbad Well. He cannot say f o r 100 percent 

19 sure t h a t i t ' s not productive. 

20 Q. And doesn't he say t h a t there's p o t e n t i a l 

21 c o n f l i c t ? 

22 A. Yes, he does. 

23 Q. I f I then go to a c t u a l l y h i s words here, he 

2 4 re ferences Broaden Heads adjustment? 

25 A. Yes, they are New Mexico s t a t e g e o l o g i s t s . 
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1 Q. He states t h a t they describe production from the 

2 Lower Brushy Canyon Sandstones. That's what we're 

3 t a l k i n g about here, r i g h t ? 

4 A. Yes . 

5 Q. South of the proposed l o c a t i o n ? 

6 A. Where our w e l l s are permitted, yes. 

7 Q. That's my next question. You got permitted w e l l s 

8 south as f a r as you can get on your release? 

9 A. Yes. 

10 Q- I n s e c t i o n 36, correct? 

11 A. Yes . 

12 Q. And then he goes on to s t a t e t h a t t h i s 

13 production, he i s re f e r e n c i n g the production t h a t they 

14 saw south of t h i s area, of se c t i o n 36, may re q u i r e 

15 a d d i t i o n a l examination t o determine i f there i s c o n f l i c t 

16 w i t h some of the p r e f e r r e d --

17 A. Yes. 

18 Q. I s n ' t t h a t what you a l l are doing? 

19 A. Yes. We proposed t o run a mud log, modern s u i t e 

20 of logs, and some s i d e w a l l cores i n t o the Brushy Canyon 

21 t o determine the commerciality of i t on the Grace 

22 Carlsbad lease. 

23 Q- I n your opinion, based on the i n f o r m a t i o n t h a t 

24 t h a t you put together here, i s the east h a l f of se c t i o n 

25 36 productive i n the Brushy Canyon Formation? 
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1 . A. Yes. 

2 Q. I s t h a t why the company i n p a r t leased i t ? 

3 A. Yes. 

4 Q. And they put t h e i r money where t h e i r mouth i s and 

5 you're going t o study the zones? 

6 A. Yes. 

7 Q. And i n your opi n i o n would -- i f a s a l t water 

8 disposal w e l l i s now pe r m i t t e d t o i n j e c t i n t o the s t a t e 

9 minerals und e r l y i n g s e c t i o n 36 i n the Brushy Canyon i s 

10 t h a t going t o prevent you from producing those? 

11 A. Yes. 

12 Q. And i n your op i n i o n , w i l l the g r a n t i n g of t h i s 

13 a p p l i c a t i o n cause the waste of o i l and gas t h a t i s owned 

14 by the s t a t e of New Mexico f o r the b e n e f i t of i t s 

15 c i t i z e n s ? 

16 A. Yes. 

17 Q. Were BC Operating E x h i b i t s 4 through 8 prepared 

18 by you or compiled under your d i r e c t i o n and supervision? 

19 A. Yes. 

20 MR. FELDEWERT: I would move the admission 

21 i n t o evidence of BC Operating E x h i b i t s 4 through 8. 

22 E x h i b i t 8 i s a c t u a l l y another copy of t h i s Powers 

23 r e p o r t . 

24 EXAMINER McMILLAN: Any o b j e c t i o n s ? 

25 MR. LARSON: No o b j e c t i o n . 
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1 EXAMINER McMILLAN: E x h i b i t s 4 through 8 may 

2 now be accepted as p a r t of the record. 

3 (BC Operating, Inc., E x h i b i t s 4 through 8 

4 were o f f e r e d and admitted.) 

5 MR. FELDEWERT: And then j u s t t o t i g h t e n 

6 things up, you 111 note, Mr. Examiner, t h a t E x h i b i t 9 i s 

7 the change of operator form t h a t I t h i n k they p r e v i o u s l y 

8 referenced, a change of operator form t h a t they 

9 p r e v i o u s l y referenced i n a b r i e f --

10 MR. LARSON: I t ' s an e x h i b i t . 

11 MR. FELDEWERT: Okay. And then E x h i b i t 

12 No. 10 i s the formal n o t i c e of v i o l a t i o n t h a t was 

13 referenced e a r l i e r during Mr. Price's testimony t h a t 

14 comes out of the business records. So t o complete the 

15 package, I move the admission of E x h i b i t s 9 and 10 as 

16 w e l l . 

17 MR. McMILLAN: E x h i b i t s 9 and 10 may now be 

18 accepted as p a r t of the record. 

19 (BC Operating, Inc., E x h i b i t s 9 and 10 were 

20 o f f e r e d and admitted.) 

21 MR. FELDEWERT: And t h a t concludes my 

22 examination of t h i s witness. 

23 EXAMINER McMILLAN: Cross-examination. 

24 CROSS EXAMINATION 

25 BY MR. LARSON: 
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1 Q. Did BC perform a p e t r o p h y s i c a l e v a l u a t i o n i n the 

2 Brushy Canyon w i t h i n the area of review? 

3 A. C o r r e l a t i n g the r e s i s t i v i t y logs I have, i t has 

4 shown t h a t the productive Brushy Canyon zones look 

5 s i m i l a r on a r e s i s t i v i t y l o g . I n the Grace Carlsbad 

6 l o g , the o f f s e t producers t o the Great Carlsbad Well 

7 only had a r e s i s t i v i t y l o g , d i d not have a neutron 

8 de n s i t y l o g , a sonic l o g or a gamma ray over i t . 

9 Q. And as a g e o l o g i s t , do you r e f e r t o t h a t as a 

10 p e t r o p h y s i c a l examination? 

11 A. Yes. 

12 Q. Do you have a p e t r o p h y s i c i s t on s t a f f ? 

13 A. No, we don't. 

14 Q. Did you ask a petroleum engineer t o look at i t ? 

15 A. Yes. 

16 Q. And what d i d t h a t person t e l l you? 

17 A. We j ust looked at the c o r r e l a t i o n s and he said i t 

18 warrants f u r t h e r examination. 

19 Q. I r e f e r you to E x h i b i t 5. And I believe t h a t 

2 0 l a r g e r c l u s t e r i n se c t i o n 32 and 33 are c a l l e d the Happy 

21 Va l l e y . 

22 A. Yes. 

23 Q. Are you a Cowboys f an? 

24 A. Sometimes. 

25 Q. Wha t ' s t he c o r r e l a t i o n between t h a t c l u s t e r o f 
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1 producing w e l l s and the Grace Carlsbad Well? 

2 A. Well, i t produces i n a brushy canyon i n a f i e l d . 

3 I t i s a c t u a l l y i n a d i f f e r e n t submarine fan channel i n 

4 there. But i t i s s t r u c t u r a l l y , you know -- and i t ' s 

5 s t r a t i g r a p h i c a l l y i n a d i f f e r e n t f i e l d , but i t shows 

6 t h a t the Brushy Canyon does produce i n another f i e l d i n 

7 the area up i n there. 

8 Q. And what's the d i f f e r e n c e i n e l e v a t i o n from the 

9 Happy Val l e y group of w e l l s i n the Grace Carlsbad? 

10 A. 300 f e e t s t r u c t u r a l l y . 

11 Q. Up d i p or down? 

12 A. I t i s up dip but i t ' s i n a d i f f e r e n t submarine 

13 fan. I t i s i n a d i f f e r e n t complex. 

14 Q. Keeping on E x h i b i t 5, moving on up i n t o sections 

15 19 and 24, what i s the c o r r e l a t i o n between t h a t c l u s t e r 

16 of w e l l s and the Grace Carlsbad? 

17 A. I am l o o k i n g f o r 19 and 24 — 

18 Q. Just n o r t h --

19 A. I see se c t i o n 19 and I see -- oh, 24, I'm sorry, 

20 the Carlsbad south f i e l d . Yeah, they are i n very much 

21 the same submarine fan and they're s t r u c t u r a l l y on 

22 s t r i k e t o them or s t r u c t u r a l l y f l a t . 

23 Q. Are they s t r u c t u r a l l y on tre n d w i t h Grace 

24 Carlsbad? 

25 A. Yes. 
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1 I f you look at the s t r u c t u r e map i n between 

2 the -- the contours of minus 445 and minus 550 i s where 

3 the Carlsbad south f i e l d i s located and the Grace 

4 Carlsbad Well i s i n between minus 450 and minus 550. 

5 Q. Could t h a t c l u s t e r of we l l s there i n sections 19 

6 and 24 be considered an independent s t r u c t u r e ? 

7 A. No. I t doesn't close over the e n t i r e f i e l d . I f 

8 you go back t o the cross s e c t i o n , the Endurance 

9 Resources Baseball Park No. 2 i s a c t u a l l y a l i t t l e 

10 s t r u c t u r a l l y lower than the Grace Carlsbad Well. 

11 Q . I apologize. I can't read t h i s f i n e p r i n t . But 

12 the w e l l you j u s t r e f e r r e d t o , there are two wells 

13 d i r e c t l y above that? 

14 A. Yes. 

15 Q. How does t h a t e l e v a t i o n c o r r e l a t e t o the Grace 

16 Carlsbad? 

17 A. The ones t h a t have the l i t t l e c i r c l e s around them 

18 show -- i t could be s t r u c t u r a l l y higher by a l i t t l e b i t . 

19 I t ' s — a c t u a l l y , i t i s minus 550, so i t ' s s i m i l a r . 

20 Q. I t could be -- could i t be i n t e r p r e t e d t o be 

21 s t r u c t u r a l l y higher? 

22 A. Two of the w e l l s can. Not the w e l l t h a t made the 

23 82,000 b a r r e l s . 

24 Q. And you were discussing Key E x h i b i t 11, which i s 

25 Mr. Davis's methodology? 
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1 A. Yes. 

2 Q. And you r e f e r r e d t o the RW Factor. And i f I 

3 understood your testimony c o r r e c t l y , you disagreed w i t h 

4 h i s use of 0.05 and b e l i e v e t h a t 0.035 was a b e t t e r 

5 number t o use? 

6 A. Generally, out i n the Delaware Basin, yes. The 

7 water s a t u r a t i o n c a l c u l a t i o n has t o be taken w i t h a 

8 g r a i n of s a l t i n the Delaware, because they a l l 

9 c a l c u l a t e very high water s a t u r a t i o n s . So you can't 

10 g e n e r a l l y run a water s a t u r a t i o n c a l c u l a t i o n on a w e l l 

11 and say t h a t ' s wet because everything else around i t i s 

12 going t o be wet. Like I say, an endurance w e l l made 

13 82,000 b a r r e l s and i t c a l c u l a t e s a high water s a t u r a t i o n 

14 c a l c u l a t i o n also. 

15 Q. And you may have said t h i s and I missed i t ; what 

16 was the water c a l c u l a t i o n on that? 

17 A. I d i d not b r i n g t h a t w i t h me. But the o i l cut 

18 was around ten percent, so i t ' s going t o have a high 

19 water s a t u r a t i o n c a l c u l a t i o n . 

20 Q. And I bel i e v e Mr. Hopson t e s t i f i e d t h a t BC 

21 Operating has budgeted funds t o develop these wells down 

22 at the Wolfcamp? 

23 A. Yes. 

24 Q. And i f t h e r e ' s a b e l i e f t h a t the Brushy i s 

25 p r o d u c t i v e , why weren ' t the w e l l s t e s t e d i n the Brushy? 
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1 A. They haven't been d r i l l e d yet. They are permits. 

2 Q. I understand they haven't been d r i l l e d yet. But 

3 my understanding from h i s testimony was the f i r s t t a r g e t 

4 was the Wolfcamp? 

5 A. Yes. 

6 Q. Why d i d n ' t you t a r g e t the Brushy? 

7 A. Because we l i k e t o s t a r t w i t h the deepest 

8 producing horizon i n the area t h a t appears economic and 

9 work our way up hole or beyond pipe. But at the same 

10 time, we're also going t o run a modern s u i t e of logs of 

11 the mud log and s i d e w a l l course also. But, see, l i k e 

12 Mr. Powers' r e p o r t says, down t o the south t h a t of 

13 course you could be productive. 

14 MR. LARSON: I apologize I am searching f o r 

15 an e x h i b i t , and they have gotten out of order on me. 

16 (Pause.) 

17 That i s a l l I have, Mr. Examiner. 

18 EXAMINER McMILLAN: Okay. 

19 EXAMINATION BY EXAMINER McMILLAN 

20 EXAMINER McMILLAN: I want c l a r i f i c a t i o n on 

21 your — how you got an RW. 

22 THE WITNESS: I cannot provide the s p e c i f i c 

23 w e l l , but there's a -- the water r e s i s t i v i t y book was 

24 published by Schlumberger. And I looked i n the area, 

25 and around t h a t township there was a w e l l t h a t had 
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1 d r i l l e d some t e s t s i n the Brushy Canyon. 

2 But i t i s always more accurate i f you 

3 a c t u a l l y have a t r u e water sample. 

4 EXAMINER McMILLAN: So you got i t from a 

5 p u b l i c a t i o n ? 

6 THE WITNESS: Yes, a p u b l i c a t i o n . 

7 EXAMINER McMILLAN: The next question i s 

8 where are you going t o run the s i d e w a l l course? I mean 

9 I r e a l i z e t h i s i s a proposed w e l l , but are you going t o 

10 shoot i t through the Brushy, the Cherry, the Bone 

11 Springs? 

12 THE WITNESS: I want t o evaluate the 

13 Delaware, because the Bone Spring has been est a b l i s h e d 

14 t o produce, f o r the most p a r t , i n the e n t i r e area. 

15 That's why -- i t ' s been a resource play r i g h t now. 

16 They're d r i l l i n g h o r i z o n t a l w e l l s . 

17 The Delaware and the Cherry Canyon I propose 

18 t o run the s i d e w a l l cores i n , you know, based on the 

19 evidence t h a t i t ' s productive and the w e l l s are down d i p 

20 t o us from t h i r t y , t h i r t y - o n e i n Cherry Canyon and 

21 Brushy Canyon i s , you know, productive also i n the 

22 immediate v i c i n i t y . 

23 EXAMINER McMILLAN: I don't t h i n k I have — 

24 by the way, d i d any bulk volume water take place? 

25 THE WITNESS: No, I had not. I couldn't do 
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1 i t on the Grace Carlsbad Well because I only had the 

2 r e s i s t i v i t y l o g on i t . 

3 But I have not done any bulk volume water 

4 s a t u r a t i o n s . But t h a t ' s the purpose, we can run t h a t 

5 when we run the pod hole logs i n our permanent w e l l s . 

6 EXAMINER McMILLAN: Okay. I have no f u r t h e r 

7 questions. 

8 MR. FELDEWERT: That concludes our 

9 pr e s e n t a t i o n . 

10 MR. LARSON: Mr. Examiner, can I bear your 

11 indulgence f o r a couple of minutes t o t a l k t o my 

12 witnesses about possible r e b u t t a l testimony? 

13 EXAMINER McMILLAN: Sure. 

14 (Pause.) 

15 MR. LARSON: I f i r s t c a l l Mr. Gutierrez. 

16 EXAMINER McMILLAN: What I would l i k e t o 

17 know i s whether or not BC Operating w i l l supply how they 

18 got t h e i r RW, because the discrepancy i n the deal 

19 appears t o be the RW c a l c u l a t i o n s . 

20 W i l l you be w i l l i n g t o supply where you got 

21 i t ? 

22 MR. MOYLETT: Yes, I w i l l . 

23 EXAMINER McMILLAN: And w i l l you be w i l l i n g 

24 t o s u p p l y i t t o Key? 

25 MR. MOYLETT: I ' l l t e l l you where t h e w e l l 
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1 i s from. 

2 EXAMINER McMILLAN: I want the --

3 (Mr. Feldewert c o n f e r r i n g w i t h Mr. Moylett.) 

4 EXAMINER McMILLAN: The basis i s I say i t ' s 

5 the RW. 

6 MR. LARSON: I am going t o c a l l Mr. Davis up 

7 on r e b u t t a l t o address t h a t issue. 

8 EXAMINER McMILLAN: Okay. 

9 MR. LARSON: I don't know t h a t t h a t answers 

10 your question of Mr. Feldewert. 

11 EXAMINER WADE: So what i s the f i n a l answer 

12 as to whether t h a t number i s t o be provided? 

13 MR. FELDEWERT: I f the Examiner would l i k e 

14 t o see t h a t number, we can get t h a t number --

15 EXAMINER WADE: Okay. So I'm not sure t h a t 

16 you need your witnesses at t h i s p o i n t . 

17 MR. MOYLETT: I t ' s an SPN p u b l i c a t i o n and 

18 I ' l l supply the data t o a l l --

19 MR. FELDEWERT: He w i l l give i t t o me and 

20 I ' l l d i s t r i b u t e i t . 

21 EXAMINER McMILLAN: That's great. Please 

22 proceed. 

23 KEY ENERGY RESOURCES LLC REBUTTAL 

24 ALBERTO A. GUTIERREZ 

25 h a v i n g been p r e v i o u s l y sworn , was f u r t h e r examined and 
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1 f u r t h e r t e s t i f i e d as f o l l o w s : 

2 DIRECT EXAMINATION 

3 BY MR. LARSON: 

4 Q. Mr. Gutierrez, I am going t o have t o stand over 

5 your shoulder because I don 11 have t h a t e x h i b i t . You 

6 have i n f r o n t of you BC Operating E x h i b i t 5. 

7 A. Yes. 

8 Q. And lo o k i n g at t h i s c l u s t e r of we l l s j u s t t o the 

9 no r t h of the Grace Carlsbad i n se c t i o n 24, what i s your 

10 i n t e r p r e t a t i o n of t h a t s t r u c t u r e there? 

11 A. I would say, as BC Operating's witness described, 

12 the we l l s are ge n e r a l l y on s t r i k e . And I emphasize 

13 "g e n e r a l l y . " 

14 There i s cl e a r evidence on t h i s very s t r u c t u r e 

15 map which i s , by the way -- has primary contours of 

16 100 fe e t of s t r u c t u r e . And i t shows t h a t there i s a 

17 s t r u c t u r e r i g h t i n the east h a l f of section 24 t h a t i s 

18 high r e l a t i v e t o t h i s s e c t i o n 36. 

19 And so I don't f i n d i t unusual t h a t you would 

20 have s i x o i l w e l l s on t h a t p a r t i c u l a r high and then none 

21 f u r t h e r t o the south. So I don't t h i n k t h a t j u s t 

22 because there i s production on t h i s s t r u c t u r a l high i n 

23 the same fan, t h a t t h a t i n d i c a t e s t h a t section 36 i s 

24 productive. 

25 And, i n f a c t , when you look at the we l l s going t o 
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1 the east and south there t h a t are now plugged, those 

2 w e l l s produce very l i t t l e o i l . One produced 

3 3,900 b a r r e l s ; one, 5,2 00 b a r r e l s ; and one, 4,500 

4 b a r r e l s . 

5 Furthermore, the w e l l t h a t was mentioned t o the 

6 west i n section 35, t h a t w e l l i s also on a s t r u c t u r a l 

7 high w i t h i n -- between the 350 and 450 contour. I would 

8 assume t h a t ' s the 4 00 contour. And i t ' s a s t r u c t u r a l 

9 high r i g h t around t h a t w e l l . 

10 And, furthermore, the we l l s i n Happy Valley, as 

11 the witness t e s t i f i e d , they're 300 f e e t up d i p and a 

12 completely d i f f e r e n t fan se c t i o n . 

13 So I t h i n k t h a t the production t h a t i s i n the 

14 south Carlsbad f i e l d i s associated w i t h a l o c a l 

15 s t r u c t u r e i n t h a t area and i s not i n d i c a t i v e of broad 

16 production p o t e n t i a l two miles f u r t h e r t o the south. 

17 Q. Any other comments on t h a t e x h i b i t ? 

18 A. No. 

19 MR. LARSON: T h a t ' s a l l I have . 

20 MR. FELDEWERT: I d o n ' t have any q u e s t i o n s . 

21 EXAMINER McMILLAN: Next w i t n e s s . 

22 BRIAN D. DAVIS 

23 h a v i n g been p r e v i o u s l y sworn , was f u r t h e r examined and 

24 f u r t h e r t e s t i f i e d as f o l l o w s : 

25 DIRECT EX/AMI NAT I ON 
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1 BY MR. LARSON: 

2 Q. I n your experience as a p e t r o p h y s i c i s t , have you 

3 encountered problems or do you see problems w i t h using a 

4 d r i l l stem sample? 

5 A. Yes. I f the ge o l o g i s t s a i d i t a c t u a l l y came- from 

6 a d r i l l stem t e s t , the d r i l l stem t e s t , as you guys are 

7 aware of, i s a c t u a l l y f l u i d t h a t ' s flowed back up 

8 through the pipe u s u a l l y during a d r i l l i n g t e s t . 

9 Well, t h a t i s not going t o be a t r u e RW t h a t i s 

10 coming back up the pipe. You are going t o have mud 

11 f i l t r a t e mixed i n the sample, p o s s i b l y mud. So you're 

12 going t o have -- i t ' s not going t o be a t r u e RW, unless 

13 you flowed 100 percent of a l l your f l u i d s back and 

14 cleaned up the w e l l f o r a s u b s t a n t i a l time. 

15 So I am a l i t t l e l e e r y of using d r i l l stem t e s t 

16 RW type data, i f t h a t i s indeed -- t h a t ' s what I 

17 understood him t o say where i t came from. 

18 Q. And the Hearing Examiner r a i s e d an issue about an 

19 RW and a n t i c i p a t e d the question I was going t o ask you. 

20 What i s the d i f f e r e n c e between a 0.05 RW and a 0.035 as 

21 suggested by BC's geologist? 

22 A. A l l r i g h t . I f you j u s t took the basic model t h a t 

23 I ran -- and my .05 showed t h a t the thousand-foot 

24 i n t e r v a l was e f f e c t i v e l y 100 percent, 95 percent wet. 

25 I f I run t h a t same i n t e r v a l on a .035, I now have 
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1 introduced about another 12 to 13 percent of water 

2 s a t u r a t i o n , which means I brought t h a t i n t e r v a l down to 

3 around 82 percent. 

4 So now I've got 18 percent o i l s a t u r a t i o n over 

5 1,000 f e e t plus 1,500 f e e t above, which has s i m i l a r l o g 

6 c h a r a c t e r i s t i c s . I've got a 25-foot hundred o i l column 

7 w i t h almost 2 0 percent o i l s a t u r a t i o n . I have probably 

8 h i t one of the l a r g e r d i s c o v e r i e s i n New Mexico i n 

9 years. Even i f I get a ten percent water cut out of 

10 t h a t , I am doing p r e t t y darn good. I don't know about 

11 you guys, but we aught t o run to the courthouse and 

12 s t a r t l e a s i n g because i t ' s huge numbers, i f we go to a 

13 .0350 RW. 

14 MR. LARSON: That's a l l I have. 

15 CROSS-EXAMINATION 

16 BY MR. FELDEWERT 

17 Q. Mr. Davis, i n pr e p a r a t i o n f o r t h i s case here 

18 today, d i d you go out and get a t r u e RW? 

19 A. I got one from what I thought was a wet zone i n 

20 the w e l l , yes. 

21 Q . I thought t h a t 0.05 was based on your analysis? 

22 A. Based on what I thought was wet i n the w e l l . 

23 Q. I t i s not an analysis i t s e l f , was i t ? 

24 A. No, i t ' s not. 

25 MR. FELDEWERT: Tha t i s a l l I have . 
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1 EXAMINER McMILLAN: I have no f u r t h e r 

2 questions. 

3 STEPHEN L. PATTEE 

4 having been p r e v i o u s l y sworn, was f u r t h e r examined and 

5 f u r t h e r t e s t i f i e d as f o l l o w s : 

6 DIRECT EXAMINATION 

7 BY MR. LARSON: 

8 Q. Do you have a couple of r e b u t t a l e x h i b i t s ? 

9 A. I do. I have three. 

10 Q. Mr. Pattee, could you i d e n t i f y the document 

11 t h a t ' s been hand marked as E x h i b i t No. 25? 

12 A. Yes, s i r . When we d i d our eval u a t i o n of the 

13 immediate area surrounding the Grace Carlsbad Well, we 

14 s t a r t e d w i t h a h a l f m i l e , as I p r e v i o u s l y discussed, per 

15 OCD s t a t u t o r y area review requirements. We expanded i t 

16 out t o t r y t o gather as much i n f o r m a t i o n as we could t o 

17 get the best p i c t u r e painted i n and around section 36. 

18 To ensure t h a t we -- t h a t the in f l u e n c e of t h i s 

19 i n j e c t i o n w e l l f e l l w i t h i n those areas of review, we 

20 performed a plume m i g r a t i o n model. Now what we d i d was 

21 from the p e t r o p h y s i c a l e v a l u a t i o n of the t a r g e t sands 

22 f o r i n j e c t i o n , t h a t i s p o r o s i t y c u t o f f s of nine percent 

23 or greater, i t was i d e n t i f i e d t h a t there i s 64 4 f e e t 

24 w i t h i n the 1,000 f o o t t a r g e t i n t e r v a l of sands greater 

25 than nine percent c a l c u l a t e d . Of t h a t 64 0 f e e t , going 
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1 on the assumption t h a t the t y p i c a l p e r f o r a t e d i n j e c t i o n 

2 w e l l f o r economic considerations i n the completion of 

3 the w e l l t y p i c a l l y produce or p e r f o r a t e 150 t o maybe 250 

4 of pay, of r e s e r v o i r , we took a model of 150 f e e t . We 

5 assumed t h a t Key would p e r f o r a t e the bottom 150 f e e t of 

6 sands greater than nine percent p o r o s i t y . And we ran an 

7 i n j e c t i o n model to see how f a r out over a twenty-year 

8 per i o d t h a t t h a t i n j e c t e d water would i n f l u e n c e on the 

9 r e s e r v o i r . 

10 And t h a t number came out. According t o t h i s 

11 E x h i b i t 25, you w i l l see the range of the plume i s 

12 1,043 f e e t . So i n the i n f l u e n c e of the Grace Carlsbad 

13 i n j e c t i o n at a t y p i c a l l y expected completion i n t e r v a l , 

14 over a 20-year pe r i o d of i n j e c t i o n , would r a d i a t e a 

15 f i e l d approximately 1,000 f e e t away from the w e l l bore. 

16 Coupling t h a t w i t h a p e t r o p h y s i c a l analysis of a 

17 w e l l approximately 2,500 f e e t away, the c o r r e l a t i o n of 

18 i n f l u e n c e on t h i s w e l l t o the p o t e n t i a l f o r productive 

19 hydrocarbon i n d i c a t e s t h i s w e l l i s not -- t h i s i s not 

20 going t o i n f l u e n c e or have any bearing on the production 

21 t h a t ' s i d e n t i f i e d i n the s t r u c t u r e maps, two, three, 

22 four miles away. The i n f l u e n c e i s minimized. 

23 I f they p e r f o r a t e the f u l l 644 f e e t of net 

24 r e s e r v o i r p o r o s i t y greater than 9 percent, E x h i b i t 26 

25 shows t h a t the plume a f t e r 20 years of constant 
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1 i n j e c t i o n would only migrate out 500 f e e t . 

2 So the w e l l i s not i n f l u e n c i n g the r e s e r v o i r on a 

3 grand scheme. And, furthermore, the p e t r o p h y s i c a l 

4 ana l y s i s of the immediately surrounding area of 

5 i n f l u e n c e and area of i n v e s t i g a t i o n i n d i c a t e s t h a t 

6 there's hydrocarbons of noncommercial q u a n t i t y i n t h a t 

7 area; t h e r e f o r e , i t 1 s a nonproductive zone at the 

8 l o c a t i o n of t h i s w e l l . 

9 The t h i r d p o i n t , E x h i b i t 27, we expanded t h a t --

10 and I t h i n k E x h i b i t 10A was a two-mile producing 

11 i n t e r v a l . This i s the producing i n t e r v a l chart of a l l 

12 the w e l l s w i t h i n a two-mile radius of the Grace Carlsbad 

13 Well. And there was only one w e l l t h a t f e l l w i t h i n the 

14 i n j e c t i o n i n t e r v a l t h a t has a h i s t o r y of production. 

15 And t h a t was a w e l l t o the very n o r t h , and i t was almost 

16 two miles away. 

17 The w e l l i n d i c a t e d on t h i s -- on t h i s c h art, Well 

18 No. 6 i s the w e l l t h a t was r e f e r r e d t o as producing t o 

19 the west. And i t ' s j u s t below our proposed i n j e c t i o n 

20 i n t e r v a l . 

21 So a two-mi le review, h i s t o r i c a l l y on ly one w e l l 

22 pops i n , a l low f o r the w e l l t o the west which 

23 produced 80,000 b a r r e l s - - two w e l l s pop i n . They are 

24 n e a r l y two mi les away. And our area o f i n f l u e n c e i s 

25 going t o be approximate ly 1,000 f e e t . 
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1 The impact of t h i s w e l l , i n our opinion, should 

2 not a f f e c t hydrocarbon production i n t h i s zone. 

3 EXAMINER McMILLAN: A l l r i g h t . Cross? 

4 CROSS-EXAMINATION 

5 BY MR. FELDEWERT: 

6 Q. Mr. Pattee, why don't you look at E x h i b i t No. 4 

7 i n our packet. 

8 A. Yes, s i r . 

9 Q. Why don't you look at what's been hash tagged i n 

10 s e c t i o n 36. 

11 A. Yes, s i r . 

12 Q. You see the two red dots? 

13 A. The two red dots t o the south? 

14 Q. Yes. 

15 A. Yes, s i r . 

16 Q. And then you see the symbol t h a t I bel i e v e 

17 r e l a t e s t o the Grace SWD j u s t t o the n o r t h of that? 

18 A. Yes. 

19 Q. What i s the distance between t h a t and the red 

20 dot? 

21 A. Roughly 1,000 f e e t . 

22 Q. Okay. You are not s t a t i n g -- are you? -- t h a t 

23 t h i s SWD i s not going t o have an impact on the a b i l i t y 

24 of the lessee t o produce hydrocarbons i n the Brushy 

25 Canyon zone i n the east h a l f of se c t i o n 36, are you? 
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1 A. Considering -- l o o k i n g at E x h i b i t 4, considering 

2 the w e l l t h a t we evaluated f o r hydrocarbon -- f o r 

3 p e t r o p h y s i c a l a n a l y s i s i s i n sec t i o n 6, northwest 

4 corner, between the pe r m i t t e d w e l l i n question and the 

5 Grace Carlsbad Well, the i n d i c a t i o n s are — 

6 Q. I am t a l k i n g about the i n j e c t i o n . I f you i n j ect 

7 i n t o the Brushy Canyon and you saw water at your 

8 proposed maximum r a t e s , your testimony i s i t ' s not going 

9 t o have any impact on the a b i l i t y of the s t a t e lessee 

10 under i n t e r s e c t i o n 36 t o produce from the Brushy Canyon? 

11 A. I f there are no hydrocarbons t o produce, yes, 

12 t h a t ' s what I am saying. 

13 Q. But i f there are hydrocarbons t o produce, i t w i l l 

14 have impact, correct? 

15 A. I f there were, yes. 

16 Q. Thank you. 

17 MR. FELDEWERT: That's a l l I have. 

18 EXAMINER McMILLAN: I r e a l l y have no f u r t h e r 

19 questions at t h i s time. Closing. 

20 MR. LARSON: I would move the admission of 

21 E x h i b i t s 26, 27 and 28 — excuse me — 25, 26, and 27. 

22 EXAMINER McMILLAN: E x h i b i t s 25 through 27 

23 may now be accepted as p a r t of the record. 

24 (Key Energy Resources LLC E x h i b i t s 25 

25 through 27 were o f f e r e d and admitted.) 
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1 MR. LARSON: Mr. Examiner, I bel i e v e t h a t 

2 our witnesses have c a r r i e d t h e i r burden of e s t a b l i s h i n g 

3 t h a t Key Energy can s a f e l y i n j e c t produced water i n t o 

4 the proposed i n t e r v a l , and I would request a continuance 

5 of t h i s case u n t i l August 20th so Key can address the 

6 outstanding n o t i c e issue. 

7 MR. FELDEWERT: We move to dismiss, we move 

8 t o dismiss t h i s a p p l i c a t i o n . I t h i n k we 1ve also 

9 demonstrated t h a t the area i s p o t e n t i a l l y productive of 

10 hydrocarbons. 

11 We are dealing w i t h s t a t e minerals held i n 

12 t r u s t f o r c i t i z e n s of the s t a t e of New Mexico. So i f 

13 you are going t o get an SWD here, you b e t t e r be very, 

14 very comfortable t h a t there's no hydrocarbons there. 

15 And I don't see how you get there w i t h t h i s record. 

16 And we have a lessee t h a t ' s there. We have 

17 a lessee t h a t ' s going t o develop t h i s acreage. And what 

18 they're suggesting i s t h a t an SWD t h a t ' s going t o 

19 prevent from developing hydrocarbons i n the Brushy 

20 Canyon t h a t they b e l i e v e e x i s t s and I t h i n k we've 

21 demonstrated e x i s t s i n t h i s area. So we ask t h a t t h i s 

22 be denied. And I don't t h i n k you need t o come back f o r 

23 any n o t i c e . 

24 EXAMINER WADE: At t h i s p o i n t , we are going 

25 t o deny the mot ion t o dismiss and we can set i t f o r the 
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1 f u t u r e . 

2 S p e c i f i c t o the n o t i c e , I d i d not see a 

3 r e t u r n card f o r the st a t e land o f f i c e . And among a l l 

4 the other p a r t i e s t h a t you said you found out, please 

5 make sure t h a t you do n o t i c e the s t a t e land o f f i c e and 

6 we w i l l get proof of t h a t n o t i c e . 

7 MR. LARSON: I be l i e v e Mr. Price t e s t i f i e d 

8 t h a t they d i d receive i t , but we w i l l i n v e s t i g a t e t h a t , 

9 s i r . 

10 EXAMINER WADE: There might be a concern, 

11 even though I'm not sure, as t o who received t h a t n o t i c e 

12 at the st a t e land o f f i c e . 

13 MR. LARSON: We w i l l look i n t o t h a t . 

14 EXAMINER McMILLAN: And also BC w i l l be 

15 expected t o provide the requested i n f o r m a t i o n t o the 

16 p a r t i e s . 

17 MR. FELDEWERT: Yes. 

18 EXAMINER McMILLAN: With t h a t i n mind, case 

19 No. 15322 w i l l be continued. 

20 MR. LARSON: Thank you. 

21 MR. FELDEWERT: Thank you. And the date? 

22 EXAMINER McMILLAN: To August the 20th. 

23 j harocy certify that the foregoing to 
a so-rcvle.e record of the proceeding; tfl 

24 foe Bxjmincr hearing of Ccs« No. • 

25 (Time n o t e d 4 : ^ r d p b . W ° B " ' 

" - r i , T — — — o n " C : 6 ' n ' s e r v a t t e n " & r ' / i s t o o - — — -
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