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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING CALLED BY 
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PURPOSE OF CONSIDERING: 

APPLICATION OF CONOCOPHILLIPS COMPANY 
FOR APPROVAL OF A COOPERATIVE LEASELINE 
INJECTION AGREEMENT FOR AN ENHANCED USE 
AREA WITHIN THE EAST VACUUM-GRAYBURG-SAN 
ANDRES UNIT PRESSURE MAINTENANCE PROJECT 
AREA, AND QUALIFICATION OF THE ACREAGE 
WITHIN THE "EXPANDED USE AREA" FOR THE 
RECOVERED OIL TAX RATE PURSUANT TO THE 
NEW MEXICO ENHANCED OIL RECOVERY ACT, 
LEA COUNTY, NEW MEXICO 

CASE NO. 13 ,134 
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REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 
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This matter came on f o r hearing before the New 
Mexico O i l Conservation D i v i s i o n , DAVID R. CATANACH, 
Hearing Examiner, on Thursday, August 21st, 2003, a t the 
New Mexico Energy, Minerals and Na t u r a l Resources 
Department, 1220 South Saint Francis D r i v e , Room 102, Santa 
Fe, New Mexico, Steven T. Brenner, C e r t i f i e d Court Reporter 
No. 7 f o r the State of New Mexico. 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

9:30 a.m.: 

EXAMINER CATANACH: C a l l Case 13,134, t h e 

A p p l i c a t i o n of ConocoPhillips Company f o r approval of a 

cooperative l e a s e l i n e i n j e c t i o n agreement f o r an enhanced 

use area w i t h i n t he East Vacuum-Grayburg-San Andres U n i t 

Pressure Maintenance P r o j e c t area, and q u a l i f i c a t i o n of the 

acreage w i t h i n the "Expanded Use Area" f o r the Recovered 

O i l Tax Rate pursuant t o the New Mexico Enhanced O i l 

Recovery Act, Lea County, New Mexico. 

C a l l f o r appearances. 

MR. CARR: May i t please the Examiner, my name i s 

W i l l i a m F. Carr w i t h the Santa Fe o f f i c e of Holland and 

Hart, L.L.P. We represent ConocoPhillips Company i n t h i s 

matter, and I have one witness. 

EXAMINER CATANACH: C a l l f o r a d d i t i o n a l 

appearances. Okay, w i l l the witness please stand t o be 

sworn in? 

(Thereupon, the witness was sworn.) 

SAM JOHNSTONE. 

the witness h e r e i n , a f t e r having been f i r s t d u l y sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. CARR: 

Q. Would you s t a t e your name f o r the re c o r d , please? 

STEVEN T. BRENNER, CCR 
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A. Sam Johnstone. 

Q. Mr. Johnstone, where do you reside? 

A. Katy, Texas. 

Q. And by whom are you employed? 

A. ConocoPhillips. 

Q. What i s your c u r r e n t p o s i t i o n w i t h 

ConocoPhillips? 

A. Reservoir engineer. 

Q. Have you p r e v i o u s l y t e s t i f i e d before t h e New 

Mexico O i l Conservation D i v i s i o n ? 

A. No, I have not. 

Q. Would you review f o r Mr. Catanach your 

e d u c a t i o n a l background? 

A. I n 1999 I graduated w i t h a bachelor's of science 

degree from Montana Tech i n petroleum engineering. I n 2001 

I graduated w i t h a master's of science degree i n petroleum 

engineering from Montana Tech. 

Q. Since graduation, f o r whom have you worked? 

A. I worked f o r H a l l i b u r t o n Energy Services out of 

school as a s t i m u l a t i o n engineer, and then f o r the l a s t two 

and a h a l f years I've worked f o r ConocoPhillips as a 

pr o d u c t i o n and r e s e r v o i r engineer. 

Q. Does the area of your r e s p o n s i b i l i t y i n c l u d e the 

p o r t i o n of southeastern New Mexico i n v o l v e d i n t h i s case? 

A. Yes, I've worked the Vacuum area f o r the l a s t two 

STEVEN T. BRENNER, CCR 
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and a h a l f years. 

Q. 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 i n 

t h i s case on behalf of ConocoPhillips? 

A. Yes, I am. 

Q. And are you f a m i l i a r w i t h your company's plans t o 

expand C0 2 i n j e c t i o n i n the East Vacuum-Grayburg-San Andres 

U n i t area and also f a m i l i a r w i t h the cooperative l e a s e l i n e 

agreement between ConocoPhillips and ChevronTexaco t h a t i s 

the s u b j e c t of t h i s case? 

A. Yes, I am. 

MR. CARR: We tender Mr. Johnstone as an expert 

i n petroleum engineering. 

EXAMINER CATANACH: Mr. Johnstone i s so 

q u a l i f i e d . 

Q. (By Mr. Carr) Would you b r i e f l y summarize f o r 

the Examiner what i t i s t h a t ConocoPhillips seeks i n t h i s 

case? 

A. ConocoPhillips i s proposing t o expand a C0 2 

i n j e c t i o n i n the East Vacuum-Grayburg-San Andres U n i t i n t o 

a new expanded-use area. The subject i n j e c t i o n w e l l s have 

been p r e v i o u s l y approved f o r i n j e c t i o n by the D i v i s i o n . 

Q. And i s ConocoPhillips E x h i b i t Number 1 a copy of 

the p r i o r orders approving the i n j e c t i o n w e l l s ? 

A. Yes. 

Q. How many w e l l s are we a c t u a l l y t a l k i n g about here 

STEVEN T. BRENNER, CCR 
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today? 

A. We're t a l k i n g about e i g h t w e l l s , e i g h t i n j e c t i o n 

w e l l s . 

Q. And i f I look a t E x h i b i t Number 1, we f i r s t have 

A d m i n i s t r a t i v e Order PMX-203. That approves f o u r i n j e c t i o n 

w e l l s , c o r r e c t ? 

A. Yes. 

Q. Are a l l of those w e l l s t o be used i n t h i s 

expanded-use area t h a t we're disc u s s i n g here today? 

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

Q. And then attached t o t h a t i s another 

a d m i n i s t r a t i v e order from the D i v i s i o n , and i t l i s t s s i x 

w e l l s . Would you i d e n t i f y which of those w e l l s are not the 

su b j e c t of t h i s A p p l i c a t i o n ? 

A. The two w e l l s t h a t are not the s u b j e c t of t h i s 

A p p l i c a t i o n are the East Vacuum-Grayburg-San Andres U n i t 

2963-005 and the East Vacuum-Grayburg-San Andres U n i t 0524-

005. 

Q. And so we're t a l k i n g today about e i g h t p r e v i o u s l y 

approved i n j e c t i o n wells? 

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

Q. I s the expanded-use area l o c a t e d on t h e boundary 

between the East Grayburg-San Andres U n i t and the 

ChevronTexaco-operated Central Vacuum Unit? 

A. Yes. 

STEVEN T. BRENNER, CCR 
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Q. I n the past, has th e r e been i n j e c t i o n along t h i s 

boundary? 

A. There has been water i n j e c t i o n along t h i s 

boundary. 

Q. And have previous cooperative i n j e c t i o n 

agreements been entered between the ConocoPhillips group 

and t h e now ChevronTexaco group? 

A. Yes, t h a t ' s r i g h t . 

Q. I s i t your testimony today t h a t approval of t h i s 

l e a s e l i n e agreement w i l l i n e f f e c t p r o t e c t the c o r r e l a t i v e 

r i g h t s of a l l i n t e r e s t owners i n both u n i t s ? 

A. Yes. 

Q. You're also seeking t o q u a l i f y t h i s expanded-use 

area f o r the i n c e n t i v e t a x r a t e under the New Mexico 

Enhanced O i l Recovery Act? 

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

Q. A l l r i g h t , l e t ' s go t o what has been marked as 

E x h i b i t Number 2, and I ' d ask you t o i d e n t i f y t h a t and 

review i t f o r Mr. Catanach. 

A. E x h i b i t Number 2 i s a map of the Vacuum area. 

Q. And what does t h i s show us? 

A. I d e n t i f i e d i s the East Vacuum-Grayburg-San Andres 

U n i t operated by ConocoPhillips and the C e n t r a l Vacuum U n i t 

operated by ChevronTexaco, and i d e n t i f i e d i s the proposed 

expansion of the C02 p r o j e c t along the l e a s e l i n e border. 

STEVEN T. BRENNER, CCR 
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Q. Let's go t o ConocoPhillips E x h i b i t Number 3, the 

c o l l e c t i o n of OCD orders, and I ' d l i k e you t o r e f e r t o 

these orders and provide a b r i e f h i s t o r y of the Vacuum-

Grayburg-San Andres U n i t . 

A. D i v i s i o n Order Number R-5871 includes 

approximately — i s a s t a t u t o r y u n i t approval, includes 

approximately 7000 acres of State of New Mexico lands. 

Q. This was back i n 1978? 

A. Yes, t h a t i s r i g h t . 

Q. Okay, and the next order? 

A. The next order was the pressure-maintenance 

o p e r a t i o n approval, Order Number R-5897, dated January 

16th, 1979. 

Q. Behind t h a t we have Order R-6856. What d i d t h i s 

do? 

A. This order authorized the i n j e c t i o n of C0 2 i n a 

q u a l i f i e d t e r t i a r y p r o j e c t area. 

Q. Okay, and the next order? 

A. Order Number R-6856-A q u a l i f i e d t he r e i n j e c t i o n 

of hydrocarbon-contaminated C02 i n the q u a l i f i e d t e r t i a r y 

p r o j e c t area. 

Q. Okay, then the next order, the l a s t order on the 

Vacuum-Grayburg? 

A. Order Number R-6856-B, dated November 12th, 1993, 

q u a l i f i e d or approved f i v e expanded-use areas w i t h i n t he 

STEVEN T. BRENNER, CCR 
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q u a l i f i e d t e r t i a r y p r o j e c t area. 

Q. And t h i s order a c t u a l l y approved f i v e areas 

i d e n t i f i e d i n the order and q u a l i f i e d those areas f o r the 

enhanced o i l recovery t a x c r e d i t ; i s t h a t r i g h t ? 

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

Q. And the expanded-use area we're t a l k i n g about 

today was not included i n t h a t p r i o r order and has never 

been approved f o r the t a x c r e d i t ? 

A. Yes. 

Q. What's the s t a t u s of the Cen t r a l Vacuum? 

A. The Central Vacuum U n i t was created pursuant t o a 

s t a t u t o r y u n i t i z a t i o n act approved by D i v i s i o n Order Number 

R-5496, entered on August 9 t h , 1977. Pressure-maintenance 

operations were approved by D i v i s i o n Order Number R-553 0, 

September 20th, 1977, and C02 i n j e c t i o n was a u t h o r i z e d i n 

the C e n t r a l Vacuum U n i t by Order Number R-5530-E, dated 

A p r i l 30th, 1997. 

Q. And those orders are also i n c l u d e d i n 

ConocoPhillips E x h i b i t Number 3? 

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

Q. And so t h a t b a s i c a l l y provides a r e g u l a t o r y 

background f o r what we're seeking today; i s t h a t c o r r e c t ? 

A. That i s r i g h t . 

Q. Let's go t o what has been marked ConocoPhillips 

E x h i b i t Number 4. Would you i d e n t i f y and review t h i s ? 

STEVEN T. BRENNER, CCR 
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A. ConocoPhillips E x h i b i t Number 4 i s a p l a t , k i n d 

of blown up, showing the subject area today of the 

l e a s e l i n e . We seek t o implement C02 i n j e c t i o n i n t h i s 

expanded-use area w i t h i n the q u a l i f i e d t e r t i a r y recovery 

area of the Grayburg-San Andres U n i t , of the East Vacuum 

Grayburg-San Andres U n i t pressure maintenance p r o j e c t area, 

t o i n c l u d e these 156 areas, approximately. 

Q. And so you've got 156 acres, and t h i s shows t h a t 

acreage, and the e i g h t i n j e c t i o n w e l l s are i n d i c a t e d t h a t 

are t h e s u b j e c t of t h i s A p p l i c a t i o n ? 

A. Yes, the e i g h t i n j e c t i o n w e l l s are 3236-008, 

3127-395, 3127-396, 3127-007, 3127-398, 3127-006, 3127-399 

and 3127-005. 

Q. Would you i d e n t i f y what's been marked as E x h i b i t 

Number 5? 

A. E x h i b i t Number 5 i s the cooperative l e a s e l i n e 

agreement between Central Vacuum U n i t and East Vacuum-

Grayburg-San Andres U n i t . 

Q. This has been executed by ChevronTexaco on behalf 

of t h e owners i n the Central Vacuum Unit? 

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

Q. Does t h i s agreement g e n e r a l l y govern your 

r e l a t i o n s h i p and determine how the costs of t h i s 

c ooperative agreement are going t o be shared? 

A. Yes, t h a t ' s r i g h t , t h i s agreement o u t l i n e s how 

STEVEN T. BRENNER, CCR 
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t h e costs w i l l be shared and also the operations along t h i s 

lease l i n e . 

Q. How b a s i c a l l y do you i n t e n d t o implement C0 2 

i n j e c t i o n along t h i s boundary? 

A. Along t h i s boundary C02 w i l l be i n j e c t e d , 

continuous C02 i n j e c t i o n , f o r approximately one year or 

u n t i l 7 BCF has been i n j e c t e d i n the area, and then a f t e r 

t h a t water a l t e r n a t i n g gas i n j e c t i o n may begin. 

Q. And t h a t ' s s i m i l a r t o what's been used i n other 

C 0 2 - i n j e c t i o n areas w i t h i n the u n i t ? 

A. Yes. 

Q. I f we look a t E x h i b i t A t o t h i s agreement, i t ' s a 

p l a t t h a t shows the boundary between the two u n i t s . Got 

i t ? Mr. Johnstone, t h e r e are a number of i n j e c t i o n w e l l s 

along t h e boundary t h a t go f a r o u t s i d e the area t h a t we're 

t a l k i n g about here today. Does t h i s agreement govern a l l 

those i n j e c t i o n wells? 

A. This agreement does govern a l l of these i n j e c t i o n 

w e l l s , but s t a t e s t h a t only the — I t s t a t e s t h a t 11 of 

these i n j e c t i o n w e l l s w i l l a t t h i s time — are approved f o r 

C0 2 i n j e c t i o n . Eight of these w e l l s are on t h e East 

Vacuum-Grayburg-San Andres side and t h r e e are on the 

C e n t r a l Vacuum U n i t side. 

Q. We're t a l k i n g about the e i g h t t h a t are on our 

s i d e only? 

STEVEN T. BRENNER, CCR 
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A. Yes, we're t a l k i n g about the e i g h t t h a t are on 

our s i d e only. 

Q. And as t o these other w e l l s , t h e y ' r e c u r r e n t l y 

water i n j e c t i o n ; i s t h a t r i g h t ? 

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

Q. And i f you a t a l a t e r date convert a d d i t i o n a l 

areas t o C02 i n j e c t i o n , then t h i s l e a s e l i n e cooperative 

agreement w i l l apply t o those and govern how costs are 

a l l o c a t e d and other o p e r a t i o n a l matters concerning the C02 

i n j e c t i o n ? 

A. That i s c o r r e c t , as long as both operators of 

both u n i t s m u t u a l l y agree t o C02 i n j e c t i o n i n those w e l l s . 

Q. Let's go t o ConocoPhillips Number 6. Would you 

i d e n t i f y t h a t f o r the Examiner, please? 

A. ConocoPhillips E x h i b i t Number 6 i s the o r i g i n a l 

type l o g f o r the u n i t agreement. I t o u t l i n e s the top of 

the u n i t and the bottom of the u n i t . 

Q. And what i n t e r v a l s are covered? I s i t j u s t t he 

Grayburg-San Andres? 

A. The Grayburg-San Andres, t h a t ' s c o r r e c t . 

Q. Okay, l e t ' s move on t o E x h i b i t Number 7. What i s 

t h i s ? 

A. E x h i b i t Number 7 i s a c r o s s - s e c t i o n of w e l l s 

going from west t o east, two w e l l s i n the C e n t r a l Vacuum 

U n i t and two w e l l s i n the East Vacuum-Grayburg-San Andres 

STEVEN T. BRENNER, CCR 
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Unit. 

Q. I f we look back a t the p l a t , E x h i b i t Number 4, 

could you review f o r Mr. Catanach the general l i n e of the 

cr o s s - s e c t i o n , the t r a c e f o r the cross-section? 

A. E x h i b i t Number 4 was — You can see on t h e 

Ce n t r a l Vacuum U n i t the w e l l marked 74W i s a c t u a l l y t h e 

second w e l l on t h i s c r o s s - s e c t i o n . There i s one w e l l on 

t h i s c r o s s - s e c t i o n t o the east — 

Q. To the west. 

A. To the west, excuse me. And then the two w e l l s 

i n c l u d e d i n the cros s - s e c t i o n on the East Vacuum-Grayburg-

San Andres U n i t are marked 396W, and then down t o t h e 

southwest — southeast, the w e l l i d e n t i f i e d as 005. 

Q. B a s i c a l l y what t h i s c r o s s - s e c t i o n gives you i s an 

o p p o r t u n i t y t o look a t the Grayburg-San Andres area on the 

boundary i n the area of i n t e r e s t ? 

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

Q. And what does i t show you? 

A. I t shows t h a t the i n t e r v a l s t h a t w i l l be i n j e c t e d 

w i t h C0 2 are continuous across both u n i t s . 

Q. Based on ConocoPhillips' e f f o r t s t o i n j e c t C02 i n 

other p o r t i o n s of the Vacuum-Grayburg-San Andres U n i t , does 

t h i s look l i k e a good area g e o l o g i c a l l y t o implement a C02 

flood? 

A. Yes, t h i s i s k i n d of the sweet spot o f both 

STEVEN T. BRENNER, CCR 
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u n i t s . 

Q. Mr. Johnstone, l e t ' s go t o ConocoPhillips Number 

8. Would you i d e n t i f y t h a t and e x p l a i n what i t shows? 

A. E x h i b i t Number 8 i s an incremental o i l f o r e c a s t 

f o r t he s u b j e c t area. 

Q. I s t h i s incremental o i l a l l the r e s u l t you 

a n t i c i p a t e of the C02 flood? 

A. Yes. 

Q. I t shows both o i l and gas? 

A. Yes. 

Q. And i t ' s l i m i t e d t o j u s t the expanded-use area, 

the 156 acres we're t a l k i n g about? 

A. Yes, t h a t i s r i g h t . 

Q. A l l r i g h t , l e t ' s go t o E x h i b i t Number 9. What i s 

t h a t ? 

A. E x h i b i t Number 9 i s the a p p l i c a t i o n f o r a 

c e r t i f i c a t e of q u a l i f i c a t i o n f o r the l e a s e l i n e expansion 

p r o j e c t i o n a t the East Vacuum-Grayburg-San Andres U n i t . 

Q. What are the c a p i t a l costs t h a t w i l l be i n c u r r e d 

f o r f a c i l i t i e s r e l a t e d t o t h i s p r o j e c t ? 

A. For f i e l d i n s t a l l a t i o n and upgrades $360,000, f o r 

w e l l remediation and miscellaneous costs $740,000. So 

t o t a l c a p i t a l costs w i l l be approximately $1.1 m i l l i o n . 

Q. And then how much i s the carbon d i o x i d e going t o 

cost? 
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A. C0 2 i n j e c t i o n w i l l cost approximately 

$13,068,000. 

Q. So the t o t a l p r o j e c t costs are what? 

A. $14,167,990. 

Q. Have you determined the value of the a d d i t i o n a l 

p r o d u c t i o n t h a t you expect t o recover from the p r o j e c t ? 

A. Yes, we have. 

Q. And what i s t h a t ? 

A. We c a l c u l a t e d reserves, incremental reserves from 

the p r o j e c t , 1117 b a r r e l s , a t an average p r i c e of $2 0 a 

b a r r e l , gives an a d d i t i o n a l value of $22,349,576. 

Q. And what were the a d d i t i o n a l volume number of 

b a r r e l s you a n t i c i p a t e d ? 

A. 1117. 

Q. I s t h a t thousand or — 

A. M i l l i o n , excuse me. 

Q. And I was going t o say, what i s the p r i c e , and do 

you have a purchaser? (Laughter) What i s the p r i c e you're 

using i n t h i s c a l c u l a t i o n ? 

A. Twenty d o l l a r s a b a r r e l . 

Q. What i s the a n t i c i p a t e d date f o r commencement of 

i n j e c t i o n ? 

A. We'd l i k e t o commence i n j e c t i o n p r i o r t o October 

1st, 2003. 

Q. Would you e x p l a i n why t h a t i s an important date? 
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A. Under our t r a n s p o r t a t i o n c o n t r a c t , C0 2 

t r a n s p o r t a t i o n c o n t r a c t w i t h T r i n i t y C0 2, we must be 

i n j e c t i n g i n t o a t l e a s t f o u r of these l e a s e l i n e i n j e c t o r s 

by October 1st t o get a 4-cent-per-MCF r e d u c t i o n i n our 

t r a n s p o r t a t i o n costs. 

Q. And you are p h y s i c a l l y able t o do t h a t as soon as 

you get approval from the OCD? 

A. Yes. 

Q. And so we request t h a t the order be expedited t o 

the e x t e n t p o s s i b l e , do we not? 

A. Yes, we do. 

Q. Does E x h i b i t Number 9 co n t a i n graphs t h a t show 

the p r o d u c t i o n and the i n j e c t i o n h i s t o r y f o r t h i s p r o j e c t ? 

A. Yes. 

Q. Does i t also f o r e c a s t the enhanced recovery of 

o i l and water a n t i c i p a t e d w i t h i n the p r o j e c t area? 

A. Yes, i t does. The a p p l i c a t i o n a l s o contains 

graphs f o r the e n t i r e — f o r the c u r r e n t C02 p r o j e c t area 

and f o r t he expanded-use area. 

Q. I s ConocoPhillips E x h i b i t Number 10 an a f f i d a v i t 

c o n f i r m i n g t h a t n o t i c e of t h i s A p p l i c a t i o n has been 

provided i n accordance w i t h the Rules of the D i v i s i o n ? 

A. Yes, i t i s . 

Q. And t o whom was n o t i c e provided? 

A. To a l l w o r k i n g - i n t e r e s t owners of th e East 
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Vacuum-Grayburg-San Andres U n i t and t o the w o r k i n g - i n t e r e s t 

owners of Central Vacuum U n i t . 

Q. And those are i d e n t i f i e d on a l i s t attached t o 

the a f f i d a v i t ; i s t h a t c o r r e c t ? 

A. Yes, they are. 

Q. Mr. Johnstone, i n your o p i n i o n w i l l approval of 

t h i s A p p l i c a t i o n and the implementation of t h i s C02 f l o o d 

be i n the best i n t e r e s t of conservation, t h e p r e v e n t i o n of 

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

A. Yes. 

Q. Were E x h i b i t s 1 through 10 e i t h e r prepared by you 

or have you reviewed them and can you t e s t i f y t o t h e i r 

accuracy? 

A. Yes. 

MR. CARR: At t h i s time, Mr. Catanach, we would 

move the admission i n t o evidence of ConocoPhillips E x h i b i t s 

1 through 10. 

EXAMINER CATANACH: E x h i b i t s 1 through 10 are 

admitted. 

MR. CARR: And t h a t concludes my d i r e c t 

examination of Mr. Johnstone. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Johnstone, i t ' s my understanding t h a t these 

w e l l s were already approved by the D i v i s i o n f o r C0 2 
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i n j e c t i o n ? 

A. For — Yes. 

Q. So we don't have t o do anything w i t h t h a t , 

t h e y ' r e already approved f o r C02? 

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

Q. A l l t h a t you're seeking here i s t o a u t h o r i z e — 

Now, l e t me ask you t h i s . Was C02 i n j e c t i o n not au t h o r i z e d 

w i t h i n t h i s expanded-use area under the o r i g i n a l East 

Vacuum-Grayburg-San Andres? 

A. Between the two operators we have not c u r r e n t l y 

had a l e a s e l i n e agreement t o i n j e c t C02. As f a r as 

auth o r i z e d by the D i v i s i o n , I b e l i e v e t h a t they were not 

au t h o r i z e d . 

MR. CARR: Mr. Catanach, my understanding i s t h a t 

w a t e r f l o o d operations were authorized but not the C02, and 

they came back and on small p r o j e c t area by p r o j e c t 

obtained approval t o go forward w i t h the C0 2 i n j e c t i o n . 

Q. (By Examiner Catanach) Okay. So C02 i n j e c t i o n 

w i t h i n the East Vacuum has occurred j u s t t o the west of 

t h i s expanded-use area? I'm s o r r y , t o the east? 

A. To the east, yes. 

Q. But as of y e t , no C02 i n j e c t i o n has been done i n 

t h i s expanded-use area? 

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

Q. Up t i l l now i t ' s j u s t been water i n j e c t i o n ? 
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A. Yes. 

Q. Now, I wanted t o go back t o E x h i b i t 4, and you 

were saying something about — I'm s o r r y , 5. On t h a t 

E x h i b i t A a l l the w e l l s t h a t are c i r c l e d , those are a l l 

i n j e c t i o n w ells? 

A. Yes. 

Q. And some of those are your i n j e c t i o n w e l l s , and 

some are on the CVU, r i g h t ? 

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

Q. Okay. Now, there's been other areas t h a t you 

guys — other small areas t h a t you guys have p e r m i t t e d as 

an expanded area before; i s t h a t r i g h t ? 

A. Correct, t h e r e were f i v e expanded-use — expanded 

areas. 

Q. I s t h a t shown on t h i s map i n any — I s t h a t on 

t h i s map, those areas? 

A. They're not o u t l i n e d on t h a t map. 

Q. They're not o u t l i n e d , but are they i n c l u d e d on 

t h i s map, the area? 1 

A. Por t i o n s of the areas. 

Q. Okay, so we've done t h i s s i m i l a r l y before. 

MR. CARR: Mr. Catanach, those areas are 

i d e n t i f i e d i n E x h i b i t 3, i n Order 6856-B, and t h e r e are 

f i v e areas, and they are described i n t h i s by q u a r t e r 

q u a r t e r q u a r t e r s e c t i o n . 
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EXAMINER CATANACH: Okay, we're not going t o t h a t 

e x t e n t i n t h i s — 

MR. CARR: Not i n t h i s one. 

EXAMINER CATANACH: — i n t h i s one. 

Q. (By Examiner Catanach) The 156 acres t h a t you 

guys have i d e n t i f i e d would j u s t be the area encompassed by 

the i n j e c t i o n w e l l s and the producing wells? 

A. (Nods) 

Q. Okay. Now, the row of producing w e l l s on the 

east side of your expanded-use area, have they — Do you 

know i f they've received any b e n e f i t from C02 i n j e c t i o n 

t h a t may have occurred t o the east of those wells? 

A. They have received C02 b e n e f i t . I don't know 

t h a t — I n the p a t t e r n , maybe a quarter of the p a t t e r n of 

each of those p a t t e r n s has a f f e c t e d those w e l l s . 

Q. But you t h i n k t h a t those are going t o be a f f e c t e d 

by your i n j e c t i o n i n t o these e i g h t wells? 

A. That i s c o r r e c t . I n the A p p l i c a t i o n f o r 

c e r t i f i c a t i o n we've attached two charts showing the 

pr o d u c t i o n , gas production and o i l p r o d u c t i o n , i n the 

c u r r e n t C02 area and the new expanded area. And j u s t by 

doing some crude math here, the GOR i n the new area i s 

approximately 1000 cubic f e e t per b a r r e l of o i l . I n the 

c u r r e n t C02 p r o j e c t area, average GOR i s around 4000 t o 

5000 cubic f e e t of gas per b a r r e l of o i l . 
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I t h i n k t h a t i d e n t i f i e s t h a t these w e l l s have not 

— They may be r e c e i v i n g some b e n e f i t , but not t o t h e 

ex t e n t t h a t they should, t h a t they w i l l w i t h t h e new 

p r o j e c t . 

Q. Now w i t h t h i s i n j e c t i o n p a t t e r n t h a t you've got 

going here i n the expanded-use area, you t h i n k t h a t a l l of 

these producing w e l l s shown i n blue w i l l be a f f e c t e d by 

t h a t i n j e c t i o n ? 

A. Yes. 

Q. Are the r e any plans t o b r i n g a d d i t i o n a l i n j e c t i o n 

w e l l s on l i n e i n t h i s area? 

A. No, not c u r r e n t l y . 

Q. The w e l l s t h a t you've got shown w i t h t h e s t r a i g h t 

l i n e and an arrow through them, do you know what those are? 

For instance, the 004? Does t h a t mean anything, does t h a t 

symbol mean anything on t h i s map? 

A. I t h i n k the symbol would i n d i c a t e a water 

i n j e c t o r . 

Q. So those two w i l l remain as water i n j e c t o r s ? 

A. I b e l i e v e those two w e l l s were converted. They 

were p r e v i o u s l y i n j e c t o r s , have been converted t o 

producers. 

I would have t o double-check t h a t , bat I t h i n k 

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

MR. CARR: I f you'd l i k e , we can co n f i r m t h a t t o 
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you today, Mr. Catanach. 

EXAMINER CATANACH: That would be good. 

Q. (By Examiner Catanach) Okay, and t h i s l e a s e l i n e 

agreement has been executed by both p a r t i e s ? 

A. Yes. 

Q. Do we have signature pages on these? Mr. Carr? 

A. Page 8. 

Q. Okay. 

A. Seven and 8. 

Q. Mr. Johnstone, how long do you a n t i c i p a t e i t w i l l 

be before you get a response t o t h i s i n j e c t i o n i n the 

producing wells? 

A. We t h i n k from one year t o 18 months, we should 

see a response a response, i f we don't encounter premature 

breakthrough. 

Q. And you guys need t o be i n j e c t i n g C02 by October 

1s t ; i s t h a t c o r r e c t ? 

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

EXAMINER CATANACH: I guess — I'm s t i l l a l i t t l e 

confused, Mr. Carr. We j u s t have an approved C02 i n j e c t i o n 

i n t h i s — 

MR. CARR: That's r i g h t . 

EXAMINER CATANACH: — expanded-use area, but we 

have approved the i n j e c t i o n w e l l s — 

MR. CARR: The w e l l s are approved, we're ready t o 
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go. 

We j u s t need a u t h o r i z a t i o n t o move t o a C02 

phase, and t h a t ' s a s i g n i f i c a n t change i n t h e type of EOR 

a c t i v i t y , and we're seeking because of t h a t q u a l i f i c a t i o n 

f o r t h e t a x i n c e n t i v e . 

EXAMINER CATANACH: Okay. So I need t o get an 

order out. 

MR. CARR: I ' l l help you i f you need hel p . 

EXAMINER CATANACH: I b e l i e v e t h a t ' s a l l I have, 

Mr. Carr. 

Q. (By Examiner Catanach) You guys n o t i f i e d a l l of 

the i n t e r e s t owners i n both u n i t s ? 

A. Yes, we d i d . 

MR. CARR: A l l working i n t e r e s t owners i n both 

u n i t s . 

EXAMINER CATANACH: Nobody's s a i d a n y t h i n g or 

asked any questions or anything? 

MR. CARR: No, none whatsoever. 

EXAMINER CATANACH: This i s k i n d of a r o u t i n e — 

MR. CARR: I t ' s happened several times before. 

Almost everyone i s committed. There are a couple working-

i n t e r e s t owners t h a t d i d n ' t respond, so we n o t i f i e d 

everybody. 

EXAMINER CATANACH: Okay, I b e l i e v e t h a t ' s a l l I 

have. 
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MR. CARR: Thank you, t h a t concludes our 

p r e s e n t a t i o n . 

EXAMINER CATANACH: Okay. There being n o t h i n g 

f u r t h e r , Case 13,134 w i l l be taken under advisement. 

(Thereupon, these proceedings were concluded a t 

9:00 a.m.) 

* * * 
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