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1 EXAMINER JONES: Let's c a l l Case 14540, 

2 a p p l i c a t i o n of Merrion O i l & Gas Corporation f o r 

3 compulsory p o o l i n g , San Juan County, New Mexico. C a l l 

4 f o r appearances. 

5 MR. ROBERTS: Mr. Examiner, my name i s 

6 Tommy Roberts. I'm an a t t o r n e y i n Farmington, New 

7 Mexico. I'm appearing on behalf of the a p p l i c a n t . I 

8 have one witness t o be sworn. 

9 EXAMINER JONES: W i l l the witness please 

10 stand and be sworn? 

11 (One witness was sworn.) 

12 GEORGE SHARPE 

13 Having been f i r s t duly sworn, t e s t i f i e d as f o l l o w s : 

14 DIRECT EXAMINATION 

15 BY MR. ROBERTS: 

16 Q. Would you s t a t e your name and your address f o r 

17 the record? 

18 A. My name i s George Sharpe, from Farmington, New 

19 Mexico. 

2 0 Q. By whom are you employed? 

21 A. I'm employed by Merrion O i l & Gas Corporation. 

22 Q. I n what capacity? 

23 A. My t i t l e i s the investment manager. I'm a 

24 petroleum engineer. 

25 Q. How long have you been employed by Merrion O i l 
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2 A. Twenty y e a r s . 

3 Q. Have you p r e v i o u s l y t e s t i f i e d b e f o r e t h e O i l 

4 C o n s e r v a t i o n D i v i s i o n ? 

5 A. I have. 

6 Q- I n what c a p a c i t y ? 

7 A. As an e x p e r t w i t n e s s on o i l and gas bu s i n e s s 

8 and e n g i n e e r i n g r e l a t e d m a t t e r s . 

9 Q. Have you t e s t i f i e d i n compulsory p o o l i n g 

10 cases? 

11 A. I have. 

12 Q. And were y o u r q u a l i f i c a t i o n s accepted a t t h a t 

13 time? 

14 A. Yes. 

15 Q. Are you f a m i l i a r w i t h t h e a p p l i c a t i o n i n t h i s 

16 case? 

17 A. I am. 

18 Q. And have you p r e p a r e d e x h i b i t s t o be p r e s e n t e d 

19 i n c o n j u n c t i o n w i t h y o u r t e s t i m o n y ? 

20 A. I have. 

21 MR. ROBERTS: Mr. Examiner, I t e n d e r 

22 Mr. Sharpe as an e x p e r t i n t h e f i e l d o f p e t r o l e u m 

23 e n g i n e e r i n g . 

24 EXAMINER JONES: Mr. Sharpe i s q u a l i f i e d 
i 

25 as an e x p e r t i n p e t r o l e u m e n g i n e e r i n g . i 

; 
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1 Q. (By Mr. Roberts) B r i e f l y , Mr. Sharpe, s t a t e 

2 the purpose of the a p p l i c a t i o n i n t h i s case. 

3 A. Case 14500 i s -- excuse me -- 14540 i s an 

4 a p p l i c a t i o n f o r compulsory p o o l i n g of the west h a l f of 

5 Section 9, Township 29 North, Range 13 West, f o r the 

6 F r u i t l a n d Coal formation, w i t h a 320-acre gas spacing and 

7 p r o r a t i o n u n i t t o be dedicated t o the Glade Park 1 and 

8 Glade Park 2 w e l l s d r i l l e d i n the west h a l f . 

9 I t i s also an a p p l i c a t i o n f o r compulsory 

10 p o o l i n g of the P i c t u r e d C l i f f s formation i n the northwest 

11 q u a r t e r of t h a t s e c t i o n t o be dedicated t o the Glade Park 

12 1, and the compulsory p o o l i n g of the southwest quarter of 

13 Section 9 t o form a 160-acre gas spacing p r o r a t i o n u n i t 

14 t o be dedicated t o the Glade Park 2. 

15 Q. Having both w e l l s dedicated t o the F r u i t l a n d 

16 Coal formation, i s t h a t c o n s i s t e n t w i t h the pool rules? 

17 A. I t i s . 

18 Q. Can you describe the experience t h a t Merrion 

19 O i l & Gas has i n d r i l l i n g and completing F r u i t l a n d Coal 

20 gas w e l l s i n the San Juan Basin and P i c t u r e d C l i f f s 

21 wells? 

22 A. We've d r i l l e d dozens of them. 

2 3 Q. I'm going t o have you r e f e r t o what you've 

24 marked as E x h i b i t Number 1. I d e n t i f y t h a t e x h i b i t , 

25 please. 
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1 A. E x h i b i t 1 i s a general l o c a t o r map showing the 

2 l o c a t i o n of these w e l l s w i t h i n the San Juan Basin on the 

3 western edge of the c i t y of Farmington and the western 

4 edge of the basin. I t ' s an area of -- not p r o l i f i c , but 

5 at t h i s p o i n t , economic F r u i t l a n d Coal and P i c t u r e d 

6 C l i f f s p r oduction. 

7 Q. I ' l l have you t u r n t o what you've marked as 

8 E x h i b i t Number 2 and please i d e n t i f y t h a t e x h i b i t and 

9 i n d i c a t e what i t shows. 

10 A. E x h i b i t Number 2 i s a topographic map, again, 

11 showing t h a t the west h a l f of Section 9 and the l o c a t i o n 

12 of these w e l l s i s w i t h i n the c i t y l i m i t s of Farmington, a 

13 number of neighborhoods i n the area, and the land 

14 ownership i s q u i t e complex. 

15 Q. What conclusions do you draw w i t h respect t o 

16 the a p p l i c a t i o n i n t h i s case from the m a t e r i a l shown on 

17 t h i s e x h i b i t ? 

18 A. The i d e n t i f i c a t i o n and what we've been able t o 

19 i d e n t i f y , the mineral i n t e r e s t s and other leasehold 

20 owners, but g e t t i n g a l l of them t o make a d e c i s i o n t o 

21 p a r t i c i p a t e has been a task. 

22 Q. Turn t o what you've marked as E x h i b i t 3. 

23 I d e n t i f y t h a t e x h i b i t , pleases. 

24 A. E x h i b i t 3 are the approved C-102 p l a t s , the 

25 approved C-102 p l a t s f o r the Glade Park 1, showing the 
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1 320-acre p r o r a t i o n u n i t s i n the west h a l f of 9 and the 

2 160-acre p r o r a t i o n u n i t f o r the Pi c t u r e d C l i f f s f ormation 

3 i n the northwest. 

4 And the second page of t h a t e x h i b i t are C-102 

5 p l a t s f o r the Glade Park 2, showing, again, the west h a l f 

6 of F r u i t l a n d Coal i n the southwest quarter of P i c t u r e d 

7 C l i f f s . 

8 Q. And the Glade Park 2 i s t o be d r i l l e d at an 

9 unorthodox l o c a t i o n i n the west h a l f . Has t h a t 

10 unorthodox l o c a t i o n been approved? 

11 A. The unorthodox l o c a t i o n has been approved, 

12 both f o r the Pi c t u r e d C l i f f s and f o r the F r u i t l a n d Coal. 

13 And the Glade Park 1 i s unorthodox as t o the Pi c t u r e d 

14 C l i f f s , and t h a t has also been approved. 

15 Q. Let's have you t u r n t o what you've marked as 

16 E x h i b i t Number 4 and please i d e n t i f y t h a t e x h i b i t and 

17 e x p l a i n i t s s i g n i f i c a n c e t o the a p p l i c a t i o n . 

18 A. E x h i b i t Number 4 i s a production bubble map of 

19 the general area. Roughly, i n the center of the e x h i b i t , 

2 0 you can see the proposed Glade Park Number 1 w e l l 

21 i d e n t i f i e d . Glade Park Number 2 i s i n that'same 

22 p r o r a t i o n u n i t . 

23 The P i c t u r e d C l i f f s cumulative -- a c t u a l l y , 

24 t h i s i s p r o j e c t e d u l t i m a t e recoveries. The P i c t u r e d 

25 C l i f f s p r o j e c t e d u l t i m a t e recovery bubbles are shown on 
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1 the l e f t . F r u i t l a n d Coal u l t i m a t e recovery bubbles are 

2 shown on the r i g h t . And wh i l e there are a number of 

3 h e a l t h y - s i z e d bubbles, the s t a t i s t i c s are v a r i e d , and 

4 c e r t a i n l y there's a s i g n i f i c a n t r i s k t h a t we w i l l not 

5 recover economic reserves i n these w e l l s . 

6 Q. Have you q u a n t i f i e d t h a t r i s k ? 

7 A. Just t o the extent t h a t I can put no number on 

8 the s t a t i s t i c s , but c e r t a i n l y there's a chance t h a t these 

9 w i l l not pay back the investment. 

10 Q. Let's have you t u r n t o what you've marked as 

11 E x h i b i t Number 5. Please i d e n t i f y t h a t e x h i b i t . 

12 A. E x h i b i t Number 5 shows the a u t h o r i z a t i o n f o r 

13 expenditures t o d r i l l and complete these two w e l l s . They 

14 are both estimated t o cost $514,000 t o d r i l l and 

15 complete. 

16 Q. Have you sent t h i s A u t h o r i z a t i o n f o r 

17 Expenditures t o a l l n o n j o i n i n g p a r t i e s ? 

18 A. Yes. 

19 Q. Are these estimated costs reasonable, given 

20 the nature of the operat i o n , i n your opinion? 

21 A. Yes,' they are. Although the w e l l s are 

22 shallow, you would t h i n k you could d r i l l and complete a 

23 11- or 1,200 f o o t w e l l f o r less than t h a t . 

24 U n f o r t u n a t e l y , t h a t ' s j u s t the cost of doing business 

25 w i t h i n the c i t y , p i p e l i n e r i g h t - o f - w a y , p i p e l i n e access 
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1 out of there, and j u s t the e x t r a cost of l o c a t i o n and 

2 purchasing and such i n the c i t y has d r i v e n the costs up. 

3 Q. Are these costs c o n s i s t e n t w i t h your 

4 experience i n d r i l l i n g F r u i t l a n d Coal w e l l s and P i c t u r e d 

5 C l i f f s w e l l s i n the San Juan Basin? 

6 A. Again, they are on the high side f o r t h i s 

7 depth of w e l l , but we've d r i l l e d w e l l s w i t h i n the c i t y 

8 and they're commensurate w i t h those. 

9 Q. I t h i n k i t i s your plan t o commingle 

10 production downhole from these two formations. Are those 

11 costs included i n the AFE costs? 

12 A. They are. 

13 Q. What's the st a t u s of the -- have you f i l e d an 

14 a p p l i c a t i o n f o r downhole commingling? 

15 A. The P i c t u r e d C l i f f s pool and the basin pool 

16 and coal pool are pre-approved, commingling the pools. 

17 So we've sent out n o t i f i c a t i o n , a c t u a l l y , on the 

18 commingling w i t h n o t i f i c a t i o n of t h i s compulsory p o o l i n g 

19 a p p l i c a t i o n and have waited our 20 days, and have 

2 0 r e c e n t l y submitted f o r a d m i n i s t r a t i v e approval f o r the 

21 commingling. There were no --- as f a r as I know, there 

2 2 were no o b j e c t i o n s from anyone. 

23 Q. Let's have you t u r n t o E x h i b i t Number 6, 

24 please, and i d e n t i f y t h a t e x h i b i t . 

25 A. E x h i b i t Number 6 i s the ope r a t i n g agreement 
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1 t h a t we are proposing t o operate under. I t was made 

2 a v a i l a b l e t o a l l p a r t i e s t h a t may j o i n i n the w e l l . 

3 Q. And what i s the co n t r a c t area covered by the 

4 op e r a t i n g agreement? 

5 A. The west h a l f of Section 9, 29 North, 13 West, 

6 surface t o the base of the P i c t u r e d C l i f f s formation. 

7 Q. This, also, was sent t o a l l n o n j o i n i n g 

8 p a r t i e s ? 

9 A. A c t u a l l y , we d i d not send a p h y s i c a l copy. We 

10 n o t i f i e d them i n the n o t i f i c a t i o n t h a t they could access 

11 i t on a website and download i t , or c a l l us and we would 

12 send a copy. 

13 Q. Was i t posted on the website i n i t s e n t i r e t y ? 

14 A. Yes, i t was. 

15 Q. I s t h i s standard form o p e r a t i n g agreement used 

16 by the i n d u s t r y f o r operations of t h i s k i n d , i n t h i s 

17 area? 

18 A. Yes, i t i s . 

19 Q. Are there any s u b s t a n t i a l m o d i f i c a t i o n s t o i t ? 

2 0 A. They only r e a l m o d i f i c a t i o n i s the attachment 

21 of p r o v i s i o n s f o r commingling and f o r a l l o c a t i o n of costs 

22 and production. 

23 Q. Do you propose t h a t Merrion O i l & Gas would be 

24 designated as operator of the; c o n t r a c t area? 

25 A. Yes. 
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1 Q. Let's have you t u r n t o what you've marked as 

2 E x h i b i t Number 7. Please i d e n t i f y t h a t e x h i b i t . 

3 A. E x h i b i t Number 7 i s an Ernst & Young survey of 

4 overhead r a t e s w i t h i n New Mexico f o r w e l l s of various 

5 depths. The w e l l s less than 5,000 f e e t of depth have a 

6 median and average d r i l l i n g and f i x e d overhead r a t e s of 

7 4,500 and 5,600, r e s p e c t i v e l y , and producing w e l l r a t es 

8 of $477 and $551 f o r the median and average, 

9 r e s p e c t i v e l y . We are proposing 5,000 per month f o r 

10 d r i l l i n g overhead rates and $500 per month f o r producing 

11 overhead r a t e s . 

12 Q. And the basis f o r those r a t e s are the Ernst & 

13 Young overhead r a t e s survey? 

14 A. Yes. And/or knowledge of reasonable rates 

15 w i t h i n t h i s general area. 

16 Q. Mr. Sharpe, do you propose t h a t a r i s k f a c t o r 

17 be charged against any i n t e r e s t owner who does not 

18 v o l u n t a r i l y j o i n i n these operation? 

19 A. Yes. 

2 0 Q. And at what rate? 

21 A. We are requesting a 200 percent r i s k f a c t o r . 

22 Q. I s i t your understanding t h a t t h a t i s the 

23 maximum r a t e allowed by the O i l Conservation D i v i s i o n f o r 

24 these kinds of operations? 

25 A. I t i s . 
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1 Q. Let me have you r e f e r now t o what you've 

2 marked as E x h i b i t Number 8. Please i d e n t i f y t h a t 

3 e x h i b i t . 

4 A. E x h i b i t Number 8 i s a breakdown of the 

5 ownership w i t h i n the west h a l f of Section 9 . I t i s 

6 segregated by the northwest quarter and the southwest 

7 qu a r t e r , showing the percentage of ownerships of each. 

8 The f i r s t h a l f of the page i n the northwest 

9 q u a r t e r are a l l the e n t i t i e s t h a t are under Merrion O i l & 

10 Gas leases. We have had one mineral i n t e r e s t owner at 

11 the time t h a t t h i s was prepared t h a t has e l e c t e d t o 

12 p a r t i c i p a t e i n the d r i l l i n g . A number of others have 

13 i n d i c a t e d since then. And a number of the other people 

14 down below on the second h a l f of the page t h a t are 

15 unleased mineral i n t e r e s t owners, are i n the process of 

16 e i t h e r s i g n i n g leases or making those types of decisions. 

17 Q. As of today, what i s the percentage of the 

18 ownership i n the west h a l f of Section 9 t h a t has 

19 committed t o these operations t h a t you propose? 

2 0 A. I f you go t o the very l a s t page of the 

21 e x h i b i t , the whole west h a l f of Section 9 i s summarized. 

22 Merrion O i l & Gas has leased 54.32 percent of the west 

23 h a l f of Section 9. Another j u s t less than 1 percent at 

24 the time t h i s was prepared had committed t o 

25 p a r t i c i p a t i n g . And 44 -- roughly 45 percent of the west 
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1 h a l f of Section 9 had yet t o f i n a l i z e t h e i r decisions. 

2 Q. Have you been advised of any o b j e c t i o n t o 

3 these operations --

4 A. We have not. 

5 Q. -- by any party? 

6 A. We have not. 

7 Q. Let's have you t u r n t o what you've marked as 

8 E x h i b i t Number 9, please, and i d e n t i f y t h a t e x h i b i t . 

9 A. E x h i b i t Number 9 and the attached E x h i b i t 2 

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

11 received copies of t h i s a p p l i c a t i o n by c e r t i f i e d m a i l . 

12 Those t h a t were returned -- I don't know i f you want t o 

13 run through these one by one or not. 

14 Q. Let's j u s t have you take a look a t , i n 

15 general, the n o t i f i c a t i o n l e t t e r t h a t you sent and k i n d 

16 of describe the content. 

17 A. E x h i b i t 1 t o E x h i b i t 9, E x h i b i t 9-1, i f you 

18 w i l l , i s the copy of the l e t t e r t h a t was sent t o the 

19 unleased mineral i n t e r e s t owners o u t l i n i n g t h e i r options 

20 t o e i t h e r p a r t i c i p a t e i n the d r i l l i n g of the w e l l s under 

21 the terms of the operating agreement and the AFE, t o 

22 lease t o Merrion at a proposed 15 percent r o y a l t y r a t e , 

23 or n o t i f y i n g them t h a t i f they chose n e i t h e r of the above 

24 options, t h a t we were applying f o r compulsory p o o l i n g f o r 

25 t h e i r i n t e r e s t s . 
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1 We t r i e d our best t o e x p l a i n those i n layman's 

2 terms i n some of the attachments and give them examples 

3 of the c a l c u l a t i o n s and what t h e i r ownership may be i n 

4 t h a t p a r t i c u l a r e x h i b i t . 

5 Q. Attached t o t h a t l e t t e r -- i f you would j u s t 

6 i d e n t i f y b r i e f l y what you submitted t o them w i t h t h a t 

7 l e t t e r . Look at the attachment. 

8 A. There's an attachment sheet on page 4 of t h a t 

9 l e t t e r . We sent what we thought they owned i n acres, how 

10 many acres they owned w i t h i n the west h a l f of Section 9. 

11 We sent them a copy of the AFEs. We sent them an example 

12 c a l c u l a t i o n so they could f i g u r e out t h e i r p r o p o r t i o n a t e 

13 share of those AFEs t h a t would be based on t h e i r acreage. 

14 We sent them o p e r a t i n g agreements, signature 

15 pages, and n o t i f i e d them where they could take a look at 

16 the o p e r a t i n g agreement o n l i n e . We sent the a p p l i c a t i o n 

17 t h a t we sent i n t o the New Mexico O i l Conservation 

18 D i v i s i o n f o r compulsory p o o l i n g . And we also had the 

19 n o t i c e s t o commingle the two w e l l s because the ownership 

20 i s d i f f e r e n t between F r u i t l a n d Coal and the P i c t u r e d 

21 C l i f f s . 

22 Q. I n t h a t n o t i c e of commingling, d i d you set 

23 f o r t h the a l l o c a t i o n t h a t you propose? 
24 A. Yes. So t h a t was E x h i b i t 1 . That was what 

25 was sent o u t . E x h i b i t 2 i s the same l i s t o f i n t e r e s t 
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owners t h a t has already p r e v i o u s l y been discussed, and, 

2 again, most of the p a r t i e s t h a t were n o t i f i e d . 

3 E x h i b i t 3 i s a copy of the r e t u r n r e c e i p t s . 

4 E x h i b i t 4 i s a t r a c k i n g sheet of those r e t u r n r e c e i p t s . 

5 There were, i t looks l i k e , 15 or so t h a t were not 

6 d e l i v e r e d , a dozen of which were unclaimed, and another 

7 h a l f a dozen of which had the wrong address and we t r i e d 

8 t o f i n d a new address, l o o k i n g through business records 

9 or other i n f o r m a t i o n , and sent out a d d i t i o n a l notices t o 

10 those. 

11 And f i n a l l y , E x h i b i t 5 t o t h i s n o t i f i c a t i o n 

12 agreement i s the a f f i d a v i t of p u b l i c a t i o n of an 

13 advertisement f o r t h i s compulsory p o o l i n g t h a t was put i n 

14 the "Farmington D a i l y Times," Thursday, September 2nd, 

15 2010 . 

16 Q. And the lead sheet: t o t h i s E x h i b i t Number 9 

17 appears t o be an a f f i d a v i t n o t i f i c a t i o n t h a t you have 

18 signed t h a t ' s dated September 14, and t h i s i s your 

19 statement. I t appears t h a t t o the best of your knowledge 

20 and b e l i e f , the n o t i f i c a t i o n requirements r e q u i r e d by the 

21 r u l e s of the O i l Conservation D i v i s i o n have been 

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

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

24 Q. Mr. Sharpe, were E x h i b i t s Numbered 1 through 9 

25 e i t h e r prepared by you or at your d i r e c t i o n and under 
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1 your supervision? 

2 A. They were. 

3 MR. ROBERTS: Mr. Examiner, I ' l l move the 

4 admission of E x h i b i t s 1 through 9 and a l l attachments. 

5 EXAMINER JONES: E x h i b i t s 1 through 9 and 

6 a l l attachments w i l l be admitted. 

7 ( E x h i b i t s 1 through 9 were admitted.) 

8 Q. (By Mr. Roberts) Would the g r a n t i n g of t h i s 

9 a p p l i c a t i o n be i n the i n t e r e s t of conservation and the 

10 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 , i n your opinion? 

11 A. Yes. 

12 Q. And the prevention of waste? 

13 A. Yes. 

14 MR. ROBERTS: Mr. Examiner, I have no 

15 other questions on d i r e c t f o r Mr. Sharpe. 

16 EXAMINER JONES: Okay. 

17 EXAMINATION 

18 BY EXAMINER JONES: 

19 Q. Mr. Sharpe, j u s t f o r the record, the i n t e r v a l s 

20 you're going f o r , none of them have any issue w i t h them? 

21 A. They do not. 

22 Q. How about water production? 

23 A. We a n t i c i p a t e s i m i l a r water productions from 

24 both the PC and the F r u i t l a n d Coal of about 3 0 b a r r e l s of 

25 water a day, so a t o t a l of 60 b a r r e l s of water a day. 
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1 Q. So y o u ' l l have a l i t t l e pumping u n i t ? ? 

2 A. We w i l l have a pumping u n i t , and we're going 

3 t o have t o comply w i t h --or some s o r t of a r t i f i c i a l l i f t . 

4 And w e ' l l have t o comply w i t h a l l the r e g u l a t i o n s of the 

5 C i t y of Farmington i n terms of noise r e g u l a t i o n s and 

6 heights and a e s t h e t i c s and p a r t of what d r i v e s up the 

7 costs. 

8 Q. T h e y ' l l be e l e c t r i f i e d u n i t s ? 

9 A. I t i s a n t i c i p a t e d t h e y ' l l be e l e c t r i f i e d . 

10 Q. You're not a landman; i s t h a t co r r e c t ? 

11 A. I'm not a landman, but the land group works 

12 under me. I supervise the land group. 

13 Q. That was my next question. I s n ' t there an o l d 1 

14 Mesaverde w e l l t h a t was plugged i n the south p a r t of t h i s j 

15 spacing u n i t ? 

16 A. I'm not aware of t h a t . j 

17 Q. I t h i n k i t was the subject of a forced j 

18 plugging order. 

19 A. I'm 

20 Q. But i t would be the same surface disturbance 

21 t o r e-enter t h a t one, as i t would be t o s t a r t a new w e l l ; j 

22 i s t h a t correct? I 

23 A. You know, I don't know where t h a t w e l l i s and j 

24 what the s i t u a t i o n i s . We have negotiated surface use j 

25 agreements w i t h the C i t y of Farmington t o compensate them j 
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1 and t o use surface t h a t ' s owned by the c i t y i n both cases 

2 f o r the Glade 1 and Glade 2 t h a t we t h i n k minimize the 

3 impact of neighborhoods i n the area. 

4 Q. Downhole commingles are done t o the 

5 d i s t r i c t -- I heard you t a l k about the nonstandard 

6 l o c a t i o n , but I d i d n ' t hear the r e s t of i t . Did you 

7 already submit --

8 A. We have submitted those, and my understanding 

9 i s t h a t they have been approved. 

10 Q. Okay. 5,000 and 500. What about the t i m i n g 

11 of when you're going t o s t a r t on these? 

12 A. We hope t o get s t a r t e d i n l a t e October. We've 

13 s t i l l got t o go through the c i t y permit process and are 

14 scheduled, and i t ' s a process i n and of i t s e l f . We're on 

15 the schedule. The a p p l i c a t i o n s have been made. So even 

16 though we've negotiated the surface use agreements, 

17 t h a t ' s separate from the permit -- sp e c i a l use permit t o 

18 a c t u a l l y d r i l l the w e l l w i t h i n the c i t y . 

19 Q. Some p a r t i e s were unlocateable. Were there 

20 any t i t l e disputes? 

21 A. There were no t i t l e disputes. 

22 EXAMINER JONES: The unlocateable p a r t i e s , 

2 3 you d i d n ' t put t h e i r names i n the newspaper. 
24 Okay. That's a l l my questions. I ' l l t u r n i t 

25 over t o David. 
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EXAMINER BROOKS: Okay. Good morning, Mr. 

2 Sharpe. 

3 THE WITNESS: Good morning. 

4 EXAMINATION 

5 BY EXAMINER BROOKS: 

6 Q. I t h i n k t h a t Philana Thompson was working 

7 on - -

8 A. Philana i s p e r m i t t i n g agent. She doesn't work 

9 under my d i r e c t s u p e r v i s i o n but worked w i t h me i n regard 

10 t o t h i s . 

11 Q. I d i d those here, so I b e l i e v e they have been 

12 approved. 

13 A. Okay. 

14 Q. What are the t a r g e t formations? You t o l d me, 

15 but --

16 A. P i c t u r e d C l i f f s f ormation and the F r u i t l a n d 

17 Coal formation. 

18 Q. How i s the P i c t u r e d C l i f f s spaced out there? 

19 A. I t ' s on 160s. I t h i n k we may have had a 

20 conversation w i t h you and Richard Ezeanyim -- I always 

21 butcher h i s name --

22 Q. Ezeanyim. 

23 A. - - i n regards t o a c t u a l l y l o o k i n g at p u t t i n g 

24 the P i c t u r e d C l i f f s on 320-acre spacing. And we decided 

2 5 t h a t t h a t was opening up a can of worms. 
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1 Q. You're asking f o r a 160-acre u n i t t o be formed 

2 i n the PC and 320 i n the F r u i t l a n d ? 

3 A. Yes. 

4 Q. Are you asking f o r u n i t s t o be formed i n any 

5 other formations? 

6 A. Just those two. 

7 Q. You're going t o downhole commingle? 

8 A. Yes. 

9 Q. And y o u ' l l do t h a t by separate a p p l i c a t i o n 

10 a d m i n i s t r a t i v e l y ? 

11 A. Yes. To my knowledge, those have been -- i f 

12 they haven't been, they're i n the process of being 

13 submitted. They've been prepared. The n o t i f i c a t i o n was 

14 sent out t o the a f f e c t e d p a r t i e s , and we waited the 20 

15 days and are ready t o submit those. 

16 Q. Okay. You've got some d i f f e r e n c e s i n 

17 ownership between them? 

18 A. Yes, we do. 

19 Q. Between P i c t u r e d C l i f f s -- I would assume you 

20 do, because you have a d i f f e r e n t size u n i t . 

21 A. We do, and we've got -- you know, chopped up 

22 100 or so owners, d i f f e r e n t owners, which was o r i g i n a l l y 

23 why we thought i t made sense t o space them both on 320 

24 and have common ownership of the f u l l 320. But the 

25 complications of a nonstandard 320-acre P i c t u r e d C l i f f s 

: K __ _J 
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1 p r o r a t i o n u n i t and a l l the uproar t h a t may create was 

2 deemed i l l - a d v i s e d . 

3 Q. Right. How do you propose t o a l l o c a t e costs 

4 between the P i c t u r e d C l i f f s and the F r u i t l a n d Coal? 

5 A. They're both -- one s i t s r i g h t on top of the 

6 other. I t ' s been proposed t o s p l i t i t f i f t y - f i f t y . 

7 Q. A l l the costs and d r i l l i n g , completion, 

8 prod u c t i o n , w i l l a l l be f i f t y - f i f t y ? 

9 A. The common costs w i l l be f i f t y - f i f t y i n terms 

10 of d r i l l i n g the w e l l , casing the w e l l , surface 

11 f a c i l i t i e s . The a c t u a l completion costs associated w i t h 

12 each zone w i l l be 100 percent t o t h a t zone. So whatever 

13 reason we do a bigger size f r a c on the F r u i t l a n d Coal 

14 than we do on the P i c t u r e d C l i f f s , the F r u i t l a n d Coal 

15 pays f o r i t s f r a c , and --

16 Q. So a l l the d r i l l i n g costs w i l l be a l l o c a t e d 

17 f i f t y - f i f t y . Completion costs w i l l be formation 

18 s p e c i f i c ? 

19 A. Yes, s i r . 

20 Q. And the surface equipment w i l l be f i f t y - f i f t y ? 

21 A. Yes, s i r . 

22 Q. Cost of operation, f i f t y - f i f t y ? 

23 A. Yes. 

24 Q. Okay. I n your p r o f e s s i o n a l o p i n i o n as a 

25 d r i l l i n g engineer , i s t h a t a reasonable means of cost 
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1 a l l o c a t i o n i n t h i s s i t u a t i o n ? 

2 A. I t i s i n t h i s case. They're v i r t u a l l y at the 

3 same depth. One s i t s r i g h t on top of the other. 

4 Q. And you don't have any partners i n t h i s w e l l , 

5 do you? 

6 A. We do not have any other leasehold p a r t n e r s , 

7 no. 

8 Q. But --

9 A. Well, except -- I say t h a t . Except f o r the 

10 mineral i n t e r e s t owners t h a t are choosing t o p a r t i c i p a t e . 

11 Q. Would t h a t f o r m u l a t i o n be i n accordance w i t h 

12 the way you would -- the k i n d of agreement you would 

13 expect t o make i f you were making the agreement on 

14 a l l o c a t i o n w i t h an --

15 A. Absolutely. I t ' s i d e n t i c a l t o the one we're 

16 going t o make where we do have an i n d u s t r y p a r t n e r . 

17 Q. What about the a l l o c a t i o n of production? Are 

18 you going t o do t h a t on the basis of w e l l t e s t s , or are 

19 you going t o do i t on a formula? 

2 0 A. We are proposing t o do i t on a formula. We 

21 have done type curves f o r the Pi c t u r e d C l i f f s and 

22 F r u i t l a n d Coal w e l l s i n the area. They are a c t u a l l y 

23 f a i r l y s i m i l a r i n u l t i m a t e p r o j e c t e d , u l t i m a t e reserves. 

24 And I b e l i e v e the P i c t u r e d C l i f f s gets 57 percent, and 

25 the F r u i t l a n d Coal, 43 percent of the a l l o c a t e d gas 
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1 p r o d u c t i o n . 

2 Q. But you're g o i n g t o do t h a t on a f o r m u l a , n o t 

3 on w e l l t e s t s ? 

4 A. We're n o t g o i n g t o do i t on w e l l t e s t s . 

5 Q. And do you have any o f t h i s s e t out i n t h e 

6 e x h i b i t s t h a t you've presented? 

7 A. Yes. I t i s i n t h e -- i n t h e n o t i f i c a t i o n t o 

8 t h e landowners, t h e r e i s a copy o f t h e a p p l i c a t i o n f o r 

9 commingling. And i n t h a t a p p l i c a t i o n , t h e r e ' s a copy o f 

10 t h e proposed a l l o c a t i o n and t h e j u s t i f i c a t i o n b e h i n d i t . 

11 Q. Okay. You had, as you would expect t o have 

12 w i t h t h i s number o f owners, you had a number o f people 

13 who you c o u l d n o t c o n t a c t ; i s t h a t c o r r e c t ? 

14 A. Yes, s i r . 

15 Q. For whom you do n o t have v a l i d addresses? 

16 A. Yes. 

17 Q. Have you made -- have y o u r l a n d s t a f f made a 

18 r e a s o n a b l e and d i l i g e n t e f f o r t t o f i n d t h e addresses? 

19 A. Yes, t h e y have. And a g a i n , I -- u n f o r t u n a t e l y 

2 0 I c a n ' t speak s p e c i f i c a l l y t o what t h e y have done. But 

21 t h e y ' v e gone t o t h e , my u n d e r s t a n d i n g , t h e c r e d i t bureau 

22 and some o t h e r b u s i n e s s , p e r s o n a l t h i n g , t o t r y t o l o c a t e 

23 those f o l k s . And i f t h e r e were names t h a t we 

24 r e c o g n i z e d -- I mean, t h i s i s Farmington and we l i v e 

2 5 t h e r e , and so some o f them are people t h a t we know. 
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1 We've been able t o t r y t o get ahold of those f o l k s . 

2 EXAMINER BROOKS: I'm so r r y . You're the 

3 a t t o r n e y ; r i g h t ? I don't know your name. 

4 MR. ROBERTS: My name i s Tommy Roberts. 

5 EXAMINER BROOKS: Mr. Roberts, good t o 

6 meet you, s i r . I b e l i e v e you've been here before, but 

7 I'm so accustomed t o these guys t h a t come here --

8 MR. ROBERTS: I only come when Merrion 

9 comes. I r o n i c a l l y , i t was two years ago on these same 

10 w e l l s . 

11 EXAMINER BROOKS: Well, Mr. Roberts, the 

12 t h i n g t h a t t r o u b l e s me about t h i s case i s the notices 

13 t h a t Mr. Jones r e f e r r e d t o . And what I'm going t o 

14 suggest i s t h a t we take t h i s case under advisement and 

15 set i t f o r the October 14th docket, and t h a t you 

16 r e - p u b l i s h n o t i c e and put a l i s t of a l l the people you 

17 haven't been able t o serve i n the n o t i c e . 

18 Now, do our r u l e s r e q u i r e that? They don't. 

19 But the r u l e on c i t a t i o n by p u b l i c a t i o n i n New Mexico 

20 Rules of C i v i l Procedure r e q u i r e s t h a t . And where our 

21 r u l e s are s i l e n t , I t h i n k there's a very good chance t h a t 

22 the courts would hold i f the issue were r a i s e d , t h a t the 

23 Rules of C i v i l Procedures apply by analogy. And, anyway, 

24 there are c o n s t i t u t i o n a l issues t h a t might be impacted. 

2 5 MR. ROBERTS: We have no problem doing 
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1 t h a t . I s t h a t -- when we were doing these s i m i l a r cases 

2 two years ago, I t h i n k our a f f i d a v i t was not s p e c i f i c as 

3 t o p a r t i e s t h a t --

4 EXAMINER BROOKS: We have allowed t h a t t o 

5 slough i n the past. I've been t r y i n g t o t i g h t e n up on 

6 t h a t , because I t h i n k some day we're going t o have 

7 somebody sue and claim t h a t the compulsory p o o l i n g i s not 

8 bi n d i n g on them. 

9 MR. ROBERTS: Obviously, i t ' s a precaution 

10 t h a t we're w i l l i n g t o take. 

11 EXAMINER BROOKS: So I t h i n k t h a t would 

12 probably be a good idea t o do. I know i t costs some 

13 money t o get a long l i s t . They charge by the l i n e , 

14 but --

15 MR. ROBERTS: We can comply w i t h t h a t . 

16 THE WITNESS: Mr. Examiner, my question 

17 would be i n terms of -- and I have no problem doing t h a t . 

18 I a n t i c i p a t e there being no issues w i t h t h a t . We're up 

19 i n Farmington. The r e a l s i g n i f i c a n t expense would be 

20 coming back f o r t h a t October 14th hearing. Can we do 

21 t h a t by a f f i d a v i t , saying t h a t t h i s has been submitted. 

22 Here's a copy of i t . 

2 3 EXAMINER BROOKS: I see no reason why not. 
24 MR. ROBERTS: We d i d some follow-up 

25 n o t i c i n g a couple of years ago. 
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1 EXAMINER BROOKS: We r o u t i n e l y accept 

2 supplementing the record without coming t o hearing i n 

3 cases where there's -- no other p a r t y appears. And 

4 nobody has, t h a t I know o f , i n t h i s case. 

5 MR. ROBERTS: We'll, obviously, be 

6 checking w i t h you t o determine whether anybody has 

7 entered an appearance. 

8 EXAMINER BROOKS: We w i l l c a l l the case at 

9 the October 14th hearing and take i t under advisement on 

10 the basis of what we receive, j u s t t o keep our procedure 

11 i n order. But i t w i l l not be necessary t o appear i f you 

12 f i l e what we need t o have by then. 

13 That's a l l I have. 

14 EXAMINER JONES: I ' l l go ahead --

15 THE WITNESS: Mr. Examiner, I guess, 

16 again, a question -- because we were l o o k i n g at 

17 p o t e n t i a l l y s t a r t i n g t o d r i l l i n mid t o l a t e October. 

18 The t i m i n g , then, of a c t u a l l y g e t t i n g an order w i l l be 30 

19 days subsequent t o t h a t , would be -- once you take i t 

2 0 under advisement? 

21 EXAMINER JONES: I don't t h i n k so. I 

22 t h i n k we can -- you can stay on top of i t by having 

23 Mr. Roberts c a l l us. But w e ' l l t r y t o get i t out w i t h i n 

24 a week a f t e r . 

25 THE WITNESS: G r e a t . 
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1 EXAMINER BROOKS: Of course, i n the 

2 u n l i k e l y event t h a t somebody reads t h i s ad i n the 

3 newspaper and shows up on the 14th, w e ' l l have t o 

4 continue i t again and b r i n g you back. 

5 MR. ROBERTS: I f they do t h a t , i f you 

6 could n o t i f y us. 

7 EXAMINER BROOKS: We w i l l n o t i f y you. 

8 MR. ROBERTS: I f you get an e n t r y of 

9 appearance --

10 EXAMINER BROOKS: I f we get anything 

11 f i l e d , w e ' l l l e t you know. What I'm t h i n k i n g i s i f 

12 somebody walks i n the door and says, "Hey, I came f o r the 

13 hearing." 

14 THE WITNESS: We'll take t h a t r i s k . 

15 MR. ROBERTS: Thank you. 

16 EXAMINER JONES: With t h a t , w e ' l l take 

17 Case 14540 under advisement. 

18 EXAMINER BROOKS: No. We're going t o 

19 continue i t t o October 14th. 

20 EXAMINER JONES: I apologize. We'll 

21 continue i t t o October 14th. 

2 2 MR. ROBERTS: Thank you, Mr. Examiner. 
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