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EXAMINER JONES; Let's c a l l Case 14541, 

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. 

4 C a l l 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 

8 

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

Merrion O i l & Gas Corporation. I have one witness. 

9 EXAMINER JONES: Any other appearances i n 

10 t h i s case? 

11 The witness has already been sworn. 

12 EXAMINER BROOKS: We can l e t the record 

13 r e f l e c t t h a t the witness i s s t i l l under oath. 

14 MR. ROBERTS: Mr. Examiner, w e ' l l j u s t 

15 ask Mr. Sharpe. 

16 GEORGE SHARPE 

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

18 DIRECT EXAMINATION 

19 BY MR. ROBERTS: 

20 Q. Mr. Sharpe, would you j u s t i d e n t i f y y o u r s e l f 

21 f o r the record? 

22 A. My name i s George Sharpe. I l i v e i n 

23 Farmington, New Mexico. I work f o r Merrion O i l & Gas 

24 Corporation. I am the investment manager f o r Merrion O i l 

25 Sc Gas. I'm a petroleum engineer. 
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1 MR. ROBERTS: Mr. Examiner, I would ask 

2 t h a t you take a d m i n i s t r a t i v e n o t i c e of Mr. Sharpe 1s p r i o r 

3 q u a l i f i c a t i o n s as an expert i n the f i e l d of petroleum 

4 engineering. 

5 EXAMINER JONES: We'll take a d m i n i s t r a t i v e 

6 n o t i c e of Mr. Sharpe's q u a l i f i c a t i o n s . 

7 Q. (By Mr. Roberts) Mr. Sharpe, would you 

8 b r i e f l y s t a t e the purpose of the a p p l i c a t i o n i n t h i s 

9 case? 

10 A. The a p p l i c a t i o n of t h i s case i s t o compulsory 

11 pool the n o r t h h a l f of Section 18, 29 North, 13 West, t o 

12 form a standard 250-acre p r o r a t i o n u n i t f o r the basin 

13 F r u i t l a n d Coal pool, and t o compulsory pool -- t h a t w i l l 

14 be dedicated t o the Westland Park 1 and 2 w e l l s , and t o 

15 compulsory pool the northwest quarter of Section 18 t o be 

16 dedicated t o the Westland Park 1 w e l l on a nonstandard 

17 p r o r a t i o n u n i t of 90 acres. 

18 Q. What 's the st a t u s of the I assume you 

19 f i l e d an a p p l i c a t i o n f o r approval of a nonstandard 

20 90-acre spacing and p r o r a t i o n u n i t ? 

21 A. Yes. 

22 Q. What's the st a t u s of that? 

23 A. To my knowledge, i t ' s been approved. 

24 Q. And you worked w i t h Philana on t h a t , as w e l l 

25 EXAMINER BROOKS: Which one i s t h i s ? 
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1 THE WITNESS: The Westland Park 1. { 

2 EXAMINER BROOKS: That has been approved, j 

3 yes. 

4 Q. (By Mr. Roberts) Mr. Sharpe, t o your ) 

5 knowledge, i s what you seek t o accomplish here c o n s i s t e n t j 

6 w i t h the pool r u l e s f o r both of these pools? j 

7 A. Yes. 1 

8 Q. I'm going t o ask you t o r e f e r t o what you've ) 

9 marked as E x h i b i t Number 1 and i d e n t i f y t h a t e x h i b i t . j 

10 A. E x h i b i t Number 1 i s a general l o c a t o r map of j 

11 the e n t i r e San Juan Basin showing the l o c a t i o n of these j 

12 w e l l s on the western edge of the C i t y of Farmington and 

13 the western p o r t i o n of the basin. | 

14 Q. Move q u i c k l y on t o E x h i b i t 2 and i d e n t i f y t h a t | 

15 e x h i b i t , please. I d e n t i f y i t s relevance t o the j 

16 a p p l i c a t i o n . ) 

17 A. E x h i b i t Number 2 i s a topographic map showing 

18 the n o r t h h a l f of Section 18. I t shows i t t o be a 

19 tr u n c a t e d s e c t i o n because of l e g a l surveys, w i t h a i 

20 standard 160-acre northeast q u a r t e r and a nonstandard j 

21 90-acre northwest quar t e r . I t shows i t t o be w i t h i n the ' j 

22 C i t y of Farmington w i t h a number of neighborhoods i n the 

i 
23 area, and, again, very f r a c t u r e d and complicated land j 

j 

! 

24 ownership and mineral ownership. \ 

2 5 Q. Turn t o what you've marked as E x h i b i t 3 and j 
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1 please i d e n t i f y t h a t e x h i b i t . 

2 A. E x h i b i t Number 3 i s the C-102 w e l l l o c a t i o n 

3 p l a t s . The f i r s t page shows the n o r t h h a l f of Section 18 

4 dedicated t o the Westland Park Number 1, basin F r u i t l a n d 

5 Coal. E x h i b i t Number 2 shows the northwest quarter of 

6 Section 18 dedicated t o the West Kutz P i c t u r e d C l i f f s 

7 pool f o r the Westland Park Number 1. 

8 And second page of the e x h i b i t shows the n o r t h 

9 h a l f of Section 18 dedicated t o a h o r i z o n t a l w e l l d r i l l e d 

10 i n the basin F r u i t l a n d Coal f o r the Westland Park Number 

11 2. 

12 Q . I n o t i c e t h a t the n o r t h h a l f of t h i s s e c t i o n 

13 i s not a standard size? 

14 A. I t i s not. 

15 Q. You i n d i c a t e d i t contains 250.15 acres? 

16 A. Yes. 

17 Q. I s i t your understanding t h a t t h a t i s , 

18 nevertheless, a standard p r o r a t i o n u n i t ? 

19 A. I t i s w i t h i n 75 percent of the standard 320 

20 acres, so i t i s considered standard because i t i s a l e g a l 

21 p a r t i t i o n of a s e c t i o n w i t h o u t f r a c t u r i n g out the 

22 s e c t i o n , i f those are the r i g h t terms. 

23 EXAMINER BROOKS: I b e l i e v e we r e q u i r e d a 

24 nonstandard u n i t i n t h i s case. We d i d create a 

25 nonstandard u n i t . 
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1 THE WITNESS: We d i d f o r the northwest 

2 quarter, f o r the 90-acer P i c t u r e d C l i f f s . But we were 

3 advised by Steve Hayden t h a t , as long as i t was a 

4 contiguous p o r t i o n of a se c t i o n , w i t h o u t breaking up t h a t 

5 s e c t i o n , i f i t was w i t h i n plus or minus 25 percent. 

6 EXAMINER BROOKS: That's r i g h t . 

7 THE WITNESS: And the 250 acres i s 77 

8 percent of 320. 

9 EXAMINER BROOKS: Yeah, i f i t ' s w i t h i n the 

10 tolerances, r i g h t . I was t h i n k i n g i t was 30 percent, 

11 but --

12 Q. (By Mr. Roberts) Move on t o E x h i b i t Number 4 

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

14 A. E x h i b i t Number 4 i s a bubble map showing the 

15 p r o j e c t e d u l t i m a t e recoveries of the P i c t u r e d C l i f f s from 

16 F r u i t l a n d Coal w e l l s i n the area of the Westland Park. 

17 The proposed Westland Park Number 1 i s i d e n t i f i e d toward 

18 the center of t h a t map, and the Westland Park Number 2 i s 

19 i n the same spacing u n i t . I t ' s going t o be d r i l l e d from 

2 0 the same pad. 

21 The P i c t u r e d C l i f f s ' u l t i m a t e s are shown i n 

22 the l e f t - h a n d bubbles. The F r u i t l a n d Coal's are shown i n 

23 the ri g h t - h a n d bubbles. And I guess what I want t h i s t o 

24 i l l u s t r a t e i s the v a r i a b i l i t y of the production from both 

25 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 i n t h i s area. 
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1 So although we hope t o have an economic w e l l , there i s 

2 s u b s t a n t i a l r i s k s , c e r t a i n l y a s i g n i f i c a n t s t a t i s t i c a l 

3 r i s k , t h a t these w e l l s may or may not be economic. 

4 Q. Let's have you move on t o what you marked as 

5 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 . 

6 A. E x h i b i t Number 5 are the a u t h o r i z a t i o n s f o r 

7 expenditures, AFEs, f o r the Westland Park 1 and the 

8 Westland Park 2. The Westland Park 1 i s t o be d r i l l e d as 

9 a v e r t i c a l w e l l . I t has an estimated d r i l l i n g and 

10 completion cost of $444,000. The Westland Park Number 2 

11 i s going t o be a h o r i z o n t a l F r u i t l a n d Coal w e l l d r i l l e d 

12 from the same d r i l l i n g pad. I t has estimated d r i l l i n g 

13 completion costs of $679,000. 

14 Q. The Wellborae completed i n both the F r u i t l a n d 

15 Coal and P i c t u r e d C l i f f s formation, you i n t e n d t o 

16 downhole commingle; i s t h a t correct? 

17 A. That's c o r r e c t . The Westland Park Number 1 

18 w i l l be commingled i n those formations, or we're applying 

19 f o r approval. 

20 Q. Are those costs of commingling included i n the 

21 estimate of expenditures f o r these wells? 

22 A. The s p l i t between those costs i s shown on t h i s 

23 AFE. And i t ' s not e x a c t l y , but roughly, f i f t y - f i f t y . 

24 P r i m a r i l y , the d i f f e r e n c e i s the completion costs. 

25 Q. I n or op i n i o n , are these estimated costs 
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1 reasonable, given the nature of t h i s operation? 

2 A. These costs are reasonable, yes. 

3 Q. Are they c o n s i s t e n t w i t h your experience i n 

4 d r i l l i n g F r u i t l a n d Coal w e l l s i n the San Juan Basin and 

5 P i c t u r e d C l i f f s w e l l s i n the San Juan Basin? 

6 A. Yes, they are. 

7 Q. Move on t o E x h i b i t 6 and i d e n t i f y t h a t , 

8 please. 

9 A. I guess i n l o o k i n g at t h i s AFE more c l o s e l y , 

10 f o r the record, I misspoke. The s l i g h t d i f f e r e n c e i n the 

11 cost appears t o be the footage d i f f e r e n c e between the 

12 F r u i t l a n d Coal and the PC, where the d r i l l i n g costs are 

13 s l i g h t l y higher f o r the F r u i t l a n d Coal than the P i c t u r e d 

14 C l i f f s . I t h i n k t h a t ' s j u s t because he a l l o c a t e d a l l the 

15 damages f o r the F r u i t l a n d Coal -- I t h i n k the op e r a t i n g 

16 agreement w i l l say t h a t those w i l l be s p l i t f i f t y - f i f t y . 

17 Q. Turn t o what you marked as E x h i b i t Number 6, 

18 which i s the model form o p e r a t i n g agreement. Has t h i s 

19 agreement been sent t o a l l n o n j o i n i n g p a r t i e s ? 

2 0 A. Yes. 

21 Q. What i s the c o n t r a c t area covered by the 

22 op e r a t i n g agreement? 

23 A. The n o r t h h a l f of Section 18, surface t o the 

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

25 Q. I s t h i s the standard form commonly used i n the j 
j 
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1 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 area? 

2 A. I t i s . 

3 Q. Are there any m o d i f i c a t i o n s t o the agreement? 

4 A. The only s u b s t a n t i a l m o d i f i c a t i o n i s the 

5 adding of a p r o v i s i o n f o r commingling formations and 

6 sharing the costs of p r o d u c t i o n . 

7 Q. And do you propose Merrion O i l & Gas be 

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

9 A. We do, yes. 

10 Q. Please t u r n t o what you've marked as E x h i b i t 

11 Number 7 and i d e n t i f y t h a t e x h i b i t , please. 

12 A. E x h i b i t Number 7 i s the Ernst & Young survey 

13 of overhead rates i n New Mexico f o r w e l l s of various 

14 depths, and i t shows a proposed $5,000 a month f o r 

15 d r i l l i n g and $500 per month f o r producing overhead r a t e s , 

16 w i t h i n the range of the average and median rates f o r 

17 shallow w e l l s i n New Mexico. 

18 Q. Let's have you t u r n t o the next e x h i b i t , which 

19 i s marked as E x h i b i t Number 8, and i d e n t i f y t h a t e x h i b i t . 

2 0 A. E x h i b i t 8 i s a l i s t of the ownership breakdown 

21 w i t h i n the n o r t h h a l f of Section 18, also broke down by 

22 q u a r t e r sections. The second page of t h a t e x h i b i t shows 

23 a summary f o r the e n t i r e n o r t h h a l f . I t shows t h a t 

24 Merrion O i l & Gas has leased approximately 3 6 percent of 

25 the u n i t . 
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1 XTO w i l l be a working i n t e r e s t owner/partner. 

2 They have leased 3 3.9 percent of the u n i t , Synergy. 

3 Approximately 4 percent of the u n i t has been leased. And 

4 we have one committed p a r t i c i p a t i n g mineral i n t e r e s t 

5 owner at 4 percent, and approximately 22 percent of the 

6 mineral -- of the area i s owned by mineral i n t e r e s t 

7 owners t h a t have not yet committed as of the date t h i s 

8 was prepared. 

9 Q. And the e x h i b i t i n f o r m a t i o n i n d i c a t e s t h a t XTO 

10 i s a p a r t n e r i n t h i s well? 

11 A. Both XTO and Synergy and now T h r i f t w a y as 

12 mineral i n t e r e s t owners. 

13 Q. They're a l l committed t o the operation? 

14 A. They have a l l been -- w e l l , T h r i f t w a y has 

15 committed, and XTO and Synergy are e v a l u a t i n g the 

16 economics, and they've received n o t i f i c a t i o n . And I 

17 a n t i c i p a t e t h a t they w i l l p a r t i c i p a t e . 

18 Q. Before we move t o E x h i b i t Number 9, I need t o 

19 ask you, do you propose a r i s k f a c t o r t o be charged 

20 against any i n t e r e s t owner who does not v o l u n t a r i l y j o i n ? 

21 A. Yes. 

2 2 Q. At what rate? 

23 A. We are proposing 200 percent, based on the 

24 r i s k of an uneconomic w e l l . 

25 Q. Let me have you move t o what you've marked as 
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1 E x h i b i t Number 9, i d e n t i f y the e x h i b i t and e x p l a i n what 

2 i t i s . 

3 A. E x h i b i t Number 9 and the other e x h i b i t s 

4 attached t o i t are an a f f i d a v i t of n o t i f i c a t i o n i n regard 

5 t o t h i s a p p l i c a t i o n . And the attached e x h i b i t s --

6 E x h i b i t 1 i s a l e t t e r t h a t was sent t o the unleased 

7 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 t o 

8 p a r t i c i p a t e , Option 1, Option 2, t o lease t o Merrion at a 

9 15 percent r o y a l t y r a t e , and then n o t i f y i n g them t h a t i f 

10 they d i d not choose one of the above options, t h a t t h i s 

11 compulsory p o o l i n g a p p l i c a t i o n was i n process, and i f 

12 approved, t h e i r i n t e r e s t would be pooled. 

13 E x h i b i t Number 2 i s a l e t t e r t o XTO and 

14 Synergy, the other leasehold owners i n the area, w i t h 

15 copies of the AFE t o d r i l l and signature pages f o r the 

16 o p e r a t i n g agreement, and, again, n o t i f y i n g them t h a t t h i s 

17 compulsory p o o l i n g a p p l i c a t i o n was i n process. Both of 

18 those n o t i f i c a t i o n s also discuss the commingling and the 

19 a l l o c a t i o n formula f o r the Westland Park 1 Well. 

20 E x h i b i t 3 i s an i d e n t i c a l l i s t of a l l the people 

21 t h a t received n o t i f i c a t i o n and t h e i r addresses. 

22 E x h i b i t 4 i s a copy of the r e t u r n r e c e i p t s . 

23 Those were sent c e r t i f i e d . 

24 And E x h i b i t 5 i s a t r a c k i n g l i s t , showing t h a t 

25 the m a j o r i t y of the n o t i f i c a t i o n s were received. A 
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number of them, i t looks l i k e about a dozen, were 

2 returned, and probably 10 of those dozen were unclaimed. 

3 Another three or f o u r , we found other addresses and sent 

4 them t o a second address. 

5 F i n a l l y , E x h i b i t 6 t o t h a t i s n o t i f i c a t i o n 

6 t h a t was published -- a f f i d a v i t of n o t i f i c a t i o n of 

7 

8 

p u b l i c a t i o n , n o t i f i c a t i o n of t h i s a p p l i c a t i o n i n the 

"Farmington D a i l y Times. I t was published Thursday, 

9 September 2nd, 2010. 

10 Q. Mr. Sharpe, who was responsible i n Merrion O i l 

11 & Gas f o r c o o r d i n a t i n g these communication e f f o r t s and 

12 n o t i f i c a t i o n ? 

13 A. I t was done under my sup e r v i s i o n by a landman 

14 and me. 

15 Q. The main document i n E x h i b i t 9 i s e n t i t l e d , 

16 " A f f i d a v i t of N o t i f i c a t i o n , " and i t i s signed by you. I n 

17 t h a t a f f i d a v i t you i n d i c a t e t h a t i t ' s your o p i n i o n and 

18 b e l i e f t h a t the n o t i c e requirements of the r u l e s of the 

19 O i l Conservation D i v i s i o n have been s a t i s f i e d ; i s t h a t 

20 c o r r e c t ? 

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

22 Q. Mr. Sharpe, were E x h i b i t Numbers 1 through 9 

23 e i t h e r prepared by you or at your d i r e c t i o n and under 

24 your supervision? 

25 A. Yes. 
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1 Q. I n your o p i n i o n , would the g r a n t i n g of t h i s 

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

3 r e s u l t i n the preven t i o n of waste and the p r o t e c t i o n of 

4 c o r r e l a t i v e r i g h t s ? 

5 A. Yes, i t w i l l . 

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

7 admission of E x h i b i t Numbers 1 through 9 i n t h i s case. 

8 EXAMINER JONES: E x h i b i t s 1 through 9 w i l l 

9 be admitted. 

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

11 MR. ROBERTS: I have no other questions 

12 f o r the witness on d i r e c t . 

13 EXAMINATION 

14 BY EXAMINER JONES: 

15 Q. So t h i s was compulsory pooled several years 

16 ago; i s t h a t c o r r e c t ? 

17 A. This was compulsory pooled several years ago. 

18 Prices c r a t e r e d , cash flow d r i e d up. We chose not t o 

19 d r i l l them. U n f o r t u n a t e l y , we l e t the compulsory p o o l i n g 

20 e x p i r e . 

21 I n a d d i t i o n , i t and the p r i o r a p p l i c a t i o n were 

22 j u s t compulsory pooled at the F r u i t l a n d Coal l e v e l , and 

23 we've since decided t o do P i c t u r e d C l i f f s completions, as 

24 w e l l , and have added the P i c t u r e d C l i f f s i n the process. 

25 
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1 Q. The Number 1 w e l l i s going t o be a downhole 

2 commingle w e l l , and Number 2 has a l i t t l e b i t of 

3 h o r i z o n t a l l e g i n i t ? 

4 A. They're both d r i l l e d -- we r e a l l y could f i n d 

5 one acceptable d r i l l i n g l o c a t i o n i n the e n t i r e n o r t h 

6 h a l f . Our preference would have been t o d r i l l a v e r t i c a l 

7 i n the northwest q u a r t e r and commingle, but we couldn't 

8 f i n d a spot t o d r i l l t h a t worked. 

9 Q. The San Juan River runs t o the west? 

10 A. The San Juan River i s t o the west and south. 

11 You can see i t k i n d of bends around t o the south. And we 

12 were a c t u a l l y i n a f a i r l y l a r g e r u r a l p a r t , where t h i s 

13 l o c a t i o n i s , and p r e t t y much the e n t i r e r e s t of the 

14 s e c t i o n has been developed. So we could not f i n d an 

15 acceptable l o c a t a t i o n i n the northwest quarter. For t h a t 

16 reason, we're d r i l l i n g a h o r i z o n t a l w e l l i n t o the 

17 northwest quarter w i t h the Westland Park Number 2. 

18 EXAMINER JONES: Okay. I have no more 

19 questions. 

2 0 EXAMINATION 

21 BY EXAMINER BROOKS: 

22 Q. Same t h i n g on t h i s w e l l . This i s P i c t u r e d 

23 C l i f f s and F r u i t l a n d Coal; r i g h t ? 

24 A. Yes, s i r . 

25 Q. I s the a l l o c a t i o n going t o be f i f t y - f i f t y f o r 
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1 expenses l i k e you s a i d i n t h e p r e v i o u s case? 

2 A. Yes, i t i s . 

3 Q. And so i f I asked you a l l t h e same q u e s t i o n s 

4 about a l l o c a t i o n --

5 A. - - i t would be a l l t h e same answers. 

6 Q. A l l t h e same as i n t h e Glade Park case? 

7 A. Yes. 

8 Q. So once a g a i n , I'm g o i n g t o recommend t o t h e 

9 Examiner t h a t we t a k e t h i s -- n o t t a k e t h i s under 

10 advisement, b u t c o n t i n u e i t t o October 1 4 t h and have you 

11 r e p u b l i s h t h e n o t i c e . 

12 A. W i t h t h e name's o f --

13 Q. A l i s t o f t h e u n l o c a t e a b l e p a r t i e s . 

14 MR. ROBERTS: W e ' l l t a k e care o f t h a t . 

15 Thank you. 

16 EXAMINER JONES: Thank you b o t h f o r 

17 coming. 

18 W e ' l l c o n t i n u e Case 14541 t o October 1 4 t h . 

19 * * * 

20 

21 t iiersDy ceriify thai the foreqomg t$ 

«§ eomplete record of rhs proceeding fn 
2 2 tb» Examiner bearing of Case No 

heard by me or- [sP 
23 

24 

25 
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