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WHEREUPON, the f o l l o w i n g proceedings were had at 

9:00 a.m.: 

EXAMINER STOGNER: At t h i s time I ' l l c a l l Case 

Number 11,482. 

MR. CARROLL: A p p l i c a t i o n of SDX Resources, I nc., 

f o r approval of a leasehold p i l o t w a t e r f l o o d p r o j e c t and t o 

q u a l i f y s a i d p r o j e c t f o r the recovered o i l t a x r a t e 

pursuant t o the Enhanced O i l Recovery Act, Lea County, New 

Mexico. 

EXAMINER STOGNER: C a l l f o r appearances. 

MR. KELLAHIN: Mr. Examiner, I'm Tom K e l l a h i n of 

the Santa Fe law f i r m of K e l l a h i n and K e l l a h i n , appearing 

on behalf of the Applicant, and I have one witness t o be 

sworn. 

EXAMINER STOGNER: Any other appearances? 

(Thereupon, the witness was sworn.) 

MR. KELLAHIN: Mr. Examiner, Mr. Morgan i s a 

petroleum engineer w i t h SDX. He and I are seeking your 

approval of a water f l o o d p r o j e c t area t o q u a l i f y the 

p r o j e c t f o r the EOR tax c r e d i t . Mr. Morgan has appeared 

before you i n the past t o obt a i n w a t e r f l o o d approval. 

This p a r t i c u l a r p r o j e c t i s located on E x h i b i t 1 

i n the center of the nine-section p l a t , and we're l o o k i n g 

t o q u a l i f y a l l of Section 7. 

Yo u ' l l see t h a t the sec t i o n i s subdivided i n t o 
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other t r a c t s . Those should be ignored, because the e n t i r e 

s e c t i o n has been reconsolidated under the same leasehold 

basis, and so t h i s would be a leasehold w a t e r f l o o d . 

Mr. Morgan's plan i s t o take what i s marked as 

Well Number 5 and use t h a t as h i s p i l o t t e s t w e l l , t o see 

i f he can o b t a i n s a t i s f a c t o r y i n j e c t i v i t y r e s u l t s i n the 

Queen-Grayburg-San Andres. And i f he's successful, then he 

proposes t o expand the p r o j e c t . 

U l t i m a t e l y he's looking t o i n f i l l d r i l l t h i s 

p r o j e c t w i t h a new d r i l l i n the center among each e x i s t i n g 

producer, and then t o convert each producer t o an i n j e c t o r . 

As p a r t of h i s plan, we have i n i t i a l l y f i l e d a 

request t o have producer number 3, 5, 6 and 7 approved f o r 

i n j e c t i o n , and then i f you approve t h i s p r o j e c t , we are 

then going t o f i l e 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 s t o begin 

processing the other producers t o i n j e c t o r s . 

We're going t o show you a book of C-108 m a t e r i a l . 

I t ' s going t o be the white book t h a t I submitted t o you. 

So as not t o confuse you, I need t o l e t you know t h a t 

e v e r y t h i n g contained i n the white book would presume t h a t 

a l l w e l l s i n Section 7 would be converted f o r i n j e c t i o n . 

And so a t l e a s t i n i t i a l l y Mr. Morgan i s examining an area 

t h a t i s wider i n scope than we need t o focus on t h i s 

morning, and he and I w i l l help t o t r y not t o confuse you 

about what you're looking a t . 
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I n a d d i t i o n , he and I are preparing — and we 

apologize f o r not having i t t h i s morning — we're preparing 

a b e t t e r q u a l i t y nine-section p l a t so t h a t you can more 

e a s i l y i d e n t i f y the w e l l s w i t h i n the p r o j e c t and those 

o f f s e t t i n g the p r o j e c t . We apologize f o r not having t h a t 

today, and we hope t o use what i s marked as E x h i b i t 1. And 

then w e ' l l s u b s t i t u t e f o r you a b e t t e r copy by which you 

can see i n b e t t e r d e t a i l each of the w e l l s . 

With t h a t i n t r o d u c t i o n , then, I ' d l i k e t o c a l l 

and begin discussing t h i s matter w i t h Mr. Morgan. 

EXAMINER STOGNER: Let me make sure I get t h i s 

r i g h t , Mr. K e l l a h i n . 

MR. KELLAHIN: Yes, s i r . 

EXAMINER STOGNER: We're seeking a t t h i s time the 

3, 5, 6 and 7 w e l l s f o r i n j e c t i o n , however the E x h i b i t 

Number 3 i s going t o contain a d d i t i o n a l i n f o r m a t i o n 

concerning i n j e c t i o n i n some of the other e x i s t i n g w e l l s . 

Now, i s t h a t the complete 108s f o r each of those 

wells? Are they contained i n t h i s E x h i b i t Number 3? Or i s 

i t j u s t p a r t i a l information? 

MR. KELLAHIN: I t would be complete i n f o r m a t i o n , 

which has been consolidated as one s u b m i t t a l . You're not 

going t o look a t separate C-108s f o r each of these other 

w e l l s . 

What I'm proposing i s , w h i l e t h a t i n f o r m a t i o n i s 
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in this book, we might ignore some of it, and we'll focus 

only on those matters t h a t are r e l e v a n t f o r your approval 

of the fou r w e l l s t h a t are a p p r o p r i a t e l y before you t h i s 

morning. 

I simply wanted you t o recognize t h a t the amount 

of i n f o r m a t i o n i s wider i n scope than would be necessary 

f o r your approval of those four w e l l s . 

EXAMINER STOGNER: So i t ' s not your i n t e n t i o n 

t h a t subsequent w e l l s , i f an order i s issued j u s t f o r those 

f o u r w e l l s — t h a t t h i s document s a t i s f y the 108 

requirements f o r any request f o r w a t e r f l o o d expansions? 

MR. KELLAHIN: At your pleasure, Mr. Examiner. 

Our plan would be t o simply f i l e a d d i t i o n a l C-108s and ask 

f o r a d m i n i s t r a t i v e approval f o r those a d d i t i o n a l w e l l s . 

EXAMINER STOGNER: Okay, t h a t ' s what I was 

g e t t i n g a t . 

MR. KELLAHIN: Yeah. 

EXAMINER STOGNER: This w i l l not serve as the 

108s f o r any expansion of the area. Those w i l l have t o 

stand on t h e i r own subsequent t o the hearing, but i f you 

want t o include them, we can go over readvertisement and 

such. 

MR. KELLAHIN: We would p r e f e r t o f i l e them 

subsequent t o your a c t i o n i n t h i s matter. 

EXAMINER STOGNER: Okay. You may continue, Mr. 
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Kellahin. 

CHUCK MORGAN, 

the witness herein, a f t e r having been f i r s t duly 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. KELLAHIN: 

Q. Mr. Morgan, f o r the record, s i r , would you please 

s t a t e your name and occupation? 

A. My name i s Chuck Morgan. I'm a pro d u c t i o n 

engineer f o r SDX Resources. 

Q. On p r i o r occasions, Mr. Morgan, have you 

t e s t i f i e d before the D i v i s i o n and q u a l i f i e d as a produc t i o n 

engineer? 

A. Yes, I have. 

Q. On p r i o r occasions have you t e s t i f i e d w i t h 

regards t o your e x p e r t i s e concerning w a t e r f l o o d operations? 

A. Yes, I have. 

Q. And you're f a m i l i a r w i t h how t o f i l e and prepare 

the necessary i n f o r m a t i o n t o comply w i t h the D i v i s i o n r u l e s 

concerning the form C-108? 

A. Yes. 

Q. I n a d d i t i o n , have you made y o u r s e l f f a m i l i a r w i t h 

Mr. Sirgo's petroleum engineering study of the p o t e n t i a l 

b e n e f i t of wa t e r f l o o d i n g Section 7 i n t h i s p r o j e c t ? 

A. Yes, I have. 
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MR. KELLAHIN: We tender Mr. Morgan as an expert 

engineer. 

EXAMINER STOGNER: Mr. Morgan i s so q u a l i f i e d . 

Q. (By Mr. Kel l a h i n ) Mr. Morgan, l e t ' s take a 

moment and have you look a t E x h i b i t 1 f o r us and giv e the 

Examiner a general summary of your concept and what you're 

u l t i m a t e l y seeking t o do w i t h t h i s p r o j e c t . 

A. A l l r i g h t . That would be the map here? 

Q. Yes, s i r . 

A. Okay, b a s i c a l l y what we're proposing t o do i s 

take t h i s e n t i r e s ection — there's c u r r e n t l y 11 producing 

w e l l s i n i t — and we're going t o i n f i l l d r i l l i t w i t h 12 

a d d i t i o n a l i n f i l l w e l l s and convert the e x i s t i n g producers 

t o i n j e c t o r s . 

Part of the process of doing t h a t — B a s i c a l l y 

the way we would do i t , would be t o pic k one w e l l , 

p r e f e r a b l y the Number 5 w e l l , convert i t t o i n j e c t i o n , and 

at the same time w e ' l l d r i l l a couple of — or s h o r t l y 

t h e r e a f t e r , d r i l l some i n f i l l w e l l s around i t . 

This accomplishes several purposes, the f i r s t of 

which i s t o put a p i l o t i n , the second of which i s t o get 

some good logs, good data, cu r r e n t completion p r a c t i c e s 

done, and see what k i n d of wel l s we're making on our i n f i l l 

p r o j e c t . 

Q. This p a r t i c u l a r p r o j e c t involves what v e r t i c a l 
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i n t e r v a l or i n t e r v a l s w i t h i n Section 7? 

A. B a s i c a l l y Queen and Grayburg. 

Q. Are those the cur r e n t producing i n t e r v a l s w i t h i n 

Section 7? 

A. Yes, i t i s . There i s one or two t h a t have a 

l i t t l e b i t of San Andres open i n them, but p r i m a r i l y Queen 

and Grayburg. 

Q. When we look a t Section 7, i s i t c u r r e n t l y 

consolidated under one leasehold operation? 

A. Yes, i t i s . 

Q. Helps us understand what's o f f s e t t i n g you i n 

terms of s i m i l a r operations or production w i t h i n these 

i n t e r v a l s . 

A. We c u r r e n t l y have an a c t i v e w a t e r f l o o d t o the 

west of us, S&J Operating, which i s c u r r e n t l y under 

w a t e r f l o o d . To the east, very l i t t l e p r oduction a t a l l . 

And n o r t h and south would be very l i t t l e p r o d u c t i o n , 

a c t u a l l y . 

Q. I n Section 12 t o the west, i s t h a t an oper a t i o n 

t h a t i s s i m i l a r t o the operation you inte n d f o r Section 7? 

A. Yes, i t i s . 

Q. I t ' s a waterflood, and then you're proposing t o 

i n f i l l d r i l l and attempt t o see i f you can get a d d i t i o n a l 

o i l recovery out of the Queen, Grayburg and San Andres 

formations? 

STEVEN T. BRENNER, CCR 
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A. Yes, s i r . 

Q. As p a r t of your preparation f o r hearing today, 

Mr. Morgan, have you caused n o t i f i c a t i o n t o be sent t o a l l 

p a r t i e s w i t h i n the n o t i f i c a t i o n areas of each of these four 

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

A. Yes, we have. 

Q. And we're t a l k i n g about w e l l s 5, 3, 6 and 7, as 

shown on the map? 

A. Yes, we have. 

And also, i n a d d i t i o n , back t o an e a r l i e r 

statement here, we d i d go back and r e a d v e r t i s e an area t h a t 

would cover a l l of the producers i n the s e c t i o n . 

Q. You're beginning t o t e l l the o f f s e t s , then, of 

your l a r g e r plan t o p o t e n t i a l l y f l o o d a l l of these w e l l s 

w i t h i n Section 7? 

A. Yes. 

Q. At t h i s p o i n t , have you received any o b j e c t i o n 

from any of the o f f s e t i n t e r e s t owners t h a t received 

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

A. No, we have not. 

Q. Let me t u r n w i t h you, s i r , t o what i s marked as 

E x h i b i t 2, and before we look a t those pages t h a t are of 

importance, g e n e r a l l y describe what i t i s t h a t we're seeing 

when we look a t E x h i b i t Number 2. 

A. E x h i b i t Number 2 i s a reserve study covering the 

STEVEN T. BRENNER, CCR 
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subject property that was done by Victor Sirgo in Midland, 

Texas, b a s i c a l l y o u t l i n i n g estimated u l t i m a t e recovery from 

the e x i s t i n g w e l l s , estimated u l t i m a t e recovery from our 12 

proposed i n f i l l w e l l s , and also p o t e n t i a l recovery from — 

secondary recovery from our wat e r f l o o d . And I b e l i e v e i t 

also goes i n t o some probable uphole reserves a l s o . 

Q. Have you informed y o u r s e l f about the content of 

Mr. Sirgo's report? 

A. Yes, I have. 

Q. Are you i n agreement w i t h the conclusions t h a t he 

has reached i n t h a t report? 

A. I f e l t l i k e Mr. Sirgo was very conservative on 

h i s secondary reserves. He b a s i c a l l y used .6 t o 1, based 

on some o f f s e t leases. I f e e l l i k e i t should be c l o s e r t o 

1 t o 1. 

Q. Other than t h a t observation about the 

conservative nature i n which he's estimated a d d i t i o n a l 

r e c o v e r i e s , are you i n general agreement w i t h h i s 

conclusions? 

A. Yes, I am. 

Q. Do you f i n d any flaws i n h i s methodology or h i s 

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

A. No, I don't. 

Q. Are you s a t i s f i e d t h a t he has used reasonably 

accurate i n f o r m a t i o n upon which t o base h i s conclusions? 

STEVEN T. BRENNER, CCR 
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A. Yes, s i r . 

Q. Let me have you t u r n t o page 8 of E x h i b i t 2, and 

l e t ' s give a general sense t o the Examiner of the geology 

t h a t he's seeing when he examines Section 7. 

F i r s t of a l l , on E x h i b i t 8 we're l o o k i n g a t a 

Grayburg s t r u c t u r e map — I'm sorry, E x h i b i t 2, page 8. 

Are you w i t h me? 

A. Yes. 

Q. A l l r i g h t . I n your opinion, i s t h i s a l o g i c a l 

area w i t h i n Section 7 t o c o n s t i t u t e an app r o p r i a t e geologic 

and geographic area f o r waterflooding? 

A. Yes, I do. 

Q. Are you seeing the o p p o r t u n i t y f o r an i n j e c t i o n 

w e l l i n Section 7 t o have a p o s i t i v e i n j e c t i o n response 

from an o f f s e t t i n g well? 

A. Yes, I do. 

Q. How do you see that? 

A. B a s i c a l l y by the way the geology i s l a i d i n 

the r e . The nature of these sands, there are numerous 

members of the Grayburg formation and the Queen formation 

t h a t are throughout the e n t i r e s e ction t h a t would 

d e f i n i t e l y b e n e f i t from a sweep i n a w a t e r f l o o d o p e r a t i o n . 

Q. I s i t unusual t o see Queen-Grayburg-San Andres 

waterfloods? 

A. No, very common i n t h i s area. 
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Q. Let's t u r n t o page 9 of E x h i b i t 2 and have you 

show us what we're looking at i n t h a t e x h i b i t . 

A. Okay, these are — This i s a cum map, b a s i c a l l y 

d e t a i l i n g the cumulative production from the e x i s t i n g 

producers i n Section 7. 

Q. Can you estimate f o r us what has been the c u r r e n t 

u l t i m a t e primary recovery from Section 7 from the w e l l s 

t h a t are now producing or have produced? 

A. You want t h a t by w e l l or the t o t a l — 

Q. No, s i r , j u s t give us the p r o j e c t area t o t a l . 

A. Let's see --

Q. I believe i t was contained i n the A p p l i c a t i o n 

t h a t we f i l e d , Mr. Morgan. 

A. Yes, i t i s . Let me look at t h a t . You may have 

t o help me locate t h a t . 

Q. Let's give the Examiner a s t a t u s r e p o r t w i t h i n 

Section 7. Currently, how many producing w e l l s do you 

have? 

A. We c u r r e n t l y have 11 a c t i v e producers. 

Q. And what has been the cumulative p r o d u c t i o n from 

Section 7 as t o a c e r t a i n p o i n t i n time? 

A. 301,000 b a r r e l s . 

Q. As of what date? Do you know? 

A. This was done approximately, I would say, th r e e 

or f o u r months ago. 
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Q, Okay. Do you have an estimate based upon Mr. 
Sirgo's engineering work of what the a d d i t i o n a l incremental 

o i l t o be a t t r i b u t e d t o a p o s i t i v e w a t e r f l o o d response 

would be? 

A. Yes, s i r . 

Q. And what number do you p r o j e c t ? 

A. I t was 410,000 b a r r e l s , I b e l i e v e . 

Q. And t h a t i s o i l i n a d d i t i o n t o o i l t h a t might be 

recovered from an i n f i l l d r i l l i n g program? 

A. Yes, i t i s . 

Q. And do you have a value f o r the t o t a l cost of 

t h a t p r o j e c t ? 

A. $540,000. 

Q. And do you have an estimate of what the value of 

t h a t a d d i t i o n a l incremental o i l might be? 

A. Approximately f o u r , four-and-a-half, four-and-a-

q u a r t e r m i l l i o n d o l l a r s . 

Q. Describe f o r the Examiner the basis upon which 

t h a t c a l c u l a t i o n i s made. What are the assumptions? 

A. I t was made w i t h $17 o i l and using V i c t o r ' s 

reserve p r o j e c t i o n s . 

Q. And i t ' s the assumption t h a t the e n t i r e Section 7 

i s converted waterflood? 

A. Yes. 

Q. A l l r i g h t . When we look at E x h i b i t 2, page 10, 
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what are we seeing here? 

A. That's a cumulative water production map. 

Q. Do you c u r r e n t l y produce water out of these 

producing wells? 

A. Yes, we do. 

Q. What i s t o be the a n t i c i p a t e d source of the water 

f o r use i n the waterflood p r o j e c t ? 

A. We w i l l use the — obviously, the water t h a t we 

are producing. We would l i k e t o supplement from other 

areas. We have leases t o the n o r t h and east t h a t have 

produced water we would probably b r i n g i n f o r makeup water. 

We also operate a waterflood u n i t , the East Millman U n i t , 

which i s nearby, t h a t we could p o s s i b l y t r a n s f e r a d d i t i o n a l 

water t o the u n i t t o use, and we have also considered 

supplementing w i t h f r e s h water from Double Eagle. 

Q. A l l r i g h t , s i r . Let's look a t page 11 of E x h i b i t 

2 and have you describe f o r us what we're seeing when we 

examine t h i s isopach. 

A. This i s a cumulative water i n j e c t i o n map, 

b a s i c a l l y d e t a i l i n g o f f s e t w a terflood operations and 

d e t a i l i n g where and how much water has been i n j e c t e d i n 

o f f s e t leases, also showing t h a t no water has been i n j e c t e d 

i n t o Section 7. 

Q. A l l r i g h t . Let's now t u r n t o page 18 of E x h i b i t 

2, and l e t ' s look at the analysis of the p o t e n t i a l 
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waterflood secondary o i l recovery. Starting on page 18, 

summarize f o r us what the conclusion has been and how i t 

was reached. 

A. The conclusion o u t l i n e d on page 18 of the reserve 

study b a s i c a l l y d e t a i l s the a d d i t i o n a l i n f i l l l o c a t i o n s , 

b a s i c a l l y d e t a i l s the amount of reserves t h a t would be 

obtained due t o wat e r f l o o d i n g operations or secondary 

recovery operations, p r o j e c t e d t o be 34,000 b a r r e l s of o i l 

per l o c a t i o n . 

Q. And i n order t o get t o the 410,000 b a r r e l s of 

incremental o i l , you simply m u l t i p l y the 34,000 per w e l l 

times the number of p o t e n t i a l producers w i t h i n Section 7 

t h a t you would have when the p r o j e c t i s a t i t s f u l l 

development? 

A. Yes, s i r , which was 12. 

Q. A l l r i g h t . 

A. Twelve a d d i t i o n a l w e l l s . 

Q. Okay. I s t h i s a l e v e l of p r o d u c t i v i t y you can 

reach w i t h the cur r e n t plan of operations? 

A. No, i t i s not. 

Q. I n your opinion, i s t h i s s e c t i o n a p p r o p r i a t e f o r 

a w a t e r f l o o d p r o j e c t area? 

A. Yes, i t i s . 

Q. Let's t u r n t o the t o p i c i n E x h i b i t 3, which i s 

the white binder and has the C-108 m a t e r i a l s i n i t . Mr. 
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Morgan, d i d you compile t h i s booklet? 

A. Yes, I d i d . 

Q. A l l r i g h t . Let's go through the major issues of 

concern t o the D i v i s i o n w i t h regards t o these f o u r 

i n j e c t i o n w e l l s , and then as necessary I ' l l ask you t o help 

us f i n d i t i n E x h i b i t Number 3. 

A. Okay. 

Q. Let's address the f i r s t issue of whether or not 

w i t h i n the h a l f - m i l e radius of any of these f o u r i n j e c t i o n 

w e l l s , i f you found any problem w e l l s . Did you f i n d any 

problem w e l l s w i t h i n the area of e f f e c t of any of these 

fo u r i n j e c t i o n wells? 

A. Around the four i n j e c t i o n w e l l s , no, I d i d not. 

Q. A l l r i g h t . Let's describe what we mean by 

"problem w e l l " , t h a t you s a t i s f i e d y o u r s e l f t h a t a l l 

producing w e l l s had adequate cement across the i n j e c t i o n 

i n t e r v a l and t h a t i f you d i d not have measured cement tops 

you had c a l c u l a t e d tops, and those c a l c u l a t e d tops were 

used under the assumption t h a t you had cement y i e l d of 

1.32? 

A. Yes. 

Q. And t h a t you were using a s a f e t y f a c t o r of 50 

percent? 

A. Yes. 

Q. A l l r i g h t . Using t h a t c r i t e r i a , then, you found 
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i n a l l instances the producing w e l l s were adequately 

cemented? 

A. Yes, I d i d . 

Q. A l l r i g h t . Are there any w e l l s w i t h i n the area 

of review t h a t are plugged and abandoned wells? 

A. Yes, there i s . 

Q. Where would we f i n d them i n E x h i b i t Number 3? 

A. They would be — Let's see, i n E x h i b i t C. 

Q. I t says P and A Schematics, E x h i b i t C. 

A. Yes, s i r . 

Q. When we t u r n t o those schematics, you have 

included i n t h i s book P-and-A'd w e l l s t h a t would be beyond 

the scope of these four i n j e c t i o n w e l l s , would they not? 

A. Yes, they b a s i c a l l y include a l l P-and-A'd w e l l s 

w i t h i n a h a l f mile of any producer i n the s e c t i o n . 

Q. A l l r i g h t . When you look a t the wider area of 

review, I bel i e v e you've located one p o t e n t i a l problem area 

i n s e c t i o n 6? 

A. Yes, I have. 

Q. And where i s t h i s problem w e l l located i n Section 

6? 

A. That problem w e l l i s i n the southeast q u a r t e r . 

Q. And what i s the nature of the problem w i t h the 

w e l l i n the southeast of the southeast of 6? 

A. This w e l l was plugged — B a s i c a l l y , i t ' s been 
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plugged inadequately. 

Q. A l l r i g h t , but i t ' s outside the h a l f - m i l e radius 

of the Number 6 w e l l and t h e r e f o r e not a subject of concern 

i n t h i s case? 

A. Yes, s i r . 

Q. A l l r i g h t . Did you f i n d t h a t there were any 

plugged and abandoned w e l l s w i t h i n the h a l f - m i l e r a d i u s of 

any of these four i n j e c t i o n wells? 

A. Wi t h i n the h a l f - m i l e radius --

Q. Yes, s i r . 

A. — of the four i n j e c t o r s ? 

Q. Yeah. 

A. Yes, there i s . 

Q. And are they a l l adequately plugged and 

abandoned, i n your opinion? 

A. Yes, s i r . 

Q. When we look at the geology, do you see any 

op p o r t u n i t y t h a t i n j e c t i o n water would migrate out of the 

i n j e c t i o n i n t e r v a l ? 

A. No. 

Q. We don't have any open f a u l t i n g or h y d r o l o g i c 

connections t o take the i n j e c t e d water t o some other 

source? 

A. No, s i r . 

Q. A l l r i g h t . Do you see any o p p o r t u n i t y f o r 
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contamination of f r e s h water i n the area? 

A. No, I do not. 

Q. What i s the deepest known producing f r e s h water 

t h a t ' s c u r r e n t l y u t i l i z e d w i t h i n t h i s area? 

A. About 250 f e e t . Between 150 and 250 f e e t . 

Q. Have a l l these producing w e l l s had surface casing 

set below the known f r e s h water? 

A. Yes, s i r . 

Q. A l l r i g h t . there's no o p p o r t u n i t y , then, f o r 

contamination of f r e s h water? 

A. To my knowledge, no. 

Q. Your r e i n j e c t e d water i s l a r g e l y produced water 

out of these formations? 

A. Yes, i t i s . 

Q. Let's t a l k about pressure l i m i t a t i o n s . The 

D i v i s i o n has a surface pressure l i m i t a t i o n of .2 p . s . i . per 

f o o t of depth. You're aware of that? 

A. Yes, s i r . 

Q. What are you going t o do f o r an i n i t i a l 

i n j e c t i v i t y on your Number 5 well? 

A. B a s i c a l l y , once we get i n a p o s i t i o n t o i n j e c t , 

we w i l l run a step r a t e t e s t and come back before the 

Commission and ask f o r an increase i n the pressure 

l i m i t a t i o n . 

Q. I n the C-108 booklet, E x h i b i t 3, you have 
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provided data on a l l the w e l l s w i t h i n the area of review — 

A. Yes, we have. 

Q. — i n t a b u l a r form, and t h a t ' s shown as review 

area, E x h i b i t C? 

A. Yes. 

Q. Okay. 

A. Well — 

Q. Am I looking a t the r i g h t place? 

A. E x h i b i t -- Yes, under Review Area, E x h i b i t C. 

Q. Okay. When we look a t the f i r s t page of the 

Review Area we l l s — 

A. Yes. 

Q. — you've i n d i c a t e d i n the f a r r i g h t column the 

top of cement? 

A. Yes, s i r , I have. 

Q. A l l r i g h t , and you've showed whether i t ' s 

measured or calculated? 

A. Yes. 

Q. What's the s i g n i f i c a n c e t o you of the i n d i c a t i o n 

of top of cement c a l c u l a t e d of the 0.75? What's t h a t mean? 

A. 0.75, I was using an e f f i c i e n c y of 75 percent. I 

b a s i c a l l y d i d t h a t on newer w e l l s , w i t h c u r r e n t d r i l l i n g 

p r a c t i c e s , when I knew t h a t t o be a very good number t o use 

i n the area, due t o experience. 

Q. Are any of the w e l l s t h a t i n d i c a t e t h a t method of 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



1 
2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

22 

calculation within the half-mile radius of any of these 
f o u r i n j e c t i o n wells? 

A. I ' d have t o look at t h a t . I'm sure t h e r e i s . 

Q. Okay. So your method i s one where the newer 

w e l l s , then, were subject t o a c a l c u l a t i o n t h a t was 

d i f f e r e n t than the 50-percent guideline? 

A. Yes, s i r . 

Q. A l l r i g h t . Describe again your basis f o r using 

75 percent. 

A. We d r i l l e d approximately 20 t o 30 w e l l s i n the 

immediate area w i t h modern d r i l l i n g p r a c t i c e s , and when we 

c a l c u l a t e d our cement volumes we used a 20-percent excess, 

which would be 80-percent e f f i c i e n c y , and t h a t was 

s u f f i c i e n t t o c i r c u l a t e these w e l l s . 

Therefore, I used 75-percent e f f i c i e n c y t o be 

conservative. And i f y o u ' l l n o t i c e , several of these were 

i n f a c t c i r c u l a t e d , and t h a t number works r e a l w e l l , j u s t 

through experience. 

Q. A l l r i g h t . As a production engineer, do you have 

any r e s e r v a t i o n s t h a t any of those w e l l s , i n f a c t , have 

inadequate cement --

A. No, I — 

Q. -- across the i n j e c t i o n i n t e r v a l ? 

A. No, s i r . 

Q. Okay. Have you been able t o estimate or 
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approximate the i n i t i a l i n j e c t i o n volumes t h a t you 

a n t i c i p a t e f o r the Number 5 well? 

A. We a n t i c i p a t e b a s i c a l l y t h a t t h a t — You mean 

what t h a t w e l l w i l l take? 

Q. Yes, s i r . 

A. We a n t i c i p a t e probably betv/een 300 and 600 

b a r r e l s a day. 

Q. And t h a t ' s the reason t o pi c k t h a t w e l l as a 

p i l o t w e l l , then? I t ' s your best w e l l f o r an o p p o r t u n i t y 

t o see the p o t e n t i a l i n j e c t i v i t y w i t h i n the formation? 

A. Yes, s i r . And b a s i c a l l y i t s l o c a t i o n . I t ' s 

located near the center of the area. 

Q. I f t h a t w e l l i s successful, then, t e l l me how you 

propose t o f u r t h e r expand the p r o j e c t f o r f u l l development 

of Section 7? 

A. Okay, as mentioned e a r l i e r , we plan t o , a f t e r i t s 

implementation, d r i l l some i n f i l l w e l l s immediately around 

i t , probably on four sides of i t , and probably w i l l convert 

e i t h e r the s i x or seven w e l l s t o i n j e c t i o n a t t h a t time, 

and see what k i n d of response we get and where, use t h a t 

data t o continue our development. 

Q. Mr. Sirgo's r e p o r t i d e n t i f i e s f o r the D i v i s i o n 

how he has c a l c u l a t e d and what he has concluded f o r the 

incremental o i l a t t r i b u t e d t o the i n f i l l d r i l l i n g , has he 

not? 
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A. Yes, he has. 

Q. So i t ' s there on E x h i b i t 2 i f the D i v i s i o n would 

l i k e t o look at that? 

A. Yes, i t i s . 

Q. A l l r i g h t . I n your opinion, Mr. Morgan, w i l l 

approval of t h i s 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, the prevention 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, i t w i l l . 

Q. Are you aware of where the nearest source of 

f r e s h water i s t h a t ' s being taken from t h i s area, whether 

i t ' s a c t i v e w i n d m i l l s or domestic stock tanks t h a t are 

sourced from water wells? 

A. Yes, I am. 

Q. And where would we f i n d those? 

A. Okay, there i s a water w e l l located on the 

subject acreage. We'll f i n d i t i n t h i s white book. I f 

y o u ' l l l e t me locate i t there, I ' l l t e l l you where i t ' s a t . 

Well, I can't seem t o locate i t . I t was included 

i n one of the o r i g i n a l — i n the o r i g i n a l C-108s. 

MR. KELLAHIN: A l l r i g h t , s i r . With your 

permission, Mr. Examiner, w e ' l l mark i t subsequent t o the 

hearing. I t ' s i n the e x h i b i t book. 

Q. (By Mr. Kel l a h i n ) Do you know the approximate 

l o c a t i o n of t h a t water well? 
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A. Yes, I do. I t ' s located i n the n o r t h — Let's 

see, i t would be the northwest quarter of the southeast 

quart e r . 

Q. Okay. 

A. Near our Well Number 13, i f my memory serves me 

c o r r e c t . 

MR. KELLAHIN: Mr. Examiner, our l a s t e x h i b i t i s 

co n f i r m a t i o n of n o t i f i c a t i o n t o the o f f s e t operators t h a t 

are e n t i t l e d t o n o t i f i c a t i o n w i t h i n the area of review. 

That concludes my examination of Mr. Morgan. We 

move the i n t r o d u c t i o n of E x h i b i t s 1, 2 and 3, and then the 

c e r t i f i c a t e of no t i c e . 

EXAMINER STOGNER: E x h i b i t s 1, 2 and 3 w i l l be 

admitted i n t o evidence at t h i s time. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. The Number 10 w e l l , which i s e s s e n t i a l l y i n the 

middle of Section Number 7, t h a t deep gas w e l l t h a t ' s shown 

on the maps --

A. Yes, s i r . 

Q. — i s t h a t an SDX well? 

A. No, i t ' s M i t c h e l l Energy. 

Q. M i t c h e l l Energy. I s t h a t — Well, no, there's 

another one down i n the southern portion? 

A. Yes, s i r , also M i t c h e l l Energy. 
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Q. That's the Number 1? 

A. Yes, s i r , t h a t one i n the very south i s Number 1, 

and the one i n the middle i s Number 10. 

Q. Okay. Now... 

A. They have 8 5/8 intermediate set through the 

zone. 

Q. I guess I'm looking a t the wrong reference t o 

t h a t one i n the southern p o r t i o n , t h a t deep gas w e l l , on 

your — 

A. Number 1? 

Q. -- area of review, E x h i b i t C. 

A. Conoco 7 State Number 1. I be l i e v e i t ' s the 

f o u r t h one from the bottom. 

Q. I've got a Bass Number 2, f o u r t h one from the 

bottom. 

MR. KELLAHIN: He's on the f i r s t page of t h a t 

e x h i b i t . 

Q. (By Examiner Stogner) On the f i r s t page. 

A. Yes, s i r . 

Q. Okay, here i t i s . And the 8 5/8 was determined 

t o be at 450, pursuant t o a temperature log? 

A. Yes, s i r . 

Q. I s n ' t t h a t r i g h t ? 

A. No, t h a t ' s the 7 — the 13 3/8 surface — Let's 

see. Yes, s i r , you're reading t h a t r i g h t . 
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Q. Okay. 

A. 8 5/8 was set at 2690 and cemented, and TOC by 

temperature survey was 450 f e e t , yes, s i r . 

Q. And there again, i n t h a t area of review w e l l , the 

l i s t i n g of those, of the i n j e c t i o n w e l l s , the f o u r 

i n j e c t i o n w e l l s today, the 5, 7, 3 and 6 --

A. Yes, s i r . 

Q. -- i s the p e r f o r a t i o n shown on t h i s l i s t going t o 

also be the i n j e c t i o n zone? 

A. Yes, i t i s , at t h i s time. 

Q. What would necessitate the change on t h a t , when 

you sa i d "at t h i s time"? 

A. A f t e r we d r i l l our four i n f i l l w e l l s , b a s i c a l l y 

completing our p i l o t , we may choose t o concentrate on one 

p a r t i c u l a r zone or a series of two or three key zones. We 

may be changing t h a t p e r f o r a t i o n i n t e r v a l . 

Q. Would i t necessarily change j u s t w i t h i n t h a t 100-

f o o t , or 170- or whatever t h a t i s , i n t e r v a l ? Or would you 

go above i t or below i t ? 

A. The p o s s i b i l i t y e x i s t s t o go e i t h e r d i r e c t i o n . 

Q. Just anywhere w i t h i n t h a t Queen-Grayburg area, or 

would i t j u s t stay i n the Grayburg formation? 

A. The Queen-Grayburg. 

Q. How about the San Andres? 

A. We don't have any plans at t h i s time t o f l o o d the 
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San Andres. The San Andres has been t r i e d i n a few zones 

out here and has proved t o be too c o s t l y t o produce. I t i s 

produc t i v e , but i t ' s extremely c o r r o s i v e , and la r g e amounts 

of water. 

EXAMINER STOGNER: Okay, I have no other 

questions of Mr. Morgan. 

Mr. K e l l a h i n , what were you going t o submit t o me 

subsequent t o today? Another E x h i b i t Number 1? 

MR. KELLAHIN: I f you de s i r e , Mr. Examiner, Mr. 

Morgan and I are preparing a b e t t e r - q u a l i t y E x h i b i t Number 

1 where you can easier i d e n t i f y the w e l l s . I f you're 

s a t i s f i e d w i t h t h i s one, then — 

EXAMINER STOGNER: And you mentioned something 

else t h a t you were going t o --

THE WITNESS: The l o c a t i o n of the freshwater 

w e l l . 

MR. KELLAHIN: We need t o f i n d the p a r t of the 

e x h i b i t book f o r the l o c a t i o n of the freshwater w e l l data. 

EXAMINER STOGNER: Was t h a t i n here? 

MR. KELLAHIN: I t ' s i n the r e , we j u s t can't put 

our hands on i t r i g h t a t the moment, Mr. Examiner. 

EXAMINER STOGNER: I t wasn't i n my copy. I t 

should be. 

MR. KELLAHIN: We e i t h e r submitted i t i n the 

C-108s t h a t were f i l e d w i t h the A p p l i c a t i o n — I thought i t 
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was i n the e x h i b i t book. I f not, we w i l l provide t h a t t o 

you. 

EXAMINER STOGNER: What I may do, Mr. K e l l a h i n , 

i s go through t h i s E x h i b i t Number 3 — 

MR. KELLAHIN: Yes, s i r . 

EXAMINER STOGNER: — and get r i d of a l l the 

excess s t u f f . 

MR. KELLAHIN: I n f a c t , w e ' l l be happy t o do t h a t 

f o r you. 

EXAMINER STOGNER: Okay, consider i t done. So 

t h e r e f o r e there won't be any misconception t h a t a C-108 

needs t o be applied f o r each w e l l a f t e r t h i s A p p l i c a t i o n i s 

approved, and not before, because t h a t ' s the whole idea of 

a w a t e r f l o o d expansion, i s t o expand on an e x i s t i n g 

w a t e r f l o o d . Now, I know Mr. K e l l a h i n knows t h i s . And 

since we elected t o go w i t h the four w e l l s i n s t e a d of a l l 

of them, I w i l l not expect t o see those w a t e r f l o o d 

expansion a p p l i c a t i o n s come i n u n t i l a f t e r the i n i t i a l 

order i s issued. 

With t h a t , I'm going t o leave the record open on 

the new map and the water-well i n f o r m a t i o n , and — 

MR. KELLAHIN: With your permission, then, I ' d 

l i k e t o t e m p o r a r i l y withdraw E x h i b i t Number 3, and I ' l l 

have Mr. Morgan reorganize i t f o r us so t h a t when i t ' s 

returned t o you, you're going t o have i n f o r m a t i o n only 
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that's appropriate for these four wells. 

EXAMINER STOGNER: That would sure help. I t 

would sure also knock down the time t h a t I would spend 

w r i t i n g an order and reviewing t h i s i n f o r m a t i o n , and so 

t h a t a l l orders from me are issued i n a t i m e l y manner 

with o u t me having t o go through a bunch of a d d i t i o n a l s t u f f 

and take up time, and i t might necessitate the t a r d i n e s s of 

an order issued by me i n t h i s instance by having t o review 

a bunch of in f o r m a t i o n t h a t doesn't apply i n t h i s instance, 

on any other a p p l i c a t i o n , f o r t h a t matter. 

With t h a t , l e t ' s take a 20-minute recess. 

MR. KELLAHIN: A l l r i g h t , s i r . Thank you. 

(Thereupon, these proceedings were concluded a t 

9 : 3 8 a . m . ) 

•k -k * 

• comHe,e record of the p r o c e s s in 
the exam iner -- • • 

heard by r,,e on 

Oil Conservation Division 
Examiner 
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