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WHEREUPON, the following proceedings were had at 

8:35 a.m.: 

CHAIRMAN LEMAY: Good morning. This i s the O i l 

Conservation Commission i n the second day of hearings on 

consolidated Cases Number 11,525 and 11,526. 

I t h i n k , Mr. Carr, yesterday you were g i v i n g your 

p r e s e n t a t i o n of witnesses and — 

MR. CARR: — and we have concluded — 

CHAIRMAN LEMAY: — do you have some a d d i t i o n 

t o --

MR. CARR: Our d i r e c t case has been concluded. 

CHAIRMAN LEMAY: Your case has been concluded? 

MR. CARR: Yes, s i r . Thank you. 

CHAIRMAN LEMAY: We s h a l l t u r n the podium over t o 

Mr. K e l l a h i n . Mr. K e l l a h i n , i t ' s your show. 

CHAIRMAN LEMAY: May i t please the Commission, 

I ' l l present two witnesses t h i s morning. 

The f i r s t witness i s Mr. B i l l Hardie. He's 

already taken the witness stand. Mr. Hardie i s a petroleum 

g e o l o g i s t . He resides i n Midland, Texas. 

Mr. Hardie and Mr. Beamer and I have agreed among 

ourselves t h a t our presentation w i l l be such t h a t Mr. 

Hardie w i l l make h i s geologic p r e s e n t a t i o n on North Dagger 

Draw, and then before he's excused h e ' l l go i n t o h i s 

p r e s e n t a t i o n on South Dagger Draw, and t h a t way we complete 
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a f u l l presentation with this single witness before we move 

i n t o the engineering witness. 

And w i t h Mr. Beamer w e ' l l do the same t h i n g . 

We'll t a l k about North Dagger Draw, and then when I f i n i s h 

my d i r e c t w i t h him, he and I w i l l go i n t o South Dagger 

Draw. 

The f i r s t sets of e x h i b i t s t h a t I'm handing you 

are the Conoco e x h i b i t s , the engineering and geologic 

e x h i b i t s f o r North Dagger Draw. 

WILLIAM HARDIE. 

the witness h e r e i n , a f t e r having been f i r s t d uly 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. Hardie, 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 W i l l i a m Hardie. I'm a g e o l o g i s t w i t h 

Conoco, I n c . , f o r the southeast New Mexico area. 

Q. Mr. Hardie, you're going t o have t o keep the 

volume of your voice up. Where I'm s i t t i n g , t here's the 

hum of t h i s wonderful heater t h a t i s spewing f o r t h heat 

t h i s morning, and so y o u ' l l have t o speak above i t . We've 

stopped the d r i p , apparently, and so Florene i s not going 

t o be drenched. 

Give us a short summary of your educational 
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background and employment experience, and with particular 

emphasis on your involvement w i t h the Dagger Draw 

produ c t i o n . 

A. I have a bachelor of science degree from Baylor 

U n i v e r s i t y , a master of science degree i n geology from 

Baylor U n i v e r s i t y as w e l l . I graduated i n 1990. 

And a t t h a t time I s t a r t e d working f o r Conoco i n 

Midland and have been assigned the southeast New Mexico 

area since t h a t time, so i t ' s been about s i x years t h a t 

I've worked i n southeast New Mexico. And I've worked 

Dagger Draw f o r t h a t length of time as w e l l , amongst the 

other f i e l d s t h a t Conoco operates i n Eddy and Lea Counties. 

Q. Have you q u a l i f i e d as an expert g e o l o g i s t i n past 

hearings before the D i v i s i o n t h a t have d e a l t w i t h issues i n 

Dagger Draw? 

A. Yes, I have. 

Q. Have you made a study and i n v e s t i g a t i o n of the 

geologic f a c t o r s involved not only i n North Dagger Draw but 

i n South Dagger Draw? 

A. Yes, I have. 

Q. The maps t h a t we're about t o see were not 

generated e x c l u s i v e l y f o r the hearing today, were they, 

s i r ? 

A. These are standard maps t h a t we have on f i l e and 

update p e r i o d i c a l l y . 

STEVEN T. BRENNER, CCR 
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Q. So t h i s represents work product t h a t you've been 

inv o l v e d i n f o r the l a s t f i v e or s i x years w i t h regards t o 

Conoco's geologic analysis of Dagger Draw? 

A. That i s c o r r e c t . I have added items on the maps 

f o r the s p e c i f i c purpose of t h i s hearing, but the 

ge o l o g i c a l i n f o r m a t i o n i s something we compile and update 

on a r e g u l a r basis. 

Q. When Conoco d r i l l s Dagger Draw w e l l s , are you 

inv o l v e d i n t h a t process as t h e i r g eologist? 

A. Yes, I am. 

Q. And when Conoco has a working i n t e r e s t i n other 

w e l l s , d r i l l e d by operators other than Conoco, i s t h a t 

geologic i n f o r m a t i o n e v e n t u a l l y a s s i m i l a t e d by you and 

i n t e g r a t e d i n t o your work product? 

A. Yes, i t i s . 

MR. KELLAHIN: We tender Mr. Hardie as an expert 

petroleum g e o l o g i s t . 

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

CHAIRMAN LEMAY: His q u a l i f i c a t i o n s are 

acceptable. 

Q. (By Mr. Ke l l a h i n ) Mr. Hardie, l e t me have you, 

s i r , t o help us understand your an a l y s i s of the geology. 

Look f i r s t a t North Dagger Draw, and l e t me have you begin 

by i d e n t i f y i n g what we've marked as Conoco E x h i b i t Number 

1. 
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A. E x h i b i t 1 i s an isopach of the net dolomite 

across North Dagger Draw. I t ' s q u i t e s i m i l a r t o the map 

presented yesterday by Mr. — by Brent — 

Q. Yeah. 

A. — May. 

Q. May. 

A. There's very l i t t l e d i f f e r e n c e , a c t u a l l y , i n the 

g e o l o g i c a l i n t e r p r e t a t i o n s between Brent and myself, and I 

t h i n k t h a t w i l l become apparent as we progress. 

Q. T e l l us the c o l o r code so we understand what 

we're seeing. 

A. Okay, we're looking at — F i r s t of a l l , the 

contours themselves are color-coded such t h a t the darker 

blues represent t h i n n e r sections of the dolomite, and then 

they progress i n t o the c o l o r s , yellow c o l o r s , as they get 

t h i c k e r and t h i c k e r , so t h a t the outer edges of the 

dolomite f a i r w a y are the zero l i n e , and i t t h i c k e n s towards 

i t s a x i s , approaching thicknesses over 3 50 f e e t t h i c k . 

Q. Help me understand what you mean when you t a l k 

about the dolomite thickness map. 

A. Simply what we have done i s t o take the Upper 

Pennsylvanian i n t e r v a l and count up the t o t a l f e e t of 

dolomite w i t h i n t h a t i n t e r v a l . That footage i s what we 

map. 

As Brent explained yesterday, the r e s e r v o i r a t 
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Dagger Draw is dolomite. If you don't have dolomite, you 

don't have r e s e r v o i r . So by mapping the dolomite, you're 

mapping the r e s e r v o i r . I t ' s very convenient, one of the 

unique f e a t u r e s of t h i s f i e l d . 

Q. What are the other colored l i n e s represented on 

the display? 

A. The red bold o u t l i n e i s the North Dagger Draw 

Pool boundary as of the l a s t hearing. You can see the r e 

are some w e l l symbols l y i n g outside of t h a t boundary. The 

pool i s c o n s t a n t l y growing, so I'm q u i t e c e r t a i n t h a t t h i s 

needs t o be updated. 

The s o l i d yellow l i n e i n s i d e t h a t i s the — i s a 

boundary around the p r o r a t i o n u n i t s which are c u r r e n t l y , or 

at the time of the l a s t hearing were i n v i o l a t i o n of the 

allowable and had accumulated i l l e g a l o i l . 

I've also shown on the cross-section through 

dashed red l i n e s three — on the map, thr e e of the cross-

sections t h a t w e ' l l be showing i n the l a t e r e x h i b i t s . 

Q. One m o d i f i c a t i o n i n t h i s E x h i b i t 1 from the l a s t 

hearing i s , now you've included the northwest q u a r t e r of 

Section 33 as p a r t of the v i o l a t i o n area, i n c l u d i n g t h a t 

spacing u n i t ? 

A. That i s c o r r e c t . We d i d not recognize t h a t as 

being i n v i o l a t i o n a t the l a s t hearing. I t was and i t 

s t i l l i s . So t h a t i s — 
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Q. And who's the operator of that spacing unit? 

A. Mewbourne i s the operator of t h a t spacing u n i t . 

Q. At the l a s t hearing, i n May of 1996, was a l l the 

product i o n i n f o r m a t i o n f o r the w e l l s producing w i t h i n the 

v i o l a t i o n area a v a i l a b l e t o the p a r t i e s a t t h a t hearing? 

A. There were a l o t of w e l l s d r i l l e d e a r l y t h i s year 

around the v i o l a t i o n area. The i n f o r m a t i o n was not 

a v a i l a b l e t o me a t the time of the l a s t hearing. I have 

since gathered t h a t data, the production data, the 

g e o l o g i c a l data, and incorporated i t and r e v i s e d the maps 

t h a t you're looking a t now from the l a s t hearing. 

Q. When we get around t o t a l k i n g about the volumes 

of production from spacing u n i t s i n the v i o l a t i o n area, 

those volumes are going t o be d i f f e r e n t than the volumes we 

discussed i n May, are they not, Mr. Hardie? 

A. They w i l l be d i f f e r e n t . They have been updated. 

Q. A l l r i g h t . And those numbers now, t o the best of 

your knowledge, include a l l production volumes a t t r i b u t a b l e 

t o those spacing u n i t s t h a t account f o r the overproduction? 

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

Q. Let's look a t the d i s t r i b u t i o n of r e s e r v o i r 

thickness on t h i s map, i n r e l a t i o n t o the Conoco-operated 

p r o p e r t i e s i n Section 32, as w e l l as 31, and how they are 

s i m i l a r or d i f f e r e n t from the dolomite thickness i n the 

v i o l a t i o n area. 

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 

2_1 

A. One of the reasons I've included this map as an 

e x h i b i t i s t o compare f i r s t of a l l j u s t r e s e r v o i r thickness 

i n the v i o l a t i o n area and other p a r t s of the f i e l d . And 

when you take a quick look at t h i s , t here i s very l i t t l e 

d i f f e r e n c e . The v i o l a t i o n area includes t h i c k p o r t i o n s , i t 

includes t h i n p o r t i o n s . 

I would note t h a t i n Section 28 you can see a 

prominent r e - e n t r a n t of the blue c o l o r s , i n d i c a t i n g t h a t 

the t o t a l dolomite thickness i s becoming very t h i n i n t h a t 

area. That happens t o be one of the worst v i o l a t i n g 

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

So there's not a good r e l a t i o n s h i p between 

thickness and the a b i l i t y of a w e l l or the operator t o 

v i o l a t e the allowable. 

Q. There was an statement made by one of the Yates 

witnesses t h a t I t h i n k reversed what I b e l i e v e i s Conoco's 

p o s i t i o n about what you believe t o be the r i s k t o Conoco i n 

terms of thickness i n r e l a t i o n t o the thickness i n the 

v i o l a t i o n area. 

I b e l i e v e t h a t the statement yesterday i s t h a t 

you were i n a t h i c k e r p o r t i o n of the dolomite. And i f t h a t 

was s a i d , I would l i k e t o give you an o p p o r t u n i t y t o 

e x p l a i n t o us your i n t e r p r e t a t i o n of the r e l a t i o n s h i p of 

the thickness and how t h a t a f f e c t s your c o r r e l a t i v e r i g h t s 

as you r e l a t e t o the overproduced spacing u n i t s . 
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A. Of course correlative rights involves several 

issues, one of which would be the thickness of the 

r e s e r v o i r . The t h i n n e r the r e s e r v o i r , the higher the r a t e 

i n t h a t t h i n r e s e r v o i r , the more chances the r e are f o r 

v i o l a t i n g c o r r e l a t i v e r i g h t s . There's not as much pay i n a 

t h i n zone as there i s i n a t h i c k zone. 

That's one of the a t t r i b u t e s t h a t we w i l l examine 

today as we move through these e x h i b i t s and look a t the 

v a r ious g e o l o g i c a l parameters and how they r e l a t e t o the 

v i o l a t i n g area versus the n o n - v i o l a t i n g area. 

Q. A l l r i g h t , s i r . Let's set t h i s aside, then, and 

have you t u r n your a t t e n t i o n t o Conoco E x h i b i t Number 2. 

Mr. Hardie would you i d e n t i f y E x h i b i t Number 2 f o r us? 

A. E x h i b i t Number 2 i s a s t r u c t u r e map on the top of 

the upper Pennsylvanian dolomite. Again, t h i s i s very 

s i m i l a r t o the map t h a t was presented yesterday by Mr. May. 

So what we're lo o k i n g a t w i t h t h i s map i s an e l e v a t i o n map 

on the top of the r e s e r v o i r . 

Again, some of the components t h a t I've included 

on t h i s e x h i b i t , the o u t l i n e of the pool boundary as of the 

l a s t hearing, i s shown i n the heavy blue l i n e . The 

v i o l a t i o n area i s shown w i t h i n there as a t h i n n e r green 

l i n e . S o l i d yellow shading on t h i s map i n d i c a t e s t h a t t h a t 

acreage i s operated by Conoco. Cross-hatched ye l l o w 

shading on t h i s map i n d i c a t e s t h a t Conoco has i n t e r e s t i n 
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that proration unit but does not operate. 

So as you can see, we do have an i n t e r e s t i n many 

of the p r o r a t i o n u n i t s which have c u r r e n t l y produced 

i l l e g a l amounts of o i l . Most of those — i n f a c t , I 

be l i e v e a l l of them — are operated by Yates. Conoco has a 

p a r t i a l working i n t e r e s t i n them. 

Q. With regards t o the Yates-operated spacing u n i t s 

i n the v i o l a t i o n area f o r which Conoco has a working 

i n t e r e s t , t o your knowledge does Yates contact Conoco and 

ask you what l e v e l s you would l i k e t o have these w e l l s 

produced at? 

A. That i s never discussed amongst operators. The 

only discussions we may or may not have between operators 

i s the v i a b i l i t y of d r i l l i n g a p r o j e c t . I s the r e enough 

r e s e r v o i r t here t o j u s t i f y the d r i l l ? I f we have a 

concern, we may approach the operator. 

I n t h i s case, we're s i t t i n g i n the middle of the 

r e s e r v o i r , so there are no concerns about missing or 

h i t t i n g unviable pay sections. 

When we are approached w i t h an AFE t o p a r t i c i p a t e 

i n a w e l l , we have two options. We can p a r t i c i p a t e and 

j o i n i n , or we can nonconsent or farm out our i n t e r e s t . 

And because of the p r o d u c t i v i t y of the w e l l s i n t h i s area 

and the amount of money they can generate, even w i t h i n the 

bounds of the law, Conoco p a r t i c i p a t e s i n these types of 
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proposals. 

We do not in v o l v e ourselves i n the day-to-day 

operations of our o f f s e t partners. 

Q. With regards t o the Conoco-operated spacing u n i t s 

i n Dagger Draw, Mr. Fant made a p o i n t yesterday w i t h 

E x h i b i t 7 t h a t he shaded i n your spacing u n i t s a darker 

c o l o r i f a t any p o i n t i n the producing l i f e of t h a t spacing 

u n i t he found a p o i n t i n time where t h a t spacing u n i t was 

overproduced. 

Are you f a m i l i a r w i t h the production h i s t o r y on 

your spacing u n i t s i n terms of over- and underproduction? 

A. I'm f a m i l i a r w i t h the production h i s t o r y on them. 

I haven't examined them c l o s e l y t o see i f t h e r e were small 

instances of overproduction. I can assure you t h a t i t i s a 

Conoco corporate p o l i c y t o remain w i t h i n the g u i d e l i n e s . 

I f perhaps a w e l l exceeded an allowable, i t d i d not happen 

w i t h my knowledge; and i f i t had, I would have done 

something about i t . 

I r e a l i z e there are i n the records instances 

where we momentarily exceeded the allowable, but we never 

a t any p o i n t accumulated anything s i g n i f i c a n t i n terms of 

i l l e g a l o i l . I n f a c t , nothing i n terms of — even close t o 

the amount of v i o l a t i o n s t h a t have occurred i n the past. 

Q. Mr. Hardie, I t h i n k there's next t o you, over on 

the r i g h t , a copy of the Examiner Order. I t ' s underneath 
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t h a t f i r s t d i s p l a y . Yes, s i r . I s t h a t a copy of the 

Order? 

A. Yes, i t i s . 

A. I f y o u ' l l t u r n t o page 8 w i t h me, Mr. Fant, and I 

had a discussion yesterday on the geologic conclusions the 

Examiner had reached i n t h a t Order, and he brought t o our 

a t t e n t i o n t h a t i n t h a t f i r s t f i n d i n g he had a disagreement 

w i t h the f i n d i n g and p a r t i c u l a r l y w i t h regard t o the 

conclusion about good v e r t i c a l p e r m e a b i l i t y . 

What i s your p o s i t i o n on behalf of Conoco w i t h 

regards t o t h a t issue? 

A. We — Conoco has e x t r a c t e d , I b e l i e v e , two i f not 

t h r e e cores from t h i s r e s e r v o i r and we have t e s t e d them 

e x t e n s i v e l y . Those cores show good v e r t i c a l p e r m e a b i l i t y . 

T y p i c a l l y , we don't t e s t zone b a r r i e r s , and t h e r e 

are zone b a r r i e r s w i t h i n t h i s r e s e r v o i r , and those b a r r i e r s 

are mappable and i d e n t i f i a b l e and we t r e a t them as such. 

But w i t h i n a zone, we have good i n d i c a t i o n t h a t t h e r e i s 

good v e r t i c a l communication. And i n c e r t a i n p a r t s of the 

f i e l d , even the b a r r i e r s — we have good i n d i c a t i o n s t h a t 

they are no longer i n t a c t , no longer capable of i s o l a t i n g 

zones; they experience pressure d e p l e t i o n from adjacent 

zones. 

So depending upon where you are i n the f i e l d , 

t h e r e can be very good v e r t i c a l communication, but t h e r e 
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are zone isolators. 

Q. With regards t o the geologic conclusions t h a t are 

inherent i n Finding 9 E, what i s your p o s i t i o n ? That 

f i n d i n g says, There are consis t e n t h y d r a u l i c connections 

and good pressure communication across the poo l . 

A. I t has been our experience, sometimes very 

p a i n f u l , t o prove up t h a t statement E. We — 

Q. Why do you say p a i n f u l ? 

A. P a i n f u l because we've d r i l l e d w e l l s t h a t we 

thought would have good pressure, and they had d i s m a l l y low 

pressure, and the only way they could have had low pressure 

was by drainage from o f f s e t production, e i t h e r l a t e r a l l y or 

v e r t i c a l l y . So there's c l e a r i n d i c a t i o n s t h a t t h i s i s the 

case. 

There are l i k e w i s e some i n d i c a t i o n s t h a t t h e r e 

are some p e r m e a b i l i t y b a r r i e r s w i t h i n the r e s e r v o i r . You 

can encounter higher pressures, p a r t i c u l a r l y as you step 

out i n t o newer p o r t i o n s of the r e s e r v o i r and avoid i n f i l l 

development. That statement i s t r u e . 

Q. We touched on numerous issues i n a t e c h n i c a l 

sense yesterday, and I'm going t o ask you t o help us frame, 

from your perspective, those issues of importance f o r you 

t h a t you want t o share w i t h the Commission. 

Before we do t h a t , Mr. Hardie, I ' d l i k e you t o 

give me a general overview of your geologic conclusions 
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with regards to the characterization of the reservoir 

between North Dagger Draw and South Dagger Draw and the 

d i s t r i b u t i o n of those f l u i d s . Give us a s h o r t course on 

Dagger Draw. 

A. This i s a complicated r e s e r v o i r t o gi v e a s h o r t 

course d e s c r i p t i o n i n , but I ' l l do my best. 

There are several t h e o r i e s t o t r y t o e x p l a i n the 

d i s t r i b u t i o n of f l u i d s from North t o South Dagger Draw and 

i n t o I n d i a n Basin, one of which i s the hydrodynamic theory, 

o r i g i n a l l y proposed by Hugh Frenzel, I b e l i e v e , back i n the 

1960s when he was developing f o r h i s company the I n d i a n 

Basin f i e l d , and he recognized d i f f e r i n g gas-water contacts 

w i t h i n t h a t f i e l d . That theory can s t i l l be a p p l i e d as we 

move t o the n o r t h , i n t o South Dagger Draw and North Dagger 

Draw. 

I t does have some problems w i t h i t . I t doesn't 

f i t p e r f e c t l y . 

I have i n the past proposed a l t e r n a t i v e t h e o r i e s 

as t o the d i s t r i b u t i o n of f l u i d s i n t h i s r e s e r v o i r , namely 

having t o do w i t h the way the f l u i d s migrated i n t o t he 

r e s e r v o i r upon them being f i l l e d . 

The r e s e r v o i r i t s e l f , t h i s 40-mile-long r e s e r v o i r 

t h a t we have broken up i n t o three or fou r d i f f e r e n t pools, 

has been t i l t e d , and t h a t t i l t i n g t o a larg e degree 

occurred a f t e r i t was deposited, so t h a t we're l o o k i n g a t a 
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tilted reservoir. It's faulted at its updip end, at Indian 

Basin, c r e a t i n g the u l t i m a t e t r a p and s e a l . 

The r e s e r v o i r was f i l l e d from a downdip d i r e c t i o n 

by gas and o i l . The gas and o i l passed through a s e r i e s of 

compartments t h a t Brent explained t o us very w e l l 

yesterday. 

These compartments are not p e r f e c t seals. They 

act as almost semi-permeable membranes. They're extremely 

permeable t o gas. The gas rushed on through t h i s r e s e r v o i r 

and went up t o Indian Basin. 

They're less permeable t o other f l u i d s ; they're 

less permeable t o o i l . So as o i l came and began e n t e r i n g 

from a downdip d i r e c t i o n and an updip d i r e c t i o n , i t became 

p r o g r e s s i v e l y trapped as i t entered each successive 

compartment, such t h a t by the time we get t o I n d i a n Basin, 

v i r t u a l l y a l l of the o i l has been trapped. 

So you have, i n a sense, a t i l t e d o i l - w a t e r 

contact across t h i s f i e l d t h a t can be explained j u s t by the 

way the f l u i d s migrated i n t o place. That's another theory. 

There's severa1. 

The bottom l i n e i s , the f l u i d d i s t r i b u t i o n s are 

not what you would expect i n a completely and continuous 

and connected 40-mile-long r e s e r v o i r . 

Q. I s i t possible t o apply your science and 

experience t o North Dagger Draw and determine the s i z e and 
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the shape of these compartments i n the r e s e r v o i r ? 

A. You can. And although you can determine the s i z e 

and the shape of them g e o l o g i c a l l y i n some instances — and 

1*11 show you some instances — i n most cases geology 

doesn't help much w i t h the i d e n t i f i c a t i o n of compartments. 

The most important parameters are e v a l u a t i o n of p r o d u c t i o n 

data. And I t h i n k Yates has confirmed t h i s as w e l l . They 

concur w i t h t h i s . 

Conoco has i n the past i d e n t i f i e d some very l a r g e 

compartments, and there can be no other e x p l a n a t i o n f o r the 

pressure data we have seen than t o recognize t h a t t h e r e are 

extremely l a r g e compartments, large compartments which can 

be drained very e f f e c t i v e l y , very q u i c k l y , w i t h s i n g l e 

w e l l s . And we have examples of t h i s . 

Before I get i n t o much more t e c h n i c a l data, I 

would l i k e t o address, i f I could — 

Q. Sure, I ' d l i k e you t o frame the issues as you see 

them f o r p a r t of your presentation. 

A. — some issues t h a t Conoco and Yates have d e a l t 

w i t h i n the past. Many of these issues we agree on, many 

of the issues we disagree on. 

I t h i n k i t ' s somewhat unfortunate t h a t our 

disagreements always end up i n t h i s p u b l i c body, because 

f o r the most p a r t we agree on the g e o l o g i c a l and r e s e r v o i r 

parameters i n t h i s f i e l d . 
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I have a tremendous amount of respect f o r Yates' 

t e c h n i c a l s t a f f . Yates h i r e s the best people i n the 

business, and I t h i n k you can t e l l t h a t . 

I t h i n k they would also recognize my r i g h t and 

a b i l i t y t o take the same data set and a r r i v e a t d i f f e r e n t 

conclusions, because a t times we do t h a t . 

But there are other instances where we1 re i n 

complete agreement, and I want t o get those out i n the 

open, because I was under the impression i n some of 

yesterday's testimony t h a t p a r t i c u l a r l y Mr. Fant t h i n k s we 

disagree on some issues, and we don't. I ' d l i k e t o go over 

a couple of those, i f I could, here, the f i r s t of which 

would be the issue of 4 0-acre spacing. 

I got the impression from Mr. Fant's testimony 

t h a t he thought Conoco was i n favor of somehow r e s t r i c t i n g 

the development of t h i s pool on 40-acre spacing, and t h a t ' s 

simply not the case. We're very much i n favor of the r i g h t 

of an operator t o develop h i s acreage on 40-acre spacing. 

We have t e s t i f i e d t o t h a t f a c t . They brought t h a t 

testimony out. We s t i l l stand behind t h a t . 

Does t h a t mean we t h i n k t h a t t h i s r e s e r v o i r 

should be developed everywhere, a t a l l l o c a t i o n s , on 40-

acre spacing? C e r t a i n l y not. There are p o r t i o n s of t h i s 

r e s e r v o i r which need 40-acre spacing i n order t o recover an 

e f f i c i e n t amount of — an eq u i t a b l e amount of the reserves. 
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Mr. Fant has brought out some of those examples. 

There are other p o r t i o n s of t h i s r e s e r v o i r which 

do not need f o u r w e l l s per p r o r a t i o n u n i t , they need one, 

and we've experienced those i n the past. 

I gained the impression from Mr. Fant t h a t he 

thought t h i s was the f i r s t time i n the h i s t o r y of t h i s 

r e s e r v o i r t h a t we have been able t o maintain high sustained 

r a t e s from i t , and t h a t ' s c e r t a i n l y not the case. I t may 

perhaps be the f i r s t time Yates has been able t o maintain 

high sustained r a t e s from t h i s r e s e r v o i r , but i t ' s 

c e r t a i n l y not the f i r s t time Conoco has been able t o . We 

could have i n the past, and can today i n some cases, exceed 

the allowable. We don't. And t h a t ' s an important 

conclusion t o draw. 

When Mr. Fant looks back through the h i s t o r y and 

he sees t h a t Conoco has not accumulated s i g n i f i c a n t volumes 

of i l l e g a l o i l , he assumes t h a t we couldn't. And i t ' s not 

t h a t we couldn't; i t ' s t h a t we d i d n ' t . 

And I ' d l i k e t o show you a couple of examples 

where we d i d n ' t . And t h i s map i s probably a good one t o do 

t h a t . This i s E x h i b i t Number 2, the s t r u c t u r e map across 

North Dagger Draw. 

I ' l l draw your a t t e n t i o n t o Section 36 of 

Township 19 South, 24 East. The lower h a l f of the s e c t i o n 

i s operated by Conoco. 
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This is one of those incredibly p r o l i f i c pockets 

i n the r e s e r v o i r . Conoco, i n the l a t e E i g h t i e s , perhaps 

e a r l y N i n e t i e s , d r i l l e d i t s D State Number 2 i n the 

southwest of the southwest quarter. I t was the only w e l l 

i n t h a t p r o r a t i o n u n i t a t the time. I t was a f a n t a s t i c 

w e l l , capable of production r a t e s j u s t a t the a l l o w a b l e . 

Conoco produced t h i s w e l l a t r a t e s between 550 

and 600 b a r r e l s of o i l per day f o r approximately t h r e e 

years, d r a i n i n g a very large area. We d i d n ' t know t h a t we 

were d r a i n i n g a large area a t the time. There weren't many 

w e l l s i n the f i e l d a t the time. 

We could have d r i l l e d another w e l l i n the 

p r o r a t i o n u n i t because we were about a hundred b a r r e l s shy 

of the allowable. We chose not t o because we knew t h a t i f 

we d i d , we'd have t o r e s t r i c t i t . O p e r a t i o n a l l y , t h a t ' s a 

nightmare. Yates has t e s t i f i e d t o t h a t . 

The w e l l produced f o r a p e r i o d of about t h r e e 

years and l i t e r a l l y crashed and burned. I t went from r a t e s 

of 550 over a p e r i o d of months t o r a t e s of 50 b a r r e l s a 

day, 40; on a good day sometimes we might get 60. 

At t h a t p o i n t Conoco decided t o d r i l l an o f f s e t 

t o i t . We had p l e n t y of allowable l e f t . We decided, 

because we knew t h i s w e l l had made tremendous amounts of 

reserves, t o get as f a r away from i t as we p o s s i b l y could. 

I proposed the D State Number 4, on the opposite corner of 
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the p r o r a t i o n u n i t . The D State 4, t o me, was a great 

l o c a t i o n . 

We had t r i e d t o recomplete the D State 1, which 

i s j u s t east of i t , from the Morrow i n t o the Cisco. 

Mechanically, t h a t was not t e r r i b l y successful, so i t 

hadn't produced many reserves. We t r i e d t o t w i n t h a t w e l l 

w i t h the D State 3. Mechanically, t h a t was a dismal 

f a i l u r e . The pump, the SP we put i n t h a t w e l l , became 

i r r e t r i e v a b l y stuck. The Cisco was no longer a v a i l a b l e t o 

us. 

We had a large area. The only other o f f s e t was 

Yates' State "CO" Number 4. Large area t o d r a i n . I'm 

e x c i t e d about t h i s w e l l , I propose i t hoping t o see 

something l i k e we saw i n D State 2. I t was d r i l l e d . 

Mudloggers t o l d me t h a t the pay s e c t i o n i n t h a t zone looked 

j u s t l i k e the D State 2. I was even more e x c i t e d . 

We completed the w e l l , p e r f o r a t e d the same 

i n t e r v a l s t h a t produce elsewhere. The w e l l produced 

approximately 100 b a r r e l s a day. I c a l l e d the produc t i o n 

o f f i c e t o f i n d out what was wrong. What's wrong w i t h my 

w e l l t h a t should be so great? They measured bottomhole 

pressure a t approximately 400 pounds. That l o c a t i o n had 

been drained by the D State Number 2 and o f f s e t t i n g 

p r oduction. 

Now, i f we had developed t h i s l o c a t i o n a t a time 
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when we had, let's say, a 4000-barrel-a-day allowable, 

Conoco could have gone i n here, d r i l l e d on f o u r l o c a t i o n s , 

and p u l l e d the same number of reserves out of the ground 

w i t h f o u r w e l l s — Who knows? I f we got the r e before our 

neighbors we might have even got some of t h e i r reserves a t 

the same time. The u l t i m a t e r e s u l t of t h a t would have been 

t h a t we would have gotten the same amount of reserves, 

perhaps some of our neighbors', and d r i l l e d f o u r w e l l s 

instead of the necessary one. We d r i l l e d two, we wasted 

some money. The second w e l l i n t h a t u n i t i s marginal a t 

best. That's one example. 

So the question t h a t we're asking ourselves today 

i s , I s th e r e some r a t e a t which i t i s easy t o v i o l a t e the 

c o r r e l a t i v e r i g h t s of the o f f s e t operators? I s t h e r e some 

l i m i t t h a t we can put on t h i s r e s e r v o i r ? 

I f the answer i s no — and I t h i n k t h a t ' s what 

Yates i s proposing when they suggest t h a t the h i g h e s t -

producing o i l w e l l be the l i m i t — i f the answer i s no, 

then we need not reg u l a t e t h i s p ool; i t ' s nonprorated. 

Let's t u r n out the l i g h t s i n the A r t e s i a o f f i c e and save 

the taxpayers some money. 

I don't t h i n k t h a t should happen, and I don't 

t h i n k anybody i n here does. 

This should be a prorated pool. There has t o be 

some balance i n terms of r a t e which p r o t e c t s the 
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c o r r e l a t i v e r i g h t s of the o f f s e t operators and a t the same 

time o f f e r s an operator an egu i t a b l e chance t o recover h i s 

f a i r share of the reserves. 

I t may be t h a t t h a t r a t e i s such t h a t you have t o 

c o n s t r a i n a w e l l and create some waste. That may occur. 

But i t ' s got t o be balanced against the r i g h t s of the 

o f f s e t operator. I would suggest t o you t h a t a r a t e of 

4000 b a r r e l s a day does not accomplish t h a t . 

And as we t e s t i f i e d t o when we f i r s t asked f o r 

the allowable increase, a r a t e of 700 b a r r e l s a day does 

accomplish t h a t . 

C e r t a i n l y there are i n t e r f e r e n c e examples a t t h a t 

allowable r a t e . We've — Conoco has recognized these i n 

the past. But t h a t i s a balance between p r o t e c t i o n of 

o f f s e t r i g h t s and the a b i l i t y t o p u l l your proper amount of 

reserves out of the r e s e r v o i r . 

I ' d l i k e t o t a l k a l i t t l e b i t about i n t e r f e r e n c e 

and, i f I could, I ' d l i k e t o use some of Mr. Fant's 

examples. I am not a r e s e r v o i r engineer, but I have worked 

t h i s r e s e r v o i r f o r s i x years and I'm p r e t t y f a m i l i a r w i t h 

some of the examples t h a t he brought f o r t h . He had a 

d i f f e r e n t explanation f o r them. I would contend t h a t some 

of h i s examples were nothing other than i n t e r f e r e n c e . 

I ' l l begin w i t h h i s E x h i b i t Number 24, i n which 

he described t h e i r brand-newly d r i l l e d Polo Number 6 w e l l . 
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The Polo 6 i s the f i r s t Cisco w e l l d r i l l e d i n the 

southeast corner of Section 10, and as you can see i t ' s 

out s i d e of my pool boundary, over on the r i g h t - h a n d side of 

your map. I t ' s a brand-new w e l l . The pool boundary 

probably now extends i n t o the southeast corner of Section 

10. 

This w e l l came on a t over the allowable r a t e , and 

Yates shut i t i n , i n order t o not accrue any other i l l e g a l 

o i l . When they brought t h i s w e l l back on l i n e , i t came i n 

at a lower r a t e than i t d i d when they shut i t i n . 

I f you take a s t r a i g h t edge and run i t through 

the o i l r a t e on t h i s diagram, y o u ' l l f i n d out t h a t i t 

matches up p e r f e c t l y , as i f t h i s w e l l had been producing 

a l l along. I would contend t h a t t h i s w e l l wasn't producing 

a l l along, but the r e s e r v o i r was being produced a l l along. 

Those reserves weren't coming out of t h i s w e l l ; they were 

coming out of the adjacent w e l l s . This w e l l i s o f f s e t on 

thr e e sides. 

Conoco has seen t h i s k i n d of example on countless 

times, and we a t t r i b u t e i t t o i n t e r f e r e n c e between 

wellbores. I would suggest t h a t Mr. Fant needs t o add 

perhaps a dashed l i n e on h i s i n t e r f e r e n c e diagram, E x h i b i t 

14. A d i f f e r e n c e of opinion, same data. He a t t r i b u t e s i t 

t o one t h i n g , I a t t r i b u t e i t t o another. 

Q. Let me ask you t o amplify t h i s p o i n t , Mr. Hardie. 
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Mr. Fant's conclusion, based on the Polo example, is that 

he was experiencing wellbore damage? 

A. That's r i g h t . 

Q. This was h i s sole example i n the pool of t h a t 

phenomenon, f o r which then he a t t r i b u t e d he could not 

r e s t r i c t these w e l l s i n some k i n d of c y c l i n g procedure. 

Have you had an experience l i k e t h i s , w i t h j u s t 

the opposite r e s u l t s , where you shut a w e l l i n over time 

and y e t are able t o r e t u r n i t t o production s u c c e s s f u l l y ? 

A. That has happened i n the past, and i f I can b r i n g 

up an example, p a r t i c u l a r l y as we get l a t e r on i n some of 

my e x h i b i t s — I ' d l i k e t o b r i n g up one more example of 

i n t e r f e r e n c e . 

Mr. Fant presented i n h i s E x h i b i t 15 a r a t e -

versus-cum diagram t o show t h a t as they d r i l l e d progressive 

w e l l s i n a p r o r a t i o n u n i t , they encountered new reserves. 

And they i n f a c t d i d , depending upon how you i n t e r p r e t 

t h i s . You might disagree t h a t they d i d not. I would 

suggest t h a t they d i d encounter new reserves. 

But w i t h each successive w e l l they encountered 

less reserves. I n my mind, t h a t ' s i n t e r f e r e n c e . That i s 

not t e r r i b l y s i g n i f i c a n t i n t e r f e r e n c e , but i t i s 

i n t e r f e r e n c e . You've cut the cums of these successive 

w e l l s , sometimes i n h a l f , sometimes much l e s s , depending on 

how you i n t e r p r e t i t 
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I would suggest that Mr. Fant needs to include on 

h i s i n t e r f e r e n c e diagram a couple more dashed l i n e s i n the 

southwest corner of Section 29. 

My p o i n t here i s , again, we're l o o k i n g a t data 

sets and drawing d i f f e r e n t conclusions based on them. I t ' s 

c l e a r t h a t Mr. Fant has a s u b j e c t i v e i n t e r p r e t a t i o n about 

i n t e r f e r e n c e . My i n t e r p r e t a t i o n of i n t e r f e r e n c e i s perhaps 

a l o t more l i b e r a l . I would have a l o t more l i n e s on here. 

And I would question h i s statement t h a t only f i v e percent 

of the cases r e s u l t i n i n t e r f e r e n c e . I t h i n k i t ' s much, 

much more prevalent i n t h i s r e s e r v o i r than t h a t . 

Q. I s the geologic data a v a i l a b l e t o you c o n s i s t e n t 

w i t h your conclusion about int e r f e r e n c e ? 

A. Yes, i t i s . And again a l o t of t h i s i s — I ' l l 

t r y t o h i g h l i g h t t h i s as we progress through some of the 

l a t e r e x h i b i t s . 

I want t o make one more p o i n t on yesterday's 

testimony, and then perhaps we can get through w i t h the 

r e s t of what I have brought today, and t h a t has t o do w i t h 

Mr. Fant's E x h i b i t Number 10, I be l i e v e i t was, i n which he 

examined the o i l r a t e versus o i l cut and found a p o s i t i v e 

r e l a t i o n s h i p f i e l d w i d e . He looked at every w e l l i n the 

f i e l d and compared the r a t e of the o i l being produced w i t h 

the o i l cut and found t h a t as the r a t e lowered, the cut 

lowered. 
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This is certainly nothing new to Conoco. We've 

recognized t h i s countless times. We a t t r i b u t e i t t o 

something e n t i r e l y d i f f e r e n t , other than the pumped-off 

s t a t u s of the w e l l . 

I contend t h a t a l l those w e l l s are pumped o f f . 

We don't tend t o produce w e l l s i n a non-pumped-off 

c o n d i t i o n , and I t h i n k Mr. Fant d i d confirm t h a t yesterday 

a t some p o i n t . 

That phenomenon i s what we a t t r i b u t e t o — what 

we c a l l a weak water i n f l u x . As w e l l s i n Dagger Draw 

d e c l i n e , p a r t i c u l a r l y i n the l a t e r p a r t of t h e i r stage, 

when they're not making much o i l , you begin t o see a s l i g h t 

increase i n water cut. You can see t h i s on p l o t s . You 

don't see i t on the b i g w e l l s ; the increase i s too small. 

But on the older w e l l s , i f you look at them, there's a 

s l i g h t increase i n water cut, a decrease i n o i l c u t . We 

a t t r i b u t e t h i s t o a weak water i n f l u x , recognizable only 

when the w e l l i s down low i n i t s l i f e . 

And i t brings up an i n t e r e s t i n g issue i n my mind. 

What i f you are not producing — you have a great w e l l , 

i t ' s capable of rates i n excess of 1000 b a r r e l s a day. You 

are r e q u i r e d t o c o n s t r a i n i t so t h a t i n f a c t i t does 

produce a higher water cut, because you're producing i t 

w i t h a high volume of f l u i d i n the wellbore, very 

i n e f f i c i e n t method of production. I t does increase water 
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c u t , I ' l l admit, we've t e s t i f i e d t o t h a t . 

What i f you do t h a t i n i t i a l l y ? How i s t h a t going 

t o a f f e c t , i n the l a t e r l i f e of t h a t w e l l , t h a t s l i g h t 

increase you get i n water cut? I s t h a t going t o decrease 

i t so t h a t u l t i m a t e l y you produce the same amount of o i l 

and water over the l i f e of the w e l l ; you j u s t get i t a t a 

d i f f e r e n t stage i n the l i f e of the well? 

I t ' s an i n t e r e s t i n g issue. We can't prove i t or 

disprove i t unless we examine one of these h i g h - r a t e w e l l s 

t h a t i s allowed t o produce t o d e p l e t i o n . But I would b r i n g 

t h a t up as a p o s s i b i l i t y . We're t a l k i n g about the same 

volume of o i l and water; i t ' s j u s t a matter of when you get 

i t . 

And t h a t ' s the l a s t issue I ' d l i k e t o b r i n g up, 

i s t h a t we f u l l y and completely concur w i t h Mr. Fant's 

n o t i o n t h a t w e l l s t h a t have high f l u i d volumes i n them 

produce a t a higher water cut. We've t e s t i f i e d t o t h a t i n 

the past, and we haven't changed our p o s i t i o n on t h a t . The 

most e f f e c t i v e way of producing these w e l l s i s t o pump them 

o f f . 

I'm done w i t h t h a t . Let's, i f we can, move on t o 

the f o l l o w i n g e x h i b i t s . 

Q. Mr. Hardie, l e t ' s t u r n , then, t o what we have as 

Conoco E x h i b i t Number 3. Let's keep out one of these 

l o c a t o r maps, e i t h e r E x h i b i t 1 or 2, which w i l l help us 
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f i n d the l i n e of cross-section as we look a t the cross-

s e c t i o n d i s p l a y s . 

The f i r s t one we have i s the A-A1. Show us the 

o r i e n t a t i o n of the cross-section on perhaps E x h i b i t 2, and 

then l e t ' s t a l k about what we're seeing i n the d i s p l a y . 

A. I f y o u ' l l look on E x h i b i t 2, please f i n d cross-

s e c t i o n A-A', and y o u ' l l — This i s a cr o s s - s e c t i o n t h a t I 

included i n the l a s t hearing, and I include i t again w i t h a 

few changes. I've added overproduction, i l l e g a l o i l 

a t t r i b u t e d t o the p r o r a t i o n u n i t s above each of the w e l l s 

i n t he cross-section. 

This cross-section was simply designed t o show 

the s t r a t i g r a p h i c r e l a t i o n s h i p s between the p r o r a t i o n u n i t s 

which are v i o l a t i n g the allowable and those which are i n 

compliance. I t begins w i t h the P a t r i o t 2 and 3, i n an area 

t h a t i s i n compliance, over on the l e f t - h a n d side of your 

cr o s s - s e c t i o n . 

This i s p r e t t y t y p i c a l . As we move from the 

heart of the f i e l d , the older p a r t of Dagger Draw, you can 

see, and we move out t o the f l a n k , o f f t o the r i g h t of your 

cr o s s - s e c t i o n , we begin t o encounter t h i n n e r pay zones. I n 

Mr. Fant's term, we encounter dolomite s t r i n g e r s . 

I f y o u ' l l examine the w e l l s i n the middle of t h i s 

c r o s s - s e c t i o n which are completed, v i r t u a l l y a l l of them 

are completed i n t h a t upper dolomite s t r i n g e r . That i s a 
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relatively thin interval. It varies, around 50 feet thick 

t o 60 f e e t t h i c k . 

Please look a t the Yates Number 3 T a c k i t t "AOT". 

Look a t the completed pay i n t e r v a l i n t h a t w e l l . You've 

got about, I'm guessing, 60 f e e t of pay i n the upper 

s t r i n g e r . That w e l l has — and the w e l l s i n i t s p r o r a t i o n 

u n i t , have produced 239,000 — over — almost 240,000 

b a r r e l s of i l l e g a l o i l as of today — or as of J u l y , which 

was the l a t e s t a v a i l a b l e data. 

When you look a t the t h i n pay i n t e r v a l a v a i l a b l e 

t o these w e l l s , t h a t ' s one of the parameters t h a t we look 

a t t o determine i f we're a f f e c t i n g the o f f s e t c o r r e l a t i v e 

r i g h t s of adjacent operators. This i s a r e l a t i v e l y t h i n 

pay i n t e r v a l , and i t ' s having tremendous amounts of o i l 

p u l l e d out of i t . So we're examining t h i c k n e s s , t h a t ' s 

a l l . 

A couple of other items on t h i s c r o s s - s e c t i o n I 

need t o e x p l a i n as we move on, and I got a l i t t l e ahead of 

myself. 

The c o l o r code. Brown i s l i t h o l o g i c a l l y 

i n d i c a t i n g shale. Blue i n d i c a t e s limestone, non-pay, t i g h t 

carbonate. Purple i n d i c a t e s dolomite, pay, p o t e n t i a l pay. 

I f y o u ' l l look on the c r o s s - s e c t i o n , there's a 

dashed l i n e running down the middle of i t . That i s a t a 

datum of minus 4300 f e e t . That approximates the o i l - w a t e r 
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contact, and Mr. May r e f e r r e d t o t h i s yesterday, t h a t 

t h a t ' s only approximate. And using the word "contact" i s 

somewhat of an oxymoron; i t ' s more of a g r a d a t i o n . You 

probably don't encounter a very d i s t i n c t contact. 

As you p e r f o r a t e lower and lower i n the s e c t i o n 

you encounter higher and higher water cuts. I t i s very 

unusual f o r an operator t o p e r f o r a t e below minus 4300 f e e t . 

I t does happen, but t y p i c a l l y those w e l l s w i l l have high 

water cuts. I t i s not an economically a t t r a c t i v e t h i n g t o 

do, shooting below t h a t l i n e . 

So anything above t h a t l i n e t h a t i s colo r e d 

purple as a dolomite i s p o t e n t i a l pay. So you can see what 

i s a v a i l a b l e t o these w e l l s , and i t ' s not much i n terms of 

thick n e s s . 

I suppose I'm ready t o move on t o the next cross-

s e c t i o n . 

Q. A l l r i g h t , s i r , l e t ' s do t h a t . I t ' s E x h i b i t 4, 

and i t ' s going t o be the B-B' cross-section? 

A. That's c o r r e c t . Again, i f y o u ' l l r e f e r t o 

E x h i b i t 2, you can locate on the map cro s s - s e c t i o n B-B. 

Again, you can note t h a t i t passes through some of the 

worst v i o l a t i o n areas and i n t o Conoco-operated acreage i n 

Section 32. 

A p o i n t was made yesterday by Mr. May i n which he 

— I t h i n k he perhaps misunderstood something I had s a i d i n 
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the previous hearing. He seemed t o t h i n k t h a t I thought 

t h a t Conoco's Number 1 Savannah on t h i s c r o s s - s e c t i o n was 

being drained by the Yates Number 3 State K w e l l . I don't 

b e l i e v e t h a t . And i f I gave t h a t impression t h a t I d i d , I 

apologize. That w e l l i s probably too f a r away t o a f f e c t 

i t . 

And t h a t ' s one of the i l l u s i o n s of t h i s cross-

s e c t i o n , i s t h a t i t ' s a long t h i n g , but i t ' s been 

contracted t o get i t a l l on a small piece of paper. These 

w e l l s are spaced q u i t e a ways apart. I n f a c t , most of them 

are 80 acres apart, across t h i s v i o l a t i o n area. 

And t h a t ' s another p o i n t I ' d l i k e t o make, i s 

t h a t the v i o l a t i o n area i s not developed on 40s f o r the 

most p a r t . The r e a l l y good w e l l s are developed on 80s. 

That•s one of the reasons I contend they haven't seen much 

d e c l i n e , i s t h a t they're d r a i n i n g very l a r g e areas. 

And again, when you look, s t r a t i g r a p h i c a l l y , a t 

the i n t e r v a l s they're completed i n , the limestone 

s t r i n g e r s , i f you w i l l , are r e l a t i v e l y t h i n . They do have 

tremendous p o r o s i t y and p e r m e a b i l i t y i n them. But i n my 

mind the reason they're making high sustained r a t e s i s 

because they're d r a i n i n g large areas across t h i n i n t e r v a l s . 

I contend t h a t i f Yates were t o a l l o w the w e l l s 

i n Section 28 t o produce t o d e p l e t i o n , i f they were t o go 

i n and o f f s e t those w e l l s , they would have a s i m i l a r 
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experience t o what I had i n the D State area when I d r i l l e d 

t he D State Number 4 and found 450 pounds of bottomhole 

pressure i n the producing zone. I contend these w e l l s 

d r a i n l a r g e areas. The compartment t h a t they are d r a i n i n g 

has h i gh p o r o s i t y , high p e r m e a b i l i t y . I t i s e a s i l y drained 

by a few number of w e l l s and q u i c k l y drained by a few 

number of w e l l s . 

Yes, you can put more w e l l s i n t h e r e and p u l l 

those reserves out f a s t e r , but i n doing t h a t you v i o l a t e 

the c o r r e l a t i v e r i g h t s of your o f f s e t operators, because 

you're d r a i n i n g such a large area. 

I'm done w i t h E x h i b i t 4. 

Q. A l l r i g h t , l e t ' s t u r n t o E x h i b i t 5, then, Mr. 

Hardie. I t ' s the C-C cross-section, and you're comparing 

w e l l s t h a t include Conoco-operated w e l l s , the Joyce Federal 

we l l ? 

A. That i s c o r r e c t . This i s one e x h i b i t t h a t was 

not included i n the l a s t hearing. Again, i t j u s t f u r t h e r 

i l l u s t r a t e s the p o i n t s I've been making. 

I n t h i s case we're looking, and on the l e f t - h a n d 

side of the cross-section, i n the older p a r t of the 

producing r e s e r v o i r , you can see the pay thickness t h a t i s 

a v a i l a b l e t o the w e l l s i n the older p a r t of the f i e l d . 

They don't have the p o r o s i t y of these t h i n s t r i n g e r s t h a t 

are being overproduced nowadays. 

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 

2% 

Then, as you move across into the middle of the 

s e c t i o n , you enter a Yates-operated p r o r a t i o n u n i t . I t has 

fo u r w e l l s and has accumulated some 56,000 b a r r e l s of 

i l l e g a l o i l as of 7-96. 

You move i n t o Conoco's acreage on the other side 

of Section 32, w i t h our Joyce Federal Number 1, and you can 

see the dramatic t h i n n i n g t h a t occurs as we approach the 

edge of the r e s e r v o i r . 

Now, from a r e s e r v o i r - t h i c k n e s s standpoint, 

Conoco doesn't have nearly the amount of reserves t o play 

w i t h t h a t , say, Yates does as they encroach the t h i c k e r 

p a r t of the r e s e r v o i r . But i t i s po s s i b l e t o c a l c u l a t e 

v o l u m e t r i c a l l y how much Conoco should recover i n these t h i n 

zones, based on the p o r o s i t y , the pay thick n e s s , the height 

above our o i l - w a t e r contact. And t h a t i s what I have 

included as p a r t of my next e x h i b i t , i s an examination, 

v o l u m e t r i c a l l y , of what these w e l l s should recover and a 

comparison w i t h what they are recovering. 

Q. At the l a s t hearing i n May, you had the b e l i e f 

and expectation t h a t the Conoco spacing u n i t s adjacent t o 

the v i o l a t i o n area were being exposed t o drainage, and yet 

Mr. Carr questioned you at length about your a b i l i t y t o 

q u a n t i f y , or a t l e a s t give us some r a t i o s about t h a t 

drainage component, and you had not y e t done t h a t work? 

A. I had not. That was one of the reasons t h a t 
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Conoco requested a continuance of the l a s t hearing. We had 

e x a c t l y a week and a h a l f t o prepare f o r t h a t hearing, 

between the time we were n o t i f i e d and the time the hearing 

occurred. 

We requested a continuance, because we wanted t o 

do a f a i r l y comprehensive study of v o l u m e t r i c a l l y what t h i s 

area was capable of producing. We d i d n ' t have time t o do 

t h a t , and we d i d not present any such i n f o r m a t i o n a t t h a t 

l a s t hearing. We have prepared i t now and are prepared t o 

present i t . 

Q. A l l r i g h t . E x h i b i t 6 i s one I spoke from 

yesterday. I t ' s — A large copy of i t i s on the d i s p l a y 

board, Mr. Hardie. I d e n t i f y f o r the record what we have as 

Conoco E x h i b i t 6. 

A. E x h i b i t 6 i s simply an o u t l i n e map of the amount 

of i l l e g a l o i l t h a t has been accumulated i n p r o r a t i o n 

u n i t s . The o u t l i n e i t s e l f i s s i m i l a r t o the e x h i b i t we 

presented a t the f i r s t hearing. There have been some 

changes t h a t have occurred. 

I n each p r o r a t i o n u n i t o u t l i n e d i n red, t h e r e i s 

a reference number, so t h a t we can e a s i l y reference each of 

these p r o r a t i o n u n i t s . I f y o u ' l l look a t the U n i t Number 

4, Yates operated, y o u ' l l see the value of 26,912 b a r r e l s 

of o i l i n parentheses. That means t h a t they are now t h a t 

f a r under the allowable. That u n i t was some n e a r l y 12,000 
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b a r r e l s overproduced at the l a s t hearing, or as of the l a s t 

a v a i l a b l e data we had a t the l a s t hearing. 

You might say t h a t u n i t has crashed and burned. 

I t has experienced very steep d e c l i n e s . And I t h i n k t h a t 

type of behavior i s what we're going t o see as these w e l l s 

f i n a l l y d r a i n the compartments t h a t they are producing 

from. 

Another a d d i t i o n t h a t has occurred since the l a s t 

hearing was the reference number 14, the spacing u n i t 

operated by Mewbourne. We d i d not r e a l i z e a t t h a t time 

t h a t Mewbourne had exceeded the allowables, and we've 

included t h a t f o r t h i s d i s p l a y . 

Q. You have conducted your v o l u m e t r i c a n a l y s i s of 

the v i o l a t i o n area and the adjacent p r o p e r t y i n connection 

w i t h a r e s e r v o i r engineer, Mr. Bob Beamer, d i d you not? 

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

Q. So the engineering aspects of those c a l c u l a t i o n s 

and t h a t process have been completed by Mr. Beamer? 

A. Yes, Mr. Beamer and I worked c l o s e l y on t h a t . 

Q. A l l r i g h t . And you're going t o present, then, as 

the presenter, the combined work product of you and Mr. 

Beamer t o i l l u s t r a t e f o r the Commission your attempt t o 

q u a n t i f y the magnitude of drainage and v i o l a t i o n of 

c o r r e l a t i v e r i g h t s t h a t have occurred i n t h i s area; i s t h a t 

not true? 
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A. That i s c o r r e c t . 

Q. A l l r i g h t , s i r . Before we do t h a t , Mr. Hardie, 

I ' d l i k e t o have your comments w i t h regards t o a p a r t i c u l a r 

statement made by the Commission when they issued the stay 

of the Examiner Order. I t ' s the Stay Order issued August 

16th. There's a statement i n the l a s t f i n d i n g i n t h i s 

Order, i n 6, and I ' l l give you a copy of i t . 

The Chairman concludes t h a t the Commission w i l l 

hear t h i s matter on the 18th of September, because those 

overproduced w e l l s i n the upper Pennsylvanian r e s e r v o i r i n 

South Dagger Draw and North Dagger Draw have ample 

remaining producing h i s t o r y t o be brought i n t o balance w i t h 

D i v i s i o n allowables i f the Commission a f f i r m s the su b j e c t 

Order. 

Are you w i t h me? 

A. Yes. 

Q. A l l r i g h t . What i f any concerns does Conoco have 

about i t s a b i l i t y t o be t r e a t e d f a i r l y w i t h regards t o 

withdrawals i n the pool, i n r e l a t i o n t o the magnitude of 

the i l l e g a l o i l produced? 

A. I n terms of what we've been able t o look a t 

v o l u m e t r i c a l l y , and i n terms of what our o f f s e t t i n g w e l l s 

are doing, they are experiencing very steep d e c l i n e s . I t ' s 

easy t o see t h a t the damage has been done. I t ' s over. You 

don't get the pressure back when the o i l and water and gas 
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has been removed in an illegal fashion. I t cannot be 

replaced. And once t h a t ' s gone, the a b i l i t y t o produce a 

r e s e r v o i r a t t h a t o l d pressure i s gone as w e l l . We can't 

recover t h a t . 

And w h i l e we recognize t h a t we cannot recover, 

perhaps, some of the damage t h a t has been done, we can 

emphasize the need f o r s t r i c t enforcement of the allowable 

r u l e s , and we can make our case f o r keeping the pool r u l e s 

as they are and not increasing the a b i l i t y of operators t o 

v i o l a t e the c o r r e l a t i v e r i g h t s of others. 

Q. Let's look at your p r e s e n t a t i o n , Mr. Hardie. 

Let's t u r n f i r s t of a l l t o E x h i b i t Number 7 and have you 

i d e n t i f y and describe t h i s d i s p l a y . 

A. E x h i b i t Number 7 i s a standard v o l u m e t r i c s - t y p e 

map. I t ' s 0h. I t ' s the primary i n p u t f o r determining the 

volu m e t r i c s i n an area. 

The way we constructed t h i s map was t o enter i n 

the various w e l l logs d i g i t a l l y , i n t o a database. Those 

p o r o s i t y logs were then evaluated, a neutron d e n s i t y 

c r o s s p l o t value was obtained from them, the best 

determination of p o r o s i t y i n t h a t l o g , and a 2-percent 

c u t o f f was ap p l i e d t o those curves so t h a t we could 

determine the amount of e f f e c t i v e pay a v a i l a b l e t o each 

wel l b o r e . 

The i n t e r v a l t h a t we evaluated f o r the purposes 
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of this map were from the top of the dolomite reservoir to 

t h a t minus-4300-foot i n t e r v a l , below which we know i t ' s 

very d i f f i c u l t t o make an economic w e l l . So we've 

evaluated t h a t i n t e r v a l . We've looked a t the p o r o s i t i e s , 

we've a p p l i e d a 2-percent c u t o f f and determined how much 

pay can e f f e c t i v e l y c o n t r i b u t e , of f l u i d , o i l , gas, water. 

That's what you're looking at here, i s a map of pore 

volumes. 

To complete the volumetric exercise, you r e a l l y 

need t o look a t E x h i b i t Number 8. 

Q. A l l r i g h t , l e t me ask you about how the contours 

were put on E x h i b i t 7, before we leave i t . Those were 

hand-drawn contours, but i t was computer-assisted, was i t 

not? 

A. The values from the w e l l logs were d e r i v e d from 

the computer. The computer was allowed t o make the c u t o f f . 

That way the r e can be no human input a l l o w i n g W i l l i a m 

Hardie t o p i c k the c u t o f f himself and then, w i t h human 

e r r o r and discrepancies b u i l t i n , p i c k the amount of pay 

a v a i l a b l e t o produce a w e l l . I am l e f t out of t h i s p i c t u r e 

when i t comes t o p i c k i n g the pay; the computer does t h a t . 

Those values were then p l o t t e d on the map and Mr. Hardie 

hand-contoured t h a t map, so t h a t you can see before you the 

inf l u e n c e s t h a t my i n t e r p r e t a t i o n had on those values. 

The map was then — hand-contoured map was then 

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 

302 

d i g i t i z e d . And t h a t d i g i t i z e d map was then evaluated, 

again w i t h a computer program, as t o the v o l u m e t r i c — the 

amount of volume, pore volume, a v a i l a b l e under each 

p r o r a t i o n u n i t . And the g r i d t h a t was used t o determine 

the volume, the pore volume, under each p r o r a t i o n u n i t , i s 

shown i n the heavy red l i n e s , and i t ' s each 160-acre 

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

So t h a t the f i n a l outcome of t h i s process i s t o 

determine the t o t a l pore volume a v a i l a b l e under each 

p r o r a t i o n u n i t . That's what t h i s map has done. Those 

values are what e x i s t on E x h i b i t Number 8. 

Q. A l l r i g h t , l e t ' s look, then, a t E x h i b i t 8. 

A. You take a — 

Q. We'll take a look at these comparisons i n a 

minute, but go ahead and show us how the map i s 

constructed. 

A. You take a pore volume. That doesn't have 

anything t o say about what may e x i s t w i t h i n t h a t pore 

volume, and t h e r e i n l i e s a l i t t l e b i t of debate i n Dagger 

Draw. What i s the water saturation? 

Dagger Draw's a q u i f e r i s nea r l y f r e s h , and as the 

g e o l o g i s t s and engineers among us know, f r e s h water has a 

very high r e s i s t i v i t y . One of the methods t h a t we use f o r 

c a l c u l a t i n g water s a t u r a t i o n i s the Archie's equation. And 

when high r e s i s t i v i t i e s are encountered, Archie's equation 
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doesn't work very well. And it doesn't work in Dagger 

Draw. The r e s i s t i v i t i e s l i t e r a l l y are a t the l i m i t of the 

t o o l s t h a t are logging them, they are so h i g h . We have t o 

o b t a i n other methods f o r determining water s a t u r a t i o n . 

Conoco has used core data t o evaluate water 

s a t u r a t i o n s across the f i e l d . We have taken cores t h a t 

we've e x t r a c t e d , done c a p i l l a r y - p r e s s u r e t e s t s on them. 

With a c a p i l l a r y - p r e s s u r e t e s t you can develop a graph 

which t e l l s you t h e o r e t i c a l l y what the water s a t u r a t i o n 

should be a t a c e r t a i n height above the known o i l - w a t e r 

contact. 

Our o i l - w a t e r contact, or t h a t t r a n s i t i o n , i s 

somewhere around 43 00 f e e t . Most of the r e s e r v o i r here i s 

a t an e l e v a t i o n of minus 4150. So we've got about 150 f e e t 

of maximum height above the o i l - w a t e r contact. 

Those are the types of values t h a t we use t o come 

up w i t h an average water s a t u r a t i o n . We used 40 percent. 

You can a l t e r t h a t e i t h e r way, up or down, but t h a t ' s the 

value t h a t was a t t r i b u t e d t o the e n t i r e map, because the 

e n t i r e map i s a t about the same e l e v a t i o n . I t v a r i e s 50 t o 

60 f e e t from here t o there. 

The other parameter t h a t i s included i s a 

recovery f a c t o r . This i s a gas s o l u t i o n d r i v e w i t h a weak 

water i n f l u x . 

T y p i c a l recovery f a c t o r s , as was t e s t i f i e d by Mr. 
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Fant, in these types of reservoirs are usually from 10 to 

15 percent. We use 2 0 percent, because t h i s r e s e r v o i r has 

very l a r g e vugs i n i t , so we extended t h a t a l i t t l e b i t . 

So t h a t ' s another volume c o n t r i b u t o r — or reducer, 

a c t u a l l y . 

So we take t h a t 20-percent recovery f a c t o r , we 

take a water s a t u r a t i o n of 4 0 percent, and we take a f a c t o r 

t h a t i s used t o c a l c u l a t e the e x p a n d a b i l i t y of v a r i o u s 

f l u i d s i n the r e s e r v o i r t h a t we o b t a i n by measuring those, 

and apply those t o the volumetrics, and i t t e l l s us what we 

should recover from each p r o r a t i o n u n i t . 

That number i s l i s t e d on E x h i b i t 8 f o r each 

p r o r a t i o n u n i t as the upper number. I t was intended t o be 

green, but i t looks k i n d of blue, but i t ' s always the upper 

number. 

So t h a t f o r example, i n the reference u n i t number 

30, the Mewbourne-operated u n i t i n the southwest corner of 

Section — I'm s o r r y , the northwest corner of Section 33, 

t h a t u n i t , according t o the volumetric c a l c u l a t i o n s , should 

have recovered 172,000 b a r r e l s of o i l . 

Q. Now, the numbers of these t r a c t s are obviously 

d i f f e r e n t from the numbering system used t o i d e n t i f y the 

v i o l a t i o n spacing u n i t s ? 

A. That i s c o r r e c t , and t h a t wasn't a very good idea 

on my p a r t , so... 
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COMMISSIONER WEISS: I'm confused, I don't know 

where you're t a l k i n g about. 

THE WITNESS: Okay, I'm t a l k i n g about reference 

u n i t number 30. I t ' s got a number i n the upper l e f t - h a n d 

corner, blue number. That's a reference number. I f we 

look i n t h a t u n i t , the green number, the uppermost number, 

i s the amount of o i l reserves t h a t should be recovered from 

t h a t u n i t . 

Q. (By Mr. Ke l l a h i n ) I t ' s 172,000 b a r r e l s of o i l ? 

A. 172,000 b a r r e l s of o i l . I t ' s i n thousands of 

b a r r e l s of o i l . 

Q. A l l r i g h t , l e t me stop you r i g h t t h e r e , s i r . 

A. Sure. 

Q. By using a 20-percent recovery f a c t o r , these 

c a l c u l a t i o n s c r e d i t t h a t spacing u n i t w i t h more recoverable 

o i l v o l u m e t r i c a l l y than you would have a v a i l a b l e i f you had 

used a smaller recovery percentage? 

A. Sure. 

Q. Okay. You're attempting t o determine what i s the 

c o r r e l a t i v e r i g h t s , the o p p o r t u n i t y t o produce your share 

of reserves i n a spacing u n i t , and t o q u a n t i f y the volume 

of recoverable o i l w i t h i n t h a t spacing u n i t , r i g h t ? 

A. Uh-huh, t h a t ' s c o r r e c t . 

Q. That's the f i r s t step. 

The next step, or the second number down, i s what 
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these w e l l s u l t i m a t e l y w i l l produce w i t h i n those spacing 

u n i t s ? 

A. That i s c o r r e c t . The next number down i s — Mr. 

Beamer performed a decline-curve a n a l y s i s on the p r o r a t i o n 

u n i t t o determine from an a c t i v e producing standpoint what 

t h a t u n i t i s p r e d i c t e d t o produce. 

So you 1ve got two numbers. You 1ve got the one 

t h a t i s determined from a volumetric e v a l u a t i o n , what t h a t 

u n i t should produce. Below i t , you've got the number t h a t 

Mr. Beamer p r e d i c t s t h a t u n i t w i l l produce, based on the 

c u r r e n t production from i t today. 

Q. Now, i f t h a t spacing u n i t has a s i n g l e w e l l , then 

he's used the production d e c l i n e curves f o r t h a t w e l l ; i f 

i t ' s a spacing u n i t w i t h m u l t i p l e w e l l s , then i t ' s a 

combination of those d e c l i n e curves t o get you the numbers? 

A. That i s c o r r e c t . We take those two numbers, and 

we make a r a t i o of them such t h a t — 

Q. Well, l e t me f o l l o w the example f o r the Mewbourne 

example i n t r a c t 30. 

A. Right, we take — 

Q. I f i t exercised i t s o p p o r t u n i t y t o have i t s share 

of recoverable o i l i n i t s spacing u n i t , t h a t share by t h i s 

a n a l y s i s i s 172,000 barrels? 

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

Q. Yet Mr. Beamer has concluded t h a t i f those w e l l s 
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are produced, they're going to recover 410,000 barrels of 

o i l ? 

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

Q. They're going t o exceed s u b s t a n t i a l l y t h e i r share 

of the r e s e r v o i r ' s recoverable o i l ? 

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

Q. What i s the l a s t number there? 

A. The l a s t number i s t h a t r a t i o . I f the 

recoverable reserves, as determined from decline-curve 

a n a l y s i s , equals the v o l u m e t r i c a l l y c a l c u l a t e d number, t h a t 

should be one. I f , i n the example of the Mewbourne u n i t , 

the decline-curve a n a l y s i s , the estimated u l t i m a t e recovery 

based on e x i s t i n g w e l l s , exceeds t h a t number, then t h a t 

number i s greater than one. And i n the case of the 

Mewbourne u n i t t h a t number i s 2.39, which says t h a t t h a t 

u n i t i s going t o recover, i n t h i s example, 2.39 times more 

o i l than i t would have, c a l c u l a t e d v o l u m e t r i c a l l y . 

I need t o , a t t h i s p o i n t , introduce the next 

e x h i b i t , which i s r e l a t e d t o these. This i s E x h i b i t Number 

9, and i t ' s very simply a t a b u l a t i o n of the numbers t h a t 

you see on the map, such t h a t you have a map reference 

number, which corresponds t o the p r o r a t i o n u n i t reference 

number, you have a volumetric o r i g i n a l - o i l - i n - p l a c e number 

i n the next column f o r each p r o r a t i o n u n i t , a v o l u m e t r i c 

reserves t h a t would be recovered at a 2 0-percent recovery 
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factor — that is the second number on the map — the 

amount of reserves t h a t t h a t w e l l should recover. 

The next column i s EUR performance, the reserves 

t h a t i t i s p r e d i c t e d i t w i l l recover based on the c u r r e n t 

p r o d u c t i o n , and then again the r a t i o of t h a t w i t h w e l l s 

recovering more than they seem they should based on the 

v o l u m e t r i c a n a l y s i s being greater than one, and those 

recovering l e s s , being less than one. 

Now, l e t ' s get a couple of t h i n g s s t r a i g h t on 

t h i s e n t i r e map. I f you take a l l of the volumes of o i l 

p r e d i c t e d on the volumetric map, and you d i v i d e t h a t by a l l 

of the volumes being produced, t h a t r a t i o i s not one. And 

t h a t ' s one of the dilemmas of North Dagger Draw. That 

r a t i o i s 1.25. 

So t h a t t e l l s you t h a t v o l u m e t r i c a l l y , you're 

producing more o i l than you r e a l l y t h i n k you should. And 

we've n o t i c e d t h a t i n Dagger Draw f o r a long time. I t ' s a 

phenomenon t h a t we have recognized. Based on the best 

numbers you plug i n t o the volumetrics formula, you recover 

a l i t t l e b i t more — i n t h i s case a quarter more — o i l and 

gas than you t h i n k you should. That's great. 

So the average t o t h i n k about when you compare 

what a p r o r a t i o n u n i t should recover versus what i t ' s 

recovering, the i d e a l number i s 1.25. That's the average 

f o r t h i s whole map. 
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Q. That issue does not a f f e c t the c r e d i b i l i t y of 

t h i s r a t i o comparison, does i t ? 

A. No, because a l l we're doing i s comparing pore 

volume t o producing r a t e s , u l t i m a t e l y . That's a l l we're 

comparing. 

Now, when we take and we average a l l of the 

v i o l a t i n g u n i t s on t h i s map and t h a t r a t i o of 

v o l u m e t r i c a l l y what they should produce and what they are 

producing, t h a t r a t i o , as you can see a t the bottom of 

E x h i b i t 9 i s 1.7. You're nearly producing t w i c e as much as 

you would expect them t o . 

When you look a t a l l the n o n v i o l a t i n g u n i t s which 

surround i t and you compare t h e i r r a t i o s of what you t h i n k 

they should recover and what they are recovering, t h a t 

r a t i o i s less than 1. I t ' s .9. 

We would contend t h a t the reason those r a t i o s are 

so d i f f e r e n t when you examine pay thickness p o r o s i t y , 

h e i g h t above o i l - w a t e r contact, the reason those v i o l a t i n g 

u n i t s are recovering more, so much more than you t h i n k they 

should, i s because they're p u l l i n g i t o f f the adjacent 

leases, as a u n i t . 

Q. Can you show us some examples of spacing u n i t s 

where we have an i l l u s t r a t i o n of t h a t concern? 

A. As you can see on t h i s map — I'm r e f e r r i n g t o 

E x h i b i t Number 7 — you have 0h values t h a t are ranging 
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anywhere from zero — meaning poor reservoir — a l l the way 

up t o e i g h t . And as you can see, t h i s map very w e l l 

e x p l a ins why c e r t a i n u n i t s are capable of producing a t the 

tremendous r a t e s t h a t they are. They have very h i g h 0h 

values. 

For example, i n the southeast q u a r t e r of Section 

28 there's a t h i c k i n terms of 0h. I t approaches e i g h t . 

I t ' s surrounded by the State K Number 2, the Nearburg K 

Number 1, the Hinkle w e l l s . Very high 0h values. This i s 

one of the worst v i o l a t o r s i n the p r o r a t i o n u n i t , and i t 

should recover more o i l than other u n i t s t h a t have lower 0h 

values. 

Q. What's the t r a c t number on the display? 

A. The t r a c t number i s not on t h i s one, i t ' s on 

E x h i b i t Number 8, and i t would be t r a c t number 28. 

Q. Tract number 28? 

A. I'm s o r r y , number 25. 

Q. Yeah, I thought you were l o o k i n g a t the wrong 

one. 25 i s the one i n the southeast quarter of Section 28? 

A. So t h a t when you look a t 0h values and r e l a t e 

them t o the p r o d u c t i v i t y of the w e l l s , there's a very good 

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

Q. You're g i v i n g t h a t t r a c t c r e d i t f o r i t s 

a d d i t i o n a l thickness, though — 

A. You bet. 
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Q. — in the volumetric calculation? 

A. You bet. 

Q. I t gets f o r 672,000 b a r r e l s of recoverable o i l , 

c a l c u l a t e d v o l u m e t r i c a l l y ? 

A. Because of the tremendous amount of p o r o s i t y i n 

t h a t u n i t — Even though i t ' s t h i n , i t has phenomenal 

p o r o s i t y . Therefore i t ' s going t o recover a l o t of o i l and 

gas. 

I t also has the a b i l i t y , because i t ' s a l a r g e 

compartment, high p o r o s i t y , high p e r m e a b i l i t y , t o d r a i n 

t h a t compartment at a phenomenal r a t e . 

And t h a t i s the issue a t hand: At what r a t e 

should we allow these compartments t o be drained and not 

v i o l a t e the o f f s e t t i n g c o r r e l a t i v e r i g h t s of the o f f s e t 

operators? 

Q. When you look a t the bottom number, i t ' s 2.14. 

That spacing u n i t i s u l t i m a t e l y going t o recover t w i c e i t s 

v o l u m e t r i c share of recoverable o i l ? 

A. That i s c o r r e c t . And then — and then — w e l l , 

v o l u m e t r i c a l l y . So i t ' s going t o recover a phenomenal 

amount of o i l , e i t h e r way you look a t i t , but i t ' s going t o 

recover too much a t i t s c u r r e n t — the r a t e was when i t was 

v i o l a t i n g the allowable. 

I ' d l i k e t o p o i n t out one other t h i n g on t h i s map 

t h a t i s of i n t e r e s t . I got the impression yesterday, from 
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Mr. Fant's testimony again, t h a t t h i s i s the f i r s t time he 

thought we had had r a t e s , or w e l l s , i n t h i s f i e l d capable 

of exceeding the allowable, and I ' d l i k e t o p o i n t out an 

example on Conoco's acreage. 

I t would be on the f a r l e f t - h a n d corner of your 

map. There i s a u n i t — On E x h i b i t Number 8, i t ' s 

reference number 21 on E x h i b i t Number 7. I t includes f o u r 

w e l l s , the Dagger Number 8, Dagger 11 and Dagger 16. I ' l l 

h o l d mine up and p o i n t t o t h a t u n i t so you can see i t on 

the cph map. That i s a Conoco-operated p r o r a t i o n u n i t . I t 

has very high 0h values. I n t h i s case they approach seven. 

That's very high. That's very s i m i l a r t o what we're seeing 

i n the v i o l a t i o n area. 

Conoco f i r s t d r i l l e d the Dagger Draw Number 8 i n 

t h a t p r o r a t i o n u n i t . The o l d Dagger Draw Number 2 was a 

Hanks w e l l t h a t had been plugged before we took over the 

f i e l d . We d r i l l e d the Number 8 i n t h a t u n i t when we took 

over the f i e l d from Roger Hanks. The Number 8 was a good 

w e l l , as you might expect i t t o be. I t came on a t a r a t e , 

I'm guessing, between 400 and 500 b a r r e l s a day, and 

s t a b i l i z e d t o about 350 b a r r e l s of o i l per day. 

Sh o r t l y a f t e r we d r i l l e d the Number 8, i n the 

next p r o r a t i o n u n i t down, south of t h a t , Nearburg d r i l l e d 

t h e i r Dagger 31 Number 2 w e l l . That was a good w e l l , and 

you can see why. I t has very high <ph values. I t came on 
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in excess of the allowable. 

Conoco was concerned about drainage across our 

lease, and we faced the u l t i m a t e dilemma: We've got one 

w e l l making a s t a b i l i z e d r a t e of 350 b a r r e l s a day, we're 

going t o d r i l l a second w e l l , the Dagger 11, i n order t o 

p r o t e c t our c o r r e l a t i v e r i g h t s across the spacing u n i t , 

knowing f u l l w e l l t h a t i f the Dagger 11 came i n a t a r a t e 

which combined w i t h the Number 8 t o exceed the allo w a b l e , 

we were going t o have t o c o n s t r a i n a w e l l . 

The Dagger 11 came i n a t over 1000 b a r r e l s a day. 

I t was a great w e l l . Here we are w i t h a dilemma. We've 

got a p r o r a t i o n u n i t t h a t exceeds the allowable. What do 

we do? 

I n Conoco's mind, the o p e r a t i o n a l i n e f f i c i e n c y of 

c y c l i n g a w e l l i s something we don't even consider. You've 

got a $40,000-to-$50,000 submersible pump downhole, and you 

want t o t u r n i t o f f and on? A f r a i d not. 

Conoco decided t o shut i n the Dagger Draw Number 

8, a w e l l making 350 b a r r e l s a day, and allow a l l the 

produc t i o n t o come from the Dagger Draw Number 11. Dagger 

11 produced s t a b i l i z e d rates of 650, up near 700 b a r r e l s a 

day, f o r a pe r i o d of about a year and a h a l f , under the 

allowable. 

A l l the w h i l e , during t h a t year and a h a l f , we 

had the Dagger Draw Number 8 shut i n . 
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At some p o i n t , as i s t y p i c a l of compartments w i t h 

good p e r m e a b i l i t y , good p o r o s i t y , the Dagger 11 crashed and 

burned, r e l a t i v e l y speaking. We s t a r t e d seeing — S t r a i g h t 

d e c l ines f o r a year and a h a l f , then i t began dropping very 

r a p i d l y . At some p o i n t we determined t h a t i t was e q u i t a b l e 

t o b r i n g on the Dagger Draw Number 8, about a year and a 

h a l f l a t e r . 

We brought the Dagger Draw 8 on. I t came on a t 

r a t e s very s i m i l a r t o the r a t e s when we l e f t i t , but i t 

began a very steep d e c l i n e as w e l l , much steeper than i t 

had when we f i r s t brought i t on. Why? I t had been 

i n t e r f e r e d w i t h , i t had been drained by o f f s e t t i n g 

p r o d u c t i o n . We're i n a larg e compartment, e a s i l y drained. 

I n t h i s case we could have v i o l a t e d the all o w a b l e , but we 

d i d not. 

I t ' s a simple process of deciding from an 

o p e r a t i o n a l standpoint how you are going t o abide by the 

r u l e s e s t a b l i s h e d by the OCD. 

I'm done. 

MR. KELLAHIN: Mr. Chairman, t h a t concludes Mr. 

Hardie's p r e s e n t a t i o n on North Dagger Draw. We're prepared 

t o go i n t o h i s discussion of South Dagger Draw a t t h i s 

p o i n t . 

Q. (By Mr. K e l l a h i n ) Mr. Hardie, l e t me d i r e c t your 

a t t e n t i o n t o what i s marked as Conoco E x h i b i t 1 now. We're 
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using — s t a r t i n g over w i t h e x h i b i t numbers, but each one 

of these e x h i b i t s w i l l r e f e r t o the case number f o r South 

Dagger Draw. So don't l e t me confuse you; i t ' s numbered as 

the South Dagger Draw case. 

Let's s t a r t w i t h E x h i b i t Number 1 and have you 

i d e n t i f y and describe t h a t d i s p l a y . 

A. E x h i b i t 1 i s s t r a i g h t from the hearing t h a t was 

h e l d approximately a year ago i n which Conoco as an 

operator came back t o the OCD t o re-examine a pool r u l e 

t h a t we had implemented, p o o l - r u l e change t h a t we had 

implemented i n South Dagger Draw. That change, we thought, 

was necessary f o r the e f f e c t i v e production of o i l and gas 

from the South Dagger Draw Pool. I t ' s not a change we made 

i n North Dagger Draw; i t ' s unique t o t h i s pool because, as 

we have t e s t i f i e d , we f e e l t h a t t h i s i s a d i f f e r e n t type of 

pool from North Dagger Draw. 

Let me describe t h a t change f o r you. Pool r u l e s 

i n South Dagger Draw are a l i t t l e d i f f e r e n t than North. 

They're e s s e n t i a l l y double. We're t a l k i n g about 320-acre 

spacing. The p r o r a t i o n u n i t s are twice as b i g . The 

allowable i s twice as l a r g e ; you can produce 14 00 b a r r e l s 

of o i l from a 320-acre spaced u n i t . 

The 10,000-to-l GOR t h a t e x i s t s f o r North Dagger 

Draw also e x i s t e d f o r t h i s r e s e r v o i r . We were very 

concerned about t h a t because, as we have described, South 
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Dagger Draw i s e s s e n t i a l l y a t h i n o i l r i m t o a very l a r g e 

gas cap. We're concerned about p u l l i n g too much gas from 

t h i s r e s e r v o i r , such t h a t we're le a v i n g o i l behind. 

We're also concerned about a clause known as 

simultaneous d e d i c a t i o n , i n which you are not allowed t o 

have an o i l and a gas w e l l i n the same p r o r a t i o n u n i t . 

These p r o r a t i o n u n i t s are b i g . I t i s very p o s s i b l e t o have 

a p o r t i o n of the r e s e r v o i r t h a t produces o i l and another 

t h a t produces gas. We're forced t o decide which p o r t i o n of 

the pay t o complete i f we come up w i t h t h a t dilemma where 

we've got an o i l and a gas w e l l . We've e i t h e r got t o shut 

i n the gas w e l l or complete up high i n the o l d o i l w e l l and 

make them both gas w e l l s . 

Q. Now, t h a t r u l e has a r e g u l a t o r y sense t o i t , does 

i t not? I t i s the r e g u l a t o r y t r i g g e r or c o n t r o l i n these 

associated pools where you have the o p p o r t u n i t y t o produce 

both o i l and gas? 

A. Right. 

Q. And the issue, then, i s whether t h a t standard 

r u l e , i n a l l associated pools, was t o be modified f o r t h i s 

r e s e r v o i r ? 

A. We thought t h a t i t should be modified i n t h i s 

case, because there was the very l i k e l y chance t h a t as a 

r e s u l t of t h a t r u l e we would leave o i l i n place, we would 

leave t h a t t h i n o i l r i m unproduced. And we couldn't 
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p r e d i c t where t h a t o i l r i m was going t o occur. I t was so 

t h i n t h a t the a b i l i t y t o p r e d i c t where i t was going t o be 

was beyond our means. 

So when we d r i l l e d a w e l l , we wanted t o be able 

t o produce t h a t o i l f i r s t and then get the gas. But i n 

order t o do t h a t we f e l t i t necessary t o reduce the GOR, 

such t h a t you could preserve r e s e r v o i r pressure long enough 

t o give operators a f a i r and e q u i t a b l e chance t o recover 

t h a t o i l , y e t s t i l l give operators of gas w e l l s a chance t o 

make good revenue. This i s a very t h i c k gas cap, so t h e r e 

i s t h a t o p p o r t u n i t y t o do i t . 

We proposed r e s t r i c t i n g the GOR l i m i t t o 7000. 

So t h a t as a r e s u l t of t h a t hearing, the e a r l i e r hearing, 

the new r u l e s are t h a t you can produce 1400 b a r r e l s of o i l 

per day, a GOR l i m i t of 7000, which r e s u l t e d i n a 9.8 

m i l l i o n - c u b i c - f e e t - o f - g a s - p e r - d a y withdrawal from a spacing 

u n i t . 

9.8 m i l l i o n cubic f e e t of gas, 1400 b a r r e l s of 

o i l . That's a l o t of hydrocarbons t h a t you can p u l l out of 

t h i s r e s e r v o i r . And a t t h a t time t h a t was more than you 

could produce out of any e x i s t i n g w e l l s . 

A year l a t e r , we r e v i s i t e d t h i s whole issue, 

brought i t before the OCD t o confirm t h a t i n f a c t we 

weren't v i o l a t i n g c o r r e l a t i v e r i g h t s and t h a t the r u l e s 

were performing as expected. We produced t h i s e x h i b i t 
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showing the various operators in South Dagger Draw. 

There was also an o p p o r t u n i t y f o r a l l the other 

operators t o come i n and present t o the OCD any changes 

t h a t they f e l t were necessary i n pool r u l e s . I t was a year 

ago. A l o t of good w e l l s were d r i l l e d i n t h a t p e r i o d of 

time. Conoco was the only company t o show up and the only 

one t o give a t e c h n i c a l presentation. So th e r e was an 

o p p o r t u n i t y t o change pool r u l e s back then. 

And t h i s e x h i b i t i s included mainly j u s t t o show 

t h a t the primary operators i n South Dagger Draw, Yates 

Petroleum and Marathon Producing Company — Conoco owns 

one, two, t h r e e , four u n i t s , r i g h t i n the middle of the 

po o l , and i t j u s t so happens t h a t our acreage i s r i g h t on 

t h a t t r a n s i t i o n area where i t ' s very d i f f i c u l t t o p r e d i c t 

o i l or gas, which i s why we were the primary leader i n t h a t 

hearing. 

But I want t o emphasize t h a t we are a very minor 

p a r t i c i p a n t i n t h i s pool. We're the ones who have been 

leading i t . The other players have chosen not t o e f f e c t 

any changes a t the hearing l a s t year. 

Q. A l l r i g h t , l e t ' s t u r n t o E x h i b i t Number 2 i n t h i s 

case, Mr. Hardie. 

A. By now these e x h i b i t s should be g e t t i n g f a m i l i a r , 

because I've t r i e d t o use the same c o l o r schemes. E x h i b i t 

Number 2 has the red contours and i s a s t r u c t u r e map on the 
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top o f the Cisco dolomite r e s e r v o i r . 

A couple of p o i n t s t o make on t h i s e x h i b i t . 

S o l i d green l i n e o u t l i n e s the South Dagger Draw 

Pool boundary. S o l i d yellow shading i n d i c a t e s Conoco-

operated acreage. Cross-hatched yellow i n d i c a t e s t h a t we 

have an i n t e r e s t i n the u n i t , but we do not operate. 

Again, s t r u c t u r e i n t h i s area, as Mr. May 

r e f e r r e d yesterday, increases as we move t o the south and 

i n t o the I n d i a n Basin Gas Pool, a good i n d i c a t o r t h a t 

you're moving from o i l production i n South Dagger Draw i n t o 

gas p r o d u c t i o n i n the Indian Basin Gas Pool, and y o u ' l l 

n o t i c e t h a t the w e l l symbols change as you move t o the 

south and you s t a r t p i c k i n g up those l i t t l e gas symbols, 

and t h e r e i s a l i n e across which t h a t change becomes very 

abrupt. 

The pink dots i n d i c a t e r e c e n t l y d r i l l e d w e l l s i n 

t h i s p ool. These w e l l s were able t o take advantage of the 

new pool r u l e s , produce o i l , some of them have gas w e l l s 

w i t h i n the u n i t s , but we are e f f e c t i v e l y producing o i l from 

the o i l r i m over a very t h i c k gas cap, as a r e s u l t of those 

p o o l - r u l e changes. 

We t h i n k they're good r u l e s ; we'd l i k e t o see 

them stay i n t a c t . 

Q. Turn t o E x h i b i t Number 3, Mr. Hardie. 

A. E x h i b i t Number 2, again, i s — 
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Q. This i s 3 now. 

A. Three, I'm sorry. — an isopach of the dolomite 

r e s e r v o i r , very s i m i l a r t o the one we looked a t i n North 

Dagger Draw, w i t h the dark blue c o l o r s r e p r e s e n t i n g t h i n 

pay. As we get pr o g r e s s i v e l y more yellow, i t i n d i c a t e s 

t h i c k e r pay, so t h a t we're going from zero dolomite a t the 

outer edges t o a thickness i n t h i s case of upwards of 400 

f e e t t h i c k along the axis i n the Indian Basin p o r t i o n of 

the gas pool. So you can see i t becomes very d r a m a t i c a l l y 

t h i c k along i t s a x i s . 

Also on these e x h i b i t s , I've — E x h i b i t 2 and 3, 

I've o u t l i n e d f o r you two cross-sections t h a t I've 

included, cross-sections A-A' and B-B', i n the dashed red 

l i n e . 

Q. A l l r i g h t , s i r , l e t ' s look a t E x h i b i t 4. 

A. E x h i b i t 4 i s an e x h i b i t t h a t I have p u l l e d 

d i r e c t l y from t h a t hearing a year ago when we re-examined 

the pool r u l e s , so i t has not been updated i n many ways. 

The previous two e x h i b i t s are c u r r e n t as t o the data 

a v a i l a b l e t o me. This one i s not n e c e s s a r i l y t h a t c u r r e n t ; 

i t ' s about a year o l d . But i t ' s an e f f e c t i v e p r e s e n t a t i o n 

t o demonstrate the d i f f e r e n c e i n t h i s r e s e r v o i r and t h a t of 

North Dagger Draw. 

This i s an isopach of the o i l - f i l l e d p o r t i o n of 

the dolomite. So t h a t i n t h i s case we're going from l i g h t 
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green, meaning thin oil-filled dolomite, to darker greens, 
meaning t h i c k o i l - f i l l e d dolomite. I t ' s an isopach of the 

o i l column. 

And as you can see, t h a t o i l column, a t l e a s t a t 

the time of my knowledge back i n 1995, September of 1995, 

ended a t the c u r r e n t boundary of South Dagger Draw. That 

boundary i s not t h a t neat of a l i n e . I t comes i n and out, 

you can miss i t ; you can h i t the o i l column, but there's no 

p o r o s i t y i n the zone so you can't produce o i l . There are a 

l o t of t h i n g s t h a t a f f e c t your a b i l i t y t o produce the o i l 

out of t h i s isopach, out of t h i s column. But i t 

d r a m a t i c a l l y shows t h a t t r a n s i t i o n . As you move updip, you 

lose t h a t o i l , i t ' s gone, and you go i n t o gas. 

I would also p o i n t out, j u s t f o r the sake of 

f u r t h e r confusion, t h a t I don't have both cross-sections 

marked on these older e x h i b i t s , t h i s one and the next one 

w e ' l l look a t . So when we t a l k about cross-sections, w e ' l l 

need t o be sure t o r e f e r t o E x h i b i t Number 2 or Number 3. 

Those have the cross-sections marked on them, both of them. 

Q. Let's look a t E x h i b i t 5, Mr. Hardie. 

A. E x h i b i t 5 i s the counterpart t o E x h i b i t Number 4. 

I t i s an isopach of the g a s - f i l l e d p o r t i o n of the dolomite 

i n South Dagger Draw and a p o r t i o n of I n d i a n Basin. 

And the c o l o r scheme here i s such t h a t the yellow 

c o l o r s i n d i c a t e t h i n g a s - f i l l e d dolomite. And as we get 
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more p r o g r e s s i v e l y and deeper i n t o the red shades, we get 

t h i c k e r and t h i c k e r g a s - f i l l e d dolomite. 

You can see where Indian Basin f i e l d l i e s j u s t by 

the dramatic c o l o r change t h a t occurs as you move t o the 

south. That gas cap gets very t h i c k . There's a tremendous 

amount of gas t h a t has been produced and w i l l continue t o 

be produced from the Indian Basin f i e l d . And I b e l i e v e t o 

date i t ' s cum'd i n the neighborhood of 1.5 t r i l l i o n cubic 

f e e t of gas, and i t ' s s t i l l going strong, a phenomenal 

r e s e r v o i r , as are a l l of these, f o r the State of New 

Mexico. 

Again, the concern here i s t h a t South Dagger Draw 

can be most adequately described as a gas f i e l d w i t h a t h i n 

o i l r i m beneath i t . And those are the pool r u l e s . That's 

what we need t o have i n mind when we e s t a b l i s h pool r u l e s , 

allowables and GOR c o n s t r a i n t s upon produ c t i o n l i m i t s . 

Q. Let's go t o the cross-sections. 

A. Again, we need t o r e f e r t o E x h i b i t — E i t h e r 

E x h i b i t 3 or 2, looking a t the cross-sections. 

Q. F i r s t cross-section I have i s E x h i b i t 6. I t ' s 

the A-A' cross-section. 

A. I f you look on one of your maps, e i t h e r E x h i b i t 2 

or 3, you can f i n d cross-section A-A'. This i s the same 

cros s - s e c t i o n t h a t I included when we r e v i s i t e d t he p o o l -

r u l e changes a year ago, and I used i t t o document — I 
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used t h i s cross-section to document the i n a b i l i t y that we 

have as operators t o p r e d i c t whether or not a w e l l w i l l 

make gas or o i l . 

As we move along t h i s c ross-section — I ' l l p o i n t 

out f i r s t of a l l t h a t there's a reference e l e v a t i o n , again, 

a heavy red l i n e , and t h a t e l e v a t i o n l i n e i s a t minus 4000 

f e e t , and t h a t approximates the g a s - o i l contact. 

And l i k e our o i l - w a t e r contact, t h a t ' s an 

approximation. That i s a t r a n s i t i o n , not a contact. I f 

you are completing above t h a t l i n e , i t i s most l i k e l y t h a t 

you w i l l make a gas w e l l . I f you complete i n a zone below 

t h a t l i n e , you have a very good chance of completing i t as 

an o i l w e l l . However, i f your zone t h a t l i e s i n the o i l 

column i s t i g h t i n terms of p o r o s i t y and p e r m e a b i l i t y , you 

may not have the opp o r t u n i t y t o make i t an o i l w e l l and you 

have t o shoot up high and get the gas. 

As we move along t h i s s e c t i o n , you can see t h a t 

some w e l l s have a t h i n o i l column a v a i l a b l e t o them. 

They've completed i n i t and they are t e c h n i c a l l y o i l w e l l s . 

Others, as we look, f o r example, a t the Yates Number 1 

Mojave, has v i r t u a l l y no pay beneath the reference 

e l e v a t i o n l i n e . I t ' s a gas w e l l . They shot i t up high. 

The Marathon Number 1 S t i n k i n g Draw on the r i g h t -

hand side of your cross-section i s a w e l l t h a t was 

completed i n the o i l zone. The o i l zone was t i g h t , d i d not 
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produce much oil, so they vent up and shot up high and made 
i t a gas w e l l . 

I t ' s hard t o p r e d i c t whether you're going t o make 

a gas or an o i l w e l l out here. But i t ' s e s s e n t i a l t h a t you 

r e s t r i c t gas ra t e s such t h a t we have the o p p o r t u n i t y t o 

produce the o i l as we f i n d i t . 

Q. The l a s t cross-section i s marked E x h i b i t 7. I t ' s 

the B-B' cross-section, Mr. Hardie. Would you i d e n t i f y and 

describe t h a t display? 

A. This a new d i s p l a y from t h a t previous hearing, 

back i n September of 1995. I t was not included then. And 

i n f a c t , most of the w e l l s d r i l l e d on t h i s c r o s s - s e c t i o n 

were not d r i l l e d back then. And t h i s again demonstrates 

the a b i l i t y or i n a b i l i t y of operators t o produce o i l i n 

South Dagger Draw. 

Again, I've got the reference e l e v a t i o n of minus 

40,000 [ s i c ] f e e t subsea across t h i s l i n e . I t looks k i n d 

of l i k e a 1, but i t i s a 4. I t h i n k the ink has bled 

together. That dotted red l i n e i s a t minus f o r t y — 4000 

f e e t subsea. 

I ' d l i k e t o p o i n t out another zone t h a t occurs i n 

t h i s c r oss-section t h a t we d i d n ' t see i n the other one, and 

t h a t i s what Conoco terms the C 5 zone. I've got i t 

l a b e l e d i n the middle of the cross-section. The top of 

t h a t C 5 zone i s denoted by the heavy black l i n e . 
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I t ' s a c o r r e l a b l e zone. I t ' s a compartment t h a t 

you can map g e o l o g i c a l l y , a unique instance i n t h i s f i e l d 

where you can do t h a t , because t h a t compartment can be 

i d e n t i f i e d l i t h o l o g i c a l l y . I t ' s e i t h e r a dolomite or i t ' s 

a shale or i t ' s a limestone. And when i t ' s a dolomite, 

i t ' s r e s e r v o i r and you can produce from i t . 

But i t comes and goes across South Dagger Draw. 

Because i t i s a t the bottom of the r e s e r v o i r , t y p i c a l l y , i f 

i t ' s below t h a t minus-4000-feet-subsea l i n e , you get o i l 

out of i t . And i f y o u ' l l take a look a t the o i l r a t e s t h a t 

I've p r i n t e d above these w e l l s , you can see t h a t you can 

produce i n c r e d i b l e amounts of o i l from t h a t zone. 

I t ' s r e l a t i v e l y t h i n . Again, i t ' s got h i g h 

p o r o s i t y , high p e r m e a b i l i t y . I t ' s a compartment t h a t ' s 

very e a s i l y drained because of those r e s e r v o i r 

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

A l l the w e l l s completed i n t h a t zone on t h i s 

c r o s s - s e c t i o n are producing h i g h - r a t e o i l , w i t h the 

exception of one w e l l , and I ' l l c a l l your a t t e n t i o n t o the 

l e f t - h a n d side of t h i s cross-section, the Marathon Comanche 

Fed Number 3. Marathon was looking f o r the C 5 zone when 

they d r i l l e d t h a t w e l l i n hopes of producing o i l . They 

found the zone was there, but i t ' s above t h a t reference 

e l e v a t i o n . They completed i n t h a t zone. That zone makes 

a l l gas. Not one drop of o i l i s coming out of t h a t zone. 
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Please refer on your map to the proximity between 

t h a t Comanche Fed Number 3 — 3 Number 1, and the adjacent 

w e l l t o i t , the North Indian Basin U n i t Number 23, 

approximately h a l f a mile apart, one w e l l producing a l l gas 

out of the same zone, but the adjacent w e l l i s producing — 

or a t l e a s t IP'd a t nearly 1300 b a r r e l s of o i l . 

I f t h ere i s not a need f o r r e g u l a t e i n a 

s i t u a t i o n l i k e t h i s , then we never need r e g u l a t i o n . We 

have a need here t o c o n s t r a i n gas withdrawals i n these 

zones, because we have w e l l s producing o i l and gas out of 

the exact same zones. 

I f we increase the allowable t o what Yates i s 

proposing i n t h i s case, 8000 b a r r e l s of o i l per day, the 

gas r a t e increases p r o p o r t i o n a t e l y w i t h t h a t 7000 GOR t o 54 

m i l l i o n — or 56 m i l l i o n cubic f e e t of gas a day. I don't 

t h i n k t h a t ' s appropriate. And I don't t h i n k Yates has 

f u l l y examined the r a m i f i c a t i o n s of those kinds of 

allowable increases i n t h i s pool. 

Q. Let me have you take a copy of the Examiner 

Order, Mr. Hardie, and I t h i n k we have one somewhere 

ther e — 

A. I've got i t . 

Q. — on your desk. 

I ' d l i k e t o ask you Conoco's p o s i t i o n and 

recommendation w i t h regards t o the major aspects of what 
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the Division Examiner required to take place. 

I ' d l i k e t o s t a r t f i r s t w i t h the p o s i t i o n Conoco 

has w i t h regards t o the operator committee t h a t i s ordered 

t o be formed and t o undertake an i n v e s t i g a t i o n of the 

t e c h n i c a l aspects of both pools and t o r e p o r t back t h e i r 

recommendations and conclusions t o the D i v i s i o n D i r e c t o r by 

— I've got the deadline i n here. I t h i n k i t ' s an 18-month 

p e r i o d . I t begins on August 15th of 1996, and the 

committee has a — up t o about 18 months, I b e l i e v e , i n 

order t o complete t h e i r study and make recommendations t o 

the D i r e c t o r about changes i n o p e r a t i o n a l r u l e s . What's 

your p o s i t i o n ? 

A. Our p o s i t i o n on t h a t i s t h a t we've worked w i t h 

Yates and other operators i n t h i s pool i n the past. 

Admittedly, we don't agree on everything. But i f we work 

together, the chances of us agreeing and a v o i d i n g having t o 

come before you t o p u b l i c l y a i r our debates, I t h i n k , are 

g r e a t l y reduced. We're a l l i n favor of working w i t h other 

operators t o achieve an e q u i t a b l e allowable, an e q u i t a b l e 

set of r u l e s f o r producing these r e s e r v o i r s . I can't say 

t h a t i f we meet on these pools t h a t we would agree w i t h 

Yates, but we haven't t r i e d . 

Q. I s there a m a t e r i a l d i f f e r e n c e between operators' 

methods i n d r i l l i n g and completing and producing these 

wells? 
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A. There's some d i f f e r e n c e s . There i s an e f f o r t on, 

I know, Yates and on Conoco's p a r t , t o avoid completing i n 

the gas cap. We want t o get t h a t o i l out, t h a t o i l i s 

val u a b l e . We don't want t o leave i t i n the ground. 

Q. A l l r i g h t . I d i d n ' t make myself c l e a r . 

A. That's not what you mean. 

Q. I n North Dagger Draw, i n terms of having a h i g h -

capacity — one of these superstars, versus a lower-rate 

w e l l , i s t h a t a t t r i b u t a b l e t o the method of d r i l l i n g and 

completing the well? 

A. No, t h a t ' s a t t r i b u t a b l e p r i m a r i l y t o — Conoco 

and Yates complete w e l l s and d r i l l them i n very s i m i l a r 

fashions. There's some minor d i f f e r e n c e s . We achieve 

s i m i l a r r a t e s . We have i n the past, we s t i l l do. The main 

d i f f e r e n c e — 

Q. I s the technique f o r producing them s u b s t a n t i a l l y 

d i f f e r e n t ? 

A. No, we both use the same types of pumps, we use 

the same vendors, the vendors t a l k amongst themselves, they 

t a l k amongst us. A l o t of exchange of ideas t h a t go on 

t e c h n i c a l l y between Conoco and Yates, such t h a t we don't 

operate t h a t much d i f f e r e n t l y , w i t h the exception t h a t from 

a standpoint of developing our reserves i n the u n i t , we 

operate d i f f e r e n t l y . 

We are not as prone t o d r i l l , say, a p r o r a t i o n 
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unit that has a 500-barrel-a-day rate. It's unlikely that 

Conoco i s going t o jump i n there and d r i l l another w e l l , 

knowing t h a t we must r e s t r i c t t h a t w e l l t o 2 00 b a r r e l s a 

day. O p e r a t i o n a l l y , t h a t ' s a nightmare f o r us. We don't 

want t o do i t . You end up l o s i n g money. I f you're 

producing 2 00 b a r r e l s a day out of a w e l l you're c y c l i n g 

and you're burning up a pump every month, i t doesn't make 

sense. 

Yates, on the other hand, has a d i f f e r e n t 

philosophy towards t h a t . They may someday discover a way, 

c r e a t i v e l y , whereby they can cycle w e l l s and produce them 

a t r e s t r i c t e d r a t e s , not c r e a t i n g waste. We haven't 

f i g u r e d out a way t o do t h a t , so we j u s t w a i t u n t i l we have 

s u f f i c i e n t allowable t o d r i l l the w e l l . I t ' s a choice t h a t 

each operator must make i n a u n i t t h a t i s capable of 

exceeding the allowable. That's why we have allowables. 

I t ' s t o prevent waste, prevent excessive withdrawals from 

the pool. 

Q. I n such a competitive r e s e r v o i r as North Dagger 

Draw has become, Mr. Hardie, what i s your recommendation or 

your company's p o s i t i o n concerning changing or i n c r e a s i n g 

the r a t e s of withdrawal as set f o r t h i n the allowable? 

A. Our p o s i t i o n i s j u s t as i t was when we f i r s t 

proposed the r a t e increase back i n 1991, t h a t the allowable 

e s t a b l i s h e d back then i s appropriate. I t sets a balance 
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between an operator's ability to efficiently produce his 

w e l l s and the need t o p r o t e c t the c o r r e l a t i v e r i g h t s of 

o f f s e t operators. Somebody's got t o lose. There's not one 

p e r f e c t r a t e . There's a balance, though, and we f e e l t h a t 

the c u r r e n t r a t e s i n both North and South Dagger Draw have 

achieved t h a t balance. 

Q. What's your p o s i t i o n on canceling the 

overproduction? 

A. As we mentioned before, because we f e e l l i k e 

we've been d e t r i m e n t a l l y a f f e c t e d by t h a t overproduction, 

canceling i t i s c e r t a i n l y not the proper o p t i o n . That's a 

v i o l a t i o n of e x i s t i n g r u l e s . I t was done over a p e r i o d of 

over a year, and i n many aspects i t appears t o be w i l l f u l . 

There should be some consequences f o r doing t h a t . We have 

pool r u l e s . Mr. LeMay, you're here f o r a reason, Mr. Gum 

i s here f o r a reason, and t h a t i s t o r e g u l a t e these types 

of c o m petitive pools. You have a f u n c t i o n , and we f u l l y 

commit ourselves t o supporting you i n t h a t f u n c t i o n . 

Q. What's your p o s i t i o n w i t h regards t o the make-up 

method and the period of make-up? I n other words, t o 

produce the spacing u n i t up t o 350 b a r r e l s a day i n North 

Dagger Draw, provided the t o t a l volume of overproduction i s 

made up i n the 18-month period? 

A. Conoco i s w i l l i n g t o comply by the orders t h a t 

are issued by the D i v i s i o n . We f e e l t h a t the most 
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i n the e x i s t i n g w e l l s . That gets the problem taken care of 

q u i c k l y , minimizes the damage t h a t may be caused by c y c l i n g 

w e l l s i n the process, and gets us q u i c k l y t o a p o s i t i o n 

where everybody i s obeying the law and can then begin 

developing t h i s f i e l d i n a prudent manner. 

MR. KELLAHIN: That concludes my examination of 

Mr. Hardie. 

We move the i n t r o d u c t i o n of h i s E x h i b i t s 1 

through 9 i n the North Dagger Draw case, which i s 11,525, 

and h i s E x h i b i t s 1 through 7 i n South Dagger Draw, which i s 

Case 11,526. 

CHAIRMAN LEMAY: Without o b j e c t i o n , those 

e x h i b i t s w i l l be entered i n t o the record. 

Mr. Carr? 

CROSS-EXAMINATION 

BY MR. CARR: 

Q. Mr. Hardie, I t h i n k we can cover a number of 

these t h i n g s j u s t f i n d i n g again what we're i n agreement on. 

I t ' s my understanding t h a t we agree t h a t we're 

d e a l i n g w i t h very complex r e s e r v o i r s here when we're 

t a l k i n g about the North and South Dagger Draw Pools; i s 

t h a t r i g h t ? 

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

Q. And we discussed i n May, I t h i n k we're i n 
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agreement t h a t as t h i s r e s e r v o i r has continued t o grow and 

continues t o grow, we c o n t i n u a l l y discover there's more and 

more we need t o l e a r n about the r e s e r v o i r ; i s t h a t not 

r i g h t ? 

A. We are l e a r n i n g more about the r e s e r v o i r as i t 

grows. The f a c t t h a t i t ' s as b i g as i t i s , i s new 

knowledge. I don't t h i n k anybody here would have guessed 

t h a t i t was going t o be t h i s b i g . 

Q. And as we go forward there are more t h i n g s we 

s t i l l have t o discover and study about the r e s e r v o i r ; i s 

t h a t r i g h t ? 

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

Q. We don't have a homogeneous r e s e r v o i r here, do 

we? 

A. We do not. 

Q. We have m u l t i p l e p o r o s i t i e s i n t h i s r e s e r v o i r ? 

A. They do vary. 

Q. And they vary across the r e s e r v o i r ? 

A. Yes, they do. 

Q. Permeability v a r i a t i o n s also occur across the 

r e s e r v o i r ; i s n ' t t h a t correct? 

A. C e r t a i n l y do. 

Q. The r e s e r v o i r s were es t a b l i s h e d by — We have two 

pool i n p a r t because we had two separate d i s c o v e r i e s , and 

the pools grew together; i s n ' t t h a t r i g h t ? 

STEVEN T. BRENNER, CCR 
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A. That i s c o r r e c t . 

Q. Do you know of any reason f o r the boundary 

between North and South Dagger Draw, other than t h a t ' s j u s t 

— as t h e r e was stepout development, t h a t ' s where they met? 

A. That's where they met; t h a t • s why t h a t boundary 

e x i s t s . 

Q. There's no t e c h n i c a l study t h a t decided t h a t ' s 

where the appropriate boundary ought t o be between North 

and South? 

A. There's no t e c h n i c a l reason t h a t t h e r e i s — t h a t 

boundary e x i s t s where i t i s . 

Q. Now, we are c u r r e n t l y d e a l i n g w i t h overproduced 

w e l l s i n North Dagger Draw? 

A. Yes, we are. 

Q. We agree on t h a t . We also -- There are also some 

overproduced u n i t s i n South Dagger Draw; i s t h a t not r i g h t ? 

A. To my knowledge, there are — The data we have t o 

date i s somewhat sketchy, but I b e l i e v e t h a t t h e r e are. 

Q. I b e l i e v e you t e s t i f i e d t h a t we don't r e a l l y have 

a disp u t e on the understanding i n t h i s r e s e r v o i r t h a t w i t h 

higher r a t e s there are higher o i l cuts? 

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

Q. Were you involved w i t h the hearings i n 1991 where 

the 7 0 0 - b a r r e l - o f - o i l - p e r - d a y allowable was established? 

A. I was involved inasmuch as I was present. I d i d 
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not t e s t i f y . I t h i n k I was considered too new t o do so. 

Q. And you no longer have t h a t luxury? 

A. I don't. I wish I d i d sometimes. 

Q. I s n ' t i t f a i r t o say t h a t back i n 1991 what we 

were t r y i n g t o do, Yates and Conoco came together f o r a 

p r e s e n t a t i o n t o the O i l Commission, t r y i n g t o set 

allowables a t a l e v e l t h a t would allow these r e s e r v o i r s t o 

be produced a t the lowest bottomhole pressure? 

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

Q. And the net r e s u l t was, a t t h a t time, we r e a l l y 

were producing w e l l s w i t h u n r e s t r i c t e d r a t e s under a 700-

barrel-per-day allowable? 

A. At the time of t h a t hearing, t h a t was the case. 

As soon as w e l l s began g e t t i n g d r i l l e d , i t wasn't very long 

a f t e r t h a t t h a t we s t a r t e d bumping t h a t allowable. 

Q. The D State Number 2, the w e l l you t a l k e d about 

as the f a n t a s t i c w e l l o f f t o the west of the area you 

c a l l e d the v i o l a t i o n area — 

A. Section 36. 

Q. Right. That was one of those w e l l s , was i t not? 

That was i n the south h a l f of 36? 

A. Yes. 

Q. And I b e l i e v e you t e s t i f i e d t h a t t h a t w e l l 

produced f o r a couple of years a t a r a t e of 500 t o 600 

b a r r e l s per day; i s t h a t r i g h t ? 
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A. That would be my guess. I don't have production 

data i n f r o n t of me. I'm r e l y i n g on my memory — 

Q. Sure. 

A. — f o r t h i s , so — 

Q. Were you r e s t r i c t i n g t h a t w e l l , or was t h a t the 

l e v e l t h a t h i t a sustained production rate? 

A. That w e l l may — may not have been able t o 

produce a t higher r a t e s . That was the r a t e a t which the 

pump was running i n the w e l l . 

Q. With t h a t pump running on t h a t w e l l and a t t h a t 

r a t e , were you able t o keep t h a t w e l l pumped o f f ? 

A. I'm assuming t h a t t h a t w e l l was r e l a t i v e l y pumped 

o f f . 

Q. So i t was e f f i c i e n t l y produced? 

A. Yes. 

Q. Has Conoco d r i l l e d any w e l l s i n the pool t h a t 

have an i n i t i a l p o t e n t i a l of over 2400 b a r r e l s of o i l per 

day? 

A. Conoco has not done t h a t . I don't know whether 

predecessor Roger Hanks d i d t h a t on the same acreage or 

not, no. 

Q. Are you aware of any Conoco w e l l t h a t has a 

s t a b i l i z e d — or s t a b i l i z e d a t a producing r a t e of 1300 

b a r r e l s a day l i k e the Polo well? 

A. S t a b i l i z e d r a t e of 1300 b a r r e l s of o i l per day? 
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Q. (Nods) 

A. Now, my p o i n t , Mr. Carr, i s not t h a t we have an 

i n d i v i d u a l w e l l t h a t could break or v i o l a t e the allowable. 

I t i s t h a t we have had the a b i l i t y , u s u a l l y through a 

combination of two w e l l s , t o do so on a sustained basis. 

Q. And my question i s t h a t when we t a l k about 

e f f e c t i v e producing r a t e s , there's a d i f f e r e n c e between a 

spacing u n i t on which one w e l l can exceed the allowable and 

a spacing u n i t on which you have t o have m u l t i p l e w e l l s t o 

exceed the allowable; you'd agree w i t h t h a t ? 

A. You bet. 

Q. And i f you have a s i t u a t i o n where you have one 

w e l l on a spacing u n i t , l i k e the State K Number 3, the 

Nearburg — the Yates w e l l t h a t has s t a b i l i z e d a t over 1000 

b a r r e l s a day, under a 700-barrel-a-day allowable you have 

t o r e s t r i c t t h a t w e l l , don't you? 

A. You have t o r e s t r i c t t h a t w e l l , and I f u l l y admit 

t h a t i n so r e s t r i c t i n g t h a t w e l l , you w i l l have a higher 

water cu t . That i s something t h a t we as operators have 

recognized a l l along. 

Q. And — 

A. My p o i n t i s t h a t there has t o be a balance 

between the k i n d of rates t h a t t h a t w e l l can produce and 

the e f f e c t i t has on o f f s e t operators. I t may be — 

Q. And my p o i n t i s t h a t you have t o r e s t r i c t the 
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w e l l , wouldn't you? 

A. Yes, you would, absol u t e l y . 

Q. And by r e s t r i c t i n g i t , you couldn't produce i t a t 

the lowest bottomhole pressure possible? 

A. No, you could not. And I would also l i k e t o 

p o i n t out t h a t there's some question i n my mind as t o 

whether t h a t e a r l y water, the excess water t h a t you 

produced, w i l l be made up l a t e r i n the l i f e of the w e l l . 

Q. But we don't know t h a t , do we? 

A. We don't. 

Q. Okay. Now — And i f we are r e s t r i c t i n g t he w e l l , 

we're not a t t h a t p o i n t able, perhaps, t o keep i t pumped 

o f f ; i s n ' t t h a t r i g h t ? 

A. You cannot pump o f f a r e s t r i c t e d w e l l . 

Q. Okay. And so we wouldn't be able t o produce, 

say, the State K Number 3 i n the most e f f e c t i v e way, 

because we can't keep i t pumped o f f ; i s n ' t t h a t c o r r e c t ? 

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

Q. At t h i s p o i n t i n time, does Conoco have any w e l l s 

t h a t produce i n excess of 700 b a r r e l s a day, i n d i v i d u a l 

wells? 

A. Not a t t h i s p o i n t i n time. 

Q. So you would have no w e l l s t h a t would be 

r e s t r i c t e d by maintaining the c u r r e n t allowable? 

A. We could, i f we chose, d r i l l a d d i t i o n a l w e l l s i n 
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the existing proration units and achieve that problem, we 

have no de s i r e i n doing t h a t unless there's some other 

compelling reason, perhaps o f f s e t drainage or some 

s i t u a t i o n , t o do so. 

Q. But you have t h a t choice by d r i l l i n g an 

a d d i t i o n a l w e l l , and you've elected not t o ; i s n ' t t h a t 

r i g h t ? 

A. U n t i l such time as ra t e s d e c l i n e t o the p o i n t 

where we f e e l l i k e there's l i t t l e r i s k of having t o c u r t a i l 

a w e l l . 

Q. I f you have one w e l l t h a t s t a b i l i z e s a t 1300 

b a r r e l s a day, you don't have t h a t choice, do you? 

A. You c e r t a i n l y don't. 

MR. CARR: That's a l l I have. 

CHAIRMAN LEMAY: A d d i t i o n a l questions of the 

witness? 

Commissioner Bailey? 

EXAMINATION 

BY COMMISSIONER BAILEY: 

Q. You mentioned the problem between the D State — 

When i t was d r i l l e d , you f e l t t h a t the bottomhole pressure 

i n d i c a t e d t h a t there had been a c e r t a i n amount of drainage 

by the Yates Foster well? 

A. I n t h a t example I was r e f e r r i n g t o the f i r s t 

w e l l , the D State Number 2, which produced f o r a 
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s i g n i f i c a n t p e r i o d of time, began experiencing r a p i d 

d e p l e t i o n , a t which p o i n t we d r i l l e d a second w e l l , the D 

State Number 4, which i s northeast of t h a t l o c a t i o n . 

I f y o u ' l l look i n the southwest corner of Section 

36, you can see the D State Number 4 labeled , one of the 

two w e l l s t h a t e x i s t i n t h a t p r o r a t i o n u n i t . That second 

w e l l i s the one t h a t — we d r i l l e d i t — The nearest and 

only o f f s e t was a w e l l approximately a qua r t e r of a mil e 

away, d r i l l e d by Yates Petroleum. So i t ' s two w e l l s out i n 

the middle of nowhere, e s s e n t i a l l y , and we had a bottomhole 

pressure of 400 t o 500 pounds. C l e a r l y had t o have been 

drained by the good D State 2 w e l l and by other o f f s e t 

operators. 

I t ' s my — My p o i n t i s i n d e s c r i b i n g t h a t event 

t h a t we have a large compartment — i n t h i s case, i t 

extends f o r much more than one p r o r a t i o n u n i t — and i t was 

drained very q u i c k l y and e f f i c i e n t l y by a s i n g l e w e l l b o r e . 

Q. How long of a time period was the r e between the 

completion of the Yates Foster w e l l and the completion of 

your D well? 

A. A c t u a l l y , the D State Number 2 was d r i l l e d before 

I s t a r t e d , r i g h t as I began, so I'm not sure on the h i s t o r y 

of those. I expect they were r e l a t i v e l y close together, 

but I don't know t h a t f o r a f a c t . 

Q. And by the time the D State Number 4 was d r i l l e d ? 

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 

340 

A. That was approximately two years l a t e r . 

Q. Two years l a t e r ? 

A. Uh-huh. 

Q. I s i t incumbent upon Conoco t o prevent drainage 

under t h e i r s t a t e lease? 

A. Absolutely, and we d i d so, we drained our s t a t e 

lease w i t h our s i n g l e wellbore. 

Q. Even though you were not producing a t the 

allowable and you could see t h a t the Yates Foster w e l l was 

d r a i n i n g i t ? 

A. We were d i r e c t l y o f f s e t t i n g the Yates — You're 

t a l k i n g about the State CO Number 4 w e l l . That i s c o r r e c t , 

we d i d not have a v a i l a b l e allowable. 

You've got t o keep i n mind t h a t when you're 

d r i l l i n g a w e l l and you have only 100 b a r r e l s of allowable 

l e f t , t h a t o p e r a t i o n a l l y you're going t o have t o c y c l e t h a t 

w e l l , you're going t o have t o t u r n i t o f f and on. 

I f you s t a r t burning up e l e c t r i c submersible 

pumps a t a cost of $40,000 t o $60,000 a pump, on a r a t e of 

one t o two per month or every couple of months, you're not 

going t o make any money. You're going t o create phenomenal 

waste i f you're producing 100 b a r r e l s a day and you're 

burning out pumps. So you're c r e a t i n g value f o r the pump 

company, but t h a t ' s about a l l . 

And from a volumetric standpoint, when you 
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examine these types of leases and you look a t the reserves 

t h a t have come out them and the amount of 0h a v a i l a b l e 

under t h a t lease, u s u a l l y those h i g h - r a t e areas have 

a c t u a l l y produced more than they should, even from the 

s i n g l e wellbore. 

Q. I'm lo o k i n g a t your E x h i b i t Number 7 f o r the Case 

11,525, and then E x h i b i t Number 8 i n comparison. 

A. Okay. 

Q. The inference was made o f f of E x h i b i t 8 t h a t 

those reference-numbered areas were g r e a t l y i n f l u e n c e d by 

the overproduction as the areas i n yellow, and we can see 

so c l e a r l y t h a t t o the northeast those referenced areas 

have .04, f o r t h e i r volumetric reserves, .66, way below the 

f i g u r e of 1.25 t h a t you say i s reasonable f o r t h i s area. 

But when we look down a t the southwest, we see 

al s o , and t o the west, t h a t some of these referenced areas 

are way above 1.25, and showing — what? 1.48, 1.64. Have 

these areas b e n e f i t t e d where the others t o the northeast 

have seen a detriment? 

A. That's a very good observation. The ones t o the 

northeast, the reason — one of the reasons they may be so 

low i s because they're so new, and they have not y e t 

achieved the number of w e l l s i n them t o d r a i n them 

e f f i c i e n t l y . So they're low because of t h a t , perhaps. 

I t may j u s t be t h a t due t o some mechanical or — 
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There are areas that we simply can't explain. They should 

recover a c e r t a i n amount, and they don't. There are other 

areas t h a t recover s l i g h t l y more. So there's going t o be a 

v a r i a b i l i t y around t h a t f i g u r e of 1.25, regardless. 

But when you average everything t o g e t h e r , a l l the 

v i o l a t i n g s versus a l l the n o n - v i o l a t i n g s , and t h a t e n t i r e 

average i s s i g n i f i c a n t l y higher, there i s a way t o 

a t t r i b u t e t h a t , and one of the ways i s t o propose t h a t 

perhaps those v i o l a t i n g u n i t s are d r a i n i n g more than they 

should. 

Q. But would you say those sections t o the west and 

southwest have b e n e f i t t e d from the overproduction? 

A. The ones t h a t have overproduced have d e f i n i t e l y 

b e n e f i t t e d . 

Q. But those outside of the overproduced — 

A. Those outside, one of the reasons they may have 

produced more than they seem they should have i s because 

they were the — a t the time they were d r i l l e d they were 

the easternmost w e l l s i n the f i e l d . And t h e r e was t h i s 

p e r i o d of time when those w e l l s sat there d r a i n i n g t h i s 

undeveloped, undiscovered area, f o r a p e r i o d of time. 

W i t h i n the law they d i d t h a t , w i t h i n the all o w a b l e , because 

we hadn't discovered t h a t p o r t i o n of the f i e l d y e t . 

So t y p i c a l l y , those older w e l l s along t h a t f l a n k 

w i l l have values t h a t exceed what you t h i n k they should. 
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They're draining large areas, but they're doing it within 
the confines of the law. That does happen. 

COMMISSIONER BAILEY: That's a l l I have. 

CHAIRMAN LEMAY: Commissioner Weiss? 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Yes, s i r , has Conoco had any c o n s i d e r a t i o n — 

given any cons i d e r a t i o n t o u n i t i z a t i o n of t h i s f i e l d ? 

A. U n i t i z a t i o n was discussed i n t e r n a l l y , and we've 

had i n f o r m a l discussions w i t h the t e c h n i c a l people a t 

Yates. And because of the quagmire of ownerships i n t h i s 

u n i t , although there are a few operators, t h e r e are many, 

many d i f f e r e n t working i n t e r e s t owners, and the e f f o r t 

taken t o u n i t i z e t h i s would have been a s i n i n e , i t would 

have been tremendous. And both p a r t i e s f e l t l i k e i t 

probably wouldn't have happened. 

I w i l l be the f i r s t t o admit t h a t t h i s pool begs 

f o r u n i t i z a t i o n . There's no question about t h a t . Every 

disput e t h a t we have could be resolved i f t h i s were 

u n i t i z e d and a committee operated the f i e l d . But i t ' s a 

compe t i t i v e r e s e r v o i r , and t h a t ' s why we have pool r u l e s 

e s t a b l i s h e d , t o c o n t r o l competition and excessive 

withdrawals from e x i s t i n g u n i t s . 

Q. You mentioned v e r b a l l y numerous examples of 

i n t e r f e r e n c e , an example i f weak — you mentioned weak 

STEVEN T. BRENNER, CCR 
/ C n K \ O O Q _ Q 0 1 " 7 



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 

344 

water d r i v e . I guess these w i l l be presented i n the 

engineering testimony? 

A. I t h i n k Mr. Beamer w i l l probably give them a b i t 

more d e t a i l than I'm capable of. 

Q. And then on your volumetric maps, i t seems l i k e 

sometimes i n these vuggy carbonate r e s e r v o i r s , t h a t 

p o r o s i t y i s d i f f i c u l t t o estimate. 

A. You bet, and i n my opinion i t ' s — I don't know, 

c r i m i n a l i s probably too strong a word, but i t ' s i n some 

ways c r i m i n a l not t o run some form of an imaging l o g i n 

every w e l l you d r i l l out here. Conoco as a p o l i c y runs 

some form of an imaging l o g so you can see what t h a t 

wellbore looks l i k e , because you're a b s o l u t e l y c o r r e c t . 

And much of the secondary p o r o s i t y , p a r t i c u l a r l y i n zones 

where you have a t i g h t matrix and b i g vugs, you get an 

underestimation of what t h a t zone i s capable of producing. 

That's not the case i n the v i o l a t i o n area. We've 

heard everybody t e s t i f y t h a t i t has a good m a t r i x . You 

cannot achieve these kinds of r a t e s w i t h a bad m a t r i x , I ' l l 

assure you of t h a t . 

But nonetheless, our volumetric estimates would 

be more accurate i f we had an imaging l o g from every 

w e l l b o r e . And because Conoco doesn't operate t h i s area, I 

had access t o no imaging logs, and I included no imaging 

logs i n my e v a l u a t i o n . Everything i s done w i t h standard 
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open-hole p o r o s i t y logs. 

Q. That can, I've been t o l d , lead t o e r r o r s of 100 

percent. 

A. And i t c e r t a i n l y can, p a r t i c u l a r l y , as I sa i d 

before, when the matrix i s t i g h t . That's when you 

encounter the e r r o r s . 

I don't t h i n k t h a t ' s the case i n t h i s area. I 

know i t ' s not. 

COMMISSIONER WEISS: Those are the only questions 

I had. Thank you. 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Mr. Hardie, you i n i t i a l l y s a i d what — I guess my 

question i s , what i s your d e f i n i t i o n of s i g n i f i c a n t i l l e g a l 

o i l ? 

A. My d e f i n i t i o n of s i g n i f i c a n t i l l e g a l o i l i s i f 

you don't catch i t i n the f i r s t month, you do i t . And I 

don't know what Conoco's h i s t o r y i s . I know t h a t when we 

have a h i g h - r a t e w e l l , I watch i t . And I'm ready t o p i c k 

up t h a t phone and c a l l the f i e l d and say, Shut t h a t t h i n g 

i n or c u r t a i l i t or something. 

And even so, i t has happened t h a t w e l l s under my 

watch have f o r one month exceeded the allowable by a r a t e 

of perhaps — I'm guessing — instead of the 700 b a r r e l s a 

day f o r one month we may have produced 800, i n lo o k i n g a t 
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the plots. And I still to this day don't know how that 

happened. I thought I had c a l c u l a t e d e v e r y t h i n g c o r r e c t l y . 

Obviously I made an e r r o r , and I take f u l l r e s p o n s i b i l i t y 

f o r t h a t . 

Q. So you're saying — To your knowledge, has Conoco 

ever exceeded the allowable f o r more than one month? 

A. To my knowledge, i t ' s never been f o r more than 

one month. 

Q. How about other operators? Do you know t h e i r 

p o l i c i e s on — That's probably an u n f a i r question i n a 

c o m p e t i t i v e r e s e r v o i r . We're g e t t i n g — t e s t i f y i n g from 

Conoco and Yates, and we have other operators i n the f i e l d , 

and — Do you know t h e i r p o l i c i e s a t a l l ? 

A. I don't know t h e i r p o l i c i e s . 

Q. You don't? 

A. No, i t seems l i k e we're d i s c o v e r i n g i t as we go 

here. 

Q. Okay, I have — Commissioner Weiss asked my 

u n i t i z a t i o n question. 

Anything more you want t o — You s a i d because 

i t ' s too complicated you decided not t o t r y i t , I guess, 

huh? 

A. I t t r u l y i s a nightmare. Many of the working 

i n t e r e s t p a r t i e s i n t h i s p a r t of the world don't get along 

very w e l l . They're — 
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Q. They're not uni Well, we understand that. 

We're very busy here a t the D i v i s i o n l e v e l w i t h p a r t i e s 

t h a t can't get along i n these North and South Dagger Draw 

r e s e r v o i r s . 

A. The operators a c t u a l l y get along more than you 

t h i n k they do, a t l e a s t Conoco and other operators do. 

Q. Your maps 7 and 8, or your E x h i b i t s 7 and 8, i n 

l o o k i n g a t d e c l i n e curves, you're accumulating — I mean 

you're adding together — I f there are t h r e e w e l l s on a 

p r o r a t i o n u n i t , you would add a l l three d e c l i n e curves 

together so t h a t a decline-curve a n a l y s i s , I guess, on one 

w e l l i n a p r o r a t i o n u n i t would show less recoverable o i l 

than a d e c l i n e curve analysis w i t h three w e l l s on t h a t 

p r o r a t i o n u n i t , but you're matching t h a t t o the v o l u m e t r i c s 

t h a t — 

A. Right. 

Q. — t h a t you would assume t h a t would be 

c o n s i s t e n t . I mean, you have — I t seems l i k e you would be 

f a v o r i n g recoveries from w e l l s w i t h more than one w e l l — 

t h r e e or f o u r w e l l s on a 160, r a t h e r than one w e l l . 

A. I f the compartment were small, t h a t ' s the case. 

I f i t ' s a b i g compartment and one w e l l i s e f f e c t i v e l y 

d r a i n i n g i t , then t h a t decline-curve a n a l y s i s i s a good 

estimate of what's going t o be produced from i t . 

I n the case of our D State 2 example, we d i d n ' t 
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recover much o i l , much incremental o i l , from the D State 4. 

We d i d recover some. I t ' s a marginal w e l l . 

Q. How much do your wellbores c o n s i s t of 

compartments t h a t maybe have been drained, or a t l e a s t the 

good w e l l s , along w i t h some of these compartments or zones 

t h a t haven't been penetrated on one well? A combination of 

the two? 

A. Probably a combination of the two. I can't say 

t h a t we have never encountered a compartment t h a t ' s been 

drained and then one t h a t hasn't. I can't say t h a t 

happened. 

Q. Has t h a t been the norm or the exception? 

A. I n my experience, i t ' s been the exception. And 

I'm not saying t h a t applies t o the e n t i r e f i e l d , 

n e c e s s a r i l y . There are compartments i n t h i s f i e l d . Some 

of them are very l a r g e , some of them are small. 

P r o r a t i o n u n i t s w i t h small compartments need fo u r 

w e l l s . Yates very accurately showed t h a t t o us. 

I'm t e l l i n g you t h a t p r o r a t i o n u n i t s w i t h l a r g e 

compartments, and t y p i c a l l y the ones t h a t have very good 

p e r m e a b i l i t y and p o r o s i t y , don't need fo u r w e l l s . 

Q. And your — maybe not your f i g u r e , I won't 

a t t r i b u t e t h i s t o you, but you've defended 700 b a r r e l s a 

day. I s t h a t magical, or i s t h a t a compromise f i g u r e 

between maybe what might be e f f i c i e n t r a t e and the 
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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. That's, i n my mind at l e a s t , a compromise between 

c o r r e l a t i v e r i g h t s and e f f i c i e n t r a t e s . I t h i n k t h a t 

compromise i s going t o r e q u i r e t h a t some w e l l s be 

constrained, otherwise i t ' s not a compromise. 

CHAIRMAN LEMAY: Commissioner Weiss, do you have 

a d d i t i o n a l questions? 

FURTHER EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Yeah, I have one more question concerning 

u n i t i z a t i o n and a committee, I t h i n k , the procedure t h a t 

was — as suggested i n the Order. I don't q u i t e understand 

the d i f f e r e n c e t here. You say t h a t , you know, u n i t i z a t i o n 

i s not po s s i b l e but a committee i s a good idea. 

A. No, a committee which i s designed t o attempt, a t 

l e a s t , t o work out p o o l - r u l e issues, and I d i d say t h a t I 

wasn't c e r t a i n t h a t we could work i t out. But we haven't 

t r i e d . 

Q. Uh-huh. 

A. And r a t h e r than stand before you and a i r out our 

d i r t y laundry, I ' d r a t h e r do t h a t i n Yates' o f f i c e or them 

come t o us. 

That's why I t e l l you i t ' s somewhat d i s a p p o i n t i n g 

t h a t as operators we get along more than we don't, I t h i n k , 

and every time we don't we're here t o do i t p u b l i c l y , so 
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that I think it looks worse than it really is. 

COMMISSIONER WEISS: A l l r i g h t , thank you. 

CHAIRMAN LEMAY: A d d i t i o n a l questions of the 

witness? 

I f not, he may be excused. Thank you very much, 

Mr. Hardie. 

Let's take a break, f i f t e e n minutes. 

(Thereupon, a recess was taken a t 10:38 a.m.) 

(The f o l l o w i n g proceedings had a t 10:53 a.m.) 

CHAIRMAN LEMAY: Okay, Mr. K e l l a h i n , you may 

continue. 

MR. KELLAHIN: Thank you, Mr. Chairman. 

ROBERT E. BEAMER. 

the witness he r e i n , a f t e r having been f i r s t d uly 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. Beamer, 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 Robert E. Beamer. I'm a petroleum 

engineer f o r Conoco, Incorporated, i n Midland, Texas. 

Q. Summarize f o r us your education and employment 

experience, Mr. Beamer. 

A. I have a bachelor of science degree i n petroleum 

and n a t u r a l gas engineering from Penn State U n i v e r s i t y , as 
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well as a master's degree in the same field from Penn state 

U n i v e r s i t y . I s t a r t e d t o work f o r Conoco immediately a f t e r 

graduation i n 1960. 

Q. Summarize your experience i n Dagger Draw. 

A. I've been associated w i t h the Dagger Draw 

ope r a t i o n f o r about the past two years, as a r e s e r v o i r 

engineer, working c l o s e l y w i t h Mr. Hardie and the 

product i o n engineering department. 

Q. As p a r t of your work w i t h Mr. Hardie, have you 

reached c e r t a i n engineering conclusions w i t h regards t o the 

proposal made by Yates t h a t ' s before the Commission today? 

A. Yes, I have. 

MR. KELLAHIN: Mr. Chairman, we tender Mr. Beamer 

as an expert r e s e r v o i r engineer. 

CHAIRMAN LEMAY: His q u a l i f i c a t i o n s are 

acceptable. 

MR. KELLAHIN: Mr. Beamer i s — This i s h i s l a s t 

o f f i c i a l f u n c t i o n , Mr. Chairman. He's r e t i r i n g on October 

1st from Conoco and — 

THE WITNESS: (Thumbs-up sign) 

MR. KELLAHIN: — t h i s ends h i s career. 

CHAIRMAN LEMAY: Well, c o n g r a t u l a t i o n s t o you. 

THE WITNESS: Tomorrow i s my l a s t day. 

MR. KELLAHIN: Tomorrow i s the l a s t day. 

MR. CARR: I don't know, we may not be f i n i s h e d . 
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(Laughter) 

CHAIRMAN LEMAY: I t ' s been noted t h a t c o nsultants 

make more money going back t o t h e i r companies a f t e r they've 

r e t i r e d . 

THE WITNESS: I won't be near here. 

Q. (By Mr. Kell a h i n ) Mr. Beamer, l e t ' s t u r n your 

a t t e n t i o n t o North Dagger Draw. I ' d l i k e t o go through the 

s u b m i t t a l t o the Commission of the production data t h a t 

you've t a b u l a t e d f o r the v i o l a t i o n area, and then w e ' l l get 

down t o the t e c h n i c a l aspects of your conclusions w i t h 

regards t o our contention t h a t Conoco's c o r r e l a t i v e r i g h t s 

have been impaired i n North Dagger Draw. 

Let's s t a r t w i t h the data. I f y o u ' l l look a t the 

booklet, i t ' s the l e g a l - s i z e d paper found a t the top w i t h 

the s p i r a l . They're e x h i b i t s numbered 10 through 24. 

Describe f o r us what we're looking a t when we see t h i s 

package of documents. 

A. For each e x h i b i t number, 10 through 24, when you 

open your booklet, the top sheet r e l a t e s t o the bottom 

graphs. You saw a copy of the t a b u l a t i o n from yesterday's 

testimony from our May session, and i t i s simply a 

t a b u l a t i o n of the o i l , gas and water production h i s t o r y f o r 

a given p r o r a t i o n u n i t , which i s i d e n t i f i e d i n your l e f t 

column, and i n the case of E x h i b i t 10 we're l o o k i n g a t 

northwest Section 21. 
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Q. A l l r i g h t , l e t ' s make the connection. 

A. A l l r i g h t . 

Q. I n t h i s case, Conoco E x h i b i t Number 6 i s the 

d i s p l a y t h a t shows the l o c a t i o n of those spacing u n i t s i n 

the v i o l a t i o n area, and then there's a number t h a t shows 

the t o t a l volume of overproduction? 

A. Okay, i n t h a t E x h i b i t Number 6, the l o c a t i o n 

reference number f o r each of the p r o r a t i o n u n i t s which have 

been i n v i o l a t i o n over the past year and a h a l f or so are 

numbered i n the upper l e f t corner on t h a t map, and they are 

r e f e r r e d t o a t the bottom of t h i s t a b u l a t i o n as 

overproduced u n i t number 1. 

Q. This data, then, i n t h i s e x h i b i t package supports 

the concluding numbers shown on E x h i b i t Number 6? 

A. The concluding numbers on E x h i b i t 6 were drawn 

from these t a b u l a t i o n s . 

Q. A l l r i g h t . Show us how t h i s p a r t i c u l a r set of 

documents, E x h i b i t s 10 through 24, are d i f f e r e n t from a 

s i m i l a r set introduced a t the Examiner hearing. 

A. The only d i f f e r e n c e i s t h a t we have added the 

a d d i t i o n a l months of production h i s t o r y a v a i l a b l e t o us a t 

t h i s time. 

Q. A l l r i g h t . 

A. I b e l i e v e a t the May hearing, f o r most of these 

production u n i t s , we had data a v a i l a b l e through about March 
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or April. Today we have data through June of 1996, so — 

Q. A l l r i g h t , l e t ' s take — 

A. — so these d i f f e r only i n update of data 

a v a i l a b i l i t y . 

Q. Let's take the f i r s t one, then, f o r the northwest 

of 21 and have you show us how you've organized the data 

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

A. Again, i t ' s a t a b u l a t i o n of the p r o d u c t i o n 

h i s t o r y , comparing the a c t u a l monthly o i l produced versus 

the allowable o i l a l l o c a t e d t o t h a t p r o r a t i o n u n i t . The 

allowable o i l i s noted i n the second column from the l e f t 

of each sheet. 

When any one of these p r o r a t i o n u n i t s exceeded 

the allowable f o r a given month, I bolded the 

overproduction number on the right-hand column and began a 

shading j u s t t o draw our a t t e n t i o n t o t h a t p o i n t i n time a t 

which we would s t a r t accumulating the overproduction. 

For t h i s p r o r a t i o n u n i t , we exceeded the 

allowable r a t e f o r a period of f i v e months, a t which time 

from the p l o t below, you can see on the upper p l o t where 

I've p l o t t e d a c t u a l b a r r e l s of o i l per day versus the 

allowable o i l . This p r o r a t i o n u n i t , because of n a t u r a l 

d e c l i n e , i t appears, went below the allowable r a t e , and we 

s t a r t e d seeing negative numbers i n the r i g h t - h a n d column, 

which then began t o make up f o r the over-allowable. 
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Q. All right. So if there's a negative number in 

the l a s t column on the r i g h t , then t h a t i n d i c a t e s t h a t — 

A. That means t h a t f o r t h a t month — 

Q. — i t was i n compliance? 

A. — the p r o r a t i o n u n i t was i n compliance. 

Q. A l l r i g h t . And i f i t doesn't have a negative 

number i t shows t h a t i n t h a t month i t was exceeding i t s 

allowable. 

A. And any exceeded volume i s i n bold p r i n t , j u s t t o 

h i g h l i g h t i t . 

Q. A l l r i g h t . When we look a t the bottom h a l f of 

the d i s p l a y , when t h i s i s fold e d i n t h i s f a s h i o n — 

A. Yes. 

Q. — the top p o r t i o n i s the t a b u l a t i o n of the 

prod u c t i o n data? 

A. Yes, s i r . 

Q. And we look below i t on the next page, what are 

we seeing then? 

A. The next page i s a combination of performance 

p l o t s . The top p l o t , as I mentioned e a r l i e r , i s a p l o t of 

the a c t u a l o i l production from t h i s p r o r a t i o n u n i t i n 

b a r r e l s of o i l per day, versus the allowable r a t e , which i s 

shown as a s o l i d bold l i n e a t 7 00 b a r r e l s per day. Any 

produc t i o n , of course, above t h a t allowable r a t e , then, i s 

i d e n t i f i e d as the excessive o i l or the i l l e g a l o i l produced 
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for this unit. 

Q. And as we f l i p through these, then, you've done 

the same t h i n g f o r a l l of the spacing u n i t s t h a t are 

i d e n t i f i e d on E x h i b i t Number 6? 

A. Yes, I have. 

Q. Let's go, then, t o the l a s t page and look a t 

E x h i b i t 24 and have you summarize f o r us the magnitude of 

the overproduction. 

A. I t h i n k , Mr. K e l l a h i n , before I go t o E x h i b i t 24, 

I would l i k e t o make a p o i n t . 

Looking a t the data on these p r o r a t i o n u n i t s , i t 

becomes apparent t o me t h a t we're withdrawing f l u i d s from a 

vol u m e t r i c r e s e r v o i r . Our rat e s are d e c l i n i n g over time, 

t o t a l f l u i d production r a t e s are d e c l i n i n g over time. To 

me, t h i s i n d i c a t e s t h a t we are withdrawing a given volume 

of f l u i d . There i s no evidence of any i n f l u x a t a l l i n t o 

these p r o r a t i o n u n i t s . 

I agree w i t h Yates' testimony yesterday t h a t 

producing a t higher o i l cuts — or a t higher o i l r a t e s , do 

r e s u l t i n higher o i l cuts. I do contend, though, t h a t when 

you produce i n t h a t manner you are withdrawing s i g n i f i c a n t 

higher volumes of t o t a l f l u i d from the r e s e r v o i r , and i n 

t h i s p a r t i c u l a r r e s e r v o i r t h a t accelerates the r a t e of 

pressure d e c l i n e , and we w i l l see t h a t l a t e r . 

Q. When we look on E x h i b i t 24, then, t h a t i s simply 
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the end result of the tabulation of the overproduction, and 

i t shows the operator f o r the u n i t s t h a t are overproduced, 

and i t shows the volumes? 

A. Yes, i t does. And the s i g n i f i c a n t f e a t u r e of 

t h i s i s t h a t on reference number 4, f o r instance, i n the 

northwest s e c t i o n of 29, t h i s u n i t i s now i n compliance as 

a r e s u l t of n a t u r a l d e c l i n e . 

One a d d i t i o n t o t h i s t a b u l a t i o n , as opposed t o 

t h a t presented i n our May session, i s the a d d i t i o n of the 

Mewbourne u n i t i n the northwest of Section 33. As Mr. 

Hardie t e s t i f i e d t o e a r l i e r , we j u s t w i t h i n the past week 

became aware of t h i s v i o l a t i n g u n i t , and so we have 

included i t i n the documentation f o r documentation 

purposes. 

Q. A l l r i g h t , s i r . Let's t u r n t o E x h i b i t 25. Let 

me have you i d e n t i f y and describe t h i s d i s p l a y . 

A. E x h i b i t 2 5 i s a performance h i s t o r y of the 

Conoco-operated p r o r a t i o n u n i t i n the northeast s e c t i o n of 

32, of Township 19 South, 25 East. 

We had — At the time t h i s p l o t was prepared, we 

had one w e l l completed i n t h i s p r o r a t i o n u n i t , t he Savannah 

State Number 1 w e l l . We are i n the process r i g h t now, t h i s 

week, of completing and t e s t i n g the second w e l l i n t h i s 

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

And i t shows a dramatic d e c l i n e i n o i l r a t e . You 
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w i l l note that in the f i r s t month of production we were 

overproduced by approximately 7 0 b a r r e l s per day f o r t h a t 

one month. Natural d e c l i n e , of course, occurred, and we 

r a p i d l y became compliant i n t h i s p r o r a t i o n u n i t . 

Q. What's your p o i n t , Mr. Beamer? 

A. Well, t h i s — My p o i n t i s t h a t we are completed 

— Well, l e t ' s go back and review Mr. Hardie's testimony. 

We r e a l i z e t h a t t h i s u n i t , t h i s p r o r a t i o n u n i t , 

i s toward the edge of the dolomite fairway. I t does have 

l i m i t e d r e s e r v o i r volume t o draw from. We do b e l i e v e t h a t 

excessive f l u i d withdrawals i n the past have appreciably 

a f f e c t e d the pressure support t h a t we could have enjoyed 

from t h i s p r o r a t i o n u n i t , and we do see r a p i d p r o d u c t i o n 

d e c l i n e . 

Q. Turn t o E x h i b i t 26 and have you i d e n t i f y and 

describe t h a t d i s p l a y . 

A. Section [ s i c ] 26 i s the exact same type of 

performance h i s t o r y f o r the a d j o i n i n g Conoco-operated 

p r o r a t i o n u n i t i n the northwest s e c t i o n of 32, i n which we 

have d r i l l e d — completed two w e l l s , our Joyce Federal 

Number 1 and Number 2. 

Again, f o r the f i r s t month of pr o d u c t i o n h i s t o r y 

we were over the allowable by approximately 100 b a r r e l s per 

day. Again, n a t u r a l decline took care of t h a t very 

r a p i d l y , and you can see from t h a t f i r s t w e l l t h a t i t 
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s u f f e r e d a very high r a t e of de c l i n e , not e n t i r e l y sure as 

t o the reason f o r t h a t . We have r e c e n t l y gone i n and 

recompleted and added some p e r f o r a t i o n s i n t h a t w e l l , which 

we t h i n k w i l l add some recovery. 

You can note the e f f e c t of the second w e l l i n 

t h i s p r o r a t i o n u n i t i n t h a t i t d i d f l a t t e n our p r o r a t i o n 

u n i t p roduction d e c l i n e somewhat. I n f a c t , d r a m a t i c a l l y . 

However, beginning i n e a r l y 1996 we d i d see an i n c r e a s i n g 

r a t e of d e c l i n e from t h i s u n i t . 

Q. Yesterday, Mr. Fant provided data on the Polo 

Number 6 w e l l , and based upon t h a t data he concluded t h a t 

t h a t w e l l , because i t had been r e s t r i c t e d , l o s t the a b i l i t y 

t o r e t u r n t o the l e v e l s of p r o d u c t i v i t y t h a t i t had enjoyed 

before i t had been shut i n . I bel i e v e t h e r e was a s h u t - i n 

p e r i o d . And he a t t r i b u t e d t h a t t o some wel l b o r e damage, as 

opposed t o having been depleted by n a t u r a l d e p l e t i o n or 

drainage by o f f s e t t i n g p r o p e r t i e s . 

Have you had a chance t o examine t h a t p l o t ? 

A. Well, I d i d . 

Q. Let me pass out the p l o t so everybody's got a 

copy. 

A. The p l o t of Polo "AOP" Number 6 i s p l o t t e d on a 

d a i l y production basis f o r approximately a five-week 

p e r i o d , and I see here a tr e n d t h a t we have observed i n 

both our Joyce Federal Number 1 w e l l and our Savannah State 
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Number 1 w e l l . 

Q. The l i n e of decline i s a l i n e t h a t you have put 

on Mr. Fant's display? 

A. I have placed the dashed l i n e t h e r e , j u s t t o see 

whether t h i s would f i t w i t h trends t h a t we have observed i n 

our producing w e l l s i n t h i s p o r t i o n of the North Dagger 

Draw f i e l d , and I contend t h a t t h i s could be a t t r i b u t e d t o 

a n a t u r a l d e c l i n e caused by pressure d e c l i n e from 

o f f s e t t i n g production. Obviously, there are two d i f f e r e n t 

thoughts on t h i s , but t h i s t o me i s a very p l a u s i b l e 

explanation f o r t h i s loss of production. 

Q. Yesterday, Mr. Fant provided us an example. With 

h i s E x h i b i t 15 he was looking on the f i r s t page, I t h i n k , 

i n the southwest quarter of 29. There was an example of a 

spacing u n i t i n which Yates had took the o p p o r t u n i t y t o 

d r i l l f o u r w e l l s , and he was showing t h a t data. 

I'm going t o hand you a copy of t h a t e x h i b i t on 

which you have added some a d d i t i o n a l d e c l i n e l i n e s . Let me 

give you a copy of t h a t . 

A. Again, I'm suggesting only a second 

i n t e r p r e t a t i o n of the a v a i l a b l e data. 

Q. A l l r i g h t , l e t ' s make sure the record i s c l e a r on 

a d i s t i n c t i o n between Mr. Fant's i n t e r p r e t a t i o n of the 

d e c l i n e and the i n t e r p r e t a t i o n you've placed on t h i s 

d i s p l a y . I t h i n k as photocopied, yours are s l i g h t l y 
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darker, and yours are the dashed — long dashed l i n e s ; i s 

t h a t r i g h t ? 

A. That's c o r r e c t . And t o r e i t e r a t e Mr. Fant's 

testimony, t h i s i s a production h i s t o r y p l o t on a Cartesian 

coordinate scale, of o i l r a t e versus cumulative o i l 

pr o d u c t i o n , which provides a standard e x t r a p o l a t i o n 

technique t o determine estimated u l t i m a t e recovery. 

I might b r i n g your a t t e n t i o n back t o my E x h i b i t 

Number 15, which shows the same data, only p l o t t e d versus 

time. 

Q. Let's do t h a t , l e t ' s l e t everybody have a chance 

t o f i n d 15. I t ' s i n the package t h a t we — 

A. I t ' s i n the package t h a t we j u s t reviewed. 

Q. A l l r i g h t . We're looking a t E x h i b i t 15, and 

we're l o o k i n g a t the bottom p o r t i o n of the d i s p l a y . Again, 

we're i n the southwest quarter of 29 and we're l o o k i n g a t 

your E x h i b i t 15. Explain your p o i n t . 

A. My p o i n t i s t h a t i n the top p o r t i o n of t h a t p l o t , 

i n which I p l o t b a r r e l s of o i l per day versus time, i t ' s 

very evident when each successive w e l l comes on prod u c t i o n , 

t o me, t h a t there i s some increase i n the pro d u c t i o n 

d e c l i n e r a t e , as each w e l l i s produced. 

And i t ' s very apparent, a f t e r the f o u r t h w e l l i s 

produced, beginning i n l a t e 1995, t h a t t h a t d e c l i n e r a t e 

steepened s i g n i f i c a n t l y , which t o me i n d i c a t e s t h a t t h e r e 
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is significant interference among the four wells in this 

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

And I see the same type of data displayed i n Mr. 

Fant's p l o t t h a t we're looking a t here on the o i l r a t e -

versus-cum production curve. 

I'm only suggesting t h a t we can approximate t h a t 

the t o t a l u l t i m a t e recovery from t h i s p r o r a t i o n u n i t i n the 

southwest quarter of Section 29 could have been achieved 

w i t h the d r i l l i n g and completion of three w e l l s . Granted, 

the f o u r t h w e l l d i d add s i g n i f i c a n t o i l r a t e , but I'm 

contending t h a t t h a t i s r a t e a c c e l e r a t i o n only — 

s i g n i f i c a n t r a t e a c c e l e r a t i o n , of course — but t h a t given 

enough time, three w e l l s could have drained t h i s s e c t i o n . 

My p o i n t i s t h a t i n t e r f e r e n c e does occur. 

Q. Let me have you t u r n our a t t e n t i o n t o what i s 

your next numbered e x h i b i t . We're up t o Number 27. 

A. Yes. 

Q. You've made an examination of the pressure 

r e l a t i o n s h i p of c e r t a i n w e l l s t o another? 

A. Yes. 

Q. A l l r i g h t . Let's f i n d the area t h a t you're 

examining, and then l e t ' s t a l k about the d i s p l a y . Where 

are we concentrating i n the pool when we look a t t h i s data? 

A. We're t a l k i n g — On my E x h i b i t 27? 

Q. Yes, s i r . 
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A. This i s the a v a i l a b l e s t a t i c bottomhole pressure 

data t h a t I was able t o compile f o r the Township 19 South, 

Range 25 East area, which i s e s s e n t i a l l y the area t h a t we 

are t a l k i n g about the excessive o i l production. So i t 

encompasses t h i s e n t i r e township. 

And again, from a v a i l a b l e records through a PI 

database, plus our a v a i l a b l e s c o u t - t i c k e t records i n 

Conoco's o f f i c e , I have prepared a t a b u l a t i o n and then have 

p l o t t e d t h i s data t o show the s i g n i f i c a n t pressure d e c l i n e 

over t h i s township t h a t has occurred because of the 

s i g n i f i c a n t l y i n f l u e n c e d f l u i d withdrawal r a t e s . 

We'll have t o look a t t h i s i n combination w i t h 

E x h i b i t 28. I apologize f o r not p u t t i n g the pressure data 

on the same p l o t , but I j u s t d i d n ' t want t o take the time 

t o work i t out. 

We are loo k i n g a t a time h i s t o r y from l a t e 1962 

through — the l a s t data p o i n t t h a t I have a v a i l a b l e t o me 

was one taken i n our r e c e n t l y completed w e l l , Savannah 

State Number 2, August of 1996. 

These pressures are a l l r e f e r r e d t o a common 

datum of minus 4 000 f e e t subsea. I picked t h a t datum p o i n t 

because when we look at the South Dagger Draw data I have 

done the same t h i n g , and I wanted t o compare the e a r l y 

p r o d u c t i o n h i s t o r y t o t h a t , t o show t h a t t h i s i s indeed a 

common r e s e r v o i r g e o l o g i c a l l y over t h i s 40-mile expanse. 
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We see a pressure decline from late 1962 through 

somewhere — and again, the date — or the time scale on 

t h i s E x h i b i t Number 27 could be a l i t t l e confusing t o read 

p r e c i s e l y , but you can see t h a t somewhere i n the 

neighborhood of 1983 there's a marked change i n the nature 

of the pressure d e c l i n e . 

R e f e r r i n g t o E x h i b i t Number 28, we can see t h a t 

d u r i n g t h i s p e r i o d of time there have been r e l a t i v e l y low 

f l u i d withdrawals from t h i s p o r t i o n of the f i e l d . And 

again, E x h i b i t 28 i s a production p l o t of o i l , water and 

gas from t h i s township only. A l l w e l l s w i t h i n t h i s 

township only derive from Dwigh t ' s database. 

Beginning i n 1984, there's a s i g n i f i c a n t increase 

i n f l u i d withdrawals from the r e s e r v o i r . 

Now, my next concentration of data p o i n t s begins 

i n about 1992, and you can see t h a t there has been 

s i g n i f i c a n t pressure decline i n t h i s p o r t i o n of the 

r e s e r v o i r caused by the increased f l u i d withdrawals. This 

i s not a regression-analysis l i n e through the data, i t ' s 

simply a — my i n t e r p r e t a t i o n of the type of d e c l i n e t h a t 

has occurred. 

The l a s t p o i n t p l o t t e d on t h i s E x h i b i t 27 i s 

s i g n i f i c a n t t o us, and i t ' s f a r down i n the r i g h t - h a n d 

corner of t h i s graph. I t ' s labeled as Savannah State 

Number 2, an average of two bottomhole pressures recorded -
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- static bottomhole pressures recorded on our completion 

t e s t of t h i s w e l l i n August of 1996. 1174 pounds average, 

s i g n i f i c a n t l y below what we would have expected a t t h i s 

p o i n t i n time i n t h i s r e s e r v o i r . 

And I contend t h a t t h i s i s a r e s u l t of excessive 

f l u i d withdrawals i n t h i s p o r t i o n of the r e s e r v o i r . As you 

r e c a l l , the Savannah State lease i s near the edge of the 

r e s e r v o i r . I t i s s i g n i f i c a n t l y impacted by excessive f l u i d 

withdrawals, and I submit t h a t we have been damaged as a 

r e s u l t of t h a t . 

Q. I d i r e c t your a t t e n t i o n , Mr. Beamer, t o E x h i b i t s 

29 and 30. 

A. Twenty-nine and 30 are simply a t a b u l a t i o n of the 

record p l o t t e d i n E x h i b i t 27. E x h i b i t 29 i s a 

c h r o n o l o g i c a l record of the pressures taken f o r t h i s 

township, and then Section 30 [ s i c ] , I simply have s o r t e d 

the data by s e c t i o n and then by c h r o n o l o g i c a l order f o r 

each s e c t i o n . Again, these are the data p o i n t s p l o t t e d i n 

E x h i b i t Number 27. 

Q. On behalf of Conoco, have you as a r e s e r v o i r 

engineer examined the data i n r e l a t i o n t o the Joyce Federal 

spacing u n i t and what i f any e f f e c t may have been caused on 

t h a t spacing u n i t by the excessive production i n the 

v i o l a t i o n area j u s t t o the north? 

A. Yes, I have. 
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Q. Let's turn to Exhibit 31 and have you show what 

the — have you t e l l us what t h i s p l o t shows. 

A. I've prepared a p l o t i n E x h i b i t 31 of — 

comparing the Conoco production h i s t o r y i n our Joyce 

Federal spacing u n i t , which i s i n the northwest of Section 

32, compared t o the immediately o f f s e t t i n g p r o r a t i o n u n i t 

i n southwest 29, operated by Yates Petroleum. 

Conoco's production i s shown i n the heavy shaded 

l i n e . The Yates production from the southwest s e c t i o n of 

29 i s shown w i t h the l i n e connected t o the open t r i a n g l e s . 

Again, we see t h a t the Conoco pr o d u c t i o n appeared 

t o have est a b l i s h e d a — roughly a 4 0-percent d e c l i n e 

f o l l o w i n g the completion of the second w e l l i n t h a t 

p r o r a t i o n u n i t and was f o l l o w i n g t h a t e s t a b l i s h e d d e c l i n e 

f o r a p e r i o d of about s i x or seven months. 

The f o u r t h w e l l i n the Yates p r o r a t i o n u n i t , i n 

the southwest of 29, was d r i l l e d and completed i n mid-year 

1995 and produced a t excessive — t h a t p r o r a t i o n u n i t then 

produced a t excessive rates throughout the remainder of the 

year, a t which time i t began experiencing i n t e r f e r e n c e 

e f f e c t s and began a very steep n a t u r a l d e c l i n e f o r t h a t 

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

Early 1996, there i s a departure noted i n our 

40-percent d e c l i n e performance, which can be a t t r i b u t e d t o 

t h i s i n t e r f e r e n c e e f f e c t from the o f f s e t t i n g p r o r a t i o n 
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unit. 

Q. The change i n decline goes from 40 percent t o 75 

percent? 

A. Yes. 

Q. Have you q u a n t i f i e d the s i g n i f i c a n c e of t h a t 

i n t e r f e r e n c e ? 

A. That r e l a t e s t o a d i f f e r e n c e i n u l t i m a t e recovery 

of about 160,000 b a r r e l s of o i l . 

Q. I s i t possible f o r Conoco t o recoup those l o s t 

reserves? 

A. From my a n a l y s i s , the only way we could recoup 

t h a t would be i f we could somehow f l a t t e n our pr o d u c t i o n 

r a t e d e c l i n e t o about 25 t o 30 percent and hold t h a t 

constant. 

I don't see t h a t as being p r a c t i c a l , because t o 

do t h a t , f i r s t of a l l , would r e q u i r e a s h u t - i n of the 

o f f s e t t i n g p r o r a t i o n i n g u n i t s f o r some p e r i o d of s i x years 

or more, and there's no guarantee t h a t we would ever get up 

t o t h a t f l a t a d e c l i n e . I don't see i t as being p r a c t i c a l 

t o ever recoup i t s l o s t production, j u s t because of the 

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

Pressure de c l i n e i n t h i s r e s e r v o i r l i m i t s our 

capacity t o produce a t higher r a t e s . 

Q. Have you estimated the number of months t h a t 

Yates w i l l have t o be s h u t t i n g i n the produc t i o n i n the 
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southwest quarter of Section 23 — 

A. Of 29? 

Q. I'm so r r y , of 29, i n order t o make up the 

overproduction? 

A. I d i d , and i t ' s a very short time. That u n i t , i n 

f a c t , by now could w e l l be i n compliance. But as of J u l y 

the 1 st, I estimated t h a t a 2-1/2-month s h u t - i n would b r i n g 

t h a t u n i t i n t o compliance. 

Q. Would t h a t be a long enough p e r i o d f o r Conoco t o 

recoup any of the l o s t reserves? 

A. No, i t would not. 

Q. Describe f o r me t h i s pressure r e l a t i o n s h i p i n the 

r e s e r v o i r and the impact of the advantage t h a t Yates has 

gained by overproducing t h e i r spacing u n i t s a t a p o i n t i n 

time t h a t t h a t occurred i n r e l a t i o n t o what you're able t o 

do now. 

A. Our w e l l s ' producing capacity are r e l a t e d t o the 

a v a i l a b l e pressure drop w i t h i n our drainage area. Pressure 

drop i s r e l a t e d t o s t a t i c r e s e r v o i r pressure. 

We have l o s t r e s e r v o i r pressure due t o the 

excessive production, which means t h a t the a v a i l a b l e 

pressure drop t o support our production i s less than i t 

could have been. That e s s e n t i a l l y i s the primary problem. 

We cannot a t t a i n maximum producing r a t e s t h a t we might 

otherwise have had. 
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Q. What i s your p o s i t i o n as a r e s e r v o i r engineer 

concerning Yates' request f o r higher allowables i n North 

Dagger Draw? 

A. My p o s i t i o n i s t h a t yes, Yates does have some 

w e l l s capable of producing a t very high r a t e s . I do 

contend t h a t when a d d i t i o n a l straws are placed i n t o these 

p r o r a t i o n u n i t s where these h i g h - r a t e w e l l s e x i s t , they 

w i l l see very r a p i d i n t e r f e r e n c e e f f e c t s , and I cannot 

b e l i e v e t h a t those r a t e s would be sustained. 

Q. What's your recommendation t o the Commission? 

A. My recommendation t o the Commission i s t o take 

a c t i o n and impose the proper p e n a l t i e s on the o f f e n d i n g 

excessive-produced u n i t s , shut them i n t o b r i n g them i n t o 

compliance, and r e t a i n the e x i s t i n g pool r u l e s . 

Q. I d i r e c t your a t t e n t i o n now t o South Dagger Draw, 

and have you look a t t h a t e x h i b i t set. Your f i r s t e x h i b i t , 

I b e l i e v e , i s Number 8. 

When we look a t the package of e x h i b i t s t h a t are 

i n the binder — 

A. Yes. 

Q. — s t a r t i n g w i t h E x h i b i t 8 through 25, what are 

we seeing here, Mr. Beamer? 

A. Okay, f i r s t of a l l , my p r e p a r a t i o n of 

documentation f o r South Dagger draw i s not n e a r l y as 

complete as I've done f o r North Dagger Draw. 
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These exhibits are production history plots taken 

from a D w i g h t ' s database of the a v a i l a b l e p r o d u c t i o n 

h i s t o r y . The most recent h i s t o r y a v a i l a b l e i s through 

A p r i l of 1996. 

And i t ' s simply a documentation of the a c t u a l 

o i l , gas and water production h i s t o r y , p l o t t e d as d a i l y 

average production r a t e s versus time, f o r the given spacing 

u n i t s , which w i l l r e l a t e , I b e l i e v e , t o our South Dagger 

Draw E x h i b i t Number 1. 

I n South Dagger Draw, as you r e c a l l , our 

p r o r a t i o n u n i t s are 320-acre spacing, and i n some cases you 

w i l l see t h a t they run north-south u n i t s versus east-west 

u n i t s . 

Let's look a t E x h i b i t 8, f o r instance, which 

covers the west h a l f of Section 34, Township 20 South, 

Range 24 East. On our E x h i b i t 1, t h a t would be t h i s 

p r o r a t i o n here, Mr. Weiss. 

And as you can see, t h i s e x h i b i t was taken from a 

hearing presented i n September of 1995, before t h i s Yates 

Diamond w e l l was even d r i l l e d , so t h a t t h i s e x h i b i t does 

not include t h a t w e l l as a u n i t w i t h i n the South Dagger 

Draw f i e l d . But i n f a c t , i t i s completed i n t h i s formation 

and i t w i l l be included — i t w i l l be p u l l e d i n t o t h i s 

u n i t , i f i t hasn't already been done so. But t h a t i s the 

p r o r a t i o n u n i t t h a t I'm r e f e r r i n g t o i n E x h i b i t 8. 
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And then i n successive e x h i b i t s we're simply 

documenting the production h i s t o r y f o r each p r o r a t i o n u n i t . 

I have i d e n t i f i e d only two p r o r a t i o n u n i t s t h a t I could see 

t h a t have v i o l a t e d the e x i s t i n g pool r u l e s of 1400 b a r r e l s 

of o i l per day production l i m i t f o r the 320-acre-spaced 

u n i t , one of which we can see i n E x h i b i t Number 22, which 

i s a Marathon-operated u n i t i n the west h a l f of Section 12 

of 21 South, 23 East, which i s t h i s u n i t here. Four w e l l s 

have been d r i l l e d on t h a t u n i t . 

You can see the s t a i r s t e p nature of the 

p r o d u c t i o n response when each w e l l i s brought on. These 

w e l l s also tend t o d e c l i n e q u i t e r a p i d l y , and t h i s u n i t , 

although i t d i d — i t appears t o have produced i n excess of 

the allowable r a t e f o r a period of maybe f i v e or s i x 

months, i s now below t h a t allowable r a t e and w i l l soon be 

i n compliance. 

I thought I remembered — Oh, I'm s o r r y , E x h i b i t 

19 i s also a p r o r a t i o n u n i t which appears t o have v i o l a t e d 

the allowable r a t e of 14 00 b a r r e l s a day, beginning i n 

e a r l y 1996. Again, t h i s i s a Marathon-operated u n i t i n the 

west h a l f of Section 2, on the west edge of the South 

Dagger Draw u n i t . 

And again, very b r i e f l y , f o r one month p e r i o d i n 

mid-1995, a w e l l was completed which brought t h a t u n i t 

above the allowable, but r a p i d l y d e c l i n i n g below i t . And 
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then when they — i t looks l i k e the f o u r t h w e l l i n t h a t 

u n i t was brought on, they have exceeded t h a t a l lowable r a t e 

and have continued t o do so through the pr o d u c t i o n h i s t o r y 

a v a i l a b l e . I t ' s obvious t h a t t h i s w e l l i s on a r a p i d 

d e c l i n e — or t h i s u n i t i s i n a r a p i d d e c l i n e . I t w i l l 

soon be i n compliance. 

Q. The source of the data f o r E x h i b i t s 8 through 25 

i s i n a l l instances Dwight 's? 

A. Yes. 

Q. A l l r i g h t , s i r . Let's t u r n t o E x h i b i t 26. 

A. E x h i b i t 26 i s a s i m i l a r performance h i s t o r y p l o t 

of the South Dagger Draw f i e l d , again a t a common datum of 

4000 f e e t subsea. And again, excuse me f o r not having t h i s 

on production p l o t , but i f you look back a t E x h i b i t Number 

25 — Oh, my — 

MR. CARR: Twenty-eight. 

THE WITNESS: Twenty-eight. I'm s o r r y , look 

forward t o E x h i b i t Number 28, which i s the complete 

produ c t i o n h i s t o r y of the South Dagger f i e l d . We can see 

t h a t t h e r e was a moderate de c l i n e i n r e s e r v o i r pressure 

through the p e r i o d of e a r l y 1960s through mid- — or 

through the mid-Seventies, a t which time you can see the r e 

were very l i t t l e f l u i d withdrawals taken from the f i e l d . 

Beginning i n 1990, of course, you can see the 

w e l l count i n c r e a s i n g r a p i d l y , as w e l l as the o i l r a t e . 
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And then the more recent pressure history available in 1992 

shows a s i g n i f i c a n t pressure d e c l i n e as a r e s u l t of those 

added f l u i d s withdrawn, again, j u s t showing the nature, 

t h a t t h i s i s a r e s e r v o i r t h a t i s i n h y d r a u l i c communication 

throughout the f i e l d , i n my opinion. 

Q. (By Mr. K e l l a h i n ) What do we see when we look a t 

E x h i b i t 27? Twenty-seven was the t a b u l a t i o n ? 

A. Twenty-seven i s the t a b u l a t i o n of the data 

presented i n 26. 

Q. Okay. What are your recommendations t o the 

Commission w i t h regard t o Yates' proposal i n South Dagger 

Draw? 

A. We do not support the recommendation f o r higher 

allowables. 

We bel i e v e t h a t the c u r r e n t allowable i s adequate 

t o provide operators w i t h s i g n i f i c a n t p roduction c a p a c i t y 

t o recover the reserves i n these u n i t s w i t h i n a reasonable 

p e r i o d of time. 

MR. KELLAHIN: That concludes my examination of 

Mr. Beamer. 

We move the i n t r o d u c t i o n of h i s E x h i b i t s 10 

through 31 i n the North Dagger Draw case and E x h i b i t s 8 

through 28 i n the South Dagger Draw case. 

CHAIRMAN LEMAY: Those E x h i b i t s w i l l be entered 

i n t o the record without o b j e c t i o n . 
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Mr. Carr? 

MR. CARR: Thank you, Mr. LeMay. 

Mr. Beamer, I ' l l t r y not t o extend t h i s i n t o your 

r e t i r e m e n t . 

CROSS-EXAMINATION 

BY MR. CARR: 

Q. I ' d l i k e t o i n i t i a l l y review w i t h you j u s t 

several t h i n g s t o be sure I again understand where we're i n 

agreement and where we d i f f e r . 

A. Yes. 

Q. And during Mr. Patterson's testimony, we made 

some references t o the testimony, presented i n 1991, of 

Clyde F i n l e y . 

A. Okay. 

Q. He was your predecessor, was he not, i n Conoco 

who had r e s p o n s i b i l i t y f o r Dagger Draw? 

A. He was our production engineer a t handling the 

Dagger Draw area, yes, t h a t ' s r i g h t . 

Q. Back i n 1991, Mr. Fin l e y t e s t i f i e d t h a t i n Dagger 

Draw w e l l s we're d r a i n i n g less than 160 acres. Now, are we 

i n agreement t h a t t h a t i s s t i l l a t r u e statement? 

A. Yes. 

Q. And he presented some data t h a t s a i d some were 

d r a i n i n g as l i t t l e as 52 acres. I assume we're i n 

agreement on t h a t too. He d i d n ' t say every, he s a i d some. 
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A. Yeah, t h a t ' s reasonable. 

Q. Mr. Fi n l e y also t e s t i f i e d t h a t based on h i s 

knowledge of the r e s e r v o i r a t t h a t time, a d d i t i o n a l w e l l s 

were a c t i n g almost independently of o r i g i n a l w e l l s on 

spacing u n i t s and t h a t the new w e l l s were i n f a c t o f t e n 

b e t t e r than the o r i g i n a l w e l l on a 160-acre t r a c t . Do we 

disagree on t h a t today? 

A. I don't t h i n k so. 

Q. And we have a d d i t i o n a l w e l l s d r i l l e d on 160s t h a t 

can come i n and i n f a c t produce b e t t e r than the o r i g i n a l 

w e l l i n the u n i t ? He said t h a t . Do you q u a r r e l w i t h t h a t 

today? 

A. I don't t h i n k I f i n d q u a r r e l w i t h t h a t . 

Q. And I t h i n k we're i n agreement on h i s statement 

t h a t a t very r a p i d r a t e s we tend t o get b e t t e r water cu t s . 

That's — Those were h i s words, but — 

A. I don't t h i n k anyone w i l l o b j e c t t o t h a t . 

Q. Do you see — Mr. F i n l e y s a i d he saw no evidence 

of the development of a secondary gas cap i n the r e s e r v o i r . 

Do you see that ? 

A. No, I don't t h i n k we see t h a t . 

Q. So on those p o i n t s so f a r , we're s t i l l i n accord? 

A. Yes. 

Q. He also s t a t e d t h a t pressure data showed t h a t 

w i t h higher r a t e s and increased withdrawals t h e r e was no 
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negative impact on c o r r e l a t i v e r i g h t s . My understanding 

i s , we disagree on t h a t p o i n t today? 

A. Well, f o l l o w i n g f i v e years of pr o d u c t i o n h i s t o r y , 

I t h i n k i t ' s evident t h a t there can be s i g n i f i c a n t pressure 

d e c l i n e , yes. 

Q. Do we d i f f e r on our i n t e r p r e t a t i o n s t h a t we see a 

r e s e r v o i r t h a t i s compartmentalized? 

A. I t h i n k b a s i c a l l y , our g e o l o g i s t agreed on the 

o v e r a l l i n t e r p r e t a t i o n of the r e s e r v o i r . 

Q. And w i t h the data t h a t we have, do you know of 

any way we can determine the size or the l o c a t i o n of the 

i n d i v i d u a l compartments w i t h i n the r e s e r v o i r ? 

A. Not t o my knowledge. 

Q. Okay. When I look — I n i t i a l l y , you t e s t i f i e d 

about Mr. Fant's E x h i b i t 15, the four — 

A. Yes, s i r . 

Q. — w e l l s on a spacing u n i t . I f I look a t t h a t 

e x h i b i t , i t appears t o me t h a t even w i t h your d e c l i n e 

curves on i t , the w e l l s t h a t — second and t h i r d w e l l s 

s t i l l add about 250,000 a d d i t i o n a l b a r r e l s of o i l — 

A. Yes, s i r . 

Q. — t o the u l t i m a t e recovery from t h a t u n i t — 

A. Yes. 

Q. — i s t h a t correct? 

A. Yes. 
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Q. And when you look a t these, you see t h a t the 

t h i r d and f o u r t h w e l l s may not perform q u i t e as w e l l as the 

e a r l i e r w e l l s on the u n i t . I s t h a t what t h i s e x h i b i t — 

the way you put your decline curves on i t , i s t h a t what 

t h a t shows? 

A. I'm saying t h a t the t h i r d w e l l has reserves, 

probably 160,000 b a r r e l s . 

I'm saying the f o u r t h w e l l d i d not add 

s i g n i f i c a n t reserves. I t was an accelerated w e l l — 

a c c e l e r a t i o n recovery w e l l . 

Q. Did you compare these w e l l s — the l o c a t i o n of 

these w e l l s t o where the are located i n the formation? 

A. No, I d i d not have a t my disposal l a s t evening t o 

do t h a t . I t h i n k , i f I remember t h i s area — 

Q. Do you have a copy of Mr. Hardie's E x h i b i t Number 

1, the isopach? 

A. Yes. E x h i b i t Number 1? 

Q. Yes, s i r . I f you look a t E x h i b i t Number 1 and 

focus on the southwest of Section 29 — 

A. Yes. 

Q. — you can see the w e l l spots t h a t are i n d i c a t e d 

i n t h a t t r a c t , can you not? 

A. Yes. 

Q. And i f we look a t t h i s t r a c t , the Boyd 2 i s the 

f i r s t w e l l t h a t was d r i l l e d ; i s t h a t r i g h t ? 
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A. That's t h a t h i s t o r y t h a t I'm not sure on. 

Q. I f the — And you can c o r r e c t t h i s i f you want, 

but i f the w e l l s were d r i l l e d , Boyd Number 2, Boyd Number 

4, and then we drop down t o the south and I t h i n k i t 1 s — 

A. Aspden 1. 

Q. — Aspden 1 — 

A. One. 

Q. — and then Aspden 2? 

A. Yes, and I t h i n k the Aspden 2 was the l a s t w e l l 

d r i l l e d on t h a t u n i t . 

Q. I t i s i n a t h i n n e r p o r t i o n of the r e s e r v o i r , i s 

i t not? 

A. I t i s . 

Q. And the l a s t two w e l l s , i n f a c t , were d r i l l e d i n 

t h i n n e r and poorer p o r t i o n s of the r e s e r v o i r , are they not? 

A. Not necessarily poorer. You can see t h e i r 

response from the f o u r t h w e l l d r i l l e d . I t was a very good 

w e l l . I t d i d encounter what appears t o be good r e s e r v o i r 

rock, even though i t was t h i n n e r . 

Q. Okay. But i t i s a t h i n n e r p o r t i o n of the 

r e s e r v o i r ? 

A. Yes. 

Q. A l l r i g h t . So the poorer w e l l s , or the w e l l s 

t h a t c o n t r i b u t e d the l e a s t , were i n the t h i n n e r p a r t , no 

matter what was i n t h a t t h i n n e r s e c t i o n . 
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A. They're not necessarily poorer wells. 

Q. But they c o n t r i b u t e d less o v e r a l l than the 

o r i g i n a l w e ll? 

A. They impacted our u n i t t o a gr e a t e r e x t e n t . 

Q. Let's go now t o your E x h i b i t Number 27. And I 

guess we need t o again look a t these i n c o n j u n c t i o n w i t h 

28. 

A. And my E x h i b i t 27? 

Q. Yes. 

A. The pressure? 

Q. And then the f o l l o w i n g e x h i b i t , which shows the 

produc t i o n curves. 

A. Yes. 

Q. Okay. I f we look at E x h i b i t 27, t h i s i s the 

pressures you see i n the North Dagger Draw Pool since 1962 

through b a s i c a l l y — 

A. North Dagger Draw Pool, only w i t h i n Township 19 

South, 25 East. 

Q. Okay. And so what we are l o o k i n g a t here i s 

evidence t h a t back i n 1962 we were close t o o r i g i n a l 

r e s e r v o i r pressure, about 3 000 pounds? 

A. Yes. 

Q. And as we go forward, we get t o a f a i r l y steady 

d e c l i n e u n t i l about 1984? 

A. Yes. 
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Q. And then i t drops and we have a c l u s t e r of 

p o i n t s — 

A. Yes. 

Q. — 1993 through 1995? 

A. Yes. 

Q. Now we're looking a t the same p r o p e r t i e s , are we 

not, when we look a t E x h i b i t Number 2 8? 

A. Yes. 

Q. And what you're showing on E x h i b i t 28 i s the 

withdrawal, a c t u a l l y , from t h i s area? 

A. Yes. 

Q. This E x h i b i t 28 i s a l o g a r i t h m i c p l o t , i s i t not? 

A. Yes. 

Q. So when we look at t h i s and we see the production 

take o f f , say, i n 1984, and we compare t h a t t o the 

increases t h a t we see, say, i n 1989 through 1991 — 

A. Uh-huh. 

Q. — a c t u a l l y from 1989 t o 1991, we're seeing about 

te n times as much of an increase as we see i n 1984; i s n ' t 

t h a t r i g h t ? 

A. Yes. 

Q. I t ' s j u s t a f u n c t i o n of the k i n d of p l o t we've 

u t i l i z e d here; i s n ' t t h a t correct? 

A. Yes. 

Q. And so what we r e a l l y see i s a tremendous 
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increase i n production 1989, 1991, 1993, i n t h a t time 

frame; i s n ' t t h a t r i g h t ? 

A. Yes. 

Q. Okay. And so what we see i n the area t h a t you've 

selected i s a f a i r l y steady d e c l i n e , and then the p o i n t s 

drop down here t o the c l u s t e r s shown i n 1993 and 1995? 

A. Yes. 

Q. I f you take j u s t those p o i n t s i n 1993 and 1995, 

you r e a l l y don't see t h a t c o n t i n u a t i o n of d e c l i n e , do you? 

A. There's not enough h i s t o r y . 

Q. So we've j u s t got a c l u s t e r of p o i n t s around 2000 

pounds, somewhere i n t h a t nature, s l i g h t l y above? 

A. Yes. 

Q. And so t h a t i s r e a l l y not markedly d i f f e r e n t than 

what we see when we look a t Mr. Fant's E x h i b i t Number 16? 

We see a c l u s t e r of p o i n t s i n 1991, 1993 through 1995. Did 

you want t o see i t ? 

A. Well, they're probably, h o p e f u l l y , the same 

pressure p o i n t s , p o s s i b l y taken t o a d i f f e r e n t datum. 

Q. But when we p l o t the de c l i n e and continue i t o f f 

as i f there's a b i g drop from 1982 and continue i t 

forward — r e a l l y the p l o t s up there are s c a t t e r e d i n 1993 

t o 1995 — i t ' s hard t o look at t h a t alone and see i f we're 

c o n t i n u i n g t o drop or i f we're ho l d i n g a t about 2000 

pounds? 
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A. From t h i s data you cannot make t h a t statement. 

Q. We do have one p o i n t t h a t ' s o f f the bottom of the 

c h a r t . That's the Savannah State Number 2, i s i t not? 

A. Yes. 

Q. That was r e c e n t l y d r i l l e d by — 

A. — Conoco. 

Q. — Conoco? 

A. Yes, s i r . 

Q. That p o i n t , I bel i e v e you i n d i c a t e d , showed the 

r e s u l t s of excessive f l u i d withdrawal; i s t h a t — 

A. That's my i n t e r p r e t a t i o n . 

Q. Now, i f we take out E x h i b i t Number 8, i f we take 

t h i s one out — t h i s i s Mr. Hardie's E x h i b i t Number 8 — 

the Savannah Number 2 i s the w e l l i n the upper l e f t - h a n d 

corner of the block on t h i s e x h i b i t , a t the bottom marked 

29; i s t h a t not correct? 

A. Yes. 

Q. I f we f i r s t compare t h a t w i t h E x h i b i t Number 1, 

i s n ' t the Savannah Number 2 i n a — again, a t h i n n e r 

s e c t i o n than even the Savannah Number 1, the w e l l 

immediately o f f s e t t i n g i t t o the east? 

A. Yes. 

Q. Now, we can't t e l l what the si z e of the pod might 

be i n which the Savannah Number 2 i s located , can we? 

A. No. 
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Q. And we can't tell what other wells might be 

included w i t h the Savannah Number 2 i n t h a t pod; i s t h a t 

r i g h t ? 

A. Not a t t h i s stage. 

Q. I t might be i n a pod w i t h the Savannah Number 1 

t o the east; i s n ' t t h a t r i g h t ? 

A. I t could be, but Mr. Fant showed yesterday t h a t 

t h a t probably i s d r a i n i n g a very small area of 29 acres. 

Q. I t might be i n a pod w i t h the Boyd 6, the o f f s e t 

due n o r t h ; i s n ' t t h a t correct? 

A. I t could be, yes. 

Q. Or i t might be i n a pod w i t h the Joyce w e l l , the 

immediate o f f s e t t i n g w e l l t o the west; i s n ' t t h a t r i g h t ? 

A. I t could be. 

Q. And i t ' s experienced, I t h i n k you s a i d , excessive 

f l u i d withdrawal? 

A. I t ' s experienced excessive pressure d e c l i n e . 

Q. I f i t ' s from the Boyd 6 — t h a t ' s the spacing 

u n i t due n o r t h , the w e l l due nor t h of i t — 

A. Uh-huh. 

Q. — the Yates w e l l . 

A. Yes. 

Q. I f we look at E x h i b i t Number 8, t h a t ' s on a 

spacing u n i t t h a t according t o Mr. Hardie i s going t o 

recover only 1.2 6 times the reserves t h a t are o r i g i n a l l y 
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under it; isn't that right? 

A. Yes. 

Q. And i f i t ' s being drained by the Joyce w e l l o f f 

t o the west, t h a t ' s from a u n i t t h a t ' s operated by Conoco, 

I b e l i e v e , t h a t ' s going t o produce 1.48 times what's under 

i t s t r a c t ; i s t h a t r i g h t ? 

A. Yes, yes. 

Q. Bottom l i n e i s , we don't know why t h a t w e l l i s 

a c t u a l l y a t t h a t low pressure, do we? 

A. Well, we know t h a t there have been f l u i d s 

withdrawn. I t i s i n communication w i t h some p o r t i o n of 

t h i s r e s e r v o i r . 

Q. And we don't know where? 

A. No. 

Q. Okay. I f we keep the r u l e s e x a c t l y as they are, 

t h a t 700-barrel-a-day allowable per 160, t h e r e are c e r t a i n 

r e c e n t l y d r i l l e d w e l l s t h a t are going t o have t o be 

r e s t r i c t e d ; i s n ' t t h a t correct? 

A. Yes, or cannot be d r i l l e d u n t i l they — Yeah, 

t h a t ' s c o r r e c t . 

Q. Does Conoco operate any of those r e c e n t l y d r i l l e d 

b e t t e r w e l l s t h a t — 

A. No. 

MR. CARR: That's a l l I have. 

CHAIRMAN LEMAY: A d d i t i o n a l questions of the 
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witness? 

Yes, s i r , Mr. Bruce? 

EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Beamer, there are — I don't have a map i n 

f r o n t of me. There are numerous w e l l u n i t s which have 

u n d r i l l e d l o c a t i o n s on them because of one or two w e l l s i n 

t h a t u n i t which are producing the allowables; i s t h a t 

c o r r e c t ? 

A. Yes. 

Q. Now, i f these u n d r i l l e d l o c a t i o n s are o f f s e t by 

w e l l s outside of t h a t w e l l u n i t , which are producing a t the 

700-barrel-a-day allowable, are those u n d r i l l e d l o c a t i o n s 

s u f f e r i n g drainage? 

A. They could be, as a r e s u l t of pressure d e c l i n e , 

yes. 

Q. How could you t e l l ? 

A. Pardon? 

Q. How could you t e l l i f they were s u f f e r i n g 

drainage? 

A. Well, you d r i l l the w e l l and measure the 

bottomhole pressure, f o r one. 

I mean, u n t i l the l o c a t i o n i s d r i l l e d you can't 

t e l l . 

MR. BRUCE: Thanks. 
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CHAIRMAN LEMAY: Additional questions? 

Commissioner Bailey? 

EXAMINATION 

BY COMMISSIONER BAILEY: 

Q. Does Conoco use sal t w a t e r d i s p o s a l w e l l s t h a t are 

i n j e c t e d i n t o the formation? 

A. No. 

Q. None of your s a l t w a t e r disposal w e l l s i n j e c t i n t o 

the ~ 

A. None i n t o the producing formation. 

Our s a l t w a t e r disposal goes i n t o Devonian 

for m a t i o n , which i s s i g n i f i c a n t l y deeper than the producing 

h o r i z o n , yes. 

Q. For those other s a l t w a t e r disposal w e l l s w i t h i n 

the pools t h a t are i n j e c t i n g i n t o the formation, do you see 

a s i g n i f i c a n t impact on the pressures or the recovery? 

A. I q u i t e honestly am not aware of any w e l l s 

i n j e c t i n g i n t o the producing formation, other than what 

Yates might be doing i n t h e i r p i l o t w a t e r f l o o d p r o j e c t . At 

t h i s moment, I can't t h i n k of a disposal w e l l i n t o t he 

formati o n , i n t o the producing formation. 

Q. Can you speculate as t o what impact t h a t may have 

on the recovery? 

A. I t could be d e t r i m e n t a l t o the recovery. I t h i n k 

w i t h the nature of t h i s r e s e r v o i r , w i t h some high vugular 
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developed systems, high vugs, high f l o w channels, t h a t i f 

you s t a r t i n j e c t i n g water i n t o t h i s r e s e r v o i r you w i l l 

c y c l e water from w e l l t o w e l l , and you could u l t i m a t e l y 

damage the recovery. That's why we are not i n t e r e s t e d i n 

doing any wa t e r f l o o d work i n t h i s area. 

Q. Maybe you can help me put together a few of these 

e x h i b i t s . 

A. Okay. 

Q. E x h i b i t Number 8 and E x h i b i t 31. 

A. I've got mine so out of order — 

Q. Okay, 31 i s the North Dagger Draw Cisco — 

A. Okay, I ' l l see i f I can f i n d t h a t one. Yes. 

Q. E x h i b i t 31 i n d i c a t e s t h a t i t was d e c l i n i n g a t a 

40-percent d e c l i n e r a t e . 

A. Yes. 

Q. And then changed t o a 75-percent d e c l i n e r a t e . 

A. Yes. 

Q. I s t h a t 4 0-percent decline r a t e t y p i c a l of what 

should be i n t h a t p a r t i c u l a r area, i n l i g h t of E x h i b i t 8? 

A. I n my opinion, i t i s , yes. That was the 

es t a b l i s h e d production decline f o r t h i s drainage area t h a t 

these w e l l s were d r a i n i n g , p r i o r t o i n t e r f e r e n c e . 

Q. Okay, so you're saying t h a t t h i s 40-percent 

d e c l i n e r a t e i s t y p i c a l of the other — 

A. No. 
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Q. — wells in that area? 

A. No, I'm not. Each w e l l and each p r o r a t i o n u n i t 

w i l l have i t s own p a r t i c u l a r d e c l i n e , depending upon the 

thickness of the r e s e r v o i r encountered, the p o r o s i t y , 

p e r m e a b i l i t y , the volume of o i l w i t h i n t h a t drainage 

system, the capacity t o produce. 

I t can become complicated, but each p r o r a t i o n 

u n i t , each w e l l , w i l l develop i t s own s p e c i f i c performance 

d e c l i n e . 

Q. And each one w i l l have a s p e c i f i c change i n the 

r a t e of d e c l i n e through time? 

A. Probably, yes. U n t i l they begin i n t e r f e r i n g w i t h 

each other, and then a t t h a t time you t y p i c a l l y w i l l see 

the i n t e r f e r i n g w e l l s a l l d e c l i n i n g at the same r a t e . 

Q. Now, I was j u s t s t i l l under the impression t h a t 

maybe 28 and 21 and 9 of the referenced p o r t i o n s of the 

E x h i b i t 8 may have a c t u a l l y b e n e f i t t e d because they're 

above 1.25. 

A. I t ' s possible. Again, the basic problem w i t h 

v o l u m e t r i c estimates are the parameters t h a t go i n t o the 

vo l u m e t r i c s , and these are r e l a t i v e numbers. I guess — 

Some of these areas have recovered more than what we say a 

1.25 base number might be. 

But again, f o r instance, i n Section 21 — I mean 

the reference t o Section 21 on E x h i b i t 8 was one of the 
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e a r l i e r producing p r o r a t i o n u n i t s i n t h i s f i e l d area and 

d i d probably d r a i n o i l from the east p r i o r t o the discovery 

of t h i s eastern area. 

Q. So i t works both ways? 

A. I t works both ways. 

COMMISSIONER BAILEY: That's a l l the questions I 

have. 

CHAIRMAN LEMAY: Commissioner Weiss? 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Yeah, t h i s issue of i n t e r f e r e n c e s might be i n the 

eyes of the beholder, i t appears t o me, from what I've 

heard here. And i s there a d e f i n i t i v e way t o p i n t h i s 

down, pressure t e s t i n g , m u l t i - w e l l pressure t e s t i n g , 

i n t e r f e r e n c e t e s t i n g ? Does t h a t give you an absolute look 

a t t h i s i n t e r f e r e n c e problem? 

A. I t could. We have not done t h a t . We've r e l i e d 

s t r i c t l y on an analysis of changing d e c l i n e r a t e s , you 

know, s i m i l a r t o what I've done, and I t h i n k Yates has done 

the same t h i n g , l o o k i n g a t i n t e r f e r e n c e e f f e c t s as 

i n d i c a t e d from the changing decline r a t e s . 

To my knowledge, Yates has not done pressure-

i n t e r f e r e n c e t e s t s , and I know t h a t we have not. 

Q. Would t h a t work, do you th i n k ? 

A. I t ' s possible t h a t i t could work. 
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COMMISSIONER WEISS: That's the only question I 

had. Thank you. 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Mr. Beamer, what do you t h i n k of the Yates 

f r a c t u r e closure theory where you had 3 000 pounds and then 

you s t a r t coming i n a t 2200 or 2300, the reason f o r t h a t 

being t h a t some of the f r a c t u r e s t h a t were open have 

closed, and t h e r e f o r e you've k i n d of compartmentalized the 

r e s e r v o i r a t t h a t p o i n t , because you've closed the 

fr a c t u r e s ? 

A. I don't t h i n k we support t h a t theory. For one 

t h i n g , we don't recognize t h a t the r e s e r v o i r i s t h a t 

s i g n i f i c a n t l y f r a c t u r e d . The vugular nature of i t provides 

the f l o w capacity, i n our opinion. 

Q. Okay. I n terms of — You mentioned i t would not 

be your o p i n i o n t o — or your recommendation, i f you were 

going t o stay w i t h Conoco, t o do any w a t e r f l o o d i n g i n t h i s 

f i e l d . How do you f e e l about i n j e c t i o n of carbon dioxide? 

A. Absolutely not. C02 i s too expensive, and i f a 

wa t e r f l o o d w i l l cycle through t h i s vugular system, we would 

end up c y c l i n g C02, and t h a t i s j u s t too expensive t o do. 

I've been personally involved i n a C02 p r o j e c t 

t h a t f a i l e d , and i t ' s not fun. Economically, i t ' s 

d i f f i c u l t t o approach a manager w i t h an uneconomic C02 
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flood. 

I would not ever propose a C02 p r o j e c t here. 

Q. Do you have any suggestions f o r g e t t i n g any more 

than — what, 12 t o 20 percent of the o i l i n place out of 

t h i s r e s e r v o i r ? 

A. At t h i s time, no, I do not. I t would be nice i f 

Yates can prove t h a t w a t e r f l o o d i n g does work. 

My an a l y s i s of i t i s t h a t t here have been so many 

f l u i d s withdrawn from t h i s r e s e r v o i r , t o r e b u i l d pressure 

t o any degree would r e q u i r e so much water, we don't have 

enough water a v a i l a b l e t o do i t , and we d i d not t h i n k we 

had enough — I t would be too expensive f o r us t o even 

begin developing the capacity r e q u i r e d t o i n j e c t . 

Our estimate was, i t would take 30,000 t o 40,000 

b a r r e l s of water per day t o even begin t o make an impact, 

and t h a t ' s not considering the c y c l i c nature t h a t would 

occur. 

We t h i n k we would have r a p i d breakthrough of 

water. 

Q. Since you're r e t i r i n g , I can ask you t o speculate 

a l i t t l e b i t here. Where i s a l l t h i s water leg? 

I f we see a r e l a t i v e l y narrow band of dolomite 

t h a t i s the r e s e r v o i r , we can't reach very f a r downdip 

southeast f o r i t . Do we have t o go along s t r i k e t o get i t ? 

A. That's something I ' d r a t h e r have the g e o l o g i s t 
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discussi It's difficult to interpret where all this water 

i s coming from, e s p e c i a l l y i n the gas cap. Gas cap 

product i o n comes w i t h very high water volumes. That's 

d i f f i c u l t t o — 

Q. Would you agree t h a t there i s some water d r i v e i n 

the I n d i a n Basin gas f i e l d i t s e l f ? 

A. I haven't looked a t t h a t production h i s t o r y t o 

say. 

My analysis of t h i s u n i t t e l l s me t h a t i f t h e r e 

i s any i n f l u x , i t i s very l i m i t e d . We might see i t a t the 

very t a i l end of t h i s production h i s t o r y . 

But a t t h i s time, there i s no evidence of any 

s i g n i f i c a n t pressure support. 

Q. There seems t o be watering out of w e l l s i n the 

In d i a n Basin f i e l d , i s the reason why I mention t h a t . 

A. Okay, I'm not aware of t h a t . 

Q. Well, do you want t o do any more s p e c u l a t i o n 

before we release you? 

A. No, I'm speculating whether I'm going t o make 

Midland i n time. 

CHAIRMAN LEMAY: Thank you very much, and good 

luck on your r e t i r e m e n t . We appreciate your testimony. 

Boy, t h a t ' s h i t t i n g i t p r e t t y good, huh? Twelve 

o'clock. 

Do you have any more witnesses? 
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MR. KELLAHIN: No, sir, that concludes our direct 

p r e s e n t a t i o n , Mr. Chairman. 

CHAIRMAN LEMAY: Would you r a t h e r sum i t up 

before we go t o lunch or — 

MR. KELLAHIN: I t h i n k Mr. Carr may have 

something else t o do here. 

MR. CARR: Mr. LeMay, I'm going t o request t h a t I 

be p e r m i t t e d t o r e c a l l Mr. Fant f o r some very b r i e f 

r e b u t t a l testimony. 

CHAIRMAN LEMAY: Well, we can — about how — Do 

we have some more testimony t h a t we're going t o be hearing 

here? 

I was j u s t t r y i n g t o gauge whether t o come back 

from lunch or whether t o — 

MR. CARR: I might suggest t h a t some people have 

some a i r l i n e — 

CHAIRMAN LEMAY: Do they? 

MR. CARR: — f l i g h t s they're t r y i n g t o make. 

CHAIRMAN LEMAY: Well, l e t ' s keep going. 

MR. CARR: Mr. Beamer i s one of them. 

CHAIRMAN LEMAY: Sure. Well, you bet. Let's 

j u s t keep going and — 

MR. KELLAHIN: I t would be our preference t o t r y 

t o f i n i s h i t up. 

CHAIRMAN LEMAY: Let's wind i t up. 
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MR. CARR: A l l r i g h t . At t h i s time we would 

r e c a l l Mr. Fant. 

ROBERT S. FANT. 

the witness h e r e i n , having been p r e v i o u s l y 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. CARR: 

Q. Mr. Fant, I would request t h a t you r e f e r t o what 

has been marked as Conoco E x h i b i t Number 6. 

A. Okay. 

Q. Can you i d e n t i f y t h a t f o r us so we know what 

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

A. I t ' s a map, a p l a t e n t i t l e d North Dagger Draw, 

Base Map Showing Allowable V i o l a t i o n s . 

Q. And on each of the t r a c t s , t h e r e i s a number of 

overproduction, i s there not? 

A. Yes, t h a t ' s c o r r e c t . 

Q. And what does t h a t number represent? 

A. B a s i c a l l y i t should represent the cumulative 

overproduction through — as i t was repor t e d by them, 

through 7 of 1996, a c t u a l l y through the month of June, up 

u n t i l the beginning of Ju l y . 

Q. Does i t have any r e l a t i o n s h i p t o the recoverable 

reserves t h a t were o r i g i n a l l y under t h a t i n d i v i d u a l t r a c t ? 

A. No. 
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Q. It's just simply a reflection of how much over 

the c u r r e n t 700-barrel-a-day allowable those i n d i v i d u a l 

p a r cels happen t o be; i s t h a t r i g h t ? 

A. Yes. I'd p o i n t out one minor problem i n t h e i r 

a n a l y s i s . They used the wrong number of days f o r a few 

months i n the l a t e r p a r t s of t h i s year, since February, and 

the northwest — the t r a c t number 1 on t h i s one t h a t they 

show w i t h 3179 b a r r e l s of overproduction was a t t h i s time 

underproduced, and i t s t i l l i s underproduced, and so i t ' s 

no longer i n t h a t s t a t u s . So i t would be a negative number 

also. 

Q. A l l r i g h t . Now, l e t ' s — But those are b a s i c a l l y 

s u b ject t o some mathematical c o r r e c t i o n s — 

A. Just math. 

Q. — u n i t s t h a t are overproduced? 

A. Yes. 

Q. Those numbers shown are only numbers t h a t show 

how much those u n i t s are overproduced, not what's under 

t h e r e , those t r a c t s i n the r e s e r v o i r ? 

A. Yeah, they have nothing t o do w i t h recovery of 

o i l ; they simply have t o do w i t h what's been recovered as 

against some mythical number or some — not a my t h i c a l 

number, but a number, 7 00 b a r r e l s a day. 

Q. A l l r i g h t , l e t ' s go t o E x h i b i t Number 7. Can you 

i d e n t i f y t h i s ? 
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A. Exhibit Number 7 is the volumetrics map, 0h, 

presented by Mr. Hardie, f o r the same basic area t h a t ' s 

shown i n the previous one, w i t h the overproduced area 

shaded i n yellow. 

Q. Mr. Hardie t e s t i f i e d t h a t he had used e l e c t r i c 

logs t o help prepare t h i s data; i s t h a t r i g h t ? 

A. Yes, he d i d . 

Q. How r e l i a b l e i s that? 

A. Well, i n my experience, t h a t was one of the f i r s t 

t h i n g s I learned i n t h i s f i e l d , was t h a t d e n s i t y neutron 

logs were i n c o r r e c t . And Mr. Hardie i n h i s d i r e c t 

testimony s p e c i f i c a l l y said t h a t imaging t o o l s are much 

b e t t e r . 

Most of these w e l l s do not have imaging logs. 

I've been working w i t h some people t o develop — you know, 

mostly through t h e i r minds, not n e c e s s a r i l y i n my mind, but 

t o u t i l i z e some a r t i f i c i a l - i n t e l l i g e n c e technology t o be 

able t o p r e d i c t what imaging logs would look l i k e f o r a 

w e l l where you d i d n ' t have imaging logs, you only had o l d 

ones. 

But what the imaging logs — one of the most 

powerful t h i n g s they show i s t h a t sometimes the p o r o s i t y — 

the t r u e p o r o s i t y i n the r e s e r v o i r i s sometimes two, 

sometimes even three times higher than what a r e g u l a r 

d e n s i t y neutron l o g reads. Okay? And t h a t ' s — You know, 
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and t h a t makes sense w i t h the amount of f l u i d s t h a t are 

being able t o be withdrawn. And they furthermore show t h a t 

i n some instances — and t h a t two t o three times can be f o r 

average over a w e l l . 

I n some areas, you have places where i t shows 

e s s e n t i a l l y zero — the density neutron shows zero 

p o r o s i t y . I n other words, w i t h a two-percent p o r o s i t y 

c u t o f f , i t would not be net pay, according t o t h i s map. 

But w i t h the imaging l o g or through the use of 

the a r t i f i c i a l i n t e l l i g e n c e , you can see t h a t oftentimes 

t h e r e i s p o r o s i t y there t h a t i s missed — t h a t secondary 

p o r o s i t y t h a t i s missed by the dens i t y neutron t o o l , which 

p r i m a r i l y i s designed t o measure primary p o r o s i t y . That's 

what Schlumberger — Those are the people we happen t o use. 

That's what they designed the t o o l t o do. 

And so w i t h i n t h i s map, i n many d i f f e r e n t areas, 

t h e r e would be many d i f f e r e n t areas where 0h i s even missed 

when you use conventional logs. And i t would be missed i n 

the areas t h a t have high p o r o s i t y , and i t would be missed 

i n the areas t h a t have low p o r o s i t y . So you cannot use 

de n s i t y neutron logs d i r e c t l y t o p r e d i c t cph per w e l l . I do 

not b e l i e v e you can do t h a t . 

Q. Wasn't the problem w i t h the r e l i a b i l i t y of t h i s 

l o g data discussed by Mr. Fin l e y i n 1991 i n t h i s hearing — 

i n t he r u l e hearing f o r Dagger Draw? 
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A. Yes, Mr. F i n l e y brought t h a t up i n 1991, t h a t 0h 

maps are q u i t e — not the 0h map, but p o r o s i t y values are 

q u i t e suspect. I n f a c t , he proposed j u s t adding 6-percent 

p o r o s i t y t o whatever the d e n s i t y neutron reads. I don't 

b e l i e v e t h a t ' s an accurate method of doing i t , because i n 

some w e l l s we see great secondary p o r o s i t y , i n other w e l l s 

we don't see great secondary p o r o s i t y . So you r e a l l y need 

t o look and t r y t o p r e d i c t what t h a t secondary p o r o s i t y i s , 

and we are working on — we have not f i n a l i z e d , but we are 

working on techniques t o do t h a t . 

Q. Let's go now t o E x h i b i t Number 8. 

A. Okay. 

Q. Would you i d e n t i f y that? 

A. This i s Conoco E x h i b i t Number 8, the v o l u m e t r i c -

versus-decline-curve reserve comparison. 

Q. Do you agree w i t h how the f a c t o r s t h a t are 

depicted on t h i s e x h i b i t were a c t u a l l y calculated? 

A. No, s i r , I'm r e a l concerned w i t h one and t h a t i s 

how t o c a l c u l a t e the water s a t u r a t i o n . Conoco was 

concerned and s a i d i t ' s a tough t h i n g t o do, and I admit 

t h a t . 

Conoco based i t upon a minus 4 3 50 subsea water-

o i l c ontact, and as I remember, t h a t Mr. Hardy 

ch a r a c t e r i z e d t h a t as the p o i n t at which below t h a t you 

don't get economic a d d i t i o n s of o i l , i t ' s uneconomic 
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essentially to perforate below that level. 

That's one d e f i n i t i o n of an o i l - w a t e r contact. I 

know a t l e a s t three others, okay? 

The p o i n t a t which you begin t o produce water i s 

one t h a t ' s bandied about f o r an o i l - w a t e r contact. Well, 

t h a t contact f o r t h i s f i e l d would t h e o r e t i c a l l y be 

somewhere above the f i e l d , because a l l w e l l s produce water. 

There's a p o i n t a t which you a b s o l u t e l y stop 

producing o i l . 

And then there i s another d e f i n i t i o n of o i l - w a t e r 

contact t h a t i s a very s c i e n t i f i c d e f i n i t i o n . I t ' s the 

p o i n t a t which you have zero c a p i l l a r y pressure. And the 

p o i n t a t which you have zero c a p i l l a r y pressure i s always 

the lowest, a b s o l u t e l y , mathematically the lowest of a l l of 

those c a l c u l a t i o n s , of a l l of those o i l - w a t e r contacts, the 

fou r d i f f e r e n t kinds t h a t we j u s t described. The one 

t h a t ' s s t r u c t u r a l l y lowest always i s the one w i t h zero 

c a p i l l a r y pressure. 

And t h a t i s the only one, t h a t d e f i n i t i o n , t h a t 

p o i n t of zero c a p i l l a r y pressure i s the only o i l - w a t e r 

contact t h a t can be used t o p r e d i c t the water s a t u r a t i o n as 

a f u n c t i o n of height above the o i l - w a t e r contact. When you 

do t h a t , when you p r e d i c t water s a t u r a t i o n as a f u n c t i o n of 

hei g h t above the o i l - w a t e r contact, t h a t o i l - w a t e r contact 

mathematically has t o be the p o i n t of zero c a p i l l a r y 
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pressure. 

And i t ' s sometimes 200 or 300 f e e t below the 

p o i n t where you stop making s i g n i f i c a n t amounts of o i l , 

because we have o i l s a t u r a t i o n i n the r e s e r v o i r a t t h a t 

p o i n t , so t o have o i l s a t u r a t i o n i n the r e s e r v o i r a t the 

p o i n t where we stop producing o i l , t h a t means we're — 

r e s i d u a l o i l s a t u r a t i o n i s r i g h t t h e r e . That p o i n t r i g h t 

t h e r e , by d e f i n i t i o n , has t o have c a p i l l a r y pressure, so 

t h a t ' s not a zero c a p i l l a r y pressure p o i n t . 

So i f you're not using the p o i n t of zero 

c a p i l l a r y pressure t o reference those c a l c u l a t i o n s from, 

they would be wrong. And what i t would cause t o happen i s 

t h a t the vol u m e t r i c — i t would cause the water s a t u r a t i o n 

t o be p r e d i c t e d too high and the vol u m e t r i c o i l recovery 

w i t h i n the u n i t t o be p r e d i c t e d too low. 

That's one of the problems t h a t ' s o c c u r r i n g . 

Q. Look a t t r a c t 18, r i g h t i n the middle. 

A. Tract 18, yes, s i r . 

Q. The bottom number, what does t h a t bottom number 

in d i c a t e ? 

A. The 2.56? 

Q. I'm sor r y , I don't have the e x h i b i t . 

A. Oh, I'm sorry. This 2.56 here? 

Q. There's an 1100 number. Do you know what t h a t 
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A. The 1100 number is what Conoco is describing as 

the estimated u l t i m a t e recovery from decline-curve 

a n a l y s i s . 

Q. And then the bottom number? 

A. And the bottom number i n red, 2.56 i s the r a t i o 

between the EUR reserve from decline-curve a n a l y s i s and the 

vo l u m e t r i c reserves t h a t they c a l c u l a t e d . 

Q. As you understand t h a t 2.56 number, what does 

t h a t show? 

A. Conoco i s saying here t h a t t h i s — these two 

w e l l s on t h i s spacing u n i t w i l l recover over 2.5 times what 

vo l u m e t r i c numbers would suggest t h a t they can recover. 

Q. Can you, by looking a t t h i s e x h i b i t , t e l l us 

where t h a t 2.5 times what was o r i g i n a l l y t h e r e i s coming 

from? 

A. Well, t h a t — Yeah, I looked a t t h a t , and i t ' s 

r e a l l y problematic, because you look t o the n o r t h , t h a t 

u n i t i s a t 2.32. To the northeast i t ' s 1.81. Now, over t o 

the r i g h t i n 19 i t ' s 1.2, which i s what they s a i d i t should 

be, you know, 1.2, 1.25. 

I n a l l d i r e c t i o n s , everything i s rec o v e r i n g 

b a s i c a l l y as much or more than they s a i d they were supposed 

t o do. But they've already — They're c l a i m i n g by t h i s 

t h a t t h a t ' s d r a i n i n g i t from somewhere, but i t doesn't look 

l i k e anything around i t i s being drained. 
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Q. Mr. Fant, when you look a t t h i s e x h i b i t and these 

numbers and look a t the preceding e x h i b i t and the 

c a l c u l a t i o n s t h a t have been u t i l i z e d , i n your o p i n i o n 

should these numbers be r e l i e d on as d e p i c t i n g what's 

a c t u a l l y going on i n the r e s e r v o i r ? 

A. No, s i r , the p o r o s i t y i s wrong, the h i s wrong, 

the s a t u r a t i o n s are wrong. 

B a s i c a l l y , the components t h a t went i n t o the 

an a l y s i s of v o l u m e t r i c a l l y recoverable reserves, the basic 

components t h a t went i n t o t h a t , every one of them i s very 

suspect. 

Q. Let's go t o Yates E x h i b i t 24, the curve on the 

Polo w e l l . 

A. Yes. 

Q. Mr. Hardie i n d i c a t e d he could see a d e c l i n e . Do 

you? 

A. Well, I see t h a t the w e l l was s t a b i l i z i n g over 

about the l a s t f i v e days a t about 1300 b a r r e l s a day. 

Mr. K e l l a h i n had t a l k e d t o me before t h a t , you 

know, has the s t a b i l i z e d ? He c o n t i n u a l l y asked me, had one 

s t a b i l i z e d ? Well, t h i s one was beginning t o . I t was 

producing — and I ' l l c a l l your a t t e n t i o n t o t h i s — i t was 

producing approximately 3 3 00 b a r r e l s of l i q u i d per day. 

The pressure i n the r e s e r v o i r and the pump could combine t o 

move 3300 b a r r e l s of l i q u i d t o the surface on — when we 
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went to turn the well off. 

Now, they have said t h a t we had — and Mr. Beamer 

used the words "pressure decline from o f f s e t w e l l s " . They 

sa i d t h a t the pressure had declined i n t h i s . 

I want t o c a l l your a t t e n t i o n t o the f a c t t h a t 

when we got the w e l l producing again, i t ' s producing 33- — 

i t dropped — i t was producing 2800 b a r r e l s of o i l and 

about 600 b a r r e l s of water, which i s 3400 b a r r e l s of 

l i q u i d . 

I n other words, the pressure i n the r e s e r v o i r was 

d e l i v e r i n g e x a c t l y the same amount of l i q u i d i n t o t h i s 

w e l l . And we were — And i t has t o be going against t h i s 

same pressure, because i f i t wasn't going i n the same 

pressure i n the wellbore, t h a t pump wouldn't be able t o 

l i f t t h a t much. This pump i s not supposed t o be able t o 

l i f t t h i s much as i t i s . I t ' s because there's a very high 

f l u i d l e v e l i n t h i s w e l l . 

The f l u i d l e v e l , when we turned i t on — or the 

bottomhole producing pressure, when we turned i t back on, 

i s the same as i t was before. The r e s e r v o i r pressure 

e s s e n t i a l l y has t o be the same as i t was before, because 

we're moving the same amount of l i q u i d , we're moving the 

same amount of f l u i d out of t h i s r e s e r v o i r . 

Q. Mr. Fant, i s i t f a i r t o say when you look a t t h i s 

graph you don't see a decline? 
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A. Absolutely not, when you analyze the total fluid. 

Q. Do you see p o t e n t i a l damage t o t h a t w e l l ? 

A. I t can r e a l l y only be explained as damage t o the 

w e l l . I t f a l l s back t o my statement yesterday t h a t you 

must take i n t o account a l l of the data on ev e r y t h i n g . 

MR. CARR: That concludes my r e d i r e c t of Mr. 

Fant. 

CHAIRMAN LEMAY: Mr. Kellahin? 

MR. KELLAHIN: No, s i r . 

CHAIRMAN LEMAY: Any other questions of the 

witness? 

Commissioner Bailey? 

COMMISSIONER BAILEY: No. 

CHAIRMAN LEMAY: Commissioner Weiss? 

COMMISSIONER WEISS: I have no questions. 

CHAIRMAN LEMAY: Nor do I . Thank you. 

Are we ready t o sum i t up? Are th e r e any other 

witnesses or — 

MR. KELLAHIN: I have a p o i n t of procedure, Mr. 

Chairman. 

CHAIRMAN LEMAY: Yes. 

MR. KELLAHIN: Mr. Carr announced a t the 

beginning of the hearing t h a t he was rep r e s e n t i n g Nearburg 

E x p l o r a t i o n Company — 

CHAIRMAN LEMAY: Yes. 
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MR. KELLAHIN: — i f I remember r i g h t . 

I have received a copy of a l e t t e r w r i t t e n t o the 

Commission from Mr. Bob Shelton on behalf of Nearburg, i n 

which he asks you t o take h i s comments and recommendations 

i n t o c o n s i d e r a t i o n a t t h i s hearing. Nearburg i s a major 

v i o l a t o r of the overproduction. And I was curious of Mr. 

Carr i f he intends t o submit Mr. Shelton's l e t t e r i n t o the 

record of t h i s case. 

MR. CARR: No, I do not. I do not. 

MR. KELLAHIN: Then I propose t o do so, Mr. 

Chairman. 

CHAIRMAN LEMAY: Okay, thank you. My 

r e c o l l e c t i o n of t h a t l e t t e r , they were asking f o r a longer 

p e r i o d t o make up the overproduction, wasn't i t ? 

MR. CARR: And I would note t h a t t h i s i s not 

sworn testimony, and i f i t i s taken i n t o — i t can't 

a c t u a l l y as such be considered; i t i s nothing more than a 

comment. 

CHAIRMAN LEMAY: Nothing more than what? 

MR. CARR: Jut a comment. 

CHAIRMAN LEMAY: A comment. 

MR. KELLAHIN: Mr. Chairman, these are admissions 

by an opponent i n t h i s case. I t ' s an a d j u d i c a t i o n by you. 

I t ' s a major v i o l a t o r , and I t h i n k h i s statements i n here 

are very r e l e v a n t and very important f o r your 
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c o n s i d e r a t i o n . 

CHAIRMAN LEMAY: We'll weigh the l e t t e r 

a c c o r d i n g l y . 

Okay, anything else, Mr. Kellahin? 

MR. KELLAHIN: No, s i r . 

CHAIRMAN LEMAY: Any reason t o leave the record 

open f o r any a d d i t i o n a l i n f o r m a t i o n on t h i s case? 

MR. KELLAHIN: I don't know i f there's — There's 

other p a r t i c i p a n t s i n the hearing, Mr. Chairman. I don't 

know i f they have statements or requests from you. 

CHAIRMAN LEMAY: Are you a l l going t o make a 

statement, Jim? 

MR. BRUCE: Yes, s i r , I w i l l , but i t w i l l be 

about 2 0 seconds long. 

CHAIRMAN LEMAY: Okay, anyone else going t o be 

g i v i n g a statement? 

MR. KENDRICK: (Shakes head) 

CHAIRMAN LEMAY: I t h i n k the show i s s t i l l yours, 

so — 

MR. KELLAHIN: A l l r i g h t . 

CHAIRMAN LEMAY: — are there any reasons you 

want t o leave the record open? 

MR. KELLAHIN: Not from our p o s i t i o n , Mr. 

Chairman. 

CHAIRMAN LEMAY: Okay. Do you want anything else 
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f o r the record t o consider? 

Okay. Well, w e ' l l close i t and take i t under 

c o n s i d e r a t i o n a f t e r you sum i t up. 

MR. BRUCE: Mr. Chairman, j u s t on behalf of Un i t 

Petroleum, I ' d l i k e t o s t a t e t h a t U n i t supports an increase 

i n the allowable i n the North Dagger Draw as the only way 

t o p r o t e c t i t s c o r r e l a t i v e r i g h t s . I t owns working 

i n t e r e s t i n w e l l u n i t s which are now a l l o w a b l e - r e s t r i c t e d , 

and w i t h o u t an allowable increase i t w i l l be unable t o 

d r i l l f o u r w e l l s per 160-acre u n i t f o r some time. 

Without d r i l l i n g those a d d i t i o n a l w e l l s , U n i t 

believes i t w i l l s u f f e r drainage from w e l l s on o f f s e t t i n g 

leases i n which i t has no i n t e r e s t , and Un i t f u r t h e r 

b e l i e ves the data presented yesterday and today supports 

the allowable increase. 

CHAIRMAN LEMAY: Thank you. A d d i t i o n a l 

statements i n the case? 

Do you a l l want t o sum i t up? 

MR. KELLAHIN: Yes, s i r . 

CHAIRMAN LEMAY: That's i t . 

MR. KELLAHIN: Do you want me t o go f i r s t ? 

MR. CARR: (Nods) 

MR. KELLAHIN: Mr. Chairman, l e t me comment on 

Mr. Shelton's l e t t e r on behalf of Nearburg. I would ask 

t h a t a t the appropriate time you read i t i n i t s e n t i r e t y . 
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Nearburg i s representing t o you t h e i r b e l i e f t h a t 

they consider t h i s r e s e r v o i r i s pressure-connected 

throughout the known producing area, and they are 

attempting t o form an o b j e c t i v e opinion on the ap p r o p r i a t e 

method f o r producing and c u t t i n g back t h e i r — t h i s h i g h -

capacity r e s e r v o i r . 

I t goes on and says, Nearburg has no o b j e c t i o n t o 

the allowable s t a y i n g a t 7 00 b a r r e l s a day i n North Dagger 

Draw. 

He does make a misstatement w i t h regards t o the 

Conoco overproduction i n the northeast of 32. I t h i n k he 

has misstated. That's the Mewbourne t r a c t , and i t should 

be the northwest of 33. I t h i n k he simply m i s p l o t t e d the 

i n f o r m a t i o n . There's c e r t a i n l y no i n d i c a t i o n i n t h i s 

r ecord by any of the p a r t i e s t h a t the northeast of 32 i s 

overproduced. 

He asks f o r an extension beyond the 18 months t o 

make up the overproduction. He's asking f o r a 24-month 

p e r i o d . 

And I t h i n k the l a s t paragraph, perhaps, sums up 

t h i s case as good as can be summed up. He says, C e r t a i n l y 

w i t h new technology and ever-increasing knowledge of 

reserve behavior, r e s e r v o i r behavior, r e g u l a t i o n s must keep 

pace t o keep our i n d u s t r y v i a b l e . Likewise, once s e t , 

p r o d u c t i o n allowables must be honored, or the O i l 
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Conservation D i v i s i o n mandate t o p r o t e c t c o r r e l a t i v e r i g h t s 

and prevent waste becomes impossible, and responsible 

operators who obey the r e g u l a t i o n s are severely penalized 

f o r t h e i r honest. Such i n l i e s Conoco's dilemma. 

The r u l e s and r e g u l a t i o n s of the D i v i s i o n are 

very c l e a r and unambiguous. I l l e g a l o i l i s d e f i n e d by the 

O i l Conservation r u l e s t o mean crude petroleum produced 

from a w e l l i n excess of the allowables f i x e d by the 

D i v i s i o n , and the sale, purchase, a c q u i s i t i o n or the 

t r a n s p o r t i n g , r e f i n i n g , processing or handling i n any way 

of t h a t o i l i s p r o h i b i t e d . I l l e g a l o i l cannot be 

t r a n s p o r t e d from the lease tanks or s o l d . 

I n North Dagger Draw, the D i v i s i o n has adopted 

a l l allowables i n t h i s pool i n order t o manage and r e g u l a t e 

production i n a very competitive r e s e r v o i r and t o assure 

t h a t a l l operators are p l a y i n g by the same r u l e s so t h a t we 

w i l l be a f f o r d e d the o p p o r t u n i t y t o p r o t e c t our c o r r e l a t i v e 

r i g h t s . Those r u l e s were f i x e d by the D i v i s i o n , and they 

were e s t a b l i s h e d a t 700 b a r r e l s of o i l a day. 

I t i s Conoco's p o s i t i o n t h a t Yates has ignored 

these r u l e s and r e g u l a t i o n s and, i n our o p i n i o n , created a 

pressure d i f f e r e n t i a l t o t h e i r spacing u n i t s , a g r e a t e r one 

than would have occurred had they complied w i t h the 

r e g u l a t o r y producing rates t h a t were set by the D i v i s i o n . 

That u n f a i r competitive advantage has taken advantage of 
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US. 
I t i s our t e c h n i c a l conclusion t h a t the excess 

pressure d e p l e t i o n of the r e s e r v o i r cannot be r e s t o r e d , and 

Yates has caused permanent damage t o the c o r r e l a t i v e r i g h t s 

of Conoco as an operator who has complied. 

My good f r i e n d Mr. Carr i s very fond of borrowing 

a phrase t h a t my dad used t o quote t o t h i s Commission years 

ago, and my dad, l i k e Mr. Carr, always opened h i s c l o s i n g 

statements by saying t h a t the O i l Conservation Commission 

i s a c r e a t u r e of s t a t u t e , you're empowered and l i m i t e d t o 

p r o t e c t c o r r e l a t i v e r i g h t s and prevent waste, and I'm sure 

Mr. Carr i s going t o t e l l you t h a t once again, and he's 

going t o ask you t o do your duty t o p r o t e c t the c o r r e l a t i v e 

r i g h t s of Yates. 

And what r i g h t has Yates asserted? They're 

a s s e r t i n g the r i g h t t o u n r e s t r i c t e d capacity allowables i n 

North Dagger Draw. They're a s s e r t i n g the r i g h t t o 

i n t e n t i o n a l l y disregard your r u l e s and t o overproduce t h e i r 

producing allowables and t o be excused and f o r g i v e n f o r 

t h a t overproduction. They're e x e r c i s i n g t h e i r c o r r e l a t i v e 

r i g h t , they contend, t o r e s o r t t o unregulated c o m p e t i t i v e 

p r a c t i c e s i n the r e s e r v o i r . 

The r i g h t t o produce the o i l i s e s t a b l i s h e d by 

our r u l e s and r e g u l a t i o n s , and there's a c o r r e c t way t o go 

about changing those r u l e s , and then there's the wrong way. 
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The c o r r e c t way t o do t h i s i n t h i s pool was done i n 1991, 

when Conoco d i d i t the r i g h t way. They brought t h e i r data 

i n t o t h i s r e g u l a t o r y body, got those r u l e s changed 

p r o s p e c t i v e l y , and then everybody i s a f f o r d e d a l e v e l 

p l a y i n g f i e l d , and they produced a t the higher r a t e s . That 

i s how we play f a i r . 

What has occurred here i s t h a t Yates has taken 

i n f o r m a t i o n t h a t they have had f o r almost a year and, t o 

t h e i r advantage, has produced production from the p o o l , and 

a f t e r doing t h a t , now contends i t ' s w a s t e f u l t o have them 

r e s t r i c t e d . 

Here's the r e a l problem. The r u l e s were 

f l e x i b l e . They were generous t o the operators i n a very 

complicated r e s e r v o i r . That f l e x i b i l i t y a f f o r d e d them the 

op p o r t u n i t y t o make the choice t o d r i l l as many as f o u r 

w e l l s i n a 160-acre spacing u n i t . But w i t h t h a t 

f l e x i b i l i t y was the r e s p o n s i b i l i t y t o d r i l l t h e i r w e l l s and 

produce them i n a sequence t h a t they abided by the top o i l 

l i m i t . 

Yates chose not t o do t h a t . They d r i l l e d more 

w e l l s than they needed i n order t o produce t h a t a l l o w a b l e . 

And once they s t a r t e d doing t h a t , as you can see from Mr. 

Shelton's l e t t e r , Nearburg responded, the f l e x i b i l i t y of 

the r u l e becomes a problem and t h a t now we i n f a c t have 

unregulated competition o c c u r r i n g . 
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The fault is not Conoco's, the fault is not this 

Commission's, the f a u l t i s not Mr. Gum's. The f a u l t i s 

Yates, and they bear us the r e s p o n s i b i l i t y and the 

o b l i g a t i o n t o solve t h i s problem. 

I t h i n k i t ' s u n f a i r f o r them t o ask us t o f o r g i v e 

t h e i r overproduction. And the excuse i s t h a t now t h a t they 

have d r i l l e d high-capacity w e l l s , t h a t i f you r e s t r i c t 

them, there may be some drop i n the o i l cut. How dare they 

put us i n t h a t predicament? 

We've seen from the testimony of our witnesses 

t h a t i t ' s become a p o i n t i n time i n the r e s e r v o i r where the 

v i o l a t i o n and impairment of our c o r r e l a t i v e r i g h t s might 

not be cured. I t ' s also a problem f o r us t o f i g u r e out how 

are we going t o balance the p l a y i n g f i e l d , and what 

p e n a l t i e s are imposed upon Yates f o r the a c t i v i t y they have 

engaged in? 

Let's not lose s i g h t of the f a c t t h a t Yates, by 

t h e i r a c t i o n , has pushed t h i s agency i n t o a corner, they 

have challenged the r e g u l a t o r y i n t e g r i t y of the compliance 

methods of t h i s D i v i s i o n . And h i s t o r i c a l l y t h i s agency has 

not had t o be policemen. We have e s t a b l i s h e d r u l e s and 

a f f o r d the o p p o r t u n i t y t o a l l the players t o be s e l f -

p o l i c i n g and t o comply. Fortunately, t h a t has worked most 

o f t e n . 

I've been p r a c t i c i n g before you f o r more than 25 
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years. I am unaware of a v i o l a t i o n t o t h i s e x t e n t and t o 

t h i s magnitude. 

Whatever you do w i t h regards t o t h i s case i s 

going t o send a r e g u l a t o r y message t o the State of New 

Mexico and t o a l l operators. And we can n i g g l e over 

whether or not there i s wasteful consequences t o asking 

Yates t o reduce t h e i r production. I f you look a t the 

numbers, there's a 7- or 8-percent d i f f e r e n t i a l . Yates has 

put a p r i c e on i t . They say i t ' s $7 m i l l i o n t h a t we're 

somehow not going t o get t o keep. The problem i s t h a t the 

gross p r o f i t i s $2 0 m i l l i o n . And how do we do t h a t ? We're 

not very w e l l equipped as r e g u l a t o r s t o manage t h a t . 

I t would be wonderful t o take the p r o f i t out of 

the v i o l a t i o n and t o ask Yates t o t u r n over the p r o f i t s 

from the i l l e g a l o i l , and l e t ' s put i t i n the State of New 

Mexico. I f I had the a b i l i t y t o do t h a t , I would suggest 

t h a t would be a marvelous s o l u t i o n . 

I f we had the a b i l i t y t o l e t these w e l l s produce 

a t c a p acity, wouldn't t h a t be wonderful? I s n ' t i t an 

i n c r e d i b l e disappointment t h a t they d i d n ' t u n i t i z e t h i s 

wonderful asset, t h i s marvelous resource? And I don't know 

how you f i x i t . I'm not sure anybody knows. But wouldn't 

i t be neat i f you could l e t these w e l l s produce a t capacity 

and y e t take t h a t p r o f i t a b i l i t y and share i t t o those 

people t h a t are being drained and a f f e c t e d by the advantage 
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t h a t they have sought f o r themselves and denied t o us? 

I t i s t r u l y beyond comprehension t o suggest t h a t 

Yates i s going t o be excused or f o r g i v e n or the v i o l a t i o n 

should be ignored. And so t h a t ' s one issue f o r you t o 

grapple w i t h . 

The other issue i s , what are we going t o do about 

the r u l e s i n the future? Yates has attempted t o l i n k them 

together, because i f you l i n k them i t gives you a wonderful 

way out of the problem. 

I suggest t o you t h a t Mr. Stogner's proposal t o 

create an i n d u s t r y committee i s a wonderful s o l u t i o n t o 

t h i s problem. I t h i n k i t ' s an accepted p r a c t i c e , i t i s a 

marvelous idea. 

I know Mr. Carr i s going t o t e l l you t h a t you're 

abandoning your r e g u l a t o r y r e s p o n s i b i l i t i e s and t h a t you 

ought t o s i t here i n a day and a h a l f and f i g u r e t h i s out 

and come up w i t h the magic number, and we a l l go ahead. 

But I t h i n k the r e s p o n s i b i l i t y f o r t h i s r e s e r v o i r 

ought t o be f o r you t o oversee i t s management, but t o put 

the problem r i g h t back on the p l a t e of the p a r t y t h a t put 

i t t h e r e , make these operators come together i n a 

c o n t r o l l e d committee a c t i v i t y and make them do what Mr. 

Stogner suggested. Let's get these brains t o g e t h e r and i n 

a matter of weeks or months l e t ' s put some r e a l t e c h n i c a l 

resources i n t o s o l v i n g the problem. 
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How dare they expect you t o come here i n a day 

and a h a l f , assume a l l t h i s i n f o r m a t i o n , spend your time 

and e f f o r t t r y i n g t o f i g u r e out the t e c h n i c a l aspects of 

t h i s and then decide what's going t o happen t o us from here 

forward? 

I t h i n k i t i s a manifest o b l i g a t i o n of you t o 

designate the committee operators t o form t h i s work study. 

I t h i n k i t ' s a marvelous s o l u t i o n . We support having you 

do t h a t . 

Mr. Carr i s c e r t a i n t o ask you t o do your duty. 

Your duty i s t o c o n t r o l and manage the c o m p e t i t i v e 

r e s e r v o i r t h a t ' s o c c u r r i n g here. U n f o r t u n a t e l y , d e s p i t e 

your best e f f o r t s and your best i n t e n t i o n s , Yates has 

broken the f a i t h . They've breached t h e i r i n t e g r i t y w i t h 

t h i s Commission, and now they seek t o have you f o r g i v e i t , 

and we ask t h a t you not do so. 

We would ask t h a t you modify the Examiner order 

t o the extent t h a t these w e l l s be immediately shut i n , 

u n t i l a l l t h e i r overproduction i s made up. 

The only evidence presented t o you t h a t t h a t i s 

somehow wrong i s the contention by Mr. Fant t h a t t h a t Pogo 

w e l l can't handle i t . Now, you heard Mr. Hardie a t l e n g t h 

describe t o you the f a c t t h a t he had a w e l l t h a t was shut 

i n f o r more than 18 months. He was able t o r e s t o r e i t t o 

production. I t subsequently went on a steep d e c l i n e , 
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simply because i t had been drained by another nearby w e l l . 

But why should you have t o decide whether these 

w e l l s can bear a shut-in? Why should you decide and assume 

t o do the engineering work t o decide how t o c y c l e these 

wells? Maybe we ought t o j u s t shut these w e l l s i n and l e t 

these operators get together and f i g u r e out how they're 

going t o f i x the problem Yates made. 

We're i n a d i f f i c u l t s i t u a t i o n . We are a minor 

pla y e r i n South Dagger Draw. We are not a major operator 

i n North Dagger Draw. And we are the only operator coming 

forward t o show you any type of t e c h n i c a l p r e s e n t a t i o n 

about the r e s e r v o i r , other than the offender. I t shouldn't 

be our r e s p o n s i b i l i t y t o p o l i c e the pool r u l e s , i t 

shouldn't be our r e s p o n s i b i l i t y t o come here. 

This i s Yates' r e s p o n s i b i l i t y . They made t h i s 

problem, and i t ' s t h e i r o b l i g a t i o n , i t i s t h e i r burden of 

proof t o s a t i s f y you beyond any reasonable doubt t h a t you 

can increase the r u l e s as they've requested. I've gone 

away w i t h considerable doubt today. I hope t h a t you have 

too. And i f they have not s a t i s f i e d you, then l e t ' s not do 

what they've asked t o do. 

We ask t h a t you deny the request and t h a t you 

a f f i r m the Examiner Order w i t h the m o d i f i c a t i o n t h a t these 

w e l l s be shut i n . 

Thank you, Mr. Chairman. 
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CHAIRMAN LEMAY: Mr. K e l l a h i n . 

Mr. Carr? 

MR. CARR: Mr. Chairman, Mr. K e l l a h i n has warned 

you t h a t I may t e l l you t o do your duty, and he's r i g h t . 

And he's t r y i n g t o head t h a t o f f because when we examine 

what your duty i s i n the context of t h i s case, h i s case 

simply goes away. And so I'm going t o warn you t h a t i n a 

few minutes I'm going t o ask you t o do your duty. 

But beforehand, there are some other t h i n g s t h a t 

I t h i n k we ought t o discuss, and I'm going t o t r y and do 

i t , u n l i k e my f r i e n d Mr. K e l l a h i n , I'm not going t o have a 

mi t e r on one moment and throwing l i g h t e n i n g b o l t s t he 

other, because I t h i n k t h i s i s too serious. And I t h i n k i t 

goes beyond c o l l a t e r a l issues of sending s i g n a l s t o the 

i n d u s t r y or whether or not we should u n i t i z e , because we 

have some very serious t h i n g s before you, and t h i n g s I 

be l i e v e you r e a l l y do need t o decide. 

I also t h i n k i t ' s important a t the out s e t of my 

c l o s i n g t o address the statement f i l e d by Nearburg. That 

statement stands before you i n the same posture as the 

statement made by Mr. Bruce. I t ' s an expression of an 

opi n i o n of an operator. I t was not sworn testimony, and 

Mr. K e l l a h i n ' s review of i t does not change i t or elevat e 

i t i n any way. 

I t h i n k when we look a t the Dagger Draw North and 
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South, that no one in this room doubts that this is an 

extremely complicated r e s e r v o i r , and t h a t ' s the reason t h a t 

f o r the l a s t 25 years the operators and t h i s D i v i s i o n have 

been repeatedly involved w i t h t r y i n g t o f i g u r e out what 

must be done w i t h t h i s r e s e r v o i r . And you have had an 

ongoing involvement i n t h a t process, and you haven't j u s t 

passed your r e s p o n s i b i l i t y away t o the operators i n the 

pool . 

And we're s t i l l l e a r n i n g about the r e s e r v o i r and 

how we can e f f e c t i v e l y produce the reserves from the pool. 

I f we go back through the h i s t o r y of t h i s r e s e r v o i r , we can 

see from the days of Roger Hanks or the days of the Conoco 

a p p l i c a t i o n i n 1991, t h a t there has been r e a l concern t h a t 

the r e s e r v o i r needs t o be produced w i t h o u t r e s t r i c t i o n . 

That's what Roger Hanks asked, t h a t ' s what you s a i d he 

could do. That's what Conoco asked f o r i n 1991, and t h a t ' s 

what you said they could do. 

And we stand before you today asking you t o t e l l 

us e x a c t l y what you t o l d Roger Hanks and what you t o l d 

Conoco, t h a t yes, you recognize waste r e s u l t s from 

r e s t r i c t e d w e l l s , yes, there i s not a serious c o r r e l a t i v e 

r i g h t s problem, i f there's one a t a l l , and t h a t we must 

prevent waste, and yes, the allowables must go up. 

There are two issues before you. One i s the 

enforcement of your r u l e s , and the other one concerns very 
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simply the waste of oil. 

I f we look a t the question and the f a c t s 

surrounding the overproduction i n t h i s p o o l , f i r s t , 

foremost and always, we admit we are overproduced. And 

when you look a t t h a t , instead of j u s t charging i n as Mr. 

K e l l a h i n would l i k e f o r you t o , we'd l i k e t o put i t i n some 

context. 

And we're not t r y i n g t o say t h a t i t was wrong f o r 

Conoco or Mewbourne or Nearburg or anyone else t o have 

w e l l s t h a t i n i t i a l l y overproduced and through n a t u r a l 

d e c l i n e processes came back i n l i n e , but t h a t i s a f a c t of 

how the w e l l s i n t h i s r e s e r v o i r perform. And t h a t ' s what's 

happened. I t happened t o ours, and l a s t year i t d i d n ' t 

happen t o ours, and we d i d n ' t know what t o do. 

Now, we can speculate and say, Well, Mr. Gum said 

t h i s , or we s a i d t h i s , and they should have s a i d something, 

we should have reached an agreement. Bottom l i n e i s , we 

t a l k e d t o them about i t , you d i d n ' t know what t o do, we d i d 

not know what t o do. We continued t o produce the w e l l s , we 

continued t o gather data, and we got i n t o a s i t u a t i o n where 

we're very s u b s t a n t i a l l y overproduced. 

And we've come before you and we have done, I 

t h i n k , what any operator does i n t h i s s i t u a t i o n . I mean, 

we're not h i d i n g the b a l l . We're overproduced. And we've 

t o l d you t h a t as bad as we t h i n k what came out of the 
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Examiner Order August 14th was, w e ' l l do t h a t . And i f you 

change i t because you see t h a t something else must be done, 

we w i l l do t h a t , and t h a t we're overproduced, and i t ' s your 

j u r i s d i c t i o n a l area t o t e l l us what t o do, and we w i l l do 

i t . But j u s t because t h a t ' s happened and j u s t because 

t h a t ' s going on, we can't ignore what's going on i n the 

r e s e r v o i r . 

Now, Mr. K e l l a h i n comes i n , and you've heard him, 

You should have been here ahead of the f a c t , you should 

have come i n here and changed the r u l e s before the w e l l s we 

thought were going t o dec l i n e d i d n ' t , you should have 

formed an operator committee and you d i d n ' t even go out and 

ask. 

You remember the Yates-Nearburg war, as Mr. 

K e l l a h i n characterized i t . How wise do you t h i n k i t would 

have been t o go over t o Nearburg and say, Don't you t h i n k 

we ought t o produce our w e l l s higher so we can gather some 

data? I mean, those are not r e a l i s t i c . They're not 

r e a l i s t i c t h i n g s t h a t we could have done. 

And then t o say t h a t , Well, i f we'd g o t t e n i n 

here a year ago, maybe we could have increased the 

allowables and not overproduced, i s an absolute l u d i c r o u s 

p o s i t i o n t o take. 

When we came here i n May, we presented t o the 

D i v i s i o n data on 280 w e l l s , data t h a t went back over 25 
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years, and we were t o l d we were premature. Well, I w i l l 

t e l l you, i f we were found t o be premature i n May of 1996, 

we would have been premature i n your judgment i n May of 

1995. 

So t h a t ' s how we got t o t h i s p o i n t . We're here 

before you t e l l i n g you we are going t o s t r a i g h t e n i t out as 

you t e l l us t o , not as we t e l l you t o , because you are the 

Commission. I t ' s not always lop everything back t o the 

operators, and we w i l l deal w i t h t h a t problem as you want 

us t o and you d i r e c t us t o . 

But we have a very much more important question 

before you here today, and t h a t question i n v o l v e s t he 

prevent i o n of the waste of o i l . I t h i n k an awful l o t of 

the t e c h n i c a l data i s not i n dispute. The pool produces 

l a r g e volumes of water, and we a l l agree t h a t you have a 

higher o i l cut a t higher production r a t e s . That's one of 

the heart-and-soul f a c t s before you, i s , you r e t i r e t o 

resolv e and address the issues presented here. 

We've said t h a t the producing r a t e s are e f f i c i e n t 

and r e s u l t i n lower g a s - o i l r a t i o s i n 75 percent of the 

w e l l s . We've shown you t h a t most of the o i l t h a t i s 

produced from a d d i t i o n a l w e l l s i n spacing u n i t s which we're 

d r i l l i n g — and I t h i n k everyone agrees and many areas need 

t o be d r i l l e d — most of t h a t i s new o i l , o i l t h a t 

otherwise, w i t h o u t the w e l l s , would be wasted. And we ask 
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f o r a depth bracket allowable t h a t i s increased very 

s u b s t a n t i a l l y . 

We'd have been laughed out of here i n 1991 i f we 

had ever suggested t h a t we would have needed t o go above 

700 b a r r e l s a day t o a number l i k e 4000 b a r r e l s a day. But 

we hadn't d r i l l e d a w e l l then t h a t i n i t i a l p o t e n t i a l s on 

the w e l l were 2460-some b a r r e l s a day. We d i d n ' t have 

w e l l s , one p o t e n t i a l l y a four on a spacing u n i t , t h a t 

s t a b i l i z e d l i k e our Polo w e l l a t 1300 b a r r e l s of o i l per 

day. 

Now, when we t a l k e d w i t h the expert witnesses f o r 

Conoco, they admit t h a t i f we stay a t 700 a day, w e l l , 

we're not going t o be producing those w e l l s as e f f i c i e n t l y 

as they can produce t h e i r s a t 700, because we can't pump 

them o f f . So we have a l e g i t i m a t e waste issue. 

And t o s i t here and suggest t h a t we should walk 

i n t o a room and t r y and agree w i t h Conoco and the Nearburgs 

as t o what could be done, and then t h a t — we're going t o 

come forward w i t h the unanimous recommendation, and we're 

s i t t i n g i n t h a t room w i t h w e l l s l i k e we have, and everybody 

else who was not r e s t r i c t e d a t 700 b a r r e l s a day wants t o 

stay t h e r e , we're walking i n t o a s i t u a t i o n where we're 

saying, don't declare war, as you have, on the f a c t t h a t we 

have f i n a l l y been able t o f i g u r e out how t o t r u l y produce 

the reserves out of t h i s r e s e r v o i r , and apparently you have 
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not. 

We submit t o you t h a t you can't d i s p u t e on the 

f a c t s before you, and t h a t ' s what you must look a t . You 

don't go l i k e the Examiner and go rambling through the 

f i l e s i n o l d cases and t r y and b u i l d another case, a t h i r d 

case f o r you t o consider. You look a t what we've presented 

and what they have presented. And on the f a c t s before you, 

I t h i n k you must conclude t h a t a t higher r a t e s we're more 

e f f i c i e n t , t h a t a t higher r a t e s waste does not occur. 

As t o the c o r r e l a t i v e r i g h t s , we've shown you 

t h a t based on our review, i n t e r f e r e n c e occurs less than 

f i v e percent of the time and t h a t i t only impacts one 

percent of the reserves i n the r e s e r v o i r . And t h a t ' s 

because of compartmentalization r e s e r v o i r , i t may be 

because f r a c t u r e s close, as we b e l i e v e , or i t may be 

because of other f a c t o r s w i t h i n the r e s e r v o i r , but 

compartmentalization i s not an issue here. We agree on 

t h a t . And because of t h a t , the impact on c o r r e l a t i v e 

r i g h t s i s small i f a t a l l . 

And i t ' s very much today l i k e i t was when Clyde 

F i n l e y , Conoco's expert witness i n 1991, came before you 

and s a i d he d i d n ' t see a c o r r e l a t i v e - r i g h t s problem by 

going t o 700 a day so they could produce the best w e l l s i n 

the pool w i t h o u t r e s t r i c t i o n . 

I am going t o t e l l you t h a t i t ' s time f o r you t o 
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do your duty. And I want t o t e l l you t h a t when I come 

before you, I come before you ever mindful of the f a c t t h a t 

I'm a lawyer and ever mindful of the f a c t t h a t I come 

always before you w i t h a group of lawyers. And we do, I 

w i l l t e l l you, sense t h a t — and maybe r i g h t l y so — we're 

g e n e r a l l y viewed as a k i n d of unnecessary nuisance t h a t you 

have t o contend w i t h . But there i s a reason t h a t we're 

here. 

We're not here — and I t h i n k you can t e l l from 

our depth cross-examination of t e c h n i c a l witnesses — we're 

not here t o get the t e c h n i c a l issues before you or t o 

resolv e those. We're here t o remind you why you're here 

and t o b r i n g cases before you i n the format t h a t the 

L e g i s l a t u r e s a i d they had t o come before you so you could 

decide them p r o p e r l y . 

Mr. Hardie says, Mr. LeMay, Mr. Weiss, Ms. 

Ba i l e y , you need t o balance c o r r e l a t i v e r i g h t s and waste. 

And I w i l l t e l l you t h a t t h a t i s a b s o l u t e l y , a b s o l u t e l y 

wrong. 

Jason K e l l a h i n said, and I quote, This D i v i s i o n 

i s a crea t u r e of statue whose powers are expressly d e f i n e d 

and l i m i t e d . He thought t h a t was important. So do I . 

Because when you come i n here t o decide a case l i k e t h i s , 

you have t o go back t o the law, because you're a cr e a t u r e 

of s t a t u t e . You're here because the L e g i s l a t u r e gave you 
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very e x p l i c i t and very important r e s p o n s i b i l i t i e s , and your 

j u r i s d i c t i o n i s based on waste, and then i t i s based on 

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

Look a t the d e f i n i t i o n of the terms. Waste i s 

defined i n numerous paragraphs. But c o r r e l a t i v e r i g h t s i s 

defin e d as the op p o r t u n i t y t o produce your share w i t h o u t 

causing waste. That says t o t h i s Commission, you can't 

p r o t e c t c o r r e l a t i v e r i g h t s when you cause waste by doing 

i t . You must look a t the waste issue f i r s t . I f you f a i l 

on the waste issue, you f a i l completely. That's what you 

have t o look a t . 

I t ' s not a balancing act, because when you focus 

on c o r r e l a t i v e r i g h t s , when you push t h a t above, i n your 

c o n s i d e r a t i o n , a waste issue, you're r e g u l a t i n g f i e l d s not 

on what they can do, not on what the best operator i n the 

pool can do w i t h the best w e l l i n the p o o l ; you're t y i n g 

the p r oduction of reserves from the r e s e r v o i r t o what 

lesse r operators do w i t h lesser p r o p e r t i e s , and you cause 

waste. And t h a t ' s why i n our scheme, waste i s the primary 

t h i n g you are d i r e c t e d t o prevent. 

And you have t o do something. I t i s not the 

f u n c t i o n , I would submit, of a r e g u l a t o r y body t o , when the 

questions get d i f f i c u l t , t o say, Mr. Nearburg, Mr. Conoco, 

Mr. Yates, you go work i t out and come back i n 18 months. 

That's not the f u n c t i o n of an agency of t h i s nature. 
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You're here t o decide cases, not j u s t hear them. You're 

here t o act t o prevent waste. 

And you can't duck t h a t r e s p o n s i b i l i t y because 

the issue i s complicated. When you do t h a t , you're doing 

j u s t what the Examiner d i d . And when the Examiner s a i d , 

I'm not going t o decide t h i s , you're premature, 25 years, 

280 w e l l s , every piece of data you can give us, but you're 

premature, and instead I'm going t o pass i t o f f t o a 

committee. 

That's not a f a i l u r e of the Examiner t o do h i s 

j o b , i t ' s a r e f u s a l t o do h i s job. Because you're here t o 

decide cases, t o render decisions on the evidence t h a t i s 

presented t o you. And t h a t ' s what we're asking you t o do. 

I t h i n k w hile you're asked t o put meaning i n your 

r u l e s , and I t h i n k t h a t ' s important, you've got t o ask 

y o u r s e l f some important questions, and when I opened 

yesterday I said there's some important questions before 

you. 

But when you r e t i r e t o decide what you're going 

t o do t o prevent waste and car r y out your s t a t u t o r y duty, I 

submit there's one question each of you must ask y o u r s e l f , 

and t h a t i s , How much waste i s enough? How much waste i s 

okay? And you've got t o weigh t h a t question, how much 

waste i s enough, against your d u t i e s as Commissioners who 

are charged by the L e g i s l a t u r e t o prevent waste, and the 
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facts of this case. 

Ms. Bailey, on these f a c t s , when you r e t i r e , I 

t h i n k you have t o ask y o u r s e l f , On the f a c t s of t h i s case, 

how much waste i s okay, how much o i l should not be 

recovered because of Commission order p r a c t i c e s i n the 

a b s o l u t e l y most p r o l i f i c o i l f i e l d i n t h i s s t a t e , how much 

waste i s okay? 

You must ask y o u r s e l f , How much r o y a l t y should 

the r o y a l t y owners i n these p r o p e r t i e s , i n c l u d i n g the State 

of New Mexico, be denied because of Commission order 

p r a c t i c e s which cause waste today, which caused them l a s t 

year and, i f not changed, w i l l cause them i n the f u t u r e ? I 

t h i n k you must ask, How much waste i s okay? How much 

should each r o y a l t y owner i n these p r o p e r t i e s , i n c l u d i n g 

the State, be asked t o c o n t r i b u t e because some operators 

have overproduced wells? 

Mr. Weiss, I t h i n k when you consider t h i s case 

you must ask y o u r s e l f , On these f a c t s , how much waste i s 

a l l r i g h t ? And are we doing our duty? Should not 

operators be able t o come i n here and present t o t h i s body 

new engineering, t e c h n i c a l information? 

The Supreme Court of New Mexico found t h i s body 

has s p e c i a l e x p e r t i s e , s p e c i a l engineering e x p e r t i s e and 

competence. And i s i t not f a i r f o r us t o be able t o come 

i n here, b r i n g our t e c h n i c a l data t o you and have you 
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review i t and b r i n g your e x p e r t i s e t o bear on t h a t ? I s n ' t 

i t reasonable t o expect t h a t t o happen, instead of being 

t o l d , Go back, meet somewhere i n Midland and work i t out 

f o r 18 months? 

Because what happens when t h a t occurs i s t h a t we 

meet f o r 18 months w h i l e i n t h i s r e s e r v o i r Rome burns. 

Now, Rome, I w i l l admit, i n t h i s case i s l o c a t e d i n 

A r t e s i a , New Mexico. 

But I w i l l — because we have the best w e l l s , we 

have the p r o p e r t i e s t h a t are going t o be harmed. But i t 

i s n ' t t h a t i s o l a t e d , because as Rome burns, revenues f a i l 

t o f i n d t h e i r way back t o the State of New Mexico, t o other 

working i n t e r e s t owners and t o the r o y a l t y i n t e r e s t owners. 

How much waste i s a l l r i g h t ? 

Mr. LeMay, how much waste i s a l l r i g h t ? Can you 

j u s t send the problem away t o a committee, whose membership 

you don't even probably intend t o appoint, and s i t back and 

w a i t f o r 18 months u n t i l the questions t h a t are presented 

t o you here today become moot w i t h the passage of time, 

u n t i l t e r r i b l e r e s e r v o i r damage has occurred? 

I don't know how much waste i t ' s proper t o expect 

because some operators are overproduced, but I w i l l t e l l 

you, when we deal w i t h questions of t h i s nature, we r e a l l y 

b e l i e v e we can b r i n g them t o you and they can be resolved. 

I f the only way we handle a d i f f i c u l t q uestion i s 
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j u s t t o lop t h a t back t o the i n d u s t r y , why would we need an 

O i l Commission? We won't come back w i t h an agreement 18 

months from now, but we w i l l have a waste we can document 

from here t o Midland and back. 

I submit t o you t h a t you can't refuse t o do your 

duty here t h a t you have t o address the issues. And when 

you do i t , do what you w i l l w i t h the overproduction. I f we 

stand on the August 14 Order, so be i t . And on i f we make 

i t up, we propose the only reasonable t h i n g t o do i s t o 

make t h a t up under the 700-barrel-a-day o r i g i n a l a llowable 

f o r the pool. That w i l l give everyone an i n c e n t i v e t o get 

t h e i r p r o p e r t i e s back i n l i n e before they can take 

advantage of the allowable t h a t i s appropriate based on the 

t e c h n i c a l data t h a t ' s before you. 

That's how we recommend i t be handled. We'll 

l i v e w i t h whatever you t e l l us. 

But we submit t h a t l o o k i n g forward, l o o k i n g a t 

the w e l l s t h a t are going t o be d r i l l e d i n the next year, 

the w e l l s t h a t have been d r i l l e d i n the l a s t year, 

allowables simply must be increased. They've got t o be 

s u b s t a n t i a l l y increased. 

I f you can't go the whole way w i t h us, a 

s u b s t a n t i a l increase i s c l e a r l y warranted from the 

t e c h n i c a l data before you, because i f not, you side w i t h 

Conoco. And Conoco i s b a s i c a l l y making an a t t a c k through a 
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regulatory process on the good wells in the pool. They 
don't have them, we do. And they want them c u r t a i l e d and 

shut i n . 

When you increase the allowables and increase 

them s u b s t a n t i a l l y , you w i l l have met your s t a t u t o r y 

o b l i g a t i o n , y o u ' l l be a c t i n g t o prevent waste. And I would 

t e l l you t h a t only by doing t h a t do I b e l i e v e t h a t when you 

look back on t h i s case and your tenure as a member of t h i s 

Commission, and when you are asked why you were t h e r e , what 

d i d you do t o prevent waste, you w i l l be able t o answer, 

While I was th e r e , any waste was too much. 

CHAIRMAN LEMAY: Thank you, Mr. Carr. 

Before you a l l go, I need t o j u s t k i n d of get my 

f e l l o w commissioners and — 

(Off the record) 

CHAIRMAN LEMAY: Okay, before we close, 

r e c o g n i z i n g Yates has v o l u n t a r i l y kept t h e i r p r o d u c t i o n 

w i t h i n the allowables t h a t were d i c t a t e d by the August 15th 

Examiner order, we would l i k e t o l i f t the stay, we w i l l 

l i f t the stay, and u n t i l we get an order out from the 

Commission those allowables w i l l remain i n e f f e c t . 

MR. CARR: And we w i l l keep our w e l l s a t 350. 

CHAIRMAN LEMAY: Yeah, a t 3 50 — 

MR. CARR: Yes. 

CHAIRMAN LEMAY: — u n t i l we get an order out. 
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Thank you very much, gentlemen. Appreciate i t . 

I s t h ere anything else i n the case? 

MR. KELLAHIN: Can you issue a l e t t e r so t h a t 

operators t h a t perhaps weren't here w i l l know — 

CHAIRMAN LEMAY: C e r t a i n l y w i l l . 

MR. KELLAHIN: — the compliance requirements? 

CHAIRMAN LEMAY: Yeah, we w i l l do t h a t . 

Take the case under advisement. Thank you. 

(Thereupon, these proceedings were concluded a t 

12:51 p.m.) * * * 
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