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This matter came on f o r hearing before the New 

Mexico O i l Conservation D i v i s i o n , MICHAEL E. STOGNER, 

Hearing Examiner, on Thursday, August 8 t h , 1996, a t the New 

Mexico Energy, Minerals and Natural Resources Department, 

Porter H a l l , 2040 South Pacheco, Santa Fe, New Mexico, 

Steven T. Brenner, C e r t i f i e d Court Reporter No. 7 f o r the 

State of New Mexico. 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

8:35 a.m.: 

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

Number 11,588, which i s the A p p l i c a t i o n of InterCoast O i l 

and Gas Company f o r compulsory p o o l i n g , Lea County, New 

Mexico. 

At t h i s time I ' l l c a l l f o r appearances. 

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

Wi l l i a m F. Carr w i t h the Santa Fe law f i r m Campbell, Carr, 

Berge and Sheridan. We represent InterCoast O i l and Gas 

Company, and I have two witnesses. 

EXAMINER STOGNER: Are there any other 

appearances i n t h i s matter? 

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

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

today on behalf of OXY USA, Inc. 

EXAMINER STOGNER: Do you have any witnesses, Mr. 

Kella h i n ? 

MR. KELLAHIN: No, Mr. Stogner. 

EXAMINER STOGNER: Are there any other 

appearances? 

I ' l l ask the two witnesses t o please stand a t 

t h i s time. 

(Thereupon, the witnesses were sworn.) 

EXAMINER STOGNER: Mr. Carr? 

STEVEN T. BRENNER, CCR 
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MR. CARR: Mr. Stogner, as you are aware, OXY 

f i l e d motion seeking t h e i r d ismissal from t h i s case, from 

the p o o l i n g p r o v i s i o n s i n our A p p l i c a t i o n . 

I can advise the Examiner t h a t a farmout 

agreement has been reached and signed between InterCoast 

and OXY and t h a t i t i s appropriate f o r OXY t o be dismissed 

from the p o o l i n g order t h a t we're seeking i n t h i s matter. 

EXAMINER STOGNER: Okay. I'm assuming you're 

r e f e r r i n g t o the J u l y 31st l e t t e r from Mr. Ke l l a h i n ? 

MR. CARR: Yes, s i r , I am. 

EXAMINER STOGNER: Mr. K e l l a h i n , do you have 

anything t o add? 

MR. KELLAHIN: No, s i r , we're happy t o be 

dismissed. 

EXAMINER STOGNER: So an agreement has been 

reached between both p a r t i e s ? 

MR. KELLAHIN: Yes, s i r , t h a t ' s my understanding. 

EXAMINER STOGNER: Since v o l u n t a r y agreement has 

been reached and both p a r t i e s are s a t i s f i e d , then i f a 

compulsory p o o l i n g order i s issued i n t h i s matter, then 

since there's a vo l u n t a r y agreement between both p a r t i e s , 

OXY w i l l not be a p a r t of the f o r c e - p o o l i n g p r o v i s i o n . 

I'm assuming there's other p a r t i e s , though? 

MR. CARR: Yes, s i r , there are. 

EXAMINER STOGNER: Okay. 

STEVEN T. BRENNER, CCR 
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DAVID R. DEFFENBAUGH. 

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

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

DIRECT EXAMINATION 

BY MR. CARR: 

Q. Could you s t a t e your name f o r the record, please? 

A. Yes, my name i s David R. Deffenbaugh, 

D-e-f-f-e-n-b-a-u-g-h. 

Q. Mr. Deffenbaugh, where do you reside? 

A. Tulsa, Oklahoma. 

Q. By whom are you employed? 

A. InterCoast O i l and Gas Company. 

Q. And what i s your c u r r e n t p o s i t i o n w i t h InterCoast 

O i l and Gas Company? 

A. I'm a senior landman. 

Q. InterCoast i s a new name t o some of us. What was 

the previous name of t h i s company? 

A. Medallion Production Company. 

Q. Mr. Deffenbaugh, have you p r e v i o u s l y t e s t i f i e d 

before t h i s D i v i s i o n ? 

A. I have. 

Q. At the time of t h a t testimony, were your 

c r e d e n t i a l s as a petroleum landman accepted and made a 

matter of record? 

A. Yes, they were. 

STEVEN T. BRENNER, CCR 
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Q. Are you f a m i l i a r w i t h the A p p l i c a t i o n f i l e d i n 

t h i s case? 

A. I am. 

Q. And are you f a m i l i a r w i t h the s t a t u s of the lands 

which are the subject of t h i s A p p l i c a t i o n ? 

A. I am. 

MR. CARR: Are the witness's q u a l i f i c a t i o n s 

acceptable? 

EXAMINER STOGNER: They are. 

Q. (By Mr. Carr) Could you b r i e f l y s t a t e what 

InterCoast seeks w i t h t h i s A p p l i c a t i o n ? 

A. Yes, InterCoast seeks an order from the D i v i s i o n 

p o o l i n g a l l i n t e r e s t s from the base of the u n i t i z e d Abo 

formation a t a depth of approximately 9030 f e e t t o the base 

of the Morrow, underlying the f o l l o w i n g lands: Section 2, 

Township 17 South, Range 34 East. 

This i s i n c l u s i v e of Lots 1 and 2 i n the south 

h a l f , northeast, and the southeast q u a r t e r , being the east-

h a l f e q u i v a l e n t t o form a 321.55-acre gas spacing u n i t f o r 

a l l formations developed on a 320-acre spacing, i n c l u d i n g 

the Undesignated North Vacuum-Atoka Morrow Gas Pool. 

We would also ask t h a t Lots 1 and 2 i n the south 

h a l f , northeast, being the northeast e q u i v a l e n t , be 

u t i l i z e d t o form a 161.55-acre spacing u n i t f o r a l l 

formations developed on 160-acre spacing; t h a t the south 
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h a l f , northeast quarter, be u t i l i z e d t o form an 80-acre 

spacing u n i t f o r a l l formations developed on an 80-acre 

spacing, i n c l u d i n g the North Vacuum-Lower Wolfcamp Pool; 

and the southeast-northeast, t o form a 40-acre spacing u n i t 

f o r a l l formations developed on a 4 0-acre spacing. 

These would a l l be set up f o r d e d i c a t i o n t o a 

w e l l t o be d r i l l e d a t a standard l o c a t i o n a t 1650 f e e t from 

the n o r t h l i n e and 660 f e e t from the east l i n e of the 

southeast-northeast of the said Section 2. 

Q. Now, Mr. Deffenbaugh, what InterCoast i s seeking 

i s an order p o o l i n g an i n t e r v a l from the base of the Abo t o 

the base of the Morrow; i s t h a t r i g h t ? 

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

Q. And the Abo i s going t o be u n i t i z e d ? 

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

Q. What i s the name of t h a t u n i t ? 

A. That i s the North Abo Vacuum U n i t . 

Q. Now, i n these various spacing u n i t s you have 

i d e n t i f i e d the two pools t h a t we have been able t o l o c a t e , 

one based on 320 spacing, one t o be developed on 80; i s 

t h a t r i g h t ? 

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

Q. As t o 160-acre spacing and 4 0-acre spacing, those 

have only been included j u s t t o be sure the A p p l i c a t i o n i s 

complete i n case you encounter something t h a t * s developed 
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on one of those spacing packages? 

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

Q. Have you prepared e x h i b i t s f o r p r e s e n t a t i o n here 

today i n t h i s case? 

A. I have. 

Q. Let's go t o what has been marked as I n t e r c o a s t 

E x h i b i t Number 1. Can you j u s t i d e n t i f y t h a t f o r the 

Examiner? 

A. Yes, t h i s i s a p r o x i m i t y map, b a s i c a l l y showing 

the p r o r a t i o n u n i t f o r the 320-acre spacing u n i t , being 

o u t l i n e d i n yellow. 

The red dot represents the approximate l o c a t i o n , 

being the 1650 from the n o r t h l i n e and 660 f e e t from the 

east l i n e , of the southeast — or excuse me, of the 

northeast q u a r t e r , or a c t u a l l y of t h i s 320-acre u n i t . 

Also shows some of the surrounding ownership of 

various p a r t i e s i n the p r o x i m i t y . 

Q. What i s the primary o b j e c t i v e i n t h i s w e ll? 

A. The primary o b j e c t i v e i s Atoka Morrow. 

Q. Let's go t o E x h i b i t Number 2. W i l l you i d e n t i f y 

and review t h a t f o r Mr. Stogner, please? 

A. Yes, E x h i b i t 2 i s a breakdown of the ownership, 

showing e s s e n t i a l l y t h a t the ownership does change between 

the v a r ious u n i t s requested, the brown o u t l i n e d e s i g n a t i n g 

the 320-acre u n i t and the ownership being shown i n the 

STEVEN T. BRENNER, CCR 
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f i r s t summary on the l e f t - h a n d column, the red o u t l i n e 

showing the northeast or 160-acre \ i n i t w i t h i t s ownership 

o u t l i n e d , also the second t a b l e i n the l e f t - h a n d column. 

The green o u t l i n e sets f o r t h the ownership i f a u n i t would 

be prepared as t o the south h a l f , northeast. And the blue 

o u t l i n e sets f o r t h the ownership as t o the 40-acre or 

southeast-northeast quarter. 

Q. What percentage of the working i n t e r e s t has been 

v o l u n t a r i l y committed t o t h i s w e l l i f i t i s i n f a c t 

developed on a — the acreage i s developed on a 3 2 0-acre 

spacing u n i t basis? 

A. With the OXY farmout, InterCoast has a 50.815-

percent working i n t e r e s t i n the east h a l f . Mallon supports 

our proposal w i t h 18.258 percent. B r i g h t Hawk, w i t h 3.1133 

percent, has granted us verbal support f o r operations, and 

Ayco Energy, w i t h 2.5472, has granted the same v e r b a l 

support f o r operations. 

Q. Now, you're s t i l l negotieiting w i t h B r i g h t Hawk 

and Ayco; i s t h a t r i g h t ? 

A. Yes, t h a t ' s c o r r e c t . 

Q. You a n t i c i p a t e t h a t they w i l l be p a r t i c i p a t i n g i n 

the well? 

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

Q. But the paperwork has not been f i n a l i z e d ? 

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

STEVEN T. BRENNER, CCR 
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Q. Mallon i s supporting the A p p l i c a t i o n . Do you 

a n t i c i p a t e t h a t Mr. Mallon w i l l , i n f a c t , commit h i s 

i n t e r e s t t o t h i s w e l l p r i o r t o spud date? 

A. Yes, we do. 

Q. So the i n t e r e s t s t h a t a t t h i s p o i n t i n time 

remain out are the Gallagher i n t e r e s t s ; i s t h a t r i g h t ? 

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

Q. That's a large group of people? 

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

Q. I n your n e g o t i a t i o n s w i t h Gallagher, have you 

been d e a l i n g w i t h one i n d i v i d u a l who has been r e p r e s e n t i n g 

himself as, i n f a c t , the spokesperson f o r the Gallagher 

group? 

A. Yes, CR. Gallagher, J r . 

Q. I n f a c t , when we n o t i f i e d the other Gallagher 

i n t e r e s t s of t h i s hearing here today, he objected and 

pr o t e s t e d t h a t t o us on the basis t h a t he spoke f o r the 

e n t i r e group; i s t h a t r i g h t ? 

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

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

E x h i b i t Number 3. Can you i d e n t i f y t h a t and review i t f o r 

Mr. Stogner? 

A. This i s an a u t h o r i z a t i o n f o r expenditures 

prepared by InterCoast O i l and Gas Company f o r the d r i l l i n g 

of t h i s proposed w e l l — i t ' s set up f o r a 12,700-foot 

STEVEN T. BRENNER, CCR 
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Morrow-Atoka t e s t — o u t l i n i n g a l l costs necessary on an 

estimate basis. This shows a dryhole cost of $499,150 and 

a completed w e l l cost of $860,550. 

Q. Now, has InterCoast or Medallion d r i l l e d other 

Morrow w e l l s i n the immediate area? 

A. Yes, we d r i l l e d three other s i m i l a r o i l and gas 

w e l l s w i t h i n two miles of t h i s proposed l o c a t i o n . 

Q. And are the costs set f o r t h on t h i s AFE 

c o n s i s t e n t w i t h the a c t u a l costs i n c u r r e d i n the d r i l l i n g 

of these other wells? 

A. Yes, they are. 

Q. Would you b r i e f l y summarize the e f f o r t s made by 

Medallion/InterCoast t o o b t a i n the v o l u n t a r y j o i n d e r of a l l 

i n t e r e s t owners i n t h i s well? 

A. Yes, we have been i n contact w i t h the various 

owners i n t h i s p a r t i c u l a r east h a l f since a c t u a l l y J u l y of 

1995. We o r i g i n a l l y proposed farmouts t o a l l the p a r t i e s 

i n v o l v e d , and due t o a — We ended up w i t h a s l i g h t delay 

w i t h n e g o t i a t i o n s , due t o Mallon a c t u a l l y making another 

t r a d e w i t h another p a r t y . That trade has since lapsed. 

We r e - i n i t i a t e d our e f f o r t s t o acquire and pursue 

the d r i l l i n g of a w e l l i n t h i s p a r t i c u l a r u n i t i n J u l y of 

t h i s year and continue t o negotiate w i t h c e r t a i n of the 

i n t e r e s t owners. 

We i n f a c t speak w i t h Mr. Gallagher almost on a 
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d a i l y b asis. We have provided him w i t h a — He asked and 

received a proposed operating agreement f o r p a r t i c i p a t i o n , 

and again s t i l l represents t h a t he speaks f o r the e n t i r e 

group. 

Q. I n your opinion, have you made a g o o d - f a i t h 

e f f o r t t o not only locate but ob t a i n the v o l u n t a r y j o i n d e r 

of a l l working i n t e r e s t owners i n t h i s proposed w e l l ? 

A. Yes, we have. 

Q. I s E x h i b i t Number 4 a copy of correspondence from 

Medallion and InterCoast t o the i n t e r e s t owners who are 

a f f e c t e d by t h i s A p p lication? 

A. Yes, i t i s . 

Q. Now, Mr. Deffenbaugh, you have enclosed j u s t a 

sample l e t t e r f o r each; i s t h a t not correc t ? 

A. That's c o r r e c t . There a c t u a l l y was a p r e t t y 

l a r g e group — Well, there's about 15 or 20 people i n v o l v e d 

w i t h the Gallagher group, and each of these l e t t e r s i s 

r e p r e s e n t a t i v e of the l e t t e r t h a t was sent t o the e n t i r e 

group. 

Q. And when you have l e t t e r s i n t h i s e x h i b i t t h a t 

are addressed t o Gregory J. Gallagher, i n f a c t , you sent 

the same l e t t e r t o each of the Gallagher i n t e r e s t s ; i s t h a t 

r i g h t ? 

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

Q. I s E x h i b i t Number 5 an a f f i d a v i t w i t h attached 
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l e t t e r s c o n f i r m i n g t h a t n o t i c e of today's hearing has been 

provided t o a l l the i n t e r e s t owners a f f e c t e d by the 

A p p l i c a t i o n ? 

A. Yes, i t i s . 

Q. And attached t o t h a t as E x h i b i t A i s a l i s t of 

the p a r t i e s t o whom no t i c e was provided? 

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

Q. We have OXY, B r i g h t Hawk and Ayco a t the t o p , and 

then we have two pages of other i n d i v i d u a l s . I s t h a t the 

Gallagher group you have been r e f e r r i n g to? 

A. Yes, i t i s . 

Q. And although Mr. Gallagher says he represents 

them a l l , when you have w r i t t e n or contacted them e i t h e r 

t r y i n g t o neg o t i a t e p a r t i c i p a t i o n or advise them of t h i s 

hearing, you have n o t i f i e d each of those i n d i v i d u a l s ? 

A. Yes, we have. 

Q. Have you made an estimate of the overhead and 

a d m i n i s t r a t i v e costs t o be in c u r r e d w h i l e d r i l l i n g t h i s 

w e l l and also w h i l e producing i t , i f i t ' s successful? 

A. Yes, we have come up w i t h f i g u r e s of $5828 a 

month f o r a d r i l l i n g r a t e and $546 a month f o r a producing 

r a t e . This i s based on Erns t & Young's 1995 mean numbers. 

Q. Do you recommend t h a t these f i g u r e s be 

incorp o r a t e d i n t o the order which r e s u l t s from today's 

hearing? 
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A. I do. 

Q. Does InterCoast seek t o be designated operator of 

the proposed well? 

A. Yes. 

Q. Were InterCoast E x h i b i t s 1 through 5 prepared by 

you or compiled under your d i r e c t i o n ? 

A. Yes, they were. 

MR. CARR: Mr. Stogner, a t t h i s time we would 

move the admission i n t o evidence of InterCoast E x h i b i t s 1 

through 5. 

EXAMINER STOGNER: E x h i b i t s 1 through 5 w i l l be 

admitted i n t o evidence. 

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

examination of Mr. Deffenbaugh. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Would you please repeat those overhead charges? 

A. $5828 f o r the d r i l l i n g r a t e and $546 f o r the 

producing r a t e . 

Q. $5828? 

A. Yes, s i r , f i v e - e i g h t - t w o - e i g h t and f i v e - f o u r - s i x . 

Q. That's an i n t e r e s t i n g number. 

Okay, the Gallagher i n t e r e s t s — 

A. Yes, s i r . 

Q. — I'm now looking a t your a f f i d a v i t . I b e l i e v e 
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that's Exhibit 5? 

A. Five. 

Q. Five. Okay, a l l of the n o t i f i c a t i o n s behind the 

CR. Gallagher Trust, t h a t i s the CR. Gallagher Trust? 

A. Yes, s i r , as represented t o us, i t i s . 

Q. Okay. 

A. Excuse me, the t r u s t , no, s i r . The t r u s t i s a 

small p o r t i o n , i s about 18 percent. I'm s o r r y , I'm 

confusing t h a t . Mr. Gallagher speaks f o r t h a t 18 percent 

as t r u s t e e . 

He also i n d i c a t e s t o us t h a t he i s the 

r e p r e s e n t a t i v e of the remainder of the Gallagher, e t a l . , 

i n t e r e s t as we've represented here i n our ownership 

breakdown. 

Now, also j u s t t o f u r t h e r c l a r i f y t h a t , the 

Gallagher i n t e r e s t a c t u a l l y i s only i n c l u s i v e of the n o r t h 

h a l f of the northeast quarter, or Lots 1 and Lot 2. So 

when I speak of 18 percent t h a t he owns, i t ' s of t h a t n o r t h 

h a l f , northeast. That would have t o be p r o p o r t i o n a l l y 

reduced, and h i s i n t e r e s t would be the 18 percent times the 

80, d i v i d e d by the 321.55 f o r an a c t u a l u n i t i n t e r e s t . 

Q. Okay. Now, the Gallagher i n t e r e s t , i s t h a t a 

d i v i d e d or an undivided i n t e r e s t i n t h a t northeast quarter? 

A. I t i s only i n c l u s i v e of acreage — This i s 

another e x h i b i t I've k i n d of prepared f o r myself. Mr. 
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Gallagher owns i n the pink acreage. 

Q. Okay, you're r e f e r r i n g t o the n o r t h — 

A. — no r t h h a l f — 

Q. — h a l f of the northeast quarter? 

A. Yes, s i r , t h a t ' s c o r r e c t , also known as Lots 1 

and 2, which a c t u a l l y i s 81.55 acres. 

Q. So t h a t i s an undivided i n Lots 1 and 2 only? 

A. Yes, s i r . 

Q. Okay. Now, when you were n e g o t i a t i n g or f i r s t 

contacted Mr. Gallagher, was the same n o t i f i c a t i o n l e t t e r 

t h a t you supplied me i n the packet of E x h i b i t — Which 

e x h i b i t i s — 

A. Five. 

MR. CARR: E x h i b i t 4. 

THE WITNESS: On, I'm so r r y , 4, t h a t ' s c o r r e c t . 

Q. (By Examiner Stogner) Okay, E x h i b i t Number 4, 

and t h a t ' s by l e t t e r of June 2 0th, 1995. That's several 

pages back from the beginning? 

A. Yes, s i r , t h a t a c t u a l l y was the o r i g i n a l l e t t e r 

r e q uesting a farmout back i n 1995. 

Q. Now, was t h i s — Was the same l e t t e r a l s o sent t o 

a l l t he p a r t i e s t h a t Gallagher represented? 

A. That we were able t o l o c a t e . 

We have been — have made numerous e f f o r t s 

through checking county records, through t r y i n g t o get Mr. 
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Gallagher t o provide us w i t h addresses, e t cet e r a , e t 

cetera. 

We've made numerous e f f o r t s through searching CD-

ROM telephone d i r e c t o r i e s , we've made very d i l i g e n t e f f o r t s 

i n t r y i n g t o loca t e addresses f o r a l l these other p a r t i e s 

and located some and were able t o send t o these p a r t i e s 

t h a t we were able t o loc a t e . Others were sent care of Mr. 

Gallagher. 

Q. Now, also behind the June 2 0th l e t t e r i n t h i s 

packet of e x h i b i t s i n E x h i b i t Number 4, there's a couple of 

other l e t t e r s , both dated J u l y 13th, one t o a Christopher 

K-n-i-e-r-i-e-m i n — 

A. Kneiriem. 

Q. — Rocklin, C a l i f o r n i a . 

A. Yes, s i r . 

Q. And then t o a CR. Gallagher, J r . 

I take i t t h a t ' s not — maybe k i n t o Mr. Gregory 

Gallagher, but not Greg Gallagher — of Pass C h r i s t i a n , 

Massachusetts, or M i s s i s s i p p i ? I f o r g e t what MS stands 

f o r . 

A. I t i s M i s s i s s i p p i . 

Q. M i s s i s s i p p i , okay. 

A. Yes, s i r . And I'm so r r y , what was the question? 

Q. Are these j u s t sample l e t t e r s — 

A. Yes. 
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Q. — of the — 

A. Yes. 

Q. — n o t i f i c a t i o n t h a t you sent those p a r t i e s i n 

the Gallagher — 

A. Yes, s i r . 

Q. — i n t e r e s t ? 

Were they also sent a June 2 0th l e t t e r , or d i d 

you j u s t f i r s t t r y t o contact them i n J u l y of 1995? 

A. Of 1995, the l e t t e r s t h a t were sent were t o the 

e n t i r e Gallagher group, Mallon, B r i g h t Hawk, OXY. A l l 

p a r t i e s received l e t t e r s requesting a farmout, i n 1995. 

Now, there i s f u r t h e r l e t t e r s and f u r t h e r 

correspondence i n June and Ju l y — or a c t u a l l y J u l y , e a r l y 

J u l y of 1996 where — 

Q. That's what I'm asking — 

A. Oh. 

Q. — d i d a l l the p a r t i e s t o the Gallagher i n t e r e s t 

get n o t i f i c a t i o n on June 20th? 

A. Of 1995? 

Q. Yes. 

A. Yes, s i r , I believe so. 

MR. CARR: Mr. Stogner — 

THE WITNESS: A l l the p a r t i e s t h a t we had — 

MR. CARR: Mr. Stogner, l e t me c l a r i f y t h a t . 

Notice was given t o CR. Gallagher and a l l of the 
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Gallagher i n t e r e s t s f o r whom we had addresses. Since t h a t 

time we have found several others. 

Mr. Gallagher does not provide us w i t h addresses 

f o r the others; he declined t o do so and says he represents 

the others. 

And then, we have subsequent t o t h a t time 

n o t i f i e d the e n t i r e group. We've gotten c a l l s from him 

p r o t e s t i n g the f a c t t h a t we n o t i f i e d the others and ho l d i n g 

himself out as a rep r e s e n t a t i v e . 

But we have, i n f a c t , gone t o every one of the 

Gallagher i n t e r e s t s f o r whom we can, independent of the 

Gallagher p r o v i d i n g us addresses of t h e i r own membership, 

of t h e i r own group — we've continued t o t r y and i d e n t i f y 

them and advise everyone f o r whom we can f i n d an address. 

EXAMINER STOGNER: I was t r y i n g t o f i n d the f i r s t 

n o t i f i c a t i o n t o those p a r t i e s . 

MR. CARR: And t h a t f i r s t n o t i f i c a t i o n t o the 

Gallagher group was i n June of 1995. 

And then the follow-up l e t t e r s t h a t you have 

b a s i c a l l y are l e t t e r s t h a t although — we could supply you 

w i t h copies of the e n t i r e f i l e of correspondence, but we 

have j u s t taken — Yesterday we j u s t took the top l e t t e r 

o f f of these f i l e s a f t e r the June 9, 1995, l e t t e r , so t h a t 

you would have a complete set of the correspondence, w i t h 

not 25 copies of each l e t t e r . 
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EXAMINER STOGNER: I won't request t h a t a t t h i s 

time — 

MR. CARR: Yes, s i r . 

EXAMINER STOGNER: — but a t l e a s t t h a t statement 

i s i n the record. 

And i f i t goes any f u r t h e r , then you may have t o 

supply — 

MR. CARR: That would be f i n e . 

EXAMINER STOGNER: — some appeal. But I'm 

s a t i s f i e d w i t h t h a t a t t h i s p o i n t . 

Q. (By Examiner Stogner) When you say t h a t Mallon 

O i l Company supports the d r i l l i n g of t h i s w e l l , have they 

a c t u a l l y signed the documents? 

A. Yes, we have made an agreement w i t h Mallon. 

Q. So the vo l u n t a r y agreement i s i n place w i t h 

Mallon? 

A. Yes, s i r . 

Q. And they have i n t e r e s t i n a l l of the p r o r a t i o n 

u n i t s — or a l l of the production u n i t s p o s s i b l e i n t h i s 

area? 

A. Yes, s i r , they do. 

EXAMINER STOGNER: I have no other questions of 

t h i s witness, Mr. Carr. 

MR. CARR: Thank you, Mr. Stogner. 

At t h i s time we would c a l l Mr. S i r u t a . 
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WILLIAM A. SIRUTA, 

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

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

DIRECT EXAMINATION 

BY MR. CARR: 

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

A. W i l l i a m A. S i r u t a . 

Q. Where do you reside? 

A. Midland, Texas. 

Q. By whom are you employed? 

A. InterCoast. 

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

InterCoast? 

A. I'm a g e o l o g i s t w i t h InterCoast. 

Q. Mr. S i r u t a , have you p r e v i o u s l y t e s t i f i e d before 

t h i s D i v i s i o n ? 

A. Yes, I have. 

Q. At the time of t h a t testimony, were your 

c r e d e n t i a l s as a petroleum g e o l o g i s t accepted and made a 

matter of record? 

A. Yes. 

Q. Are you f a m i l i a r w i t h the A p p l i c a t i o n f i l e d i n 

t h i s case on behalf of InterCoast? 

A. Yes. 

MR. CARR: Are the witness's q u a l i f i c a t i o n s 
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acceptable? 

EXAMINER STOGNER: They are. 

Q. (By Mr. Carr) Have you prepared e x h i b i t s f o r 

pr e s e n t a t i o n here today? 

A. Yes, I have. 

Q. Let's go f i r s t t o the production map, which has 

been marked InterCoast E x h i b i t Number 6. Can you i d e n t i f y 

and review t h a t f o r Mr. Stogner? 

A. This i s a production map showing commercial 

producers i n t h i s immediate area. 

The c o l o r code here i s , the p i n k - c o l o r e d c i r c l e s 

are s t r i c t l y Atoka producers, the green-colored c i r c l e s are 

Morrow producers. 

Dryholes — A l l other w e l l s on t h i s p l a t are 

dryholes, even though some of them i n d i c a t e t h a t t h ey're 

plugged-out o i l w e l l s . These are w e l l s t h a t were d r i l l e d 

and t e s t e d the Atoka-Morrow but were dry i n the Atoka-

Morrow, but were l a t e r completed i n shallower horizons. 

And there's also a l i n e of cr o s s - s e c t i o n , A t o B. 

Q. Let's move t o E x h i b i t Number 7, the s t r u c t u r e 

map. W i l l you review t h i s ? 

A. I t *s a s t r u c t u r e based on the top of the Atoka 

sand. The main t h i n g t h a t i t shows i s t h a t the l a r g e 

Vacuum s t r u c t u r e i s located t o the south and southeast of 

us. Dip i s downdip t o the nor t h and t o the northwest. 
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Q. Let's go t o the isopach, E x h i b i t 8. 

A. This i s an isopach of the Atoka sand t h a t 

produces i n the key w e l l s i n t h i s area. 

The pink-colored c i r c l e s , again, are the Atoka 

producers. The red dot w i t h the yellow o u t l i n e i s the — 

i n d i c a t i n g our p r o r a t i o n u n i t w i t h the proposed l o c a t i o n . 

This map shows the nature of the channel sands 

t h a t make up the Atoka sand here. I t shows the l i m i t e d 

c o n t r o l t h a t we have, both t o the n o r t h and t o the 

southwest. 

And each — The numbers by each w e l l r e f l e c t the 

net Atoka pay greater than e i g h t percent. 

Q. A l l r i g h t , Mr. S i r u t a , l e t ' s go t o E x h i b i t Number 

9, your cross-section, and I ' d ask you t o review f o r the 

Examiner what t h i s e x h i b i t shows. 

A. This i s a cross-section t h a t ' s i l l u s t r a t e d on the 

other e x h i b i t s , A t o B. I t has three key w e l l s i n the area 

on i t . 

I t shows the yellow-colored sand on t h i s cross-

s e c t i o n , i s the main Atoka pay. The green sand t h a t ' s 

colored on the one log i s a separate sand t h a t does not 

make up the main pay. 

Q. B a s i c a l l y , what does t h i s c r o s s - s e c t i o n show? 

A. I t shows the discontinuous nature and sand 

thicknesses of the sand. 
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Q. Are you prepared t o make a recommendation t o the 

Examiner as t o the r i s k penalty t h a t should be assessed 

against any nonconsenting working i n t e r e s t owner i n t h i s 

w e l l? 

A. Yes. 

Q. And what do you recommend? 

A. Two hundred percent. 

Q. And could you summarize the basis f o r t h a t 

recommendation? 

A. I b e l i e v e t h a t there i s a f a i r degree of r i s k i n 

t h i s prospect. There's discontinuous nature of the sand. 

Also, the s t r u c t u r e out here, we've d r i l l e d t h r e e other 

w e l l s and have been surpr i s e d on every w e l l where we've 

landed s t r u c t u r a l l y . 

There i s a water l e g , i f you get too f a r downdip. 

There's very l i t t l e c o n t r o l t o the southwest, so t h i s has 

got a f a i r degree of r i s k . 

Q. And there have been a number of dryholes i n the 

area, have there not? 

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

Q. I s i t f a i r t o say t h a t a w e l l a t the proposed 

l o c a t i o n could, i n f a c t , not be a commercial success? 

A. Yes, t h a t ' s c o r r e c t . 

Q. I n your opinion, w i l l the g r a n t i n g of t h i s 

A p p l i c a t i o n and the d r i l l i n g of the proposed w e l l be i n the 
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best i n t e r e s t of conservation, the prevention of waste and 

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

A. Yes. 

Q. Were E x h i b i t s 6 through 9 prepared by you? 

A. Yes. 

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

move the admission i n t o evidence of InterCoast E x h i b i t s 6 

through 9. 

EXAMINER STOGNER: E x h i b i t s 6 through 9 w i l l be 

admitted i n t o evidence. 

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

examination of Mr. S i r u t a . 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Mr. S i r u t a , i n looking a t both your c r o s s - s e c t i o n 

and E x h i b i t Number 6 — t h a t ' s e s s e n t i a l l y your p r o d u c t i o n 

p l a t — i t ' s my understanding t h a t the Vacuum — I b e l i e v e 

t h a t ' s c a l l e d the North Vacuum-Atoka-Morrow? 

A. Yes. 

Q. That's e s s e n t i a l l y a combined pool t h a t has both 

Atoka and Morrow production, but you have shown — you have 

broken i t out t o Atoka and then Morrow. 

Are they both completed i n the same po o l , but one 

i s d e f i n i t e l y Morrow-producing, but the other i s Atoka? I s 

t h a t what you're showing? 
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A. Yes, I believe i n the past t h a t t h e r e was — when 

the pool was set up, there was some confusion over where 

the separation between those two zones r e a l l y were. 

Q. So on your cross-section, down i n the south i n B, 

you show Atoka sand pay i n t h a t w e l l t o the south. I s t h a t 

w e l l producing from the Atoka, or i s i t producing from the 

Morrow? 

A. I t r e a l l y produces from the Morrow. The sand 

t h a t I show i s j u s t a l i t t l e snippet of Atoka sand. I t has 

no net, and the Morrow production i s r e a l l y down, probably 

below the base of t h i s l o g about another 150 f e e t . 

The top of the Morrow i s t h a t f i r s t l i n e t h a t you 

see t h e r e a t about 11,745 on t h a t w e l l . That's what we 

c a l l Atoka — or Morrow lime, I mean. So i t produces below 

t h a t . 

Q. Okay, because your l o g says no t e s t s . Was 

t h e r e — 

A. What I'm r e a l l y r e f e r r i n g t o i s the Atoka, no 

t e s t s i n the pay sand t h a t we're d r i l l i n g f o r . 

Q. Okay. 

A. That i s a l i t t l e confusing. 

Q. Yeah, t h a t ' s why I was asking. 

A. That i s — 

Q. Okay, so t h a t w e l l i s s t i l l p r e s e n t l y producing, 

but the Morrow p e r f o r a t i o n — 
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A. That's c o r r e c t . 

Q. — below t h i s — the l o g t h a t you represent here? 

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

Q. Okay. Now, the w e l l up i n Section 35 — 

A. Yes. 

Q. — I b e l i e v e , now — I t shows Medallion on the 

l o g head, but I'm assuming t h a t ' s now InterCoast? 

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

Q. Okay, and t h a t w e l l i s p r e s e n t l y producing from 

the Atoka? 

A. Yes. 

Q. How d i d the Morrow sand — or i s t h e r e any Morrow 

p e r f o r a t i o n s or t e s t s i n t h i s well? 

A. We d i d not e i t h e r p e r f o r a t e or d r i l l stem t e s t 

the Morrow, but we do have two zones t h a t look l i k e 

p o s s i b l e zones t h a t we may p e r f o r a t e l a t e r . They do not 

look r e a l good, but i t w i l l be something w e ' l l p e r f o r a t e 

before we leave the w e l l . 

Q. Now, i n your E x h i b i t Number 6, does t h i s 

represent a l l w e l l s on a l l formations, again, l i k e I — I 

t h i n k you d i d s t a t e t h a t , but I want t o double-check. 

A. The production p l a t ? 

Q. Yeah, and you show — 

A. No — 

Q. — some o i l w e l l s and then i t looks l i k e some — 
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A. — t h i s p l a t only represents the w e l l s t h a t were 

d r i l l e d deep enough t o t e s t the Atoka-Morrow. There are a 

k a z i l l i o n other w e l l s i n here. 

Q. Okay. 

A. There's probably i n Sections 1, 2, 10, 11 and 12, 

a w e l l i n every 40 acres, probably. As a matter of f a c t , 

i n some cases, there's three and fo u r w e l l s i n a 4 0-acre. 

Q. So Section 2 i s — f o r the shallower i n t e r v a l s , 

has w e l l s t h a t do not show up on t h i s map? 

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

Q. And what are they u s u a l l y producing from? 

A. I t ' s a v a r i e t y out th e r e . I t h i n k the m a j o r i t y 

are probably from the Abo. There are some Wolfcamp w e l l s . 

I b e l i e v e t h e r e are some San Andres w e l l s . There are some 

Drinkard w e l l s . I t ' s a r e a l mix. 

Q. Of the Abo w e l l s , are they gas or o i l ? 

A. P r i m a r i l y o i l . 

Q. Do you know what the spacing i s on the Abo? 

A. I've never r e a l l y looked, but from the map i t 

appears t o be 40s. 

Q. Okay. 

A. But I'm not sure about t h a t . Just l o o k i n g a t the 

map, i t looks l i k e 40s. 

Q. Does InterCoast have any of those w e l l s i n the 

upper i n t e r v a l s above the Abo? 
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A. No, we do not. We have two producing w e l l s i n 

t h i s area, and they're both Atoka-Morrow gas w e l l s . 

Q. Okay, but the Abo i s not p a r t of t h i s ; i s t h a t 

c o r r e c t ? 

A. That's c o r r e c t , i t ' s not. 

Q. You a l l j u s t have the i n t e r e s t s below t h a t ? 

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

Q. Now, I b e l i e v e there was some 80-acre Wolfcamp 

product i o n somewhere nearby. Do you have any i n f o r m a t i o n 

on t h a t ? 

A. I b e l i e v e those w e l l s are located i n Section 3 

and 10, and I t h i n k there i s one i n 11, and those w e l l s are 

p r i m a r i l y o i l w e l l s . 

I can't r e a l l y p o i n t t o them d i r e c t l y . I j u s t 

know they're i n those sections. 

Q. Did you check f o r any p o s s i b l e Wolfcamp t r e n d i n 

the logs i n your area? 

A. I attempted t o do t h a t , but what occurs out here 

i s , you're coming o f f the Vacuum s t r u c t u r e , you have the 

Wolfcamp t r y i n g t o l a y e r up on t h a t s t r u c t u r e , and i t ' s 

very, very d i f f i c u l t t o chase l i k e one pay zone, f o r 

example. 

We d i d have some shows i n our 35 w e l l , i n the 

Wolfcamp, a t around 10,700 t h a t we w i l l probably evaluate 

before we leave the w e l l . 
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EXAMINER STOGNER: Are there any other questions 

of t h i s witness? 

MR. CARR: No f u r t h e r questions, Mr. Stogner. 

EXAMINER STOGNER: You may be excused. 

Anything f u r t h e r i n Case 11,588? 

MR. CARR: Nothing f u r t h e r . 

EXAMINER STOGNER: Then t h i s case w i l l be taken 

under advisement. 

(Thereupon, these proceedings were concluded a t 

9:08 a.m.) 

* * * 
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