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

1:08 p.m.: 

EXAMINER CATANACH: At t h i s time w e ' l l c a l l the 

hearing back t o order, and we w i l l c a l l Case 11,626. 

MR. CARROLL: A p p l i c a t i o n of B u r l i n g t o n Resources 

O i l and Gas Company f o r the establishment of a downhole 

commingling reference case f o r i t s San Juan 27-5 U n i t 

pursuant t o D i v i s i o n Rule 303.E and the adoption of s p e c i a l 

a d m i n i s t r a t i v e r u l e s t h e r e f o r , San Juan County, New Mexico. 

EXAMINER CATANACH: Are ther e appearances i n t h i s 

case? 

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

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

on behalf of the Appli c a n t . 

EXAMINER CATANACH: A d d i t i o n a l appearances? 

MR. KELLAHIN: We'd l i k e t o co n s o l i d a t e a l l f o u r 

of these reference cases, Mr. Examiner. Mr. Owen, I t h i n k , 

has an appearance i n one or more of the other cases. 

EXAMINER CATANACH: Okay, do you want t o 

con s o l i d a t e — 

MR. KELLAHIN: A l l fo u r of them. 

EXAMINER CATANACH: Okay, l e t ' s go ahead and c a l l 

t he remainder of these cases, 11,627, 11,628 and 11,629. 

MR. CARROLL: A p p l i c a t i o n of B u r l i n g t o n Resources 

O i l and Gas Company f o r the establishment of a downhole 
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commingling reference case f o r i t s San Juan 28-5 U n i t , San 

Juan 28-6 U n i t and San Juan 29-7 U n i t , pursuant t o D i v i s i o n 

Rule 303.E and the adoption of s p e c i a l a d m i n i s t r a t i v e r u l e s 

t h e r e f o r , San Juan County, New Mexico. 

EXAMINER CATANACH: Okay, are the r e a d d i t i o n a l 

appearances i n any one of these cases? 

MR. OWEN: Yes, Mr. Examiner, Paul Owen of the 

Santa Fe law f i r m of Campbell, Carr, Berge and Sheridan, 

appearing on behalf of Vastar Resources, I n c . , i n Case 

Number 11,629. 

I have no witnesses. 

EXAMINER CATANACH: For the record, Mr. K e l l a h i n , 

we have received a — the D i v i s i o n has received a l e t t e r 

from a V i r g i n i a Martinez from Dulce, New Mexico, who claims 

t h a t she i s a r o y a l t y i n t e r e s t owner i n the San Juan 28-6 

and San Juan 27-5 U n i t , and she st a t e s i n her l e t t e r t h a t 

she i s unable t o attend the hearing, but she reguests t h a t 

t h a t — she asks i f she might receive some e x h i b i t s from 

your p r e s e n t a t i o n . 

I s t h a t something t h a t you can take care of? 

MR. KELLAHIN: Yes, s i r , I'm more than happy t o 

send her the e x h i b i t books f o r those two cases. And w e ' l l 

c ontact her. Ms. Donohue and I have both received numerous 

c a l l s from r o y a l t y and o v e r r i d i n g r o y a l t y owners, mostly 

because they're confused about what we're doing. And so I 
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t h i n k we've s a t i s f i e d every concern t h a t ' s been addressed, 

and we w i l l undertake t o contact Ms. Martinez, e x p l a i n t o 

her what we're seeking t o accomplish, and i f there's any 

appearance t h a t she objects t o what we're doing, then w e ' l l 

continue t o send her n o t i c e of these commingling 

a p p l i c a t i o n s . I guess t h a t ' s where we head w i t h t h i s . 

MR. CARROLL: Mr. K e l l a h i n , we also have a l e t t e r 

from Tim B u r r e l l , w i t h Sturm and Associates, an accounting 

f i r m here i n Santa Fe, and he also asks f o r a copy of the 

t r a n s c r i p t , and he carbon-copied both you and Mr. Alexander 

on t h a t l e t t e r . 

MR. KELLAHIN: I have the l e t t e r . I ' l l p r ovide 

him the e x h i b i t s . I don't propose t o give him a t r a n s c r i p t 

of the proceeding, but w e ' l l communicate w i t h him as w e l l . 

MR. CARROLL: A l l r i g h t . 

MR. KELLAHIN: I have th r e e witnesses t o be 

sworn. 

EXAMINER CATANACH: W i l l the witnesses please 

stand and be sworn in? 

(Thereupon, the witnesses were sworn.) 

MR. KELLAHIN: Mr. Examiner, by way of 

i n t r o d u c t i o n t o t h i s group of cases, I want t o express t o 

you t h a t i t i s not our i n t e n t i o n by these cases t o make 

t h i s process f o r you and others a t the D i v i s i o n more 

complicated than i t already i s . I t i s our e f f o r t t o f i n d a 
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way t o expedite the processing of commingling a p p l i c a t i o n s . 

As you know, the Rule 3 03 w i t h downhole 

commingling r u l e s were s u b s t a n t i a l l y modified by the 

Commission i n March of 1996, and i n e n t e r i n g t h a t order 

they adopted the concept t h a t you and I have discussed on 

numerous occasions of using a reference case. 

What we would l i k e t o do t h i s afternoon i s g i v e 

you an o p p o r t u n i t y t o explore how those might f u n c t i o n , and 

i f t h e r e i s not a p r a c t i c a l way t o make a reference case 

usable t o you and t o the D i v i s i o n , then w e ' l l simply stop 

doing t h i s . We want t o give you a chance t o examine w i t h 

the t e c h n i c a l people who have been in v o l v e d , p a r t i c u l a r l y 

i n t h i s e n t i r e process Scott Daves, s p e c i f i c a l l y , i s here 

t o t e s t i f y , not only on these cases but the general 

concept, so t h a t we're a l l t a l k i n g about the same t h i n g . 

From my perspective, I assumed a reference case 

could operate on several l e v e l s . I t was never my 

understanding t h a t a reference case would cause the 

A p p l i c a n t t o not complete the Form C-107, the commingling 

form, other than as i t ' s shown on the face of the form. 

For example, on the face of the form i t asks the 

A p p l i c a n t t o check a blank or d i s c l o s e whether t h e r e i s a 

zone t h a t ' s marginal. That o b l i g a t i o n would continue. 

What you would achieve w i t h a reference case, i f 

you decided t o use i t , i s , e i t h e r you or the A p p l i c a n t or 
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anyone i n the i n d u s t r y could use a reference case t o 

s a t i s f y everyone t h a t there i s a database a v a i l a b l e t o the 

p u b l i c on f i l e here t o check the r e l i a b i l i t y of the 

r e p r e s e n t a t i o n t h a t a zone i s marginal. 

For example, i n a l l four of these u n i t s you're 

about t o see presentations t o show you t h a t the P i c t u r e d 

C l i f f i s a marginal zone. The a p p l i c a t i o n s , when Peggy 

B r a d f i e l d f i l e s them f o r B u r l i n g t o n , are going t o show the 

P i c t u r e d C l i f f s as a marginal zone. 

What i t allows us t o do i s t o avoid a t t a c h i n g 

supplements t o the form where we c o n t i n u a l l y show you the 

same i n f o r m a t i o n t o show the PC i s marginal. We would l i k e 

t o use the reference p o r t i o n of the form t o f i l l i n the 

order f o r one of these cases t o say, t h a t ' s our 

r e p r e s e n t a t i o n t h a t t h i s zone i s marginal; i f you want t o 

check i t here's a place t o f i n d i t . 

I t also may be u s e f u l i n terms of pressure 

i n f o r m a t i o n . I t was never our i n t e n t i o n t o omit pressure 

data from the form. You would get o r i g i n a l bottomhole 

pressure i n f o r m a t i o n as best we could f o r e c a s t i t , and you 

would get c u r r e n t bottomhole pressure i n f o r m a t i o n You 

would not have t o do our homework f o r us. We would put i t 

on the form and d i s c l o s e i t t o you. 

I f you de s i r e t o check i t s r e l i a b i l i t y and the 

basis upon which we have given you t h a t pressure number, 
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you would have the a b i l i t y t o look i n your own f i l e s here 

a t the D i v i s i o n and check t h a t number. 

And so t h a t ' s what we were seeking t o do, i s not 

t o change the r e p o r t i n g i n f o r m a t i o n but t o avoid f i l i n g 

d u p l i c a t i v e i n f o r m a t i o n i n each i n d i v i d u a l caise, r e p e a t i n g 

the same i n f o r m a t i o n w i t h regards t o pressure and 

m a r g i n a l i t y of a zone, or an a l l o c a t i o n formula. I t would 

simply save us the work, and t h e r e i t i s i n the f i l e . I f 

t h a t i s not a u s e f u l way f o r you t o process these t h i n g s , 

then w e ' l l simply do i t another way. 

The one t h i n g we would l i k e you t o pay a t t e n t i o n 

t o i s t h a t i n these four cases, plus the one t h a t ' s pending 

before you t h a t was heard i n August, where we have u n i t s , 

Ms. Donohue i s about t o t e l l you, as we've t o l d you 

already, t h a t these u n i t s i n v o l v e p a r t i c i p a t i n g areas, the 

circumstances of which are, every s i n g l e commingle 

a p p l i c a t i o n involves a guestion of ownership t h a t i s 

d i f f e r e n t between the zones t o be commingled. I n every 

instance, i t w i l l r e q u i r e us t o n o t i f y hundreds of people. 

And we continue, then, t o f l o o d the mailboxes of 

people l i k e Ms. Martinez, the judge i n F l o r i d a , the lady 

t h a t c a l l e d me from C a l i f o r n i a , the people i n Chicago, the 

lady i n New Jersey, wanting t o know what i n the w o r l d are 

we doing. 

We would l i k e t o e x p l a i n i t t o them once and, 

STEVEN T. BRENNER, CCR 
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w i t h your permission, avoid the necessity of c o n t i n u a l l y 

r e p e a t i n g these n o t i f i c a t i o n s t o these i n d i v i d u a l s . 

Vastar has contacted us. They have an i n t e r e s t 

i n some of these u n i t s , p a r t i c u l a r l y the one w i t h 11,629. 

They are i n t e r e s t e d i n how we propose t o a l l o c a t e 

p r o d u c t i o n on those w e l l s i n v o l v i n g the F r u i t l a n d Coal gas 

and how t h a t a l l o c a t i o n would f u n c t i o n . And we have agreed 

w i t h them t o continue t o put them on the n o t i c e l i s t f o r 

those w e l l s i n which they have an i n t e r e s t , and t h e y ' l l 

continue t o get the data. 

Now, i f any of the r e s t of these people want 

t h a t , they need t o come forward and t e l l us a t t h i s time. 

And i f they're not here t o t e l l us and haven't submitted 

the l e t t e r , we would l i k e you, because they have simply 

waived the o b j e c t i o n , t o r e l i e v e us from the a d m i n i s t r a t i v e 

burden of sending out hundreds of n o t i c e s , c e r t i f i e d m a i l , 

every time we want t o do one of these t h i n g s . 

And i f the only t h i n k we walk away from today i s 

t h a t , we're r e l i e v e d , q u i t e f r a n k l y . That's, you know — 

We need i t , i t ' s a burden t o us. The r e s t of them were 

simply done i n an e f f o r t t o help us develop a new system 

here a t the agency so t h a t your workload i s made most 

e f f e c t i v e and e f f i c i e n t i n the processing of these 

a p p l i c a t i o n s . 

So w i t h t h a t i n t r o d u c t i o n , then, we would l i k e 
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you t o engage these experts i n some di s c u s s i o n , and l e t ' s 

j u s t t a l k our way through some of these t h i n g s and see i f 

there's a way t o help you perform your j o b and f o r us t o 

get these t h i n g s processed i n a way t h a t accommodates a l l 

our i n t e r e s t s . 

EXAMINER CATANACH: Mr. K e l l a h i n , as I r e c a l l , we 

— Didn't we do some of these already where we e s t a b l i s h e d 

a d m i n i s t r a t i v e procedure, where the a p p l i c a n t d i d n ' t have 

t o n o t i f y the i n t e r e s t owners? 

MR. KELLAHIN: That's r i g h t , we d i d i t on a 

un i t w i d e basis. I may not be able t o p u l l them up r i g h t a t 

the moment, but I can get you the l i s t . 

Mr. Alexander and I have done some of the 

un i t w i d e — we c a l l e d them areawide — 

EXAMINER CATANACH: Yeah. 

MR. KELLAHIN: — commingling a p p l i c a t i o n s where 

we have adopted a generic a l l o c a t i o n formula, we have come 

t o a conclusion t h a t a t l e a s t the P i c t u r e d C l i f f was 

marginal, and we have avoided the r e p e t i t i v e nature of the 

n o t i f i c a t i o n . So there's precedent f o r these. 

EXAMINER CATANACH: These are not repeated of 

those other cases — 

MR. KELLAHIN: No, s i r , these are — 

EXAMINER CATANACH: — these are d i f f e r e n t areas? 

MR. KELLAHIN: These are new u n i t s — 

STEVEN T. BRENNER, CCR 
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EXAMINER CATANACH: I've got you. 

MR. KELLAHIN: — as opposed t o the ones you've 

processed. 

EXAMINER CATANACH: Okay. 

MR. KELLAHIN: And we've brought them t o you not 

as an areawide commingling, but as a reference case. The 

basic concept i s the same. For the u n i t area as an e n t i t y , 

then, we're seeking m o d i f i c a t i o n of the t y p i c a l processing 

r u l e s . 

EXAMINER CATANACH: Okay. 

MR. KELLAHIN: A l l r i g h t . I've handed out the 

e x h i b i t books. You have an e x h i b i t package f o r each of the 

fo u r cases. 

There i s , between the two sets of e x h i b i t s , a 

stack of n o t i f i c a t i o n s . Ms. Donohue and Meridian 

personnel, B u r l i n g t o n personnel, have sent a l l these out 

c e r t i f i e d m a i l , r e t u r n r e c e i p t , and you have before you, 

then, the composite of a l l those green cards, i f you w i l l . 

They are — They're constructed i n t h i s f a s h i o n , 

so i t ' s not confusing t o you, i s t h a t i f Amoco had an 

i n t e r e s t i n a l l f o u r , then there's one c e r t i f i e d n o t i c e 

l e t t e r , but i n t h a t l e t t e r they got fou r copies, one f o r 

each A p p l i c a t i o n . So t h a t ' s how we've covered a l l those 

n o t i f i c a t i o n s . 

The way t o t r a c k the p a r t i e s n o t i f i e d per case i s 
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t o look i n each e x h i b i t book. The l a s t attachment behind 

E x h i b i t 1 i s the a c t u a l l i s t — 

EXAMINER CATANACH: Okay. 

MR. KELLAHIN: — and t h a t w i l l help you t r a c k 

who got n o t i f i e d where. 

LINDA DONOHUE. 

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

her 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. Ms. Donohue, f o r the record would you please 

s t a t e your name and occupation? 

A. Linda Donohue, senior landman. 

Q. Ms. Donohue, as a senior landman were you asked 

t o assume the r e s p o n s i b i l i t y f o r t a b u l a t i n g the p a r t i e s 

e n t i t l e d t o n o t i c e w i t h regards t o a l l f o u r of these cases? 

A. Yes. 

Q. And as a r e s u l t of a l l o c a t i n g t h a t r e s p o n s i b i l i t y 

t o you, d i d you undertake t o do that ? 

A. Yes. 

Q. I s t h a t the k i n d of t h i n g t h a t you would be able 

t o do w i t h i n the course of your r e s p o n s i b i l i t i e s and 

experience as a landman w i t h Burlington? 

A. With the assistance of computers, yes. 

Q. A l l r i g h t . And are you f a m i l i a r w i t h the general 
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way these f o u r u n i t s are constructed c o n t r a c t u a l l y ? 

A. Yes, I am. 

MR. KELLAHIN: We tender Ms. Donohue as an expert 

witness. 

EXAMINER CATANACH: Ms. Donohue i s so q u a l i f i e d . 

Q. (By Mr. Ke l l a h i n ) Without going through each 

i n d i v i d u a l e x h i b i t book, l e t ' s take one o f f the to p . Let's 

use the 11,626, i f you w i l l . That's the e x h i b i t book f o r 

the San Juan 27 and 5 Un i t . 

C o n t r a c t u a l l y , are a l l these u n i t s put together 

i n the same general fashion? 

A. Yes, they are. 

Q. There w i l l be a u n i t agreement, and there's a 

u n i t o p e r a t i n g agreement? 

A. And an E x h i b i t B t h a t sets f o r t h the ownership. 

Q. Do these u n i t s f u n c t i o n i n a way where you have 

p a r t i c i p a t i n g areas t h a t are expanded and co n t r a c t e d based 

upon p a r t i c u l a r formations w i t h i n the u n i t t h a t are proved 

productive? 

A. That i s t r u e . 

Q. When we look a t the P i c t u r e d C l i f f , the 

Mesaverde, the Dakota and the F r u i t l a n d Coal gas i n each of 

these u n i t s , are a l l those r e s e r v o i r s or formations t h a t 

would i n each of these u n i t s be operated and managed under 

a p a r t i c i p a t i n g - a r e a concept? 
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A. That i s c o r r e c t , and t h a t each developed on 

v a r i o u s stages. 

Q. So i f B u r l i n g t o n desires t o commingle pr o d u c t i o n , 

e i t h e r i n an e x i s t i n g wellbore or i n a new w e l l i n any of 

these u n i t s , and they involved any of those f o u r 

r e s e r v o i r s , then the circumstances are, the ownership i s 

d i f f e r e n t per formation? 

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

Q. And t h a t ' s a f u n c t i o n of the f a c t t h a t the 

p a r t i c i p a t i n g area f o r each i s not i d e n t i c a l ? 

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

Q. A l l r i g h t . We would have d i f f e r e n c e of ownership 

i n each instance, then? 

A. Unless — There's a s i t u a t i o n i f a l l of the 

acreage had been brought i n and they owned i n t e r e s t i n both 

Mesaverde and Dakota, then you could have i d e n t i c a l 

ownership. But i t ' s very r a r e f o r t h a t t o happen where i t 

would have go t t e n t o t h a t p o i n t . 

Q. I n d e a l i n g w i t h t h a t k i n d of c o n t r a c t u a l 

arrangement, describe f o r us how you went about t a b u l a t i n g 

an accurate l i s t f o r n o t i f i c a t i o n purposes so t h a t we could 

send out c e r t i f i e d n o t i c e t o a l l p a r t i e s t h a t would share 

i n commingled production. 

A. Okay, based upon the c u r r e n t r u l i n g s , we went i n 

and we p u l l e d from our computer system everyone t h a t ' s on 
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pay or i n our records and n o t i f i e d a l l the o v e r r i d i n g 

r o y a l t y , r o y a l t y and working i n t e r e s t owners by c e r t i f i e d 

m a i l . 

Q. I f th e r e were o f f s e t t i n g operators adjacent t o 

the u n i t area, were those o f f s e t t i n g operators n o t i f i e d as 

w e l l ? 

A. Yes, they were. 

Q. Were a l l those n o t i f i c a t i o n s i n each of the f o u r 

cases sent out c e r t i f i e d m a i l , r e t u r n r e c e i p t , a t l e a s t 2 0 

days p r i o r t o the hearing today? 

A. Yes, they were. 

Q. And have you a t t e s t e d t o t h a t f a c t and t a b u l a t e d 

t r u e and accurate copies of those n o t i f i c a t i o n r e t u r n 

r e c e i p t cards and presented them under your c e r t i f i c a t e t o 

the Examiner? 

A. Yes, I have. 

Q. Okay. As a r e s u l t of t h a t n o t i f i c a t i o n , describe 

f o r us i n a general way the kinds of responses and 

i n q u i r i e s you've received w i t h regards t o these 

a p p l i c a t i o n s . 

A. I have received phone c a l l s , as has Peggy and 

Alan Alexander, i n regards t o the nature of why we're 

sending t h i s i n f o r m a t i o n t o them, wanting t o know i f they 

need t o si g n i t . I t ' s caused q u i t e a b i t of confusion t o 

the owners i n g e t t i n g these m u l t i p l e m a i l i n g s , because we 
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have done q u i t e a few of them through the new process 

underneath the C-3 03, and i t ' s j u s t going t o be a l o t 

ea s i e r i f we can e l i m i n a t e t h a t burden of having t o send 

these out. I t ' s a r e a l large expense t o the operator and 

t o the working i n t e r e s t owners, having t o bear on the w e l l 

costs r i g h t now from f o l l o w i n g t h i s procedure. 

Q. Give us a general example. I f you and Ms. 

B r a d f i e l d are sending out a commingling a p p l i c a t i o n and 

sending i t t o the i n t e r e s t owners f o r a p a r t i c u l a r w e l l , 

what's the approximate number t h a t you 1 re going t o have t o 

send out? Do you have any idea? 

A. Right now, an aggregate f o r the f o u r u n i t s t h a t 

were sent out, and t a k i n g i n t o account t h a t some of these 

were d u p l i c a t e over — because they owned ownership i n each 

of the u n i t s , there were almost 500 owners t h a t were 

contacted by c e r t i f i e d m a i l . 

Q. And t h a t would be f o r a l l f o u r of these u n i t s ? 

A. That would be f o r a l l f o u r of them. 

Q. I f we were going t o take a s i n g l e example of a 

commingled a p p l i c a t i o n i n j u s t one of the u n i t s , can you 

give us a general range of how extensive the n o t i f i c a t i o n 

would be? 

A. Well, I counted i n 29 and 7 U n i t , I t h i n k t h e r e 

was 182 owners. 

Q. And i f we had t o do commingling i n t h a t u n i t 
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every i n d i v i d u a l time w i t h a separate m a i l i n g , then i t ' s 

the 180 every time? 

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

Q. Okay. As a r e s u l t of sending out the 

n o t i f i c a t i o n s , have you received any o b j e c t i o n from these 

p a r t i e s a f t e r you've t a l k e d t o them about what you're 

t r y i n g t o do? 

A. No, I have not. They're not o b j e c t i n g ; t h ey're 

j u s t t r y i n g t o understand. 

Q. I made mention of Vastar d e s i r i n g t o have 

a d d i t i o n a l i n f o r m a t i o n as you proceeded w i t h commingling of 

w e l l s , p a r t i c u l a r l y those t h a t involved F r u i t l a n d Coal gas. 

Are you aware of t h e i r request? 

A. Yes, I am, I t a l k e d a t len g t h the other day t o 

t h e i r engineer and explained t o him t h a t he would s t i l l be 

g e t t i n g h i s AFE and proposal and be aware t h a t a commingle 

a p p l i c a t i o n would be underway, and he seemed t o understand 

t h a t as long as he knew t h a t t h a t was going t o happen, i t 

would be okay w i t h him, you know, i f we j u s t sent him the 

C-107 form. 

Q. A l l r i g h t . Vastar i s what? The new name f o r 

ARCO? 

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

Q. A l l r i g h t . ARCO i s operating t h e i r p r o p e r t i e s 

w i t h i n these u n i t s as Vastar; i s t h a t i t ? 
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A. That i s c o r r e c t , they are known as Vastar 

Resources. 

Q. And they would have a working i n t e r e s t i n t h a t 

one p a r t i c u l a r u n i t and maybe others? 

A. They would. And one t h i n g t h a t theiy d i d n ' t 

r e a l i z e a t the time i s t h a t they also owned P i c t u r e d C l i f f 

r i g h t s . So we're going t o do a commingle of F r u i t l a n d and 

P i c t u r e d C l i f f r i g h t s . They only thought t h a t they owned 

F r u i t l a n d r i g h t s , and when I explained t o him t h a t he also 

s t i l l owns P i c t u r e d C l i f f r i g h t s , i t seemed t o a l l e v i a t e 

some of h i s concern. 

Q. Did he understand as a working i n t e r e s t owner, as 

the operator proposes these w e l l s i n the u n i t t o a l l the 

working i n t e r e s t owners w i t h i n t h a t spacing u n i t , then he 

gets t o make c e r t a i n e l e c t i o n s and — 

A. Sure. Yes, he does. 

Q. A l l r i g h t . So once you explained i t t o him, you 

b e l i e v e you've s a t i s f i e d Vastar's concerns about the 

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

A. I t h i n k so. 

Q. And they w i l l continue t o get i n t e r e s t n o t i c e s 

because they, i n f a c t , are working i n t e r e s t owners? 

A. They are working i n t e r e s t owners, and even i f 

they're not involved i n a w e l l , say, as f a r as the d r i l l 

b lock and owning i n t e r e s t i n a p a r t i c u l a r one, t h e y ' l l 
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s t i l l get n o t i f i c a t i o n underneath the plan of development 

on any new d r i l l s t h a t are being done, which are sent t o 

the r e g u l a t o r y agencies and a l l working i n t e r e s t owners. 

So the r e i s t h a t a d d i t i o n a l n o t i c e t o o , t h a t can 

happen, j u s t so they're aware of i t . 

Q. Did you have any i n d i v i d u a l or e n t i t y contact you 

and demand t o continue t o receive i n d i v i d u a l commingling 

a p p l i c a t i o n s under the e x i s t i n g 303 rules? 

A. No. 

Q. Describe f o r us how the Examiner might i d e n t i f y 

i n each of the e x h i b i t books the a c t u a l i n t e r e s t owners 

i n v o l v e d i n t h a t u n i t . Where does he f i n d t h a t 

i nformation? 

A. Okay, l e t me see i f I can f i n d i t . I t ' s going t o 

be underneath E x h i b i t 1, the very l a s t page, r i g h t before 

E x h i b i t 2 tab. 

Q. And whi l e these are the names, the a c t u a l 

addresses would show on the r e t u r n r e c e i p t c e r t i f i c a t e ? 

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

Q. A l l r i g h t . Let's t u r n behind the e x h i b i t , then, 

and t a l k about the i n f o r m a t i o n contained behind E x h i b i t Tab 

Number 2. What are we seeing there? 

A. Okay, t h i s i s a d e p i c t i o n of j u s t a l o c a t o r where 

the San Juan 27-5 u n i t resides t h a t ' s depicted i n yellow. 

Q. And each of the e x h i b i t books w i l l have a s i m i l a r 
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p l a t showing where t h a t p a r t i c u l a r u n i t i s located? 

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

Q. Behind the f i r s t p l a t , what do we see as the next 

p l a t ? 

A. The next p l a t i s a d e p i c t i o n of a l l the w e l l s 

t h a t are c u r r e n t l y d r i l l e d w i t h i n the San Juan 27-5 U n i t , 

as would i t be i n a l l the other u n i t s also. 

Q. To the best of your knowledge t h i s i n f o r m a t i o n i s 

t r u e and accurate? 

A. I sure hope so. I r e l y on i t . 

Q. Okay. And you've done the same t h i n g w i t h a l l 

the other t h r e e e x h i b i t books? 

A. Correct. 

Q. From your perspective i n the land department, 

what do you hope t o ob t a i n by approval of t h i s A p p l i c a t i o n , 

Ms. Donohue? 

A. From the land department's p e r s p e c t i v e , j u s t the 

e l i m i n a t i o n of the n o t i c e i s going t o be of gre a t 

assistance t o us. And Scott and B i l l w i l l go i n t o more 

d e t a i l as f a r as the marginal q u a l i f i c a t i o n s t h a t we would 

als o l i k e t o see. 

MR. KELLAHIN: Mr. Examiner, t h a t concludes my 

examination of Ms. Donohue. 

We move the i n t r o d u c t i o n of E x h i b i t 1 and 2 i n 

each of the e x h i b i t books. 
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EXAMINER CATANACH: E x h i b i t 1 and 2 i n each of 

the e x h i b i t books w i l l be admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Ms. Donohue, e x a c t l y what d i d you send t o these 

i n t e r e s t owners? 

A. They were sent the a p p l i c a t i o n — you mean p r i o r 

t o — I f we were t o j u s t send i t normally r i g h t now, they 

would get a cover l e t t e r t h a t would be coming t o the OCD 

o f f i c e , p l u s the C-107 form. 

Q. Okay, but f o r the purpose of t h i s hearing, you 

sent them a copy of the — 

A. — of the A p p l i c a t i o n — 

Q. — A p p l i c a t i o n — 

A. — f o r hearing. 

Q. — which i s found behind E x h i b i t Number 1? 

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

MR. KELLAHIN: And they also got t h i s n o t i c e 

l e t t e r , which i s the f i r s t page of E x h i b i t 1. 

THE WITNESS: That i s c o r r e c t . 

EXAMINER CATANACH: Mr. K e l l a h i n , i n the — on 

page 3 of the A p p l i c a t i o n , i n paragraph number 5, t h a t ' s 

b a s i c a l l y where i t explains t o the i n t e r e s t owners what you 

guys are seeking i n terms of n o t i c e ; i s t h a t c o r r e c t ? 

MR. KELLAHIN: I t appears i n two p a r t s . We're 
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asking i n paragraph 4 on page 2 t h a t there's now s u f f i c i e n t 

data a v a i l a b l e i n which we can adopt a reference case f o r 

the f o l l o w i n g items. 4(c) i s n o t i f i c a t i o n . 

And then we come over on the f o l l o w i n g numbered 

paragraph 5 and advise them s p e c i f i c a l l y t h a t we not have 

t o provide n o t i f i c a t i o n t o them i n instances where the 

ownership i s d i f f e r e n t . 

EXAMINER CATANACH: Do you f e e l l i k e t h a t ' s 

s u f f i c i e n t l y c l e a r t o an i n t e r e s t owner of what you're 

asking f o r and what your i n t e n t is? 

MR. KELLAHIN: Well, I c e r t a i n l y hope so, Mr. 

Examiner. I t h i n k those p a r t i e s t h a t have taken t h e 

o p p o r t u n i t y t o c a l l one of us and ask f o r an ex p l a n a t i o n 

c e r t a i n l y understood when they r e c e i v e a c e r t i f i e d m a i l 

r e t u r n r e c e i p t t h a t has the f o r m a l i t y of a n o t i c e l i k e 

t h i s , t h a t the burden s h i f t s t o them t o make an i n q u i r y . 

And f o r those t h a t have, we've provided a f u r t h e r 

e x p l a n a t i o n . 

I t h i n k i f any of these people, even 

u n s o p h i s t i c a t e d ones, take the time t o read the 

a p p l i c a t i o n , they can recognize what we're asking t o do. 

EXAMINER CATANACH: Okay. Just — I n reading 

through t h i s , I j u s t had a question which doesn't concern 

n o t i c e , but i n paragraph 12 on page 4 --

MR. KELLAHIN: Okay. 
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EXAMINER CATANACH: — your request i n s o f a r as 

t h a t paragraph, can you elaborate on t h a t ? I s t h a t 

something t h a t you're s t i l l asking f o r ? 

MR. KELLAHIN: I t h i n k we p i c k t h i s up as p a r t of 

the format used i n the other u n i t i n which you gave us an 

areawide exception, and I t h i n k i n subsequent discussions 

w i t h you and the D i v i s i o n , the idea of commingling 

a p p l i c a t i o n s being processed i n the d i s t r i c t o f f i c e i s 

nothing more than a c o n t i n u a t i o n of the c u r r e n t p r a c t i c e , 

which i s f o r the D i v i s i o n t o issue an a d m i n i s t r a t i v e 

commingling order, w i t h the a c t u a l a l l o c a t i o n t o be worked 

out w i t h the Aztec o f f i c e . 

I n other words, a f t e r the w e l l i s d r i l l e d and you 

get the r a t e s , we go see Frank Chavez or Ernie Bush and 

work out the a c t u a l mechanics of the commingling, and 

t h a t ' s what we're t a l k i n g about here. I t ' s n o t h i n g 

d i f f e r e n t than you already do. 

EXAMINER CATANACH: A l l r i g h t . 

Q. (By Examiner Catanach) Ms. Donohue, the i n t e r e s t 

owners t h a t you n o t i f i e d , are these the — are these a l l of 

the i n t e r e s t owners i n these u n i t s , or are these j u s t the 

i n t e r e s t owners t h a t are c u r r e n t l y sharing i n some k i n d of 

produ c t i o n revenue? 

A. They are e i t h e r i n our records — Well, a l l of 

them are r e c e i v i n g revenue; they're o f f of our revenue 
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records. 

Q. So — 

A. They share i n production. They j u s t share i n 

d i f f e r e n t percentages because of the way the PAs are 

s t r u c t u r e d . 

Q. Okay. So the l i s t t h a t you've got, t h a t takes 

i n t o account of every i n t e r e s t owner i n each of these 

u n i t s ? 

A. To our knowledge, i t does, yes, the best of our 

knowledge, j u s t i n our records. 

Q. So you're saying every i n t e r e s t owner i n these 

u n i t s i n some f o r or fashion gets revenue from you? 

A. Uh-huh. 

Q. Okay. Have you ever had an i n t e r e s t owner o b j e c t 

t o a downhole commingling a p p l i c a t i o n ? 

A. No. 

Q. Do you ever get much response t o — from r o y a l t y 

or o v e r r i d i n g r o y a l t y i n t e r e s t owners, l i k e when you send 

them a copy of a Form C-107? 

A. Just r e c e n t l y , because, you know, t h i s was j u s t 

enacted e a r l i e r t h i s year, and we've received a l o t of 

i n q u i r i e s j u s t t r y i n g t o f i g u r e out why they're g e t t i n g 

m a i l i n g s t h a t they never h i s t o r i c a l l y have received because 

i t ' s not a n o r m a l i t y , you know, t o send them 

correspondence. 
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They're j u s t used t o being on the revenue-check 

side of t h i n g s , so — which i s the way — They j u s t want t o 

know i f they're going t o get more, and I've been t e l l i n g 

them probably so, i f t h i n g s work out w e l l . 

Q. Did you mention t h a t you had n o t i f i e d o f f s e t 

operators of t h i s A p p l i c a t i o n ? 

A. I f they were — I f they o f f s e t , yes. 

Q. I f they o f f s e t the u n i t ? 

A. Right, i f we do have o f f s e t operators. 

Q. That's a l l the way around each of these u n i t s ? 

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

Q. Okay. 

A. I t looks l i k e P h i l l i p s and Amoco would have been 

n o t i f i e d as o f f s e t operators, which I'm sure they would 

l i k e the same a b i l i t y . 

EXAMINER CATANACH: Okay, t h a t ' s a l l we have of 

t h i s witness. 

MR. OWEN: I have a — 

EXAMINER CATANACH: Oh, so r r y . 

MR. OWEN: Forgot a l l about me here, so q u i e t . 

EXAMINATION 

BY MR. OWEN: 

Q. Ms. Donohue, I j u s t have a couple questions. 

As you know, Vastar holds an i n t e r e s t , holds 

v a r i e d i n t e r e s t s i n the San Juan 27-9 [ s i c ] U n i t , which i s 
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the s u bject of Case Number 11,629. 

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

Q. And I j u s t want some c l a r i f i c a t i o n as t o the 

n o t i c e , and you've covered some of t h i s already i n Mr. 

K e l l a h i n * s examination, but I want some c l a r i f i c a t i o n of 

the n o t i c e t h a t you're going t o provide t o Vastar f o r 

f u t u r e downhole commingling. 

A. Okay, I have agreed w i t h Joe Candela, who works 

w i t h Vastar, t h a t we w i l l be sending him a proposal showing 

him what the w e l l cost and our plan i s f o r the w e l l , and 

then we w i l l send him a copy of the 10C [ s i c ] form a t t h a t 

same time, so he's aware of i t . 

Q. By "your proposal" — 

MR. KELLAHIN: The 107 form. 

THE WITNESS: Uh-huh, the 107 form. 

Q. (By Mr. Owen) By "your proposal", you mean the 

AFE? 

A. The AFE. 

Q. And the costs? 

A. Yeah, he would be g e t t i n g an AFE f o r any of the 

w e l l s t h a t we do plan t o commingle. 

Q. And are you going t o provide t h i s — both the AFE 

and the C-107 f o r every w e l l i n which Vastar has a 

i n t e r e s t ? 

A. Yes. 
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Q. Okay. 

A. They c u r r e n t l y do not own i n the p a r t i c i p a t i n g 

areas. They own outside of the p a r t i c i p a t i n g areas i n the 

F r u i t l a n d . They own i n the F r u i t l a n d p a r t i c i p a t i n g area, 

and then they own d r i l l b l o c k i n t e r e s t s i n the P i c t u r e d 

C l i f f s . So those w e l l s t h a t would i n v o l v e commingle of 

those two zones i s what they would be g e t t i n g n o t i f i c a t i o n 

o f . 

MR. OWEN: That's a l l the questions I have. 

EXAMINER CATANACH: Can you please i d e n t i f y 

y o u r s e l f , s i r ? 

MR. FERRAN: Yes, my name i s Manuel Ferran. I'm 

one of the i n t e r e s t e d p a r t i e s on t h i s . 

EXAMINER CATANACH: Okay. 

MR. FERRAN: And I guess — My apologies. I came 

i n l a t e , I got detained. But I was here t h i s morning — 

EXAMINER CATANACH: Uh-huh. 

MR. FERRAN: — and I guess I am one of those 

u n s o p h i s t i c a t e d people t h a t don't understand the 

ex p l a n a t i o n , so I wonder i f i n a few questions you can t e l l 

me what commingling means. 

EXAMINATION 

BY MR. FERRAN: 

Q. Are you going t o take a s e c t i o n and other w e l l s 

i n the s e c t i o n and put them together and then d i v i d e them 
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up or what? 

A. Okay, j u s t the commingling i t s e l f on how t h a t — 

Q. Yes. 

A. — i s done? What they do i s t h a t u s u a l l y when 

there's a — what they c a l l a dual w e l l , there's two 

s t r i n g s of t u b i n g going down the w e l l b o r e . What they 

i n t e n d on doing i s j u s t running one s t r i n g of t u b i n g and 

doing an a l l o c a t i o n between two d i f f e r e n t formations, so 

they only have one meter house t h a t ' s being used. 

I t k i n d of e l i m i n a t e s the necessity f o r a bunch 

of equipment t o be s i t t i n g out on l o c a t i o n , and i t ' s j u s t a 

s i m p l i f i c a t i o n of being able t o operate the w e l l more 

e f f i c i e n t l y and probably longer than they would have 

otherwise, because a l o t of the w e l l s t h a t t hey're 

commingling w i t h would not be d r i l l e d as a s i n g l e w e l l , as 

i t i s . 

So you're r e a l l y g e t t i n g the b e n e f i t of having 

more pr o d u c t i o n come out of the wellbore from m u l t i p l e 

completions, and they c a l l t h a t commingling when they do 

t h a t . 

Q. Let me see i f I understand. 

A. Okay. 

Q. You have a w e l l , and r i g h t now you a l l o c a t e t o 

i n t e r e s t e d p a r t i e s f o r various formations, so you have 

meters i n d i f f e r e n t locations? 
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A. Well, we only have one meter on t h a t l o c a t i o n , 

but based upon the pressure basis and what the engineer 

sets as t h a t a l l o c a t i o n , t h a t i s how the revenue i s then 

disbursed out t o the: owners of each p a r t i c i p a t i n g area. 

Q. And so what you're going t o do now i s , you're 

j u s t going t o take the t o t a l p roduction and d i v i d e i t among 

the d i f f e r e n t owners according t o the percentage? 

A. That they own w i t h i n t h a t f o r m a t i o n , t h a t i s 

c o r r e c t . 

Q. And so some people could b e n e f i t and some could 

not? 

A. Well, they a l l should b e n e f i t , because they're 

going t o be a l l o c a t e d a p o r t i o n of t h a t , based upon r e a l l y 

what t h a t formation i s c o n t r i b u t i n g t o t h a t w e l l . 

MR. FERRAN: Okay, thank you. 

Thank you, s i r . 

EXAMINER CATANACH: You bet. 

EXAMINATION 

BY MR. CARROLL: 

Q. Ms. Donohue, okay, so as I understand i t you've 

agreed w i t h Vastar t o provide them i n f o r m a t i o n r e g a r d i n g 

each w e l l t h a t you in t e n d t o commingle? 

A. That involves t h e i r i n t e r e s t . 

Q. That involves t h e i r i n t e r e s t . And you won't 

provide t h a t i n f o r m a t i o n t o any other i n t e r e s t owner unless 
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they request t h a t ; i s t h a t c o r r e c t ? 

A. I f they want i t we w i l l send i t t o them. 

Q. But they'd have t o request i t ? 

A. Uh-huh. Flight now t h a t ' s what our preference 

would be. 

MR. CARROLL: Thanks. 

FURTHER EXAMINATION 

BY EXAMINER CATANACH: 

Q. But under the u n i t agreement, you're s t i l l 

p r o v i d i n g n o t i c e t o the i n t e r e s t owners i n the d r i l l block 

when you — 

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

Q. — a c t u a l l y commingle the we l l ? 

A. There w i l l be n o t i f i c a t i o n out the r e through plan 

of developments, AFE proposals and... 

EXAMINER CATANACH: Okay, t h a t ' s a l l I have. 

WILLIAM BABCOCK. 

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. KELLAHIN: 

Q. Mr. Babcock, f o r the record would you please 

s t a t e your name and occupation? 

A. My name i s Wi l l i a m Babcock. I'm a senior 

g e o l o g i s t f o r B u r l i n g t o n Resources i n Farmington, New 
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Mexico. 

Q. Mr. Babcock, are you f a m i l i a r w i t h the geologic 

d i s p l a y s t h a t are set f o r t h i n each of the e x h i b i t books 

t h a t are the subject matter of these f o u r cases before the 

Examiner today? 

A. Yes, I am. 

Q. I n general, are you f a m i l i a r w i t h the geology of 

the San Juan Basin so t h a t you can reach opinions and give 

us conclusions w i t h regards t o the f e a s i b i l i t y of 

commingling production i n these various u n i t s ? 

A. Yes, I am. 

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

petroleum g e o l o g i s t . 

EXAMINER CATANACH: He i s so q u a l i f i e d . 

Q. (By Mr. K e l l a h i n ) Give us an overview of the 

geology here, Mr. Babcock. When we look a t the o p p o r t u n i t y 

t o prolong the l i f e of these u n i t s by making them more 

e f f i c i e n t , t o recover a d d i t i o n a l hydrocarbons out of any of 

these formations, what i s the advantage of commingling as 

you see i t ? 

A. Well, i f you can keep the w e l l s on p r o d u c t i o n f o r 

a longer time p e r i o d and a t lower r a t e s , you can t h e r e f o r e 

lower the pressure i n the r e s e r v o i r f u r t h e r and t h e r e f o r e 

get more gas out of the ground u l t i m a t e l y , p r o l o n g i n g the 

l i f e of the w e l l and incr e a s i n g the u l t i m a t e recovery from 
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each zone. 

Q. For each of these formations and f o r each of 

these u n i t s have we reached the p o i n t i n development where 

we are l o o k i n g f o r commingling o p p o r t u n i t i e s ? 

A. Yes, I b e l i e v e we have. 

Q. I s i t reasonably probable t o look a t the geology 

i n any of these u n i t s and have the expec t a t i o n t h a t you can 

d r i l l a P i c t u r e d C l i f f w e l l as a stand-alone P i c t u r e d C l i f f 

w e l l t o produce only out of t h a t formation, which would be 

economic? 

A. Could you please repeat the question? 

Q. Sure. When you look a t the geology f o r the 

Pi c t u r e d C l i f f , are you l i k e l y t o f i n d an o p p o r t u n i t y now 

where you can d r i l l a stand-alone P i c t u r e d C l i f f w e l l i n 

any of the u n i t s and have t h a t be prod u c t i v e enough t o be 

economic by i t s e l f ? 

A. I don't b e l i e v e so. There have been enough 

p e n e t r a t i o n s i n the u n i t s t o understand the geology w e l l 

enough t o say no. 

Q. When we look a t the P i c t u r e d C l i f f i n each of the 

u n i t s , do we have enough data p o i n t s where you can 

ac c u r a t e l y map the d i s t r i b u t i o n of the P i c t u r e d C l i f f ? 

A. Yes, we do. 

Q. I n a s u f f i c i e n t enough way t o recognize t h a t i t 

would be h i g h l y u n l i k e l y t o f i n d one of those untested 
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sweet spots, i f you w i l l , i n the P i c t u r e d C l i f f , t h a t a l l 

of a sudden we're going t o get a very economic w e l l i n t h a t 

zone? 

A. That i s t r u e . I t would be very u n l i k e l y t o f i n d 

a — as you c a l l e d i t , a sweet spot t h a t i s untested a t 

t h i s p o i n t . 

Q. - When we look a t the extent of the Dakota 

development from a geologic perspective, the — what's 

occurred i n these u n i t s i n terms of the Dakota development? 

I b e l i e v e we have more Mesaverde w e l l s than any other? 

A. Yes. 

Q. There are some instances where t h e r e are fewer 

Dakota w e l l s . I t h i n k i n a l l instances t h e r e are fewer 

Dakota w e l l s . Do we have enough Dakota data, from a 

geologic perspective, t o give you a generalized sense of 

the d i s t r i b u t i o n of the Dakota? 

A. I t h i n k t h a t i s t r u e . I n the Dakota the sands 

are very p r e d i c t a b l e i n t h e i r l a t e r a l d i s t r i b u t i o n s , so 

t h a t even i f we don't have data p o i n t s f o r several 

s e c t i o n s , you can make a very good estimate of what you 

would expect t o f i n d i n those sections. 

So yes, I would say the r e i s enough data p o i n t s 

t o p r e d i c t what you w i l l f i n d i n the Dakota. 

Q. As a g e o l o g i s t , do you f i n d any evidence t h a t i s 

going t o be i n c o n s i s t e n t w i t h the engineering conclusion 
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t h a t i n almost a l l cases i n these u n i t s , the P i c t u r e d C l i f f 

and the Dakota are i n a l l p r o b a b i l i t y t o be marginal zones? 

A. No, I f i n d the geologic evidence t o be c o n s i s t e n t 

w i t h the engineering evidence. 

Q. When we look a t the Mesaverde i n each of these 

u n i t s , how does t h a t rank i n terms of i t s l i k e l i h o o d of 

being a commercial r e s e r v o i r , as compared t o the others? 

A. I t h i n k the l i k e l i h o o d of a commercial Mesaverde 

i s higher, much higher than the l i k e l i h o o d of commercial 

P i c t u r e d C l i f f s or Dakota. 

Q. So i n terms of commingling, what do you do as a 

g e o l o g i s t i n pickingf o p p o r t u n i t i e s t o package these 

m u l t i p l e r e s e r v o i r s together i n one wellbore? What do you 

t r y t o do? 

A. Well, you t r y and f i n d an area where you can 

optimize recovery i n a l l three zones, of course, but you 

would need t o have — be sure t h a t the w e l l i t s e l f i s going 

t o be economic. And t h e r e f o r e you need t o f i n d economic 

Mesaverde o p p o r t u n i t i e s , and then d r i l l a l l the way down t o 

the Dakota and — making sure t h a t t h a t incremental cost i s 

economic as w e l l , t o recover the gas i n the other zones. 

Q. From a geologic perspective, how does the 

F r u i t l a n d Coal gas f i t i n t o the puzzle? Are t h e r e — Well, 

l e t me ask i t t o you t h i s way: Are the r e o p p o r t u n i t i e s i n 

each of these u n i t s , a l l of which have F r u i t l a n d Coal gas 
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w e l l s i n them — 

A. Uh-huh. 

Q. — t o take t h a t coal gas produ c t i o n and t o 

commingle i t , probably w i t h the P i c t u r e d C l i f f s , I would 

t h i n k ? 

A. I suspect there would be o p p o r t u n i t i e s t o 

commingle the F r u i t l a n d Coal w i t h t h a t . 

Q. Okay. So i n each of the u n i t s , the geologic 

i n f o r m a t i o n shows t h a t F r u i t l a n d Coal gas i s a v a i l a b l e i n 

a l l of these u n i t s ? 

A. Yes, i n vary i n g q u a n t i t i e s , but yes. 

Q. Okay. Let's take one of these e x h i b i t books as 

an example. Let's s t a r t w i t h 11,626, i f you have t h a t 

before you. 

A. Yes, I do. 

Q. And l e t ' s go through w i t h the Examiner how the 

geologic data i s organized so t h a t he may review t h a t . I f 

y o u ' l l s t a r t w i t h E x h i b i t Tab Number 3. And a l l the books 

are constructed i n the same fashion, are they not s i r ? 

A. Yes, I b e l i e v e they are. 

Q. A l l r i g h t . Let's s t a r t w i t h t h i s one, then, and 

have you i d e n t i f y and describe what we're l o o k i n g a t w i t h 

the f i r s t d i s p l a y behind E x h i b i t Tab Number 3. 

A. The f i r s t d i s p l a y t h a t I have i s the Paguate net 

pay map. And what t h i s i s , i t ' s i n the Dakota f o r m a t i o n , 
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and i t ' s the green map, and i t ' s p r i m a r i l y green c o l o r . 

I t ' s i n the Dakota formation. I t ' s showing the marine 

sequence, the marine sandstone sequence. And i t ' s a n e t -

pay map which was constructed using a p o r o s i t y c u t o f f of 6 

percent and a r e s i s t i v i t y c u t o f f of 3 0 ohmmeters from the 

logs. 

And as you can see, there are numerous data 

p o i n t s , most of them being i n the northeast corner of the 

u n i t , w i t h fewer data p o i n t s as we get t o the south of the 

u n i t . 

But what i t e s s e n t i a l l y shows i s t h a t t h e r e i s 

very l i t t l e v a r i a t i o n i n the marine sands w i t h i n the Dakota 

fo r m a t i o n , the marine sands being g e n e r a l l y considered t o 

be the most prod u c t i v e , c e r t a i n l y which c o n t a i n the most 

gas i n the Dakota fcrm a t i o n . So very c o n s i s t e n t across the 

whole u n i t . 

Q. As we look a t the geology f o r the Dakota, are we 

l i k e l y t o f i n d a Dakota l o c a t i o n i n the u n i t t h a t i s going 

t o be a h i g h l y productive Dakota well? 

A. I would be s u r p r i s e d . I t would be u n l i k e l y . 

Q. That's t r u e of a l l four of the u n i t s , i s i t not, 

t h a t the Dakota i s r e a l l y a h i g h - r i s k r e s e r v o i r i n most of 

these u n i t s ? 

A. Yes, i t i s . 

Q. Highly u n l i k e l y t o get a s u b s t a n t i a l l y p r o d u c t i v e 
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Dakota well? 

A. Absol u t e l y , yes. 

Q. Let's t u r n t o the next d i s p l a y . You've got a 

P i c t u r e d C l i f f gross isopach as the next di s p l a y ? 

A. Yes. 

Q. A l l these books may not be q u i t e arranged i n the 

same fa s h i o n , but... 

A. That's the map I have. 

Q. A l l r i g h t . You and I are l o o k i n g a t the same — 

A. Yes. 

Q. A l l r i g h t , what are we seeing here? 

A. This i s a map of the gross P i c t u r e d C l i f f s 

i n t e r v a l across the u n i t , and t h i s i s from the top of the 

P i c t u r e d C l i f f s , which i s ge n e r a l l y w i t h i n 10 t o 20 f e e t of 

the base of the F r u i t l a n d Coal, and down t o where i t grades 

i n t o the Lewis shale. 

And what we see i s a s i m i l a r t r e n d . There are 

some v a r i a t i o n s w i t h i n the u n i t , but the r e are no 

s i g n i f i c a n t changes t h a t would g r o s s l y a f f e c t the 

p r o d u c t i v i t y of the w e l l s . 

We also see t h a t we have a la r g e amount of data 

c o n t r o l i n the Pi c t u r e d C l i f f s because of a l l the w e l l s 

t h a t have d r i l l e d through i t . 

Q. G e o l o g i c a l l y , what's your conclusion about f u t u r e 

o p p o r t u n i t i e s i n the Pi c t u r e d C l i f f ? 
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A. I t h i n k the p o i n t t o be taken from t h i s i s t h a t 

what we've got t e n i n the e x i s t i n g w e l l s i s what we're going 

t o see i n the f u t u r e . 

Q. And then the f i n a l d i s p l a y , would you i d e n t i f y 

and describe t h a t one f o r us? 

A. The f i n a l d i s p l a y i s a s t r u c t u r a l marker, a 

s t r u c t u r a l map. I t ' s on a middle Lewis marker, the Lewis 

shale being between the P i c t u r e d C l i f f s and the Mesaverde 

for m a t i o n . And t h i s shows e s s e n t i a l l y a c o n s i s t e n t d i p 

across the u n i t , nothing of s i g n i f i c a n c e which would a f f e c t 

p r o d u c t i o n i n t h i s u n i t . 

Q. I s t h e r e a s t r u c t u r a l component t o the r e s e r v o i r 

such t h a t we're l i k e l y t o have a h i g h l y p r o d u c t i v e p o r t i o n 

of the r e s e r v o i r based upon s t r u c t u r e ? 

A. No, I do not believe so. 

Q. I n f a c t , t h a t conclusion could be reached f o r a l l 

of these u n i t s ? 

A. Yes. 

Q. S t r u c t u r e i s not going t o be a s i g n i f i c a n t 

c o n t r i b u t i n g f a c t o r t o p r o d u c t i v i t y ? 

A. That would be t r u e . 

Q. I s there any s u b s t a n t i a l d i f f e r e n c e w i t h regards 

t o the i n f o r m a t i o n we've j u s t described as we look a t the 

other e x h i b i t books? 

A. No. 
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Q. You can reach the same conclusions and opinions? 

A. Yes. 

Q. Okay, l e t ' s t u r n t o E x h i b i t Tab 4, and f o r t h i s 

u n i t as w e l l as the other u n i t s you have a l o c a t o r map, and 

i t shows a l i n e of cross-section? 

A. Yes. 

Q. Let's take the — out of the pocket. Let's take 

a c r o s s - s e c t i o n , so the Examiner sees your p o i n t and your 

conclusions from the cross-section. 

A l l r i g h t , s i r , describe what we're seeing here. 

A. This i s a cross-section i n the P i c t u r e d C l i f f s 

i n t e r v a l . I t i s hung on the basal F r u i t l a n d Coal a t the 

top of the P i c t u r e d C l i f f s zone. 

What i t represents, three w e l l s s t r e t c h i n g a l l 

the way across the u n i t , and e s s e n t i a l l y i t shows t h a t 

t h e r e are — there's not a s i g n i f i c a n t change w i t h i n the 

P i c t u r e d C l i f f s . We see t h a t the marine sequences are — 

appear t o be d i f f e r e n t parasequences, d i f f e r e n t beach 

sequences, but t h a t t h e i r magnitude i s e s s e n t i a l l y t he same 

across the u n i t . 

Q. Do we have t h i s r e l a t i o n s h i p i n a l l the u n i t s 

where we have the F r u i t l a n d r i g h t above the P i c t u r e d C l i f f ? 

A. Yes. Yes, we do. 

Q. And i s the sequence here such t h a t the F r u i t l a n d 

Coal gas w e l l s are being produced out of the coal i n t e r v a l 
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t h a t would be i n p r o x i m i t y t o the conventional P i c t u r e d 

C l i f f sandstone gas production? 

A. Yes, I bel i e v e so. 

Q. A l l r i g h t . I s the commingling o p p o r t u n i t y f o r 

those two zones one i n which you can more e f f e c t i v e l y and 

e f f i c i e n t l y produce these w e l l s i f you explore the 

o p p o r t u n i t y f o r commingling P i c t u r e d C l i f f w i t h t he 

F r u i t l a n d Coal gas? 

A. Yes, I t h i n k i n many cases you would not produce 

the P i c t u r e d C l i f f s w i t h o u t a commingle. 

Q. And you have cross-sections f o r a l l the r e s t of 

the e x h i b i t s , do you not? 

A. Yes. 

Q. I mean the e x h i b i t books. 

A. Yes. 

Q. A l l r i g h t . When we look a t the next pocket, 

there's another pocket w i t h another c r o s s - s e c t i o n . Let's 

p u l l t h a t one out and — and here you're l o o k i n g a t the 

Dakota r e l a t i o n s h i p ? 

A. Yes. 

Q. A l l r i g h t . Describe f o r us what you're seeing 

here. 

A. This i s once again a cr o s s - s e c t i o n , a l l the way 

across the u n i t i n a southwest-northeast d i r e c t i o n . This 

one i s f l a t t e n e d on the base of the Greenhorn f o r m a t i o n , 
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which i s a c o n s i s t e n t s t r a t i g r a p h i c marker a l l across the 

Basin. 

You can see labeled w i t h i n the Dakota f o r m a t i o n 

i s t h e marine and a nonmarine sequence. The net-pay map we 

looked a t e a r l i e r i s the marine sequence, the Paguate 

p o r t i o n of t h a t , which i s the sand a t the bottom of t h a t 

u n i t . The nonmarine sequence down lower has lower 

p o r o s i t i e s than the marine sequence. 

E s s e n t i a l l y what we see i s t h a t there's a l o t of 

consistency i n the marine sequence. I t appears t o be a 

mass of sand across the whole u n i t . The nonmarine 

sequence, the i n d i v i d u a l zones seem t o come and go, but 

e s s e n t i a l l y the t o t a l footage of pay i n the nonmarine 

sequence remains e s s e n t i a l l y the same across the u n i t . 

Q. From a c r o s s - s e c t i o n a l perspective then, when you 

examine the P i c t u r e d C l i f f and the Dakota, which are 

t a r g e t e d t o be the two formations i n each u n i t w i t h the 

g r e a t e s t p o s s i b i l i t y of being marginal, you don't see a 

s u f f i c i e n t v a r i a t i o n i n the geology t o change t h a t opinion? 

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

MR. KELLAHIN: Okay, t h a t concludes my 

examination of Mr. Babcock. 

We move the i n t r o d u c t i o n of h i s geologic 

d i s p l a y s . I b e l i e v e they're located i n a l l instances i n 

the e x h i b i t book, being E x h i b i t s 3, 4 and 5 -- I'm s o r r y , 
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no, i t ' s j u s t 3 and 4. 

EXAMINER CATANACH: E x h i b i t s 3 and 4 i n each of 

the e x h i b i t books w i l l be admitted i n t o evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Babcock, has the P i c t u r e d C l i f f s f o r m a t i o n 

been e x t e n s i v e l y developed i n each of these u n i t s ? 

A. No, i t has not been completely developed i n a l l 

of those u n i t s . 

Q. What would you estimate t o be the percentage of 

development w i t h i n these u n i t s ? 

A. On 160-acre spacing — I t v a r i e s s i g n i f i c a n t l y . 

The 29-7 U n i t has s c a t t e r e d t e s t s . I should probably look 

a t the maps i n order t o assess t h a t . 

The 27-5 U n i t i s the most w e l l developed w i t h 87 

w e l l s ; and the 28-6 U n i t has 51 w e l l s ; the 28-5 U n i t , 16 — 

these are P i c t u r e d C l i f f s w e l l s I'm r e f e r r i n g t o , of course 

— and the 29-7 U n i t only has 13 P i c t u r e d C l i f f s w e l l s . 

Q. Do you have those numbers f o r the Dakota as well? 

A. Yes, I do. I n the 27-5 U n i t t h e r e are 101 Dakota 

w e l l s . I n the 28-5 U n i t there are 67 Dakota w e l l s . I n the 

28-6 U n i t there are 90 Dakota w e l l s . And then i n the 29-7 

U n i t t h e r e are 55 Dakota w e l l s . 

Q. Okay. The Mesaverde would have been e x t e n s i v e l y 

developed i n a l l of the u n i t s , probably? 
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A. Yes, yes. There are s t i l l some 160-acre 

l o c a t i o n s t o be developed w i t h i n the Mesaverde. 

Q. But f o r the most p a r t , the Mesaverde i s almost 

f u l l y developed, do you thi n k ? 

A. Yes, the 2 8-5 Uni t may be the only exception. 

Probably doesn't — only has a few of the 160-acre 

l o c a t i o n s developed. 

Q. I n some of these u n i t s where you don't have a l o t 

of w e l l s , l i k e the 2 9-7 Uni t where you only have 13 w e l l s , 

do you t h i n k i t ' s p o s s i b l e t o make a geologic d e t e r m i n a t i o n 

t h a t you're not going t o get any good PC w e l l s i n the u n i t 

anymore? 

A. There's always the p o s s i b i l i t y t h a t you might 

stumble onto something, but p a r t i c u l a r l y i n the P i c t u r e d 

C l i f f s where we've d r i l l e d numerous w e l l s through t h e r e and 

have w i r e l i n e logs across the i n t e r v a l , we can map the 

thicknesses of the r e s e r v o i r across the u n i t w i t h a f a i r 

amount of accuracy. 

And we have — Those 13 w e l l s are s c a t t e r e d 

somewhat through the u n i t , so we have t e s t e d i t i n a 

v a r i e t y of places and found v a r y i n g r e s u l t s across the 

u n i t . 

I'm not aware of any of the P i c t u r e d C l i f f s w e l l s 

t h a t turned out t o be e x c e p t i o n a l l y good w e l l s . 

Q. So as a g e o l o g i s t , you wouldn't recommend the 
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d r i l l i n g of a stand-alone PC or Dakota w e l l i n any of these 

u n i t s ? 

A. Probably not, no. 

Q. Okay. The — You're not attempting t o c l a s s i f y 

the F r u i t l a n d as being an uneconomic h o r i z o n , are you, i n 

t h i s case? 

A. I don't b e l i e v e so. 

MR. KELLAHIN: Let Mr. Daves respond. My 

understanding i s t h a t i t ' s not, t h a t the Mesaverde and the 

F r u i t l a n d Coal are po s s i b l y more economic, and the y ' r e the 

ones t h a t we look f o r , and package the two others together. 

EXAMINER CATANACH: I have nothing f u r t h e r of 

t h i s witness. 

MR. OWEN: Nothing f o r t h i s witness. 

MR. KELLAHIN: Mr. Examiner, our l a s t witness i s 

Scott Daves. 

SCOTT B. DAVES. 

the witness h e r e i n , a f t e r having been f i r s t duly sworn upon 

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Daves, f o r the record would you please s t a t e 

your name and occupation? 

A. My name i s Scott Daves. I'm a senior petroleum 

engineer f o r B u r l i n g t o n Resources i n Farmington, New 
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Mexico. 

Q. Mr. Daves, on p r i o r occasions before the 

D i v i s i o n , as w e l l as the Commission, have you t e s t i f i e d 

w i t h regards t o downhole commingling a p p l i c a t i o n s on behalf 

of your company? 

A. Yes, I have. 

Q. Do you continue t o be inv o l v e d i n the commingling 

procedures so t h a t you are f a m i l i a r w i t h the pressure 

i n f o r m a t i o n , the economics w i t h regards t o d r i l l i n g these 

w e l l s and the other components w i t h regards t o the 

t e c h n i c a l data involved i n the commingling a p p l i c a t i o n s ? 

A. Yes, I am. 

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

petroleum engineer. 

EXAMINER CATANACH: He i s so q u a l i f i e d . 

Q. (By Mr. K e l l a h i n ) Let's s t a r t i n a general 

sense, Mr. Daves, about the reference-case concept. 

A. Uh-huh. 

Q. I know when you t e s t i f i e d before the Commission 

back i n January, I t h i n k i t was, of t h i s year — Perhaps i t 

was February; I've l o s t the exact date. But you have 

presented an extensive p r e s e n t a t i o n w i t h regards t o 

pressure information? 

A. Yes, I have. 

Q. On past occasions you have provided a l l o c a t i o n 
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formulas, how t o a l l o c a t e production t o the p a r t i e s , t o 

rece i v e the b e n e f i t of production, so t h a t everybody gets 

t h e i r accurate and reasonable share of t h a t production? 

A. Yes, I have. 

Q. And you've done an economic a n a l y s i s w i t h regards 

t o the r e s e r v o i r s involved? 

A. Yes. 

Q. Why don't you e x p l a i n t o us what your hope and 

expe c t a t i o n was i n the u t i l i z a t i o n of a reference-case 

concept f o r processing downhole commingling a p p l i c a t i o n s ? 

A. Okay, e s s e n t i a l l y I t h i n k the g i s t of what a 

reference case would do i s , as you take out the form and 

you look a t the data and the questions t h a t are on i t , i n 

c e r t a i n cases where, f o r instance, a method of p r o d u c t i o n , 

a type, whether i t ' s o i l or gas, those types of t h i n g s , 

bottomhole pressures;, gas contents, those s o r t s of t h i n g s , 

i n a general area, f o r example, i n one of these u n i t s you 

could apply a reference case, supply the data t h a t would be 

the r e t o e s t a b l i s h a common database f o r p u b l i c record so 

t h a t anybody, l i k e the gentleman back here, i f he wanted t o 

understand what was going on, would have the o p p o r t u n i t y t o 

look a t the data y o u r s e l f , you would be able t o . 

But I don't t h i n k t h a t would ever preclude anyone 

who f i l l s out one of these forms and mails i t i n from 

p u t t i n g i n the data t h a t needs t o be i n t h e r e and checking 
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o f f the appropriate questions. 

So i n other words, i t ' s e s s e n t i a l l y the reference 

m a t e r i a l t h a t would back the data t h a t they put on t h e r e . 

Q. We submitted t o the Commission some pressure 

maps, i f you w i l l , t h a t showed the d i s t r i b u t i o n of pressure 

data i n the Dakota, the Mesaverde and the P i c t u r e d C l i f f , 

and subsequently we've been asked by the D i v i s i o n t o 

provide the a c t u a l data p o i n t s — 

A. Uh-huh. 

Q. — t h a t generated those maps. 

A. Right. 

Q. Did you b r i n g the data w i t h you today — 

A. Yes, I d i d . 

Q. — t h a t gives the D i v i s i o n Examiner t h a t data by 

w e l l , by l o c a t i o n and by pressure? 

A. Yes. 

Q. A l l r i g h t . And how have you formulated t h a t 

i nformation? How i s i t tabulated? 

A. I t ' s i n t a b l e — 

MR. KELLAHIN: Why don't you go ahead and get 

t h a t , and w e ' l l submit t h a t . 

Mr. Examiner, subsequent t o the hearing, w e ' l l 

mark the e x h i b i t booklet I've j u s t handed t o you w i t h an 

e x h i b i t number. We'll reference i t as E x h i b i t A t o these 

f o u r cases, j u s t t o have a way t o l a b e l i t . But t h a t i s 
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the t a b u l a t i o n of data t h a t v e r i f i e s the maps t h a t were 

presented t o you e a r l i e r . 

Q. (By Mr. K e l l a h i n ) Let me give you a f o r -

instance, Mr. Daves. Let's assume t h a t B u r l i n g t o n f i l e s 

one of these C-107 forms, and the blank t h a t ' s f i l l e d out 

by the a p p l i c a n t i s the bottomhole pressure data. 

A. Right. 

Q. You would go t o your own i n f o r m a t i o n , probably 

the same book t h a t you've submitted t o Examiner Catanach — 

A. Uh-huh. 

Q. — f i n d what you expect t o be the bottomhole 

pressure a t t h a t l o c a t i o n i n the pool, i f i t ' s a new 

d r i l l --

A. Correct. 

Q. — or i f i t ' s an e x i s t i n g w e l l b o r e , you're going 

t o have a pressure f o r bottomhole? 

A. Correct. 

Q. You're going t o f i l l i n the blank? 

A. Right. 

Q. Are you going t o ask the D i v i s i o n Examiner t o 

have t o do any homework i n order f o r you t o f i l l your 

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

A. No, s i r . 

Q. I f he desires t o check the v a l i d i t y of the number 

you have put i n , where can he do that ? 
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A. Through t h a t data t h e r e . And i n my own 

p r o f e s s i o n a l o p i n i o n , the map would be b e t t e r because of 

the way t h a t i t shows you a r e l a t i o n s h i p not only i n t h a t 

s p e c i f i c p o i n t but around t h a t p o i n t , and i t ' s a v i s u a l 

r e l a t i o n s h i p . 

Q. A l l r i g h t , so — You've put i n the bottomhole 

pressure i n f o r m a t i o n under row 5, and down under reference 

case, you could simply reference the order t h a t — or the 

case number t h a t 1 s got the data as t o pressure i n t h a t 

area? 

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

Q. And i f he chose t o check the accuracy of your 

number, he could go t o t h a t source or choose not to? 

A. Correct. 

Q. A l l r i g h t . Let's go t o the method by which you 

have made a d e c i s i o n t h a t the zone i s marginal. I f y o u ' l l 

look down on the form under 7, i f y o u ' l l look a t the next 

row below t h a t i t asks you i f production i s marginal. How 

are you going t o f i l l t h a t blank in? 

A. I would look at the reference cases t h a t have 

been submitted i n the past, or f o r a s p e c i f i c area you may 

need t o do t h a t f o r t h a t s p e c i f i c area. 

Q. I n past i n d i v i d u a l commingling cases before the 

r u l e change, where we had a d i f f e r e n c e i n ownership — 

A. Uh-huh. 
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Q. — we came i n on an i n d i v i d u a l case and we showed 

a marginal example — 

A. Uh-huh. 

Q. — and t h a t was u s u a l l y a curve t h a t showed 

i n i t i a l r a t e versus an EUR? 

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

Q. A l l r i g h t You've made a judgment i n how t o 

determine t h a t zone i s marginal? 

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

Q. I f there's a reference case f o r t h i s area t h a t ' s 

r e l e v a n t and you have already submitted an example t h a t the 

P i c t u r e d C l i f f , f o r instance, i s marginal, using your 

c r i t e r i a — 

A. Uh-huh. 

Q. — would t h a t serve as the reference — 

A. Yes. 

Q. — f o r your a s s e r t i o n t h a t t h a t zone i s marginal? 

A. Yes. 

Q. Okay. And instead of a t t a c h i n g t o the 

a p p l i c a t i o n t h a t k i n d of confirming i n f o r m a t i o n , he could 

simply look a t the reference case? 

A. Correct. 

Q. A l l r i g h t . What do we do about the a l l o c a t i o n 

formulas? 

A. Those would need t o be attached. I t h i n k you 
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would need the a l l o c a t i o n formulas, s p e c i f i c . I f i t ' s a 

new d r i l l , there's going t o be key pieces, l i k e a F r u i t l a n d 

Coal-Pictured C l i f f s new d r i l l , where you're going t o need 

key data out of your logging s u i t e , out of your a n a l y s i s 

t h a t you do on the w e l l , out of your f l o w t e s t s t h a t are 

going t o d r i v e how t h a t a l l o c a t i o n formula i s t h e r e . So 

t h a t ' s going t o need t o be on a case-by-case ba s i s , 

t y p i c a l l y . 

Q. The general-form engineering c a l c u l a t i o n — 

A. Uh-huh. 

Q. — w i l l have various values t h a t can be 

s u b s t i t u t e d t o make i t s p e c i f i c t o t h a t a p p l i c a t i o n ? 

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

Q. But the general choice of an a l l o c a t i o n procedure 

could be generic as t o t h a t u n i t ? 

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

Q. And we've done those i n the past, haven't we? 

A. Right. 

Q. And i f the D i v i s i o n chose t o do so, t h a t could be 

a p o i n t of reference t o a t l e a s t see the methodology — 

A. Right. 

Q. — and have a t r a n s c r i p t t h a t shows i n d e t a i l 

your testimony w i t h regards how t o do i t ? 

A. Right, t h a t i s c o r r e c t , because t h e r e are --

There's two pieces t o t h a t . There's a methodology, j u s t 
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l i k e you s t a t e d , whether i t ' s a s u b t r a c t i o n methodology or 

a percentage a l l o c a t i o n or, i n the case of — i t may have 

already had a zone there and you could a l l o c a t e i t out t h a t 

way. But the data t h a t you're going t o need t o support 

t h a t methodology would s t i l l — would need t o be t h e r e — 

on a case-by-case --

Q. And i t i t ' s not the r e , i t could be found i n the 

reference case? 

A. Right. 

Q. Let's t u r n t o the t o p i c of the data t h a t you've 

su p p l i e d today w i t h regards t o the kinds of i n f o r m a t i o n 

shown i n the e x h i b i t book. Let's --Oh, I know what I was 

going t o ask you. 

How do you do the c a l c u l a t i o n of an a l l o c a t i o n i f 

you're i n v o l v e d i n the F r u i t l a n d Coal gas? 

A. The p r e f e r r e d method t h a t I p r o f e s s i o n a l l y p r e f e r 

i s t he s u b t r a c t i o n method, because the P i c t u r e d C l i f f s and 

any fo r m a t i o n you may commingle w i t h — or I mean the 

F r u i t l a n d and any formation you may commingle w i t h i t 

perform d i f f e r e n t l y over the l i f e of the w e l l . So you need 

t o be going a f t e r the known h i s t o r i c a l set of data, which 

i s t y p i c a l l y the P i c t u r e d C l i f f s , and then whatever the 

t o t a l p r o d u c t i o n i s , minus t h a t a l l o c a t e d p r o d u c t i o n , would 

equal the F r u i t l a n d Coal production. 

Q. I s t h a t a methodology t h a t we have submitted t o 
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the D i v i s i o n t h a t ' s been approved i n the past? 

A. Yes. 

Q. And t h a t ' s what you would recommend i n those 

examples where we propose t o commingle the F r u i t l a n d Coal? 

A. Yes. 

Q. Would be the s u b t r a c t i o n method? 

A. Uh-huh. 

Q. A l l r i g h t . Let's t u r n now t o the data i n the 

e x h i b i t books. I f y o u ' l l look behind E x h i b i t Tab Number 

5 — I'm l o o k i n g a t E x h i b i t Case Book 11,62 6 — l e t ' s s t a r t 

a t t h a t p o i n t . I d e n t i f y f o r us what we're l o o k i n g a t and 

what's i t ' s s i g n i f i c a n c e . 

A. I n E x h i b i t 5? 

Q. E x h i b i t Tab 5. I've got some pressure data on 

the PC. 

A. Right. What I have here i s , I have i n i t i a l 

c o n d i t i o n s and c u r r e n t c o n d i t i o n s , and t h i s i s j u s t 

e s s e n t i a l l y a s t a t e of what the r e s e r v o i r s have done, and I 

have i t t a b u l a t e d f o r each of the r e s p e c t i v e u n i t s . I have 

i n i t i a l s h u t - i n wellhead pressures, c a l c u l a t e d bottomhole 

pressures, Z f a c t o r s , a P/Z, which would give you the basic 

c o r r e c t i o n you need f o r gas c o m p r e s s i b i l i t y . 

And then I also have c u r r e n t c o n d i t i o n s t h a t 

we've gathered and averaged over the l a s t s e v e r a l years t o 

get what would be a r e p r e s e n t a t i v e pressure f o r the e n t i r e 
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u n i t . 

And then I also have gone back i n and shown what 

the average cumulative production i s f o r each of t h e w e l l s 

w i t h i n the u n i t , and a reserve index, which i s an MMCF per 

p . s . i . I n other words, you could m u l t i p l y the c u r r e n t 

r e s e r v o i r pressure times the MMCF per p . s . i . , and you would 

be able t o c a l c u l a t e what the remaining reserves are. I n 

t h i s case f o r the 29 and 7 Un i t i t ' s approximately 76 

m i l l i o n cubic f e e t . 

And the average Qi t h a t we had i n t h a t area i s 

the l a s t column, which i s — t h a t was an i n i t i a l p r o d u c t i o n 

out of those w e l l s , and t h a t was 238 MCF a day. 

Q. What's the p o i n t of t h i s information? 

A. What t h i s i s t e l l i n g you i s e s s e n t i a l l y what k i n d 

of — i f you went out and were going t o attempt t o f i n d 

another spot i n the P i c t u r e d C l i f f s t o d r i l l a w e l l , how 

much i n terms of reserves you could expect and what k i n d of 

an i n i t i a l r a t e you could expect on each of these. 

Q. Okay, so what's the point? 

A. I ' l l go ahead and move along. What I also showed 

was costs t o do each of the various scenarios, and w e ' l l 

use these numbers t h a t came up on t h a t f i r s t page, on the 

graph on the t h i r d page. 

Q. A l l r i g h t . You're beginning t o b u i l d t h e example 

t o show t h a t i n a l l p r o b a b i l i t y i n the P i c t u r e d C l i f f f o r 
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each of these u n i t s we're going t o see a marginal zone? 

A. Right, s t a t i s t i c a l l y , you should expect a 

marginal zone. I n the P i c t u r e d C l i f f s f o r each of the 

u n i t s , you can look — A good example would be the 27-5 

U n i t . You would have approximately 400 m i l l i o n cubic f e e t 

of gas, i f you plan t o d r i l l an undeveloped block, and you 

would be l o o k i n g a t an i n i t i a l r a t e of approximately 63 MCF 

a day. 

And you can go i n t o t h i s curve and see t h a t even 

as a commingle you would be very u n l i k e l y — because, one, 

your reserves and your r a t e are — your r a t e i s a c t u a l l y 

o f f the scale. But your reserves at 460 m i l l i o n , you can 

go across and you can see b a s i c a l l y t h a t a t any r a t e i t 

would be uneconomic t o go and d r i l l even a commingle w e l l 

out t h e r e . 

Q. This i s a c o n s i s t e n t methodology t h a t — I t ' s a 

methodology t h a t ' s c o n s i s t e n t w i t h our past p r e s e n t a t i o n s 

on t h i s t o p i c t o the D i v i s i o n ? 

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

Q. F i r s t of a l l , you estimate an i n i t i a l r a t e? 

A. Uh-huh. 

Q. You have c a l c u l a t e d i n a conventional engineering 

f a s h i o n what you expect t o be the u l t i m a t e gas recovery on 

the f i r s t page, and so you know what t h i s w e l l i s l i k e l y t o 

do? 
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A. Right — 

Q. You then t u r n over — 

A. — a good idea. 

Q. You t u r n over t o the PC and you see, as t o the 

cost a t t r i b u t e d j u s t t o the P i c t u r e d C l i f f — 

A. Right. 

Q. — you're going t o see what i t ' s going t o cost t o 

get t h a t resource? 

A. Right. 

Q. You then have p l o t t e d those components — 

A. Uh-huh. 

Q. — on the graph — 

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

Q. — t o help us decide what k i n d of an i n i t i a l r a t e 

and what EUR you're going t o have t o achieve i n order t o be 

able t o do a PC stand-alone, dual or a commingle w e l l ? 

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

Q. A l l r i g h t . Let's f i n d an example. 

A. Okay. 

Q. I f I have a r a t e , i n i t i a l r a t e of 500 MCF a day, 

and I have c a l c u l a t e d t h a t i t ' s only going t o get me 2500 

MMCF — 

A. Uh-huh. 

Q. — how am I going t o get t h a t resource? 

A. I n t h a t s p e c i f i c case — and t h a t would be an 
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e x t r a o r d i n a r y success i n the P i c t u r e d C l i f f s — you could 

a f f o r d t o d r i l l t h a t as a stand-alone. 

Q. Okay. Because when I take those two p o i n t s , read 

them together — 

A. Right. 

Q. -- I come up above the blue l i n e ? 

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

Q. I f I get a t y p i c a l P i c t u r e d C l i f f w e l l as t o 

r a t e , where i s my r a t e l i k e l y t o be? 

A. I n each of the u n i t s I have p l o t t e d what t h a t 

r a t e would be: For the 29-7 U n i t , 2 38 MCF a day. For the 

San Juan 2 8-6 U n i t , 216 MCF a day. For the 2 8 and 5 U n i t , 

136 MCF a day. And f o r the 27 and 5 U n i t , 63 MCF a day. 

And i n each of the cases, you could match t h a t 

w i t h what the average remaining — and why I would say 

average remaining i s t h a t over time, w i t h the number of 

p o i n t s t h a t you have, you have depleted the e n t i r e 

r e s e r v o i r . I t h i n k Mr. Babcock s t a t e d t h a t they are f a i r l y 

continuous. So the k i n d of reserves you would be l o o k i n g 

a t i s most l i k e l y something along the l i n e s of what these 

average remainings are f o r the w e l l s out t h e r e . 

So a t y p i c a l example, you may have a h a l f a B or 

500 MCF, or even a m i l l i o n or a BCF, and i t would take, 

even t o be economic, as a commingle, approximately 2 00 MCF 

a day a t an i n i t i a l r a t e . Or as a dual, i t would take 
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almost 500 MCF a day f o r t h a t t o be economic. 

Q. Can you make judgments about whether a zone i s 

going t o be marginal j u s t by l o o k i n g a t the i n i t i a l r a t e 

i t s e l f ? 

A. No, I t h i n k I've gone on record as s t a t i n g t h a t 

i n the past. I t ' s a f u n c t i o n of both t h i n g s . You have t o 

have reserves t h e r e , and you also have t o have r a t e . 

And w i t h o u t reserves, even a m i l l i o n - a - d a y r a t e , 

i f t h e r e are no reserves — and I t h i n k the example i n the 

29 and 7 U n i t , these w e l l s came on r e a l hard, but they d i e 

o f f q u i c k l y . So even though you have the highe s t i n i t i a l 

r a t e , you also have what i s the lowest reserves t h a t can be 

expected out the r e . 

So — And I t h i n k t h a t explains why you don't see 

t h a t many w e l l s i n the u n i t . I t ' s a very r i s k y - t y p e t h i n g 

t o go out and even attempt, and our geologic data k i n d of 

confirms t h a t . 

Q. Based upon t h i s i n f o r m a t i o n , what are you asking 

the D i v i s i o n Examiner t o do on t h i s t o p i c i n terms of a 

reference case? 

A. To i d e n t i f y and recognize t h a t i n each of these 

areas the P i c t u r e d C l i f f s i s a marginal horizon. 

Q. Let's t u r n t o the Dakota and have you go through 

the a n a l y s i s of the Dakota i n f o r m a t i o n , behind E x h i b i t Tab 

Number 6. 
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A. Okay. Exactly the same methodology was used f o r 

t h i s . I gave s t a t i s t i c a l i n i t i a l c o n d i t i o n s , s t a t i s t i c a l 

c u r r e n t c o n d i t i o n s , average cum productions, a reserve 

index, an average EUR and an average remaining, and also an 

i n i t i a l r a t e , expected i n i t i a l r a t e . 

Q. Okay. 

A. I also showed what s t a t i s t i c a l costs would be t o 

go out and d r i l l a Dakota w e l l as a stand-alone, a dual or 

a commingle, and then again the same type of curve. 

Q. A l l r i g h t , l e t ' s take examples using the curve, 

then — 

A. Okay. 

Q. - - t o show us how we would combine r a t e and EUR 

on the curve t o see where we would be i n order t o a f f o r d t o 

do t h i s as anything other than a commingled w e l l . 

A. Okay, a good example would be the San Juan 27-5 

U n i t , which you could expect approximately 600 m i l l i o n 

cubic f e e t f o r your reserves and an i n i t i a l r a t e of almost 

400 MCF a day. And you can see t h a t i f you went a t the 400 

MCF a day, i f you went up and you found where 600 MMCF came 

across t h e r e , you would see t h a t i t i s b a s i c a l l y marginal, 

even as a commingle. 

Q. Yeah, we could h a r d l y do i t as a commingle 

case — 

A. Correct. 
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Q. — you're r i g h t on the l i n e ? 

A. Another good, example would be — Well, although 

you have some f a i r l y nice reserves, the San Juan 28-5 U n i t , 

number — or the San Juan 28-5 U n i t , approximately 300 MCF 

a day and approximately 1.2 BCF t h e r e . You could almost 

make a case f o r a dual, but now — There again, these are 

a l l u nrisked numbers, so i f you looked a t i t i n a r i s k e d 

sense, you probably wouldn't do t h a t p r o j e c t as a d u a l ; i t 

would be uneconomic. 

Q. A l l r i g h t . I f I had th r e e - q u a r t e r s of a BCF of 

reserves and i f I had a r a t e of 400 MCF a day, I'm j u s t 

b a r e l y above the pink l i n e ? 

A. Correct. 

Q. I can just, b arely a f f o r d t o do t h i s as a 

commingle well? 

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

Q. And so i f I f a l l below t h i s pink l i n e w i t h e i t h e r 

r a t e or EUR, I can't, a f f o r d t o get i t — 

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

Q. — even w i t h a commingled well? 

A. That i s c o r r e c t . And I t h i n k i n past testimony 

t h a t I showed t h a t s t a t i s t i c a l l y t h a t ' s what's going on i n 

the San Juan Basin. People are not attempting these k i n d 

of w e l l s , because the r e s e r v o i r s are now a t a marginal 

s t a t e t h a t they cannot a f f o r d t o do t h a t . 
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So e s s e n t i a l l y f o r — i f you wanted t o look — I 

t h i n k the 27 and 5 U n i t was a good example where f o r the 

Dakota — Yeah, on the map i n E x h i b i t 4, i f you look a t how 

many Dakota wellbores are out t h e r e , y o u ' l l n o t i c e t h e r e 

are q u i t e a few undeveloped Dakota d r i l l blocks a l l through 

t h i s u n i t . 

Well, you know, nobody's going t o do t h a t , 

because they are marginal, and nobody has done t h a t . We're 

not continuously adding i n new d r i l l w e l l s through here i n 

the Dakota, because they are uneconomic, and whatever 

c a p i t a l we would spend t o do these i s going somewhere 

out s i d e of t h i s u n i t . 

Q. What's the f u t u r e f o r each of these, f o u r u n i t s i n 

terms of how t o f u r t h e r manage them i n order t o maximize 

recovery? 

A. The only c u r r e n t economic method t h a t we see i s 

t o use the commingling approach t o do t h a t . 

Q. I ' d l i k e you t o make these gentlemen comfortable 

over here about the a l l o c a t i o n methodology and the concept 

of what i t means f o r the operator t o reduce the expenses 

f o r the w e l l by commingling, y e t t o do i t i n such a way 

t h a t they or you or any of us should be comfortable t h a t 

we're r e c e i v i n g our f a i r share of revenues from the 

a p p r o p r i a t e formation i n which we have an i n t e r e s t — 

A. Okay. 
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Q. — and we're not g i v i n g i t away t o somebody el s e . 

A. Okay, l e t me f i r s t e x p l a i n — The gentleman had 

asked what i s a commingled w e l l . B a s i c a l l y — Probably 

ought t o back up and e x p l a i n . 

When you d r i l l a w e l l , t y p i c a l l y , t o the Dakota, 

which i s the deepest of a l l of these formations, the 

deepest sandbody, you have t o pass through a l l these other 

formations, so you already have a f e e l f o r what's t h e r e . 

But what happens i s , i f you d r i l l i t as a dual 

w e l l where you have m u l t i p l e s t r i n g s and you have 

mechanical packers i n there t o keep the zones i s o l a t e d , 

t h a t gets very expensive, because you have t o d r i l l a 

bigger hole, you have t o have bigger b i t s , you have t o have 

bigger casing, more cement, a l l of t h a t type. 

So t h a t makes i t more expensive i n the surface, 

i n s t e a d of having — You've probably seen a gas w e l l out 

t h e r e . Y o u ' l l have a meter running and a l l these other 

l i t t l e pieces of equipment out t h e r e . On the surface, t h a t 

— a l l those t h i n g s add up t o considerably higher cost. 

But what's happened i s , a l l of t h a t cost t o be 

able t o do t h a t has gotten t o the p o i n t where t o i n v e s t 

t h a t money t o do t h a t , i t doesn't pay out, so you don't do 

i t . So i n other words, you can't a f f o r d t o make t h a t 

investment because i t ' s not going t o pay out, and you're 

not going t o , you know, b a s i c a l l y make enough money out of 
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t h a t w e l l t o pay f o r the cost of doing i t . 

So what we've looked a t i s , i n s t e a d of adding a l l 

of those e x t r a expenses i n , we can d r i l l a smaller hole, 

smaller casing, a s i n g l e s t r i n g of t u b i n g and a s i n g l e set 

of f a c i l i t i e s on the l o c a t i o n , so a l l of our costs have now 

been compressed down considerably over what they were 

before. So now you're able t o l i f t t h a t gas out of the 

ground more economically, and then you can a f f o r d t o i n v e s t 

and do those types of p r o j e c t s . 

As f a r as how they're a l l o c a t e d , s t a t i s t i c a l l y we 

have enough data i n the San Juan Basin t o show and t o know 

what a t y p i c a l w e l l w i l l do, because, as — You may want t o 

take out one of these maps. As you can see on the maps, 

th e r e are numerous w e l l s around i t , so you have a good f e e l 

f o r what should occur as you produce t h a t w e l l . 

So knowing t h a t , you can take the t o t a l 

p r o d u c t i o n , and based o f f of the data t h a t you have on the 

o f f s e t s and the pressures t h a t you've taken, you can 

a l l o c a t e the production f a i r l y e f f e c t i v e l y t o each of the 

horizons t h a t would be producing i n the w e l l b o r e . 

Q. I f you pe r s o n a l l y had an ownership i n the 

Mesaverde — 

A. Uh-huh. 

Q. — and none of the other zones t o be commingled, 

would you be s a t i s f i e d t o be paid under t h i s system? 
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A. Yes. 

Q. No problem? 

A. No. 

Q. Do we have enough science and accuracy of 

measurement and r e p o r t i n g t h a t the production can be 

a l l o c a t e d back t o the proper p a r t i e s ? 

A. Yes. 

MR. KELLAHIN: I have no f u r t h e r questions. 

We move the i n t r o d u c t i o n of Mr. Daves* e x h i b i t s ; 

i n each e x h i b i t book they're the same numbers. They're 

E x h i b i t s 5 and 6. 

EXAMINER CATANACH: E x h i b i t s 5 and 6 i n each of 

the e x h i b i t books w i l l be admitted as evidence. 

Mr. Owen, do you have any questions? 

MR. OWEN: I have a few questions, Mr. Daves. 

Y o u ' l l have t o pardon my voice. 

EXAMINATION 

BY MR. OWEN: 

Q. I'm — Vastar i s p a r t i c u l a r l y i n t e r e s t e d i n the 

a l l o c a t i o n as t o F r u i t l a n d production. I t ' s my 

understanding t h a t F r u i t l a n d — the pro d u c t i o n curve from a 

F r u i t l a n d w e l l doesn't f o l l o w a ni c e , steady d e c l i n e curve; 

i s t h a t c o r r e c t ? 

A. I t can vary from area t o area, depending on what 

the r e s e r v o i r i s . So i n other words, the — depending on 
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water s a t u r a t i o n s , pressures, adsorption, isotherm 

behavior, numerous other t h i n g s can cause t h a t t o vary. 

But what you t y p i c a l l y see i s , i n a l o t of cases, 

i n p a r t i c u l a r i n the 29-7, y o u ' l l see a s l i g h t i n c l i n e i n 

pro d u c t i o n , and then a s p e c i f i c d r o p o f f of p r o d u c t i o n or a 

d e c l i n e . But i t does not ne c e s s a r i l y match up w i t h what 

you would see i n a conventional r e s e r v o i r l i k e a P i c t u r e d 

C l i f f s or a Dakota or a Mesaverde. So they are d i f f e r e n t . 

Q. So i t ' s my understanding, based on Mr. K e l l a h i n ' s 

examination, t h a t as t o w e l l s i n which t h e r e i s p r o d u c t i o n 

from the F r u i t l a n d , y o u ' l l be using the s u b t r a c t i o n method; 

i s t h a t c o r r e c t ? 

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

Q. Could you j u s t go through the s u b t r a c t i o n method 

again so we — I j u s t want t o h i g h l i g h t e x a c t l y how you do 

t h a t . 

A. Sure, sure. T y p i c a l l y , i n an area — For 

instance, say a Pi c t u r e d C l i f f - F r u i t l a n d commingle, as 

we've t e s t i f i e d before, the P i c t u r e d C l i f f s i s a much more 

known behavior. How i t ' s going t o produce i s much more 

r e a d i l y understood than how the F r u i t l a n d w i l l behave. 

So the t y p i c a l way of doing i t i s t o a l l o c a t e 

t o t a l p r o d u c t i o n from the wellbore, minus the known or 

a l l o c a t e d production of the Pi c t u r e d C l i f f s , equals the 

F r u i t l a n d Coal production. 
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Q. So you're going t o e s t a b l i s h an a l l o c a t i o n 

procedure f o r those w e l l s which w i l l be a p p l i e d on a case-

by-case basis f o r the p a r t i c u l a r a l l o c a t i o n — f o r the 

gross p r o d u c t i o n from t h a t w e l l ; i s t h a t c o r r e c t ? 

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

MR. OWEN: That's a l l the questions I have, Mr. 

Examiner. 

EXAMINER CATANACH: Okay. I ' d j u s t l i k e t o 

s t a t e , Mr. K e l l a h i n , I t h i n k there i s a basic 

m i s i n t e r p r e t a t i o n of the reference case r u l e . As I 

understood the concept of reference case, i f you submitted 

enough — or i f you had enough data on an area, you simply 

provided t h a t a t a hearing such as t h i s , and you wouldn't 

have t o submit i t again on the a p p l i c a t i o n ; you would j u s t 

c i t e the case where a l l t h a t i n f o r m a t i o n was submitted. 

That was my understanding. 

MR. KELLAHIN: And I t h i n k we're saying the same 

t h i n g . The supporting documents f o r the data are i n t h i s 

case f i l e . 

EXAMINER CATANACH: I understand. 

MR. KELLAHIN: But t h a t doesn't excuse me from 

p u t t i n g the number on the form. 

EXAMINER CATANACH: Well, t h a t ' s where the 

problem l i e s . I t ' s my opinion t h a t the way the r u l e i s 

s t a t e d , t h a t i t does excuse you from having t o submit — t o 
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a c t u a l l y put a number i n t h a t space. 

MR. KELLAHIN: Well, t h a t ' s not our i n t e n t , Mr. 

Examiner. We in t e n d t h a t Meridian or B u r l i n g t o n w i l l do 

t h e i r own homework. We're going t o put the number on the 

form. 

What we'd l i k e t o do i s be excused from 

s u b m i t t i n g t o you the same documents t h a t we're g i v i n g you 

now, and perhaps the order t h a t you w r i t e t o us could 

simply do t h a t . I don't know why you can't make a 

deter m i n a t i o n t h a t t h a t i s an e f f e c t i v e way t o do i t . 

We're not asking t o be excused from the 

r e s p o n s i b i l i t y of r e p o r t i n g the pressures, p a r t i c u l a r l y , 

but we would l i k e t o f i l l i n the form and not. present you 

a l l the data t h a t we're doing now. 

EXAMINER CATANACH: Well, I guess my other 

statement would be t h a t the form doesn't g e n e r a l l y r e q u i r e 

the submission of other data, unless i t ' s — you know, 

there's a b i g question surrounding i t . I t doesn't r e q u i r e 

the s u b m i t t a l of attachments f o r pressure i n f o r m a t i o n or 

anything else. 

MR. KELLAHIN: Well, I guess t h a t would be up t o 

you as a r e g u l a t o r , i f you want t o accept the form on face 

value. You can already see there's a d i f f e r e n c e among 

experts here, w i t h the experts a t Amoco, about how they 

w i l l r e p o r t i n f o r m a t i o n t o you, and you have t o decide i f 
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you want t o accept those on face value. And i f not, here's 

a convenient way t o f i n d our supporting data. 

EXAMINER CATANACH: Okay. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Daves, on your E x h i b i t Number 5 f o r the PC 

data — 

A. Uh-huh. 

Q. — t e l l me how you came up w i t h these numbers. 

Did you take — Say, on the i n i t i a l c o n d i t i o n s , d i d you 

average a l l of the PC w e l l s i n each of these u n i t s ? 

A. That's what I d i d . But l e t ' s make sure we 

understand what p a r t of t h a t I averaged. 

As the Pi c t u r e d C l i f f s f o r any of these 

r e s e r v o i r s — There's been several stages of development, 

so what I d i d i n each of these cases and i n the Dakota the 

same way i s , I made a c u t o f f , a 1963 c u t o f f of r e s e r v o i r 

pressure, because any data a f t e r t h a t — t y p i c a l l y , i f you 

d r i l l two w e l l s side by side i n the P i c t u r e d C l i f f — This 

w e l l was d r i l l e d i n 1960 or 1958 or 1954, and t h i s w e l l was 

d r i l l e d i n 1970. Chances are t h a t drainage has occurred 

over time so t h a t the pressure i n t h a t second w e l l i s going 

t o be lower. 

Well, i f you average those two numbers, you're 

going t o get something less than what t r u e r e s e r v o i r 
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c o n d i t i o n s were. 

So I made an engineering judgment date as t o when 

I f e l t l i k e any data a f t e r t h a t was a d e p l e t e d - s t a t e 

i n i t i a l pressure. So i n other words, I looked f o r the good 

e a r l y data t h a t I had t o f i n d out what the r e a l r e s e r v o i r 

pressure was of those r e s e r v o i r s . 

Q. So t h i s i s pre-19- — What? 

A. -- -63. 

Q. How many data p o i n t s d i d you have f o r these u n i t s 

back t h a t f a r ? 

A. T y p i c a l l y 25. 

Q. For each u n i t ? 

A. Yes. Some of them were l e s s . I n some cases l i k e 

29-7, the development i n i t d i d n ' t s t a r t t i l l l a t e r , so I 

had t o change t h a t i n the P i c t u r e d C l i f f s . Most of the 

development i n the Pi c t u r e d C l i f f s i n the 29-7 U n i t has 

been a recent phenomenon, and the success has been 

marginal. 

Q. So what you're t e l l i n g me i s , f o r each of these 

u n i t s , t h a t , say i n the 29-7 U n i t , the 1000 or — I'm s o r r y 

— Yeah, 1148 pounds, i s a good, r e p r e s e n t a t i v e bottomhole 

pressure — 

A. Uh-huh. 

Q. — f o r t h a t whole u n i t . 

A. I n i t i a l bottomhole — 
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Q. Right. 

A. Right. I n other words, i f you looked a t the 

r e s e r v o i r before anybody penetrated t h a t r e s e r v o i r w i t h a 

d r i l l b i t and attempted t o produce i t , t h a t i s 

s t a t i s t i c a l l y what you should see. 

Q. And t h a t number shouldn't vary w i t h i n t h a t small 

an area? 

A. No. 

Q. I t should vary — 

A. I t should be i n t h a t range. 

Q. Okay, got you. Now, what d i d you do w i t h the 

c u r r e n t conditions? 

A. Okay, I looked a t the data over the past several 

years and averaged t h a t . I n some cases I had t e s t s i n 

1993, and i n some cases I had t e s t s i n 1994. So I f i g u r e d 

t h a t , you know, the drainage out of those r e s e r v o i r s 

between t h a t time frame was small enough t h a t those average 

pressures should be s t a t i s t i c a l l y p r e t t y even. 

Q. Okay. So you took the e x i s t i n g w e l l s i n 

'ninety — I'm s o r r y — 

A. Yeah. What — 

Q. The e x i s t i n g w e l l s today, or — 

A. Today, c o r r e c t — 

Q. — i n the recent — 

A. — c o r r e c t . 
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Q. And you got pressures from them? 

A. Right. 

Q. And you j u s t averaged those? 

A. That's r i g h t . 

Q. Okay. The average cumulative p r o d u c t i o n was j u s t 

b a s i c a l l y an average of a l l the wells? 

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

Q. Okay. Reservoir index... 

Average estimated u l t i m a t e recovery was j u s t , 

again, an average — 

A. Uh-huh. 

Q. — of what each of those w e l l s should — 

A. Uh-huh. 

Q. — u l t i m a t e l y recover? 

A. Uh-huh. 

Q. Okay, and — Okay, the i n i t i a l r a t e , again, was 

j u s t an average of a l l the wells? 

A. No, what I d i d there i s , I took — because I want 

t o — the reason I'm using the average Qi i s , I took recent 

h i s t o r y on those, because those are c u r r e n t r e s e r v o i r 

c o n d i t i o n s , those are c u r r e n t l i n e - p r e s s u r e c o n d i t i o n s , 

c u r r e n t completion technologies. So I averaged i n the l a s t 

s e v eral years w i t h the completions i n each case, where I 

had t o go back — i n some cases I had t o go back i n t o the 

l a t e 1980s, and i n some cases I had, you know, mid-ninety 
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Q. So recent h i s t o r y would be l a t e 1980s, e a r l y 

1990s? 

A. Right. 

Q. Okay. Would the — Way back i n the 19 60s, would 

t h a t have been considerably higher? 

A. Possibly. And chances are, not l i k e l y because of 

the e v o l u t i o n of completion technology. I t h i n k t h a t those 

would be r e p r e s e n t a t i v e of what you would see even then. 

Q. A l l r i g h t . So — 

A. Because you had a higher r e s e r v o i r pressure. 

Q. What you're t e l l i n g me i s , i f you go d r i l l a w e l l 

i n the San Juan 29-7 Un i t today — 

A. Uh-huh. 

Q. — you can probably expect t o get — t o have 655 

pounds of bottomhole pressure? 

A. That would be very l i k e l y . 

Q. You could probably expect t o recover — I s i t 76 

m i l l i o n — 

A. Right. 

Q. — from t h a t p r o r a t i o n u n i t ? 

A. Right. 

Q. Okay. 

A. We've had very — very l i m i t e d success i n t h a t 

u n i t , i n the P i c t u r e d C l i f f s . 
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Q. A l l r i g h t . You can expect t o get an average 

i n i t i a l r a t e of 238 MCF per day? 

A. Uh-huh. 

Q. Have you — From your experience, have you seen 

numbers t h a t vary s i g n i f i c a n t l y from these, or very much a t 

a l l ? 

A. Huh-uh. Let me look back and see what the l a s t 

f o u r t e s t r a t e s were. The average — I had — Out of the 

f o u r most recent completions, they ranged anywhere from 551 

MCF a day t o 98 MCF a day. 

Q. Those are your four most recent completions i n 

the 29-7 Unit? 

A. 29-7 U n i t , t h a t ' s c o r r e c t . And then they a l l 

t y p i c a l l y went on a p r e t t y vigorous d e c l i n e a t t h a t p o i n t . 

Q. Okay. Did you do the same t h i n g f o r the Dakota? 

A. Yes, I d i d . 

Q. Okay. A l l r i g h t , I b e l i e v e t h a t your economics 

have changed since the l a s t time? 

A. What we've gone t o , simply because of the funding 

expectations t h a t we have — I n other words, unless you 

reach a c e r t a i n r a t e of r e t u r n , you're not going t o be 

funded f o r a p r o j e c t , and i t probably w i l l never be done. 

Q. Uh-huh. 

A. So what we d i d was look back a t what h u r d l e r a t e s 

are now, and what we've come up w i t h i s a 2 0 - p e r c e n t - a f t e r -
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federal-income-tax r a t e of r e t u r n . 

Q. You used t o have 15; i s t h a t c o r r e c t ? 

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

Q. Do your numbers change s i g n i f i c a n t l y a t the 15 

percent from these? 

A. 2 5 t o 30 percent. 

Q. Okay. So you're s t i l l saying, okay, t h a t the 

Mesaverde and the F r u i t l a n d are — We're not t r y i n g t o 

c l a s s i f y these as marginal? 

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

Q. Okay. What are we t r y i n g t o do w i t h the 

a l l o c a t i o n i n these cases, Mr. Daves? 

A. I t h i n k on the n e w - d r i l l types, the a l l o c a t i o n 

methods t h a t we're recommending f o r the Mesaverde — or f o r 

the Dakota and f o r the P i c t u r e d C l i f f s — w e l l , a c t u a l l y 

f o r the Dakota, would be the percentage a l l o c a t i o n based 

o f f of i n i t i a l f l o w t e s t s . 

I t h i n k these have been presented i n the past, t o 

where the p i t o t gauge from the — Let me look here, make 

sure I've got the r i g h t ones. Okay. 

Yeah, the — From the deeper ho r i z o n , you would 

get a p i t o t gauge from the deeper horizon. And then what 

you would do i s , you would get a f i n a l p i t o t gauge. And 

then the f i n a l p i t o t gauge minus the p i t o t gauge of the 

deeper ho r i z o n , d i v i d e d by the t o t a l , which would be the 
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f i n a l p i t o t gauge, would give you a c e r t a i n percentage of 

Dakota prod u c t i o n . And then the d i f f e r e n c e would be the 

Mesaverde production, i n the case of a Dakota-Mesaverde 

type. 

And t h a t ' s how we would be doing the Dakota-

Mesaverde --

Q. Okay. 

A. — commingles. 

And i n the case of the F r u i t l a n d Coal-Pictured 

C l i f f commingles, those would be the s u b t r a c t i o n method. 

And the f i r s t method t h a t I used would work f o r a commingle 

of a P i c t u r e d C l i f f and a Mesaverde too. 

So i n other words, the only s u b t r a c t i o n method 

you would use i s i n the case of a F r u i t l a n d Coal. 

Q. Now, you would — Whenever you submitted a 

C-107-A, you would s t i l l — 

A. — s t a t e t h a t — 

Q. — describe t o us which one you want t o use? 

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

Q. Okay. And we have approved m u l t i p l e a p p l i c a t i o n s 

w i t h the s u b t r a c t i o n method on the F r u i t l a n d Coal? 

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

Q. Okay. Now, the a l l o c a t i o n w i t h the p i t o t gauge, 

those are a l l based on when you have a new completion? 

A. That's c o r r e c t . 
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Q. Okay. What about s i t u a t i o n s where you have 

e x i s t i n g production? Are there any of those out there? 

A. Yes, there are examples of t h a t where you would 

have h i s t o r i c a l production and a h i s t o r i c a l p r o d u c t i o n 

d e c l i n e , and the t o t a l production minus t h a t h i s t o r i c a l 

p r o d u c t i o n d e c l i n e would equal the a l l o c a t e d p o r t i o n from 

the new zone. 

Q. Okay, run t h a t by me again. 

A. Okay. 

Q. You have the e x i s t i n g — You have one e x i s t i n g 

zone w i t h a l o t of production h i s t o r y — 

A. Uh-huh. 

Q. — commingled w i t h a new zone? 

A. Right. What you would have i s , you would have a 

d e c l i n e curve from the o r i g i n a l zone. 

Q. Right. 

A. Okay, and you could a l l o c a t e p r o d u c t i o n each 

month o f f t h a t . And then the t o t a l p r o d u c t i o n minus t h a t 

a l l o c a t e d production would give you the p r o d u c t i o n from the 

new zone. 

Q. So k i n d of a — 

A. — s u b t r a c t i o n method, i n a sense. 

Q. Okay. Are there any out th e r e where you have 

h i s t o r i c a l production on both zones? 

A. Where t h a t would probably occur would be a w e l l 
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t h a t may be dualed r i g h t now, where you have mechanical 

problems where you need t o go f i x the problems. And i n 

t h a t case you would have a c e r t a i n percentage of the t o t a l 

where — I n t h a t case, you would have two d i f f e r e n t d e c l i n e 

curves and you could a l l o c a t e percentages. I t h i n k t h a t ' s 

how these have been done i n the past, i s a t o t a l p r o d u c t i o n 

based o f f the two de c l i n e curves, and then you would d i v i d e 

each one of those t o where i t was a percentage a t t h a t 

p o i n t i n time. So i t would be a percentage a l l o c a t i o n . 

Q. Okay. A l l of these methods have been approved i n 

some form or fashion? 

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

EXAMINER CATANACH: Okay, I have no t h i n g f u r t h e r , 

Mr. K e l l a h i n . 

MR. KELLAHIN: Okay. 

EXAMINER CATANACH: Do you have anything f u r t h e r ? 

MR. KELLAHIN: No, s i r . 

EXAMINER CATANACH: Are the r e any other questions 

of t h i s witness? 

Yes, s i r ? 

EXAMINATION 

BY MR. FERRAN: 

Q. I was j u s t k i n d of curious, I guess, because of 

the general economy. You increased the l a t e r r e t u r n from 

15 t o 2 0 percent. I s t h a t based on r i s k t h a t i s o c c u r r i n g 
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i n the f i e l d s now? 

A. I t ' s more a f u n c t i o n of where i t i s . The amount 

of c a p i t a l you have t o go and do p r o j e c t s i s a l i m i t e d 

amount, so what a company t y p i c a l l y does i s , they look over 

t h e i r e n t i r e set of choices of t h i n g s they could go do. 

There may be w e l l s i n Canada, there may be w e l l s o f f s h o r e , 

t h e r e may be w e l l s i n Oklahoma, and t h e y ' l l t y p i c a l l y rank 

them. 

And then they say, Well, we have so much money, 

and what i s the c u t o f f t h a t would be associated w i t h t h a t 

mount of money? And t h e y ' l l rank each of t h e i r p r o j e c t s by 

r a t e of r e t u r n . 

So anything t h a t f a l l s below, i n t h i s case, a 20-

percent r a t e of r e t u r n would not get funded. I n other 

words, i t would j u s t s i t there and i t would be a p r o j e c t 

t h a t never gets accomplished. And i t ' s t h a t c u t o f f , 

because they have other t h i n g s they can spend t h e i r money 

on, t h a t d r i v e s where t h a t c u t o f f i s . 

Q. Once the o p p o r t u n i t y becomes constant then — 

Over what time frame do you look at? What i s the — What's 

the economic l i f e t h a t you look a t f o r t h a t r e t u r n ? 

A. I n these cases, the economic l i f e of these 

p r o j e c t s would be anywhere from 2 0 t o 50 years. 

MR. FERRAN: Thank you. 

THE WITNESS: Sure. 
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EXAMINER CATANACH: Anything else? 

Okay, there being nothing f u r t h e r , Case Numbers 

11,626, 11,627, 11,628 and 11,629 w i l l be taken under 

advisement. 

And t h i s hearing i s adjourned. 

(Thereupon, these proceedings were concluded a t 

2:50 p.m.) 

•Hat iH forgoing i* 
I 4* hereby ce--/*Z ! n x . ^ ^ . ^ 
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