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

9:52 a.m.: 

EXAMINER CATANACH: C a l l the hearing back t o 

order a t t h i s time, and w e ' l l s k i p over t o Case 11,638, 

page 6. Let's c a l l t h a t case. 

MR. CARROLL: A p p l i c a t i o n of C i t a t i o n O i l and Gas 

Corporation f o r two unorthodox gas w e l l l o c a t i o n s and f o r 

simultaneous d e d i c a t i o n , Lea County, New Mexico. 

EXAMINER CATANACH: C a l l f o r 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 App l i c a n t , and I have two witnesses t o be 

sworn. 

EXAMINER CATANACH: C a l l f o r a d d i t i o n a l 

appearances. 

W i l l the witnesses please stand t o be sworn in? 

(Thereupon, the witnesses were sworn.) 

MR. KELLAHIN: Mr. Examiner, l e t me giv e you a 

b r i e f i n t r o d u c t i o n of why we're here. I've organized i n 

f r o n t of you an e x h i b i t book. The e x h i b i t book contains an 

o u t l i n e of the e x h i b i t s t h a t we're going t o present. 

Behind E x h i b i t Tab Number 1 i s going t o be a 

l o c a t o r map, and then behind t h a t map i s a w r i t t e n summary 

of the e n t i r e p r e s e n t a t i o n , so t h a t afterwards i f you 
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des i r e t o look a t a s p e c i f i c p o r t i o n of the p r e s e n t a t i o n 

you might do so by looking a t t h a t i n f o r m a t i o n . 

Let me describe b r i e f l y what we're here t o do 

today. We're examining an east h a l f of Section 20, which 

in v o l v e s o i l and gas production from the Eumont Gas Pool. 

You're going t o f i n d when you look a t the map — 

there's a l a r g e r copy i n f r o n t of you on the d i s p l a y 

board — the f i r s t challenge i s t o t r y t o keep the 

nomenclature s t r a i g h t f o r a l l these various w e l l s . Mr. 

Johnson and I w i l l go through t h a t i n a moment t o make sure 

t h a t you and I are c l e a r on the w e l l i d e n t i f i c a t i o n . 

Back i n 1953, I believe i t was, what you see as 

the gas w e l l i n Un i t L e t t e r G i s r e f e r r e d t o as the 

Devonian State Com Number 1 w e l l . P r i o r t o 1953 t h a t w e l l 

produced f o r years as an o i l w e l l . I t was o r i g i n a l l y 

d r i l l e d by Sh e l l i n 1934. I n 1953 i t was recompleted as a 

gas w e l l , and de d i c a t i o n on 160 acres, which was the 

northeast q u a r t e r , was made t o t h a t w e l l . 

Then i n 1958, S h e l l , Gulf, Standard and ARCO, who 

were the owners i n the east h a l f of 20, entered i n t o some 

agreements, one of which was t o communitize the east h a l f 

f o r p roduction from t h a t gas w e l l . 

That communitization and the u n d e r l y i n g agreement 

— i t ' s c a l l e d an agreement t o use a w e l l — are unique t o 

t h a t gas w e l l . Those agreements d i d not cover any of the 
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o i l w e l l s . And as a consequence, the ownership i n the 

northeast quarter had a sharing arrangement f o r the o i l 

w e l l s . And consequently, the southeast q u a r t e r had a 

sharing arrangement f o r the o i l w e l l s . 

And over time there was no p r o v i s i o n s made i n any 

of the e x i s t i n g documents t o handle what became a not 

unusual occurrence i n the Eumont where the o i l w e l l s , over 

time, would have an increasing g a s - o i l r a t i o and would 

produce s i g n i f i c a n t amounts of gas and would be 

r e c l a s s i f i e d as gas w e l l s . 

When C i t a t i o n took over the p r o p e r t i e s i n 1986, 

they continued t o manage the w e l l s i n the northeast 

q u a r t e r , plus the gas w e l l . 

I n l a t e — i n — Early l a s t year, C i t a t i o n 

recognized the p o t e n t i a l f o r f u r t h e r Eumont gas pro d u c t i o n 

and approached ARCO and Chevron i n the southeast q u a r t e r t o 

t a l k about t a k i n g the Devonian State Com Number 3 w e l l , 

which i s the plugged and abandoned w e l l i n U n i t L e t t e r J, 

and r e - e n t e r i n g t h a t as a gas well,, and also t o have a new 

d r i l l , a new d r i l l f o r the Devonian State Com 2 w e l l i n 

Un i t L e t t e r P. 

Sh o r t l y t h e r e a f t e r , a l l p a r t i e s recognized t h a t 

they d i d not have agreements t o handle t h i s gas s i t u a t i o n . 

I n a d d i t i o n , Mr. Johnson, who i s the senior a t t o r n e y f o r 

C i t a t i o n and i s also a senior v i c e p r e s i d e n t i n charge of 
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t h e i r land matters, conducted an i n v e s t i g a t i o n . And he and 

Mr. Steve Robinson, who i s the petroleum engineer and who 

i s the manager of t h e i r d r i l l i n g and produc t i o n department, 

made an inve n t o r y and an a u d i t of a l l past p r o d u c t i o n i n 

the spacing u n i t . 

As p a r t of t h a t a u d i t process, they recognized 

t h a t the two w e l l s i n Unit L e t t e r A and B, the Devonian 

State Wells 2 and 3, t h a t , i n f a c t , i n l a t e 1990 those gas-

o i l r a t i o s f o r those w e l l s should have r e c l a s s i f i e d those 

w e l l s as gas w e l l s , and t h a t was not done. 

I n a d d i t i o n , Mr. Johnson has advised Chevron and 

ARCO back i n the summer of l a s t yecir of the gas imbalance, 

the f a c t t h a t w e l l s needed t o be r e c l a s s i f i e d , and has f o r 

the l a s t e i g h t months completed thei a u d i t and has 

negotiated a s o l u t i o n w i t h Chevron and ARCO, and we have 

balanced the gas and we've paid them t h e i r value and share 

of t h a t gas production r e t r o a c t i v e t o back t o 1990. 

I n a d d i t i o n , C i t a t i o n has executed new ope r a t i n g 

agreements, and so a l l the i n t e r e s t owners are s a t i s f i e d . 

I n f a c t , Chevron has turned over the ope r a t i o n of t h e i r 

w e l l s i n the east h a l f of 20 t o C i t a t i o n , and C i t a t i o n now 

w i l l operate a l l w e l l s regardless of whether they're gas or 

o i l . I n a d d i t i o n , a l l production i s going t o be shared 

under an e q u i t y arrangement f o r the e a s t - h a l f owners. 

We're here today t o ask you t o do some s p e c i f i c 
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t h i n g s . Because of the r e c l a s s i f i c a t i o n of the w e l l s i n 

U n i t L e t t e r A and B, we're asking your approval t o 

simultaneously dedicate those as gas w e l l s t o the east 

h a l f , i n a d d i t i o n w i t h the c o n t i n u i n g d e d i c a t i o n of the 

Devonian State Com Number 1 w e l l i n U n i t L e t t e r G. 

Because of t h a t r e c l a s s i f i c a t i o n , those two 

Devonian o i l w e l l s i n Uni t L e t t e r A and B now are 

unorthodox. 

For a 320-acre de d i c a t i o n i n the Eumont, you must 

have w e l l s , the side boundary of which, a t l e a s t on one 

sid e , i s not clos e r than 990 f e e t . Those two w e l l s are 660 

out of the corner, and so they're unorthodox. 

Chevron i s the operator, along w i t h Conoco, of 

the p r o p e r t i e s t o the n o r t h . They were a l l provided 

n o t i f i c a t i o n back i n September of l a s t year. There has 

been no o b j e c t i o n entered as t o those l o c a t i o n s . Chevron 

has entered an appearance i n t h i s case and has withdrawn 

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

This case could have been processed 

a d m i n i s t r a t i v e l y a t t h i s p o i n t , but we f e l t t h a t i t was 

important t o b r i n g t h i s t o you a t a hearing so t h a t you 

would have an o p p o r t u n i t y t o ask Mr. Johnson and Mr. 

Robinson any questions t h a t you f e l t a p p r o p r i a t e w i t h 

regards t o t h i s s o l u t i o n . 

I n a d d i t i o n , there was a question r a i s e d by the 
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D i v i s i o n a t one time about the c l a s s i f i c a t i o n of what i s 

c a l l e d the Janda w e l l . 

Chevron operates the Janda w e l l , which i s down 

th e r e i n the northeast of the southeast. There's a p e r i o d 

of time and there i s records i n the f i l e s t h a t i n d i c a t e 

Chevron was n o t i f i e d by the D i v i s i o n t h a t t h a t w e l l should 

have been r e c l a s s i f i e d as a gas w e l l . 

As p a r t of the r e c o n c i l i a t i o n , C i t a t i o n has 

re c o n c i l e d the gas production and the o i l p r o d u c t i o n from 

t h a t w e l l , and we believe we've c o r r e c t l y accounted f o r i t , 

and so t h a t ' s p a r t of what we're here t o resol v e today. 

A s u b s t a n t i a l p o r t i o n of the documents i n f r o n t 

of you c o n s t i t u t e amended C-115s, which are behind E x h i b i t 

Tab Number 10, I be l i e v e , and we're; seeking your permission 

now t o f i l e those of record and have you acknowledge t h a t 

we have the o p p o r t u n i t y t o c o r r e c t the records, and so the 

D i v i s i o n f i l e s w i l l show the proper c l a s s i f i c a t i o n and the 

a l l o c a t i o n of these w e l l s as gas w e l l s t o t h i s spacing 

u n i t . 

I t ' s an involved process. Most of i t d i d not 

in v o l v e the D i v i s i o n ; I t simply involved the p a r t i e s 

working t o a common goal of s t r a i g h t e n i n g out t h i s 

accounting problem f o r the gas, and we're here t o r e p o r t t o 

you t h a t t h a t has been successful. 

I ' d l i k e t o c a l l a t t h i s time Mr. Gary Johnson. 
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GARY C. JOHNSON, 

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. Johnson, f o r the record, s i r , would you 

please s t a t e your name and occupation? 

A. Gary C. Johnson, senior v i c e p r e s i d e n t and 

general counsel, C i t a t i o n O i l and Gas Corp., Houston, 

Texas. 

Q. And you reside i n Houston, Texas, s i r ? 

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

Q. On any p r i o r occasion have you t e s t i f i e d before 

the D i v i s i o n on behalf of your company? 

A. I have not. 

Q. Give us a short summary of your education and 

your employment background. 

A. I have a bachelor's of a r t from A u s t i n College, I 

have a JD from the U n i v e r s i t y of Texas which I obtained i n 

1976. I'm licensed t o p r a c t i c e i n the State of Texas and 

the D i s t r i c t of Columbia. I p r a c t i c e d i n both of those 

j u r i s d i c t i o n s f o r 19 years. 

I j o i n e d C i t a t i o n i n my c u r r e n t c a p a c i t y i n the 

summer of 1995. 

Q. With regards t o t h i s p a r t i c u l a r t o p i c i n the east 
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h a l f of Section 20, what has been your involvement? 

A. You mentioned, and I can confirm t h a t d u r i n g the 

summer of 1996, i n connection w i t h a p p l i c a t i o n s the company 

f i l e d t o d r i l l a new w e l l and t o re-enter an e x i s t i n g w e l l , 

a study of press production was done i n t h a t area. 

I n the course of t h a t study i t was brought t o my 

a t t e n t i o n t h a t the r e p o r t i n g of production from the Number 

2 and Number 3 w e l l , which had p r e v i o u s l y been Penrose o i l 

producer's, was not c o r r e c t . At t h a t p o i n t I contacted you 

and s a i d we have a r e p o r t i n g s i t u a t i o n t h a t needs t o be 

cor r e c t e d , we have an accounting s i t u a t i o n t h a t needs t o be 

cor r e c t e d . 

My understanding of the ciccounting problem was 

t h a t the e n t i r e east h a l f was subject t o a communitization 

agreement. The Number 2 and 3 w e l l s were not p a r t of t h a t 

communitization agreement because they had p r e v i o u s l y been 

o i l producers, and the communitization agreement only 

covered the production of gas from the Eumont poo l . 

Further complicating i t was t h a t the ownership of 

the Number 2 and 3 w e l l s was d i f f e r e n t from what the 

ownership would be i f the Number 2 and 3 w e l l s were gas 

w e l l s and subject t o the communitization agreement. 

And f i n a l l y , i f t h a t wasn't d i f f i c u l t enough, the 

only w e l l t h a t was being produced under the communitization 

agreement was not being produced i n accordance w i t h t he 
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ownership of the leases i n the comrnunitized p o o l . I t was 

subj e c t t o a document entered i n t o i n 1958 c a l l e d agreement 

f o r use of a w e l l , and t h a t provided f o r the p a r t i e s t o own 

the net revenue from t h a t w e l l i n a manner t h a t was 

i n c o n s i s t e n t w i t h the ownership of the surface i n the 

comrnunitized area. 

The communitization agreement and the agreement 

f o r use of a w e l l were w r i t t e n a t a time when apparently 

f u t u r e production was not contemplcited, or a t l e a s t the 

a d d i t i o n of new gas w e l l s was not contemplated. 

The other issue t h a t appeirently was not 

contemplated was the change of the g a s - o i l r a t i o i n those 

w e l l s t o go back and f o r t h from an o i l producer t o a gas 

producer and perhaps back from a geis producer t o an o i l 

producer. 

So th e r e was not i n place a method t o handle the 

problems associated w i t h the Number 2 and Number 3 w e l l s , 

t h e r e was not a f a i r method i n place t o contemplate other 

development. 

Your suggestion was t h a t we move t o r e c l a s s i f y 

those w e l l s as of the date t h a t they should have been 

c l a s s i f i e d as gas w e l l s , which we have done, and als o t o 

approach Chevron and ARCO and come t o some understanding 

regarding how the gas production from not only the Number 2 

and 3 w e l l but also from the Janda w e l l , which had 
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t h e r e t o f o r e been operated by Chevron, be r e c o n c i l e d between 

the p a r t i e s . 

The Janda, l i k e the Number 2 and 3 w e l l , had had 

s i g n i f i c a n t periods where i t had not met the g a s - o i l r a t i o 

t e s t . And, i n f a c t , as the records r e f l e c t , t h e r e were a 

couple of occasions where the Commission wrote Chevron and 

sa i d , This doesn't appear t o be i n conformity w i t h the gas-

o i l r a t i o requirements; please r e t e s t i t or r e c l a s s i f y i t . 

Q. Did you engage then, Mr. Johnson, i n an e f f o r t 

under your supervision t o have a l l the produ c t i o n i n the 

east h a l f of 20 audited and reconciled? 

A. Yes, we d i d , and t h a t i s so r e f l e c t e d i n one of 

the e x h i b i t s i n the book. 

Q. Did you eve n t u a l l y s a t i s f y y o u r s e l f t h a t t h a t 

r e c o n c i l i a t i o n was accurate and reasonable? 

A. Yes. 

Q. What then d i d you do w i t h regards t o c o n t a c t i n g 

ARCO and Chevron t o advise them of the issues you had 

discovered and t o discuss w i t h them r e s o l u t i o n s of these 

issues? 

A. At the time t h a t we f i l e d papers w i t h the 

D i v i s i o n t o r e c l a s s i f y the two w e l l s , we n o t i f i e d Chevron 

and ARCO i n w r i t i n g of the problem associated w i t h the 

Number 2 and 3 w e l l . We n o t i f i e d them t h a t we were 

undertaking a f u l l a u d i t of production from a l l of our 
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w e l l s i n the east h a l f t o determine whether or not t h e r e 

was any moneys due t o those parties; associated w i t h gas 

producti o n t h a t should have been or might have been subject 

t o the terms of the communitization agreement and/or 

agreement f o r use of a w e l l . 

As soon as we had a w r i t t e n r e c o n c i l i a t i o n of 

those documents, we sat down face t o face w i t h the 

i n t e r e s t e d p a r t i e s . They also brought t o the t a b l e a 

r e c o n c i l i a t i o n associated w i t h the Janda w e l l . Those 

numbers have a l l been r e c o n c i l e d , and before we came over 

here today we made a cash accounting t o ARCO and Chevron t o 

account t o them f o r the gas production they were due from 

the Number 2 and 3 w e l l s and the geis p r o d u c t i o n t h a t we 

were due from the Janda w e l l . 

Q. As p a r t of t h a t r e c o n c i l i a t i o n , d i d Chevron and 

ARCO agree w i t h C i t a t i o n as t o t h a t r e c o n c i l i a t i o n ? 

A. Yes, they d i d . 

Q. With regards t o the documents necessary t o allow 

e f f e c t i v e and e f f i c i e n t operations t o continue i n the 

spacing u n i t , what i f anything was done? 

A. I t was cl e a r t o a l l of the p a r t i e s t h a t the 

communitization agreement, as worded, and the agreement f o r 

use of a w e l l , as worded, were not adequate t o the f u t u r e 

needs of the area. 

And i n order t o deal w i t h those needs, we a t the 
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same time entered i n t o n e g o t i a t i o n s f o r a new ope r a t i n g 

agreement t o cover the e n t i r e east h a l f of the s e c t i o n . 

Those n e g o t i a t i o n s were s u c c e s s f u l l y completed i n the l a s t 

month, and the operating agreement has been signed by a l l 

p a r t i e s . 

Production from a l l w e l l s on the east h a l f w i l l 

be shared i n accordance w i t h percentages set f o r t h i n 

E x h i b i t A t o the operating agreement and also i n the l e t t e r 

t h a t we've handed t o the D i v i s i o n t h i s morning. 

I n a d d i t i o n , both Chevron and ARCO agreed t h a t 

t h a t e n t i r e east h a l f should be operated by one operator 

and not have m u l t i p l e operators of the circumstance where 

you have one company operating the o i l w e l l s and another 

company operating the gas w e l l s . And we agreed t h a t 

C i t a t i o n would take over operatorship of a l l of the 

p r o p e r t i e s — a l l of the w e l l s on the east h a l f . 

Q. What, i f any, opinion does C i t a t i o n have w i t h 

regards t o the f u t u r e o p p o r t u n i t y f o r Eumont gas pro d u c t i o n 

i n t he east h a l f of 20? 

A. Well, what o r i g i n a l l y prompted our i n v e s t i g a t i o n 

i n t o the area was the b e l i e f t h a t we had and t h a t has come 

t o be shared by Chevron and ARCO, t h a t t h e r e were 

o p p o r t u n i t i e s f o r f u r t h e r development i n the Eumont Gas 

Pool from what was a plugged and abandoned ARCO w e l l , i t 

had been a Eumont — I'm sorr y , a Eunice Pool o i l w e l l , 
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Penrose, and an o p p o r t u n i t y t o d r i l l a new w e l l down i n the 

southeast p o r t i o n of the east h a l f . 

And we had p r e v i o u s l y made a p p l i c a t i o n t o and had 

the D i v i s i o n approve our i n t e r e s t i n r e - e n t e r i n g the 

e x i s t i n g w e l l and i n d r i l l i n g a new w e l l . And i n f a c t , I 

b e l i e v e we've r e c e n t l y received a 3 0-day extension t o 

accomplish both of those p r o j e c t s . 

Q. I n your opinion, do you now have i n place the 

necessary operating agreements t o allow you t o commence 

operations pursuant t o those a d m i n i s t r a t i v e orders 

approving the r e - e n t r y and the new d r i l l i n the southeast 

q u a r t e r of Section 20? 

A. That i s my opinion. 

Q. Okay. Let's take a moment and have you i d e n t i f y 

f o r the record the e x h i b i t s . I'm not asking you t o e x p l a i n 

them but t o simply go through and i d e n t i f y them f o r the 

record, s t a r t i n g w i t h E x h i b i t Number 1. 

A. E x h i b i t Number 1 i s a map of the area t o help the 

D i v i s i o n i d e n t i f y e s s e n t i a l l y the l o c a t i o n t h a t we're 

t a l k i n g about. I t ' s located approximately two t o two and a 

h a l f miles southeast of O i l Center, I t ' s l o c a t e d i n — 

I t ' s Section 2 0 of Township 21 South, Range 3 6 East. 

The red area on the map i d e n t i f i e s the scope of 

the comrnunitized area. The yellow area on E x h i b i t Number 1 

shows the area t h a t was being operated by C i t a t i o n p r i o r t o 
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the n e g o t i a t i o n s leading t o a new operating agreement. 

Q. Let's t u r n t o E x h i b i t Tab Number 2 and have you 

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

A. E x h i b i t 2 i s a map t h a t we prepared f o r t h i s 

hearing. I t i s the same map t h a t appears on the poster 

board before the Examiner. 

I t shows i n a l i t t l e g reater d e t a i l the l o c a t i o n 

of the w e l l s . I t depicts the f i v e w e l l s t h a t C i t a t i o n has 

he r e t o f o r e operated, being the 1Y, 2, 3 and 4, as w e l l as 

the State Com Number 1. I t shows the Janda w e l l as a 

Number 2 i n the southeast quarter of the s e c t i o n . 

And i t shows the l o c a t i o n s t h a t we propose t o r e 

enter, which i s the J Unit and the l o c a t i o n where we 

propose the new d r i l l , which i s the P U n i t . 

I t also provides an explcination of the 

c o n f l i c t i n g percentages of ownership t h a t we had t o deal 

w i t h i n order t o resolve the problem. 

Q. A l l r i g h t , s i r . E x h i b i t Number 3? 

A. E x h i b i t 3 i s the September, 1996 f i l l i n g t h a t 

K e l l a h i n and K e l l a h i n made on our behalf t o r e c l a s s i f y the 

Number 2 and 3 w e l l s from o i l w e l l s t o gas w e l l s , e f f e c t i v e 

as of the date t h a t they should have been so r e c l a s s i f i e d . 

Q. E x h i b i t 4? 

A. This i s the opp o s i t i o n t h a t was o r i g i n a l l y f i l e d 

by Chevron t o the r e l i e f t h a t we sought i n t h i s matter. 
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A f t e r we had completed a f u l l accounting of a l l 

of the gas production from the area and entered i n t o a new 

ope r a t i n g agreement and new ownership percentages f o r 

product i o n of both o i l and gas from the e n t i r e east h a l f , 

Chevron withdrew i t s o p p o s i t i o n , and t h a t appears as the 

second l e t t e r of E x h i b i t 4. 

Q. A l l r i g h t , s i r . E x h i b i t 5? 

A. E x h i b i t 5 i s the approval t h a t was received by 

the Commission i n 1959. I t ' s NSP-488, and i t i s the order 

t h a t the D i v i s i o n wanted reviewed today. 

Q. And the in f o r m a t i o n behind E x h i b i t Tab Number 6? 

A. Those are the two a p p l i c a t i o n s f i l e d by C i t a t i o n 

O i l and Gas w i t h respect t o f u t u r e a c t i v i t y on the east 

h a l f . One contemplates the r e - e n t r y of a w e l l , the other 

contemplates a new d r i l l . Both of those have been 

approved. And as I mentioned i n my e a r l i e r testimony, we 

have j u s t received a ver b a l extension, a t l e a s t , t o 

complete t h a t a c t i v i t y during the next 30 days. 

Q. The approval l e t t e r of the D i v i s i o n , 

A d m i n i s t r a t i v e Order NSL-3646, i s t h a t the l a s t document 

behind E x h i b i t Tab Number 6? 

A. Yes, i t i s , and i t ' s dated A p r i l 3, 1996. 

Q. A l l r i g h t , s i r , the i n f o r m a t i o n behind E x h i b i t 

Tab Number 7? 

A. Tab Number 7 i s i l l u s t r a t i v e of the kinds of 
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problems t h a t both operators experienced i n having w e l l s 

t h a t would — had changing g a s - o i l r a t i o s , going from gas 

pro d u c t i o n t o — from o i l production t o gas p r o d u c t i o n , and 

t h i s i s i l l u s t r a t i v e of the instances where the D i v i s i o n 

has gone t o our f e l l o w working i n t e r e s t owner, Chevron, on 

the Janda w e l l and said, This looks l i k e i t needs t o be 

r e c l a s s i f i e d . 

And I might add t h a t a l l of the p a r t i e s have 

agreed t h a t Janda production w i l l be c a r e f u l l y monitored, 

and a t such p o i n t i n time when i t cippears necessary, i f i t 

does, t o r e c l a s s i f y t h a t w e l l from an o i l w e l l t o a gas 

w e l l , such a r e c l a s s i f i c a t i o n w i l l be made. 

Q. A l l r i g h t , s i r . The i n f o r m a t i o n behind E x h i b i t 

Tab Number 8? 

A. Tab 8 contains the r e c o n c i l i a t i o n of gas 

produ c t i o n , operating expenses, c a p i t a l costs associated 

w i t h the Number 2 and 3 w e l l , and also associated w i t h the 

Janda w e l l , a r r i v i n g a t a c a l c u l a t i o n of what should be 

pai d t o Chevron and ARCO by C i t a t i o n t o r e c o n c i l e a l l of 

those c a l c u l a t i o n s . And as I mentioned, t h a t payment has 

been made. 

Q. Okay. The i n f o r m a t i o n behind E x h i b i t Tab 9? 

A. Tab 9 contains the l e t t e r agreement and o p e r a t i n g 

agreement associated w i t h operatorship of the east h a l f of 

the s e c t i o n , commencing on June 1, 1997. 
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I t , among other matters, makes a l l of the w e l l s 

s u b j e c t t o the terms of the communitization agreement. I f 

they're gas w e l l s , i t makes a l l of the w e l l s s u b j e c t t o a 

s i n g l e o p erating agreement, and i t creates a uniform 

sharing of production f o r a l l of the w e l l s from the east 

h a l f . 

Q. And then f i n a l l y , the i n f o r m a t i o n behind E x h i b i t 

Tab 10? 

A. E x h i b i t Tab 10 i s the f i r s t e x h i b i t m a t e r i a l t h a t 

you mentioned today, and t h a t i s the corr e c t e d r e p o r t s t o 

r e f l e c t p roduction from the Number 2 and 3 w e l l s f o r the 

pe r i o d from the time t h a t we believe they should have been 

r e c l a s s i f i e d t o the present. 

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

examination of Mr. Johnson. 

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

10. 

EXAMINER CATANACH: E x h i b i t s 1 through 10 w i l l be 

admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Okay, the — I j u s t want t o make sure I have 

e v e r y t h i n g s t r a i g h t here. 

The Devonian State Numbers 2 and 3 were o i l w e l l s 

i n the Eunice Monument — 
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A. Producing from the Penrose. 

Q. Okay. Those w e l l s should have been r e c l a s s i f i e d 

i n 1990 — 

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

Q. — t o gas w e l l s i n the Eumont — 

A. Correct — 

Q. — gas pool? 

A. — because of the g a s - o i l r a t i o change. 

Q. They were not r e c l a s s i f i e d ? 

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

Q. Okay. And they have not y e t been r e c l a s s i f i e d ? 

A. The papers were f i l e d i n September o f 1996 t o 

r e c l a s s i f y those, and as I understood, one of the purposes 

of t h i s hearing was t o ob t a i n t h a t r e c l a s s i f i c a t i o n . 

Q. Okay. 

A. And the a p p l i c a t i o n f o r the r e c l a s s i f i c a t i o n 

appears as your book E x h i b i t Number 3. 

Q. That's normally done by the D i s t r i c t O f f i c e ; i s 

t h a t — 

A. That's my understanding. 

EXAMINER CATANACH: Okay,, Are you seeking t o do 

t h a t w i t h t h i s order, Mr. Kellahin? 

MR. KELLAHIN: We would l i k e t o do t h a t i n t h i s 

case, Mr. Examiner. 

Q. (By Examiner Catanach) The Janda w e l l was an o i l 
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w e l l operated by Chevron? 

A. Correct. 

Q. And a t some p o i n t t h a t w e l l should have been 

r e c l a s s i f i e d ? 

A. I t appears t h a t — a t l e a s t from the records of 

prod u c t i o n from the Janda w e l l , t h a t i t s h i s t o r y has been 

c l o s e l y analogous t o the h i s t o r y of the Number 2 and 3 

w e l l . And I t h i n k what confirms t h a t i n our view i s simply 

t h a t the record — the records of the D i v i s i o n contained a t 

l e a s t two l e t t e r s , and there may have been ot h e r s , 

prompting Chevron t o seek r e c l a s s i f i c a t i o n of t h a t w e l l 

from a Penrose o i l t o a gas w e l l subject t o the r u l e s of 

the Eumont Gas Pool. 

Such a r e c l a s s i f i c a t i o n has not been sought or 

obtained. And f r a n k l y , as I understand i t — and I would 

defer t o Mr. Robinson on t h i s , but as I understand i t , 

t h e r e continues t o be s u f f i c i e n t production of o i l from the 

Janda t o s a t i s f y the g a s - o i l r a t i o t e s t , a t l e a s t a t t h i s 

moment. 

And as I mentioned, a t such p o i n t i n time when i t 

appears necessary t o seek r e c l a s s i f i c a t i o n as the new 

operator, we inte n d t o do so. 

Q. Okay, we're t a l k i n g about the w e l l i n U n i t I , the 

Number 2, r i g h t ? 

A. Yes. 
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Q. Okay. 

A. I n the northeast of the southeast. 

Q. Okay. You've got three P-and-A'd w e l l s i n the 

southeast quarter of Section 20, the one — the two Number 

l ' s and the one Number 2, r i g h t ? 

A. Correct. 

Q. Those aren't — Any of those aren't a t issue i n 

t h i s case? 

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

Q. Okay. You're also proposing t o — 

A. May I make j u s t one — There are a c t u a l l y f o u r 

P-and-A'd w e l l s i n the area t h a t you mentioned, but one of 

those we propose t o re-enter, and i t ' s covered by the larg e 

purple dot. The other — but there's another — There's 

P-and-A'd w e l l s adjacent t o both the r e - e n t r y and t o the 

new d r i l l . 

Q. I s t h a t i n U n i t P? 

A. There's a P-and-A'd w e l l t h a t no operations are 

proposed f o r , there's a P-and-A'd w e l l i n J t h a t no 

operations are proposed f o r , there's a P-and-A'd w e l l i n J 

t h a t we propose t o re-enter. 

Q. And you're going t o complete t h a t as a gas we l l ? 

A. Correct. 

Q. And you're also planning t o d r i l l an a d d i t i o n a l 

w e l l i n U n i t P? 
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A. Correct. 

Q. Another gas well? 

A. Correct. 

Q. You're not seeking a t t h i s time t o have those 

w e l l s dedicated t o t h i s p r o r a t i o n u n i t , or are you t r y i n g 

t o do t h a t too? 

A. We are. 

MR. KELLAHIN: We would need t o do t h a t . 

Q. (By Examiner Catanach) Okay. Do you know what 

the name of those w e l l s are, or i s going t o be? 

A. I f I might r e l y on the — E x h i b i t 6, the d r i l l 

w e l l w i l l be the Devonian State Com Number 2, and the r e 

en t r y w e l l w i l l be the Devonian State Com Number 3. And 

w i t h respect t o the Number 3, t h a t was f o r m e r l y the ARCO 

State D Number 1. 

Q. Okay. Are both those w e l l s a t standard gas 

loc a t i o n s ? 

A. That i s my understanding. 

MR. KELLAHIN: They are, Mr. Examiner. The 

footage on the Number 2 i s 710 from the south, 660 from the 

east. The Number 3 i s 1980 from the south and east. 

That's not c o r r e c t , Mr. Examiner. 

THE WITNESS: Both of them are unorthodox. 

MR. KELLAHIN: One i s — The 3 i s orthodox 

because i t has a t l e a s t one dimension t h a t ' s g r e a t e r than 
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990. The Number 2 i s unorthodox because i t has a dimension 

of 710 as opposed t o 990, so i t i s unorthodox. 

EXAMINER CATANACH: That's not covered i n the 

A p p l i c a t i o n . You probably need t o f o l l o w t h a t up. 

MR. KELLAHIN: I believe i t was approved by 

NSL-3646. 

EXAMINER CATANACH: Oh, i t already has been? 

MR. KELLAHIN: Yes, s i r . 

EXAMINER CATANACH: NSL- — ? 

MR. KELLAHIN: — -3646. I t ' s i n the e x h i b i t 

book behind E x h i b i t Tab Number 6. 

Q. (By Examiner Catanach) Okay. Let's see. The 

two o i l w e l l s i n the northeast quarter should remain the 

same, a t l e a s t f o r the time being? 

A. That's c o r r e c t , the 1Y and the 4. 

Q. Okay. And t h a t leaves us w i t h the — What i s the 

Number 2 well? Oh, okay, t h a t ' s the Janda Number 2. 

A. Right. 

Q. So t h a t takes care of a l l the w e l l s i n the east 

h a l f ? 

A. That does. 

Q. Okay. So — As f a r as the amended C-115s, those 

are f i l e d t o r e f l e c t t h a t production should have a c t u a l l y 

been i n the Eumont Pool? 

A. Correct. 
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Q. Okay, they're not c o r r e c t i n g any volumes, are 

they? 

A. They are c o r r e c t i n g volumes and r e f l e c t i n g t h a t 

i t should have been i n the Eumont Pool. 

Q. Why was i t necessary t o c o r r e c t volumes? 

A. Because the r e p o r t s t h a t had been f i l e d , i n my 

judgment, were i n c o r r e c t . 

Q. Hm. And those amended r e p o r t s are f o r the Number 

2 and 3? 

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

Q. And those are the only two? 

A. Yes. 

Q. Just those two w e l l s . 

How d i d you determine t h a t the pr o d u c t i o n volumes 

were not c o r r e c t , Mr. Johnson? 

A. The determination was, I t h i n k , o r i g i n a l l y made 

by the engineer or g e o l o g i s t who had been working on the 

d r i l l i n g of the new w e l l and r e - e n t r y of the new w e l l , and 

he brought t o my a t t e n t i o n t h a t the w e l l t e s t r e p o r t s and 

some f i e l d production data appeared t o be i n c o n s i s t e n t w i t h 

the r e p o r t s t h a t had been f i l e d w i t h the Commission. 

Q. So how were you able t o go back and determine 

what the c o r r e c t volumes should be? 

A. Using the f i e l d r e p o r t s . 

Q. Are you s a t i s f i e d t h a t those amended r e p o r t s are 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

27 

accurate? 

A. Yes, I am. 

Q. And t h i s has a l l been r e c o n c i l e d w i t h Chevron and 

ARCO? 

A. Yes, s i r . 

Q. Are they the only i n t e r e s t owners i n t h i s east 

h a l f , besides C i t a t i o n ? 

A. Yes. 

Q. And what type of leases are these? Are these 

s t a t e leases? 

A. Yes. 

Q. A l l s t a t e — 

A. The e n t i r e east h a l f . 

Q. Does t h a t r e c o n c i l i a t i o n i n v o l v e — d i d t h a t 

i n v o l v e r e c o n c i l i n g w i t h the Land O f f i c e , Commissioner of 

Public Lands, as f a r as r o y a l t y payments? 

A. There was no change i n the r o y a l t y payments. 

They were i d e n t i c a l on o i l and gas. And the r e c o n c i l i a t i o n 

d i d not r e q u i r e any adjustment w i t h the State. 

Q. But i f the volumes were not being r e p o r t e d 

c o r r e c t l y ? 

A. The i n c o r r e c t nature of the r e p o r t i n g i n v o l v e d 

whether or not a given w e l l had produced o i l or not. I t 

d i d not i n v o l v e a — T o t a l volumes were c o r r e c t ; i t 

appeared t h a t the a t t r i b u t i o n was i n c o r r e c t . 
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Q. So you're s a t i s f i e d t h a t r o y a l t y was pai d 

c o r r e c t l y ? 

A. Yes. 

EXAMINER CATANACH: Okay. Notice f o r the case, 

Mr. K e l l a h i n , was given t o — f o r the unorthodox l o c a t i o n s ? 

MR. KELLAHIN: Yes, s i r , i t was given back i n 

September of l a s t year. N o t i f i c a t i o n s were made t o a l l of 

the a d j o i n i n g operators around the east h a l f of 20. Most 

of the n o t i f i c a t i o n s were responded t o by Chevron, who 

operates the o f f s e t s , as w e l l as has i n t e r e s t i n 20. 

I f y o u ' l l look a t E x h i b i t A, which i s attached t o 

the A p p l i c a t i o n behind E x h i b i t 3, there's a map t h a t w i l l 

i d e n t i f y f o r you the o f f s e t s . And f u r t h e r i n t h a t — I f 

y o u ' l l look i n your e x h i b i t book, and i f y o u ' l l look behind 

E x h i b i t Tab 3 i n your book and i f y o u ' l l t u r n t o E x h i b i t A, 

the r e 1s a map. 

And you can see the n o r t h o f f s e t s are Conoco and 

Chevron; the west o f f s e t s , Conoco; east o f f s e t s , Chevron; 

t o the south i s Burleson, Hendrix and Conoco. 

And i f you f l i p over t o E x h i b i t C, you see the 

addresses of a l l those p a r t i e s . And then i f you f u r t h e r 

f l i p over, y o u ' l l f i n d the r e t u r n r e c e i p t cards p r o v i d i n g 

n o t i f i c a t i o n t o a l l those people. 

And as a r e s u l t , the only p a r t y t o f i l e an 

o b j e c t i o n was Chevron, and they have now withdrawn t h a t 
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o b j e c t i o n . 

EXAMINER CATANACH: When we r e c e i v e d t h e 

o b j e c t i o n from Chevron, i s t h a t when we decided t h a t t h i s 

should go t o hearing? I s t h a t — 

MR. KELLAHIN: Mr. Stogner decided i t , because of 

the p r o t e s t , he would docket i t . We have now continued i t 

more than a dozen times. 

We've now reached settlement w i t h the only 

o p p o s i t i o n , and t h i s case could have been r e t u r n e d and 

processed a d m i n i s t r a t i v e l y , but we wanted t o a f f o r d you the 

op p o r t u n i t y of hearing the v e r b a l testimony of these 

witnesses. 

EXAMINER CATANACH: So, Mr. K e l l a h i n , were any 

o f f s e t operators given n o t i c e of the a c t u a l hearing today? 

MR. KELLAHIN: No, s i r , we d i d not t h i n k t h a t was 

necessary i n l i g h t of the way the case had been processed, 

so I d i d not do t h a t . 

I f you desire i t t o be done, then I ' l l have t o do 

t h a t , because i t wasn't done. 

EXAMINER CATANACH: I t h i n k we probably should go 

ahead and do t h a t . 

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

THE WITNESS: Well, t o the extent t h a t Chevron 

and ARCO were o f f s e t operators, they were c e r t a i n l y aware 

of the hearing today. 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

30 

MR. KELLAHIN: Let me ask f o r c l a r i f i c a t i o n . Do 

you want me t o go ahead and r e n o t i f y ARCO and Chevron? 

EXAMINER CATANACH: Well, i f you're g i v i n g n o t i c e 

t o some other i n t e r e s t owners t h a t need n o t i c e , I mean, you 

might as w e l l . 

MR. KELLAHIN: The n o t i c e l i s t w i l l be the l i s t 

we've j u s t described, and I'm happy t o do t h a t . 

EXAMINER CATANACH: Okay. 

MR. KELLAHIN: I f you'd l i k e t o leave i t on the 

docket, then, f o r — I guess i t ' s cfoing t o have t o be the 

August 7th hearing — 

EXAMINER CATANACH: Yeah. 

MR. KELLAHIN: — t h a t w i l l a f f o r d me time t o 

send n o t i c e next week and s a t i s f y t h a t d e s i r e , and then we 

can close out the case. 

EXAMINER CATANACH: Okay. Have we touched on a l l 

the major issues here? 

MR. KELLAHIN: Yes, s i r . 

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

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

Berge and Sheridan. 

We would l i k e t o enter our appearance i n the case 

on behalf of Chevron USA, Inc. 

We do support the p o s i t i o n and the p r e s e n t a t i o n 

made by C i t a t i o n here today. 
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EXAMINER CATANACH: Okay. So we're seeking the 

approval of the unorthodox l o c a t i o n s , simultaneous 

d e d i c a t i o n of f i v e gas w e l l s i n the east h a l f of Section 

20 — 

MR. KELLAHIN: Yes, s i r . 

EXAMINER CATANACH: — and r e c l a s s i f i c a t i o n of 

the two o i l w e l l s and a u t h o r i t y or — What do you seek i n 

terms of the amended — 

MR. KELLAHIN: Permission t o f i l e the c o r r e c t e d 

C-115s, which w i l l c o r r e c t the records back t o the f a l l of 

1990. 

EXAMINER CATANACH: Okay. That's i t ? 

MR. KELLAHIN: Yes, s i r . 

EXAMINER CATANACH: That's enough. Okay, t h i s 

witness may be excused. 

STEPHEN L. ROBINSON, 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

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

please s t a t e your name and occupation? 

A. Steven L. Robinson; Vice President, D r i l l i n g and 

Production; C i t a t i o n O i l and Gas Corporation; Houston, 

Texas. 
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Q. Do you hold a p r o f e s s i o n a l degree, Mr. Robinson? 

A. Yes, s i r , I do. 

Q. I n what f i e l d , s i r ? 

A. Mechanical engineering. 

Q. From what i n s t i t u t i o n and i n what year? 

A. I graduated from Texas A&M i n 198 0. 

Q. Have you p r a c t i c e d as a petroleum engineer? 

A. Yes, s i r , f o r 17 years now. 

Q. And what are your c u r r e n t r e s p o n s i b i l i t i e s f o r 

C i t a t i o n ? 

A. I am i n charge of a l l the d r i l l i n g and production 

a c t i v i t i e s of the company. 

Q. Do your r e s p o n s i b i l i t i e s include the a u d i t i n g of 

product i o n i n the east h a l f of Section 20, the 

r e c o n c i l i a t i o n of t h a t production, and s u p e r v i s i n g the 

pr e p a r a t i o n of these proposed amended C-115s? 

A. Yes, i t would. 

Q. As p a r t of t h a t process d i d you also examine and 

review the spreadsheet r e c o n c i l i a t i o n s t h a t are shown as 

E x h i b i t 8 i n the e x h i b i t book? 

A. I d i d . 

Q. And you've assisted Mr. Johnson i n the 

pr e p a r a t i o n of the necessary documentations concerning t h a t 

p r o d u c t i o n so t h a t you could come t o some settlement and 

s o l u t i o n w i t h a l l the working i n t e r e s t owners? 
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A. Yes, I have. 

MR. KELLAHIN: We tender Mr. Robinson as an 

expert engineer. 

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

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

t o t u r n t o E x h i b i t 8 of the e x h i b i t book. These are the 

r e c o n c i l i a t i o n spreadsheets? 

A. Yes. 

Q. Are you f a m i l i a r w i t h these documents? 

A. Yes, I am. 

Q. To the best of your knowledge, are they t r u e and 

accurate? 

A. Yes, they are. 

Q. Let's t u r n t o E x h i b i t 10. 

Were you responsible f o r the p r e p a r a t i o n of these 

amended C-115s f o r production from the two o i l w e l l s t h a t 

turned t o gas w e l l s i n 1990, i n Unit L e t t e r s A and B of 

Section 20? 

A. Yes, I was. 

Q. Have you s a t i s f i e d y o u r s e l f t h a t the 

r e c o n c i l i a t i o n s and the proposed amended C-115s are t r u e 

and accurate? 

A. I have. 

Q. How d i d you go about determining t h a t ? 

A. I , together w i t h our production c l e r k — we — as 
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Mr. Johnson s t a t e d , we found a discrepancy i n the 

r e p o r t i n g . 

One of our r e s e r v o i r engineers who was working up 

the two prospects, d r i l l i n g prospects, i n the east h a l f of 

Section 20 came t o me w i t h some production data t h a t he 

f e l t was maybe inaccurate and i n c o n s i s t e n t . 

I n f a c t , I agreed w i t h him, and we were able t o 

go back t o our f i e l d records and r e c o n s t r u c t what a c t u a l l y 

should have been reported as production from these two 

w e l l s . 

Q. Do you have an opinion as t o whether those f i e l d 

records were an accurate and r e l i a b l e document upon which 

t o base the r e c o n c i l i a t i o n s ? 

A. I f e e l they're accurate. 

Q. And t h a t ' s , i n f a c t , what you did? 

A. Yes, s i r . 

MR. KELLAHIN: That concludes my examination of 

Mr. Robinson. 

EXAMINER CATANACH: I have no questions of t h i s 

witness. 

MR. KELLAHIN: That concludes our p r e s e n t a t i o n , 

Mr. Examiner. 

EXAMINER CATANACH: Mr. K e l l a h i n , can I get you 

t o work on a rough d r a f t order i n t h i s case? 

MR. KELLAHIN: Yes, s i r , I ' d be happy t o . 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

35 

EXAMINER CATANACH: We'll go ahead and continue 

i t t o the August 7th hearing, at which time w e ' l l c a l l i t , 

and i f there's no appearances w e ' l l take i t under 

advisement. 

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

(Thereupon, these proceedings were concluded a t 

10:40 a.m.) 
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