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

* * * 

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



2 

I N D E X 

March 20th, 1997 
Examiner Hearing 
CASE NO. 11,746 

PAGE 

APPEARANCES 3 

APPLICANT'S WITNESSES: 

RICHARD JORDAN (Geologist) 
D i r e c t Examination by Mr. K e l l a h i n 7 
Examination by Examiner Catanach 14 

CHUCK MORGAN (Engineer) 
D i r e c t Examination by Mr. K e l l a h i n 19 
Examination by Examiner Catanach 28 

REPORTER'S CERTIFICATE 36 

* * * 

E X H I B I T S 

I d e n t i f i e d Admitted 

14 
8 14 
9 14 

9 14 
9 14 

10 14 

14 
10 14 
22 28 

22 28 
23 28 
24 28 

(Continued...) 

A p p l i c a n t ' s 

E x h i b i t A 
E x h i b i t B 
E x h i b i t C 

E x h i b i t D 
E x h i b i t E 
E x h i b i t F 

E x h i b i t G 
E x h i b i t H 
E x h i b i t I 

E x h i b i t J 
E x h i b i t K 
E x h i b i t L 

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



3 

E X H I B I T S (Continued) 

A p p l i c a n t 1 s I d e n t i f i e d Admitted 

E x h i b i t 
E x h i b i t 
E x h i b i t 

M 
N 
0 

24 
25 
27 

28 
28 
28 

E x h i b i t P 34 

* * * 

A P P E A R A N C E S 

FOR THE DIVISION: 

RAND L. CARROLL 
Attorne y a t Law 
Legal Counsel t o the D i v i s i o n 
2040 South Pacheco 
Santa Fe, New Mexico 87505 

FOR THE APPLICANT: 

KELLAHIN & KELLAHIN 
117 N. Guadalupe 
P.O. Box 2265 
Santa Fe, New Mexico 87504-2265 
By: W. THOMAS KELLAHIN 

* * * 

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 

4 

WHEREUPON, the following proceedings were had at 
8:20 a.m.: 

EXAMINER CATANACH: At t h i s time I ' l l c a l l f i r s t 

case, 11,746. 

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

t o a b o l i s h both the East Millman-Seven Rivers Pool and the 

Palmillo-Seven Rivers Pool and t o extend the v e r t i c a l and 

h o r i z o n t a l l i m i t s of the East Millman-Queen-Grayburg-San 

Andres Pool, Eddy County, and t o redesignate s a i d pool as 

the East Millman Queen-Grayburg-San Andres-Yates-Seven 

Rivers Pool, New Mexico. 

EXAMINER CATANACH: Are there 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 Applic a n t , and I have two witnesses t o be 

sworn. 

EXAMINER CATANACH: Are there a d d i t i o n a l 

appearances? 

Let me get the two witnesses t o stand and be 

sworn i n a t t h i s time. 

(Thereupon, the witnesses were sworn.) 

MR. KELLAHIN: Mr. Examiner, the e x h i b i t s we've 

handed t o you are — instead of being numbered, they're 

l i s t e d i n a l p h a b e t i c a l order. 

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 

5 

The f i r s t d i s p l a y gives you an o u t l i n e of the 

th r e e pools involved, and i f I may take a moment I can 

describe f o r you what we're seeking t o accomplish. 

The pool o f f t o the eastern boundary i n Section 

18, i t ' s the Palmillo-Seven Rivers. We're seeking t o 

d e l e t e t h a t pool and, i n doing so, t o extend the v e r t i c a l 

l i m i t s of the pool o u t l i n e d i n green, which i s the East 

Millman-Queen-Grayburg-San Andres. 

What we're asking you t o do i s t o increase the 

top of t h a t e x i s t i n g pool t o include the Yates and t h e 

Seven Rivers. 

I a d d i t i o n , when you move over t o the western 

area of the d i s p l a y , you see the pool o u t l i n e d i n red 

t h a t ' s the East Millman-Seven Rivers. We're asking you t o 

terminate t h a t pool and then t o extend the pool o u t l i n e d i n 

green, the East Millman Pool t h a t has the Queen-Grayburg-

San Andres. And i n doing so, then, you w i l l extend t h a t 

pool t o co n t a i n a l l the acreage o r i g i n a l l y i ncluded i n the 

East Millman-Seven Rivers. 

I n a d d i t i o n , we're asking you t o increase the 

v e r t i c a l l i m i t s t o include the Yates. There i s some small 

o p p o r t u n i t y t h a t the lower p o r t i o n of the Yates i s o i l -

p r o d u c t i v e , and we believe i t ' s appropriate t o i n c l u d e the 

Yates and the Seven Rivers. 

I n conclusion, then, what we propose t o occur i s 

STEVEN T. BRENNER, CCR 
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t h a t when a l l these pools are consolidated, the outer 

boundary of the consolidated pools w i l l be as f i g u r e d on 

t h i s d i s p l a y , and the v e r t i c a l l i m i t s , then, are going t o 

be from the top of the Yates t o the base of the San Andres. 

Did I say t h a t r i g h t ? I s t h a t r i g h t ? Yeah. 

We have two witnesses t o present, a geologic 

p r e s e n t a t i o n and an engineering p r e s e n t a t i o n , t o show you 

the reasons and the t e c h n i c a l data t h a t supports those 

reasons. 

The prehearing statement o u t l i n e s f o r you the 

basic reasons, and i t a r i s e s out of the necessity t h a t a l l 

these zones are marginal. And by c o n s o l i d a t i n g the p o o l , 

then, you leave the operator — the p r i n c i p a l operator i n 

t h i s case i s SDX — w i t h the o p p o r t u n i t y , then, t o complete 

and recomplete w e l l s , t o add p e r f o r a t i o n s i n a l l of these 

zones, and then t o , i n e f f e c t , commingle p r o d u c t i o n . 

Under the c u r r e n t r u l e s as we have them now, we 

have t o go through downhole commingling a p p l i c a t i o n s , and 

we see no reason t o continue t o process those cases i n t h a t 

f a s h i o n . We t h i n k the expedient s o l u t i o n i s simply t o 

c o n s o l i d a t e the pools and t o increase the v e r t i c a l l i m i t s . 

This i s very marginal o i l production. These are 

a l l o i l w e l l s , and by c o n s o l i d a t i n g the pools we t h i n k t h a t 

you prolong the economic l i f e and allow t h i s operator and 

other operators t o recover o i l t h a t might not otherwise be 

STEVEN T. BRENNER, CCR 
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recovered. 

RICHARD JORDAN. 

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. A l l r i g h t , s i r , f o r the record would you please 

s t a t e your name and occupation? 

A. Richard Jordan, petroleum g e o l o g i s t . 

Q. A l l r i g h t , I've got the hum of t h i s f an here. 

You have t o speak up, s i r . 

A. Richard Jordan, petroleum g e o l o g i s t . 

Q. And how do you s p e l l your l a s t name? 

A. J-o-r-d-a-n. 

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

t e s t i f i e d before the Divis i o n ? 

A. No, I have not. 

Q. Summarize f o r us your education. 

A. Bachelor's and master's degree i n geology from 

Boston U n i v e r s i t y and doctorate degree i n geology from 

Syracuse U n i v e r s i t y . 

Q. And what i s your c u r r e n t employment? 

A. I do geology f o r SDX Resources. 

Q. As p a r t of your geologic study, have you been 

in v o l v e d i n examining the geology of the various pools 

STEVEN T. BRENNER, CCR 
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involved before the Examiner today? 

A. Yes, I have. 

Q. I n conclusion, Mr. Jordan, do you have a geologic 

o p i n i o n about the appropriateness of c o n s o l i d a t i n g a l l 

these r e s e r v o i r s i n t o one common pool and managing i t as a 

common pool? 

A. Yes. 

Q. What i s your opinion? 

A. The Seven Rivers producing zone through t h i s area 

i s r e a l l y o f f of the main s h e l f producing t r e n d f o r the 

Seven Rivers. I t i s b a s i c a l l y a back-shelf t h i n u n i t . As 

you can see h i g h l i g h t e d on the cross-section, i t occurs 

throughout the area, but i t i s b a s i c a l l y f a i r l y marginal 

r e s e r v o i r q u a l i t y . Production i s more o f t e n than not i n 

the range of 3000 t o 5000 b a r r e l s per w e l l . 

The main fairway we're d e a l i n g w i t h , of course, 

i s the Queen down below. So the Seven Rivers i s an uphole 

b a s i c a l l y f i n i s h i n g - o u t - t y p e zone. 

Q. Let's go through the various geologic d i s p l a y s . 

Let's s t a r t w i t h the f i r s t one, which i s E x h i b i t B. I t ' s 

your Seven Rivers s t r u c t u r e map. We have a copy of t h a t 

displayed on the w a l l and then there's a small handout 

before the Examiner. Give us a summary of the Seven Rivers 

s t r u c t u r e . 

A. What you're looking a t i s f a i r l y uniform d i p t o 

STEVEN T. BRENNER, CCR 
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the east southeast. When we compare t h a t t o the next 

s t r u c t u r e map, y o u ' l l show — which i s the Queen — y o u ' l l 

see i t ' s a very s i m i l a r type of a f f a i r where you see the — 

you know, the s t r u c t u r e s don't vary. 

Q. A l l r i g h t . So when we compare E x h i b i t C, which 

i s the Queen s t r u c t u r e map, t o E x h i b i t B, the Seven Rivers 

s t r u c t u r e map, what's the comparison? 

A. You see b a s i c a l l y uniform d i p a t both l e v e l s , 

both going t o the east southeast. 

Q. I s production i n t h i s area a f f e c t e d by s t r u c t u r e 

and i t s p o s i t i o n , p o s i t i o n of the w e l l s on s t r u c t u r e ? 

A. Well, s t r u c t u r e never h u r t s you, but not r e a l l y . 

I t ' s where the zones are developed r e l a t i v e t o the paleo-

s h e l f . 

Q. Let's t u r n t o E x h i b i t D. That's the Seven Rivers 

cumulative production map. W i l l you i d e n t i f y t h a t f o r the 

record? 

A. Okay. 

Q. This simply i s production out of the Seven 

Rivers, i s i t not? 

A. Yes, i t i s . 

Q. When we t u r n t o E x h i b i t E, we're l o o k i n g a t the 

cumulative production map f o r the Queen, Grayburg and the 

San Andres, i s t h a t not true? 

A. Yes. 

STEVEN T. BRENNER, CCR 
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Q. A l l r i g h t . Let's go t o E x h i b i t H, Mr. Jordan, 

and have you look a t the Seven Rivers type l o g . I d e n t i f y 

and describe t h i s d i s p l a y f o r me. 

A. This i s a — We're looking a t an e l e c t r i c l o g and 

mud l o g from one of the w e l l s i n the area, on the BN 7, 

which i s the n o r t h end of the pool i n question. 

We're lo o k i n g a t b a s i c a l l y interbedded limestones 

and sandstones here, and i n p a r t i c u l a r the r e s e r v o i r s we're 

t a l k i n g about are sands w i t h lime matrixes, as denoted on 

the l i t h o l o g i c d e s c r i p t i o n . 

Q. The cross-section you r e f e r r e d t o e a r l i e r , 

E x h i b i t F, I t h i n k , i s the A-A' cross-section? 

A. Yes, s i r . 

Q. And t h a t ' s the one we're showing here? 

A. Yes, s i r . 

Q. Give me your geologic conclusion w i t h regards t o 

the appropriateness of i n c l u d i n g the Yates f o r m a t i o n w i t h i n 

the pool boundary. 

A. This cross-section, A-A', i s a n o r t h — southwest 

t o northeast cross-section. B a s i c a l l y , i t p a r a l l e l s — 

s u b p a r a l l e l present-day s t r i k e . 

Y o u ' l l note t h a t there's very l i t t l e variance i n 

any of the u n i t s . Thickness remains the same. The 

p o r o s i t y zones are f a i r l y continuous. 

The — As you come up i n t o the Seven Rivers zone, 

STEVEN T. BRENNER, CCR 
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y o u ' l l note t h a t the zones are t h e r e , but they're not t h a t 

w e l l developed. They t r a c k b a s i c a l l y the lower main pay 

zones i n the Queen. 

You can f i n d i t t h e r e , but as you can note from 

the two w e l l s t h a t were d r i l l e d s o l e l y f o r the Seven 

Rivers, production c e r t a i n l y doesn't warrant d r i l l i n g Seven 

Rivers w e l l s . 

Q. I n your opinion, i s i t appropriate t o i n c l u d e the 

Yates formation w i t h i n the v e r t i c a l l i m i t s of the pool? 

A. Yes, s i r , the Yates and Seven Rivers are — At 

t h a t boundary between the two, i t ' s s o r t of a p i c k 'em. 

Q. So i f they're consolidated together w i t h i n the 

pool boundary, then the o i l production a v a i l a b l e i n e i t h e r 

f o r mation i s best produced i n combination w i t h i n the same 

pool? 

A. I b e l i e v e so. 

Q. Okay. What about the base r e s e r v o i r i n the pool? 

We're l o o k i n g a t the San Andres as the lower r e s e r v o i r i n 

the pool? 

A. Yes, s i r . 

Q. H i s t o r i c a l l y , give us a sense of how the 

p r o d u c t i o n i n the various r e s e r v o i r s w i t h i n the pool has 

been developed. 

A. San Andres production i n t h i s p a r t i c u l a r area i s 

f a i r l y recent. There's been sp o t t y shows and occasional 

STEVEN T. BRENNER, CCR 
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producers. 

P r i m a r i l y on t h i s t r e n d , production has been i n 

the Grayburg and Queen formations, Grayburg being dolomite 

w i t h occasional sands, both of which are p r o d u c t i v e . 

The Queen, which i s prograding out i n t o the 

Basin, coming eastward, develops so t h a t y o u ' l l have — 

your lower Queen s e c t i o n produces back t o the west, and as 

you get younger i t w i l l produce out t o the east. 

This r e a l l y i s — b a s i c a l l y a s h e l f marginal 

p o s i t i o n f o r the Queen, and i t ' s r i d i n g , as I s a i d , on top 

of the Grayburg. 

The younger formations, such as the Seven Rivers 

and Yates, you're r e a l l y too f a r back t o the west t o make a 

play out of those. 

Q. The o r i e n t a t i o n of the c r o s s - s e c t i o n on E x h i b i t F 

i s i n which d i r e c t i o n ? I've l o s t the l o c a t o r map. Which 

way are you going? 

A. I s t h i s F or i s t h i s G? 

Q. A-A* should be F. 

A. Okay, t h a t i s southwest-northeast. 

Q. Okay. And the l i n e of the c r o s s - s e c t i o n i s shown 

on the — 

A. Yes. 

Q. — l o c a t o r map — 

A. Yes, i t i s . 

STEVEN T. BRENNER, CCR 
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Q. — on the bottom? 

When we show the B-B' cross-s e c t i o n , what are we 

doing? 

A. B-B' i s perpendicular t o A-A'. I t i s a d i p 

s e c t i o n . I t i n t e r s e c t s the l a s t w e l l on A-A1, f o r 

c o r r e l a t i o n purposes. 

And again, you can see t h a t there's very l i t t l e 

v ariance i n the thickness of the u n i t s , even though t h i s i s 

a d i p s e c t i o n , so we are too f a r back t o the west t o see a 

dramatic change i n those shallower u n i t s . 

Q. Okay. When we look a t each i n d i v i d u a l r e s e r v o i r 

i n the pool, i s there reasonable c o n t i n u i t y from w e l l t o 

w e l l g e o l o g i c a l l y w i t h i n each r e s e r v o i r ? 

A. Yes, there i s . 

Q. The production associated i n these r e s e r v o i r s i s 

a l l o i l production, i s i t ? 

A. Yes, s i r . 

Q. I n your opinion, then, would a pool of t h i s 

A p p l i c a t i o n , from a geologic perspective, be i n the best 

i n t e r e s t s of prevention of waste and the p r o t e c t i o n of 

c o r r e l a t i v e r i g h t s ? 

A. Yes. 

MR. KELLAHIN: That concludes my examination of 

Mr. Jordan. 

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

STEVEN T. BRENNER, CCR 
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through H. 

EXAMINER CATANACH: E x h i b i t s A through H w i l l be 

admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Jordan, where i s your company's predominant 

development i n these pools? Do you have w e l l s i n both of 

these pools or a l l three of these pools? 

A. Yes. 

Q. I f I understand c o r r e c t l y , you're — Do you 

be l i e v e t h a t the Yates and Seven Rivers extend t o the east 

so t h a t they would encompass p o r t i o n s of the Queen-

Grayburg-San Andres Pool? 

A. Yes, I t h i n k y o u ' l l see the Seven Rivers-Yates 

s e c t i o n throughout the whole area. 

Q. I t ' s continuous across the whole area? 

A. Yes. 

Q. I s t h a t where you see the development going — i f 

t h i s pool i s extended, w i l l you, i n f a c t — you have w e l l s 

i n the Queen-Grayburg Pool t h a t you probably would complete 

i n the Seven Rivers? 

A. As we're coming out of the hole, yes. Play i s 

p r i m a r i l y designed and d i r e c t e d a t the Queen and Grayburg, 

and the Seven Rivers s e c t i o n would be a secondary, b a i l - o u t 

zone, i f you would. 

STEVEN T. BRENNER, CCR 
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Q. Would t h a t be developed a f t e r the Queen-Grayburg? 

A. Yes, s i r . 

Q. I t wouldn't be developed c o n c u r r e n t l y , a t the 

same time? 

A. I t could be done, yes, s i r . 

Q. Are there very many w e l l s i n these pools l e f t 

anymore? 

A. There's q u i t e a number of w e l l s out here. 

Q. Are you the predominant operator i n these pools, 

SDX? 

A. SDX i n t h i s area, yes, s i r . Yes, they are. 

Q. Do you know i f there's other operators i n the 

pool? 

A. There are. 

Q. Do you know when these pools were discovered, Mr. 

Jordan? 

A. We go back t o the Queen-Grayburg — Most of the 

major development i n t h i s would date t o the F i f t i e s , the 

i n i t i a l development, F i f t i e s and S i x t i e s . The Seven 

Rivers, I b e l i e v e , the f i r s t commercial prod u c t i o n i n t h i s 

area s t a r t e d i n 1959, 1960. 

Q. Do you have any idea why the pools may have been 

set up t h i s way i n i t i a l l y ? Was there any reason t h a t you 

know of t h a t the Seven Rivers and Yates were i s o l a t e d from 

the r e s t of the formations? 
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A. I don't know. 

Q. I s there any geologic reason why they should be 

i s o l a t e d , i n your opinion? 

A. Not t h a t I know, not t h a t I'm aware o f . 

Q. I s there any secondary recovery operations going 

on i n t h i s area? 

A. There i s — At the moment, no, but the p o t e n t i a l 

t o — there i s — 

MR. MORGAN: Not i n the Seven Rivers. 

EXAMINER CATANACH: Hold on w e ' l l get you l a t e r . 

THE WITNESS: Not i n the Seven Rivers. 

Regarding the Queen-Grayburg, t h e r e i s 

waterfloods going on i n the area. 

Q. (By Examiner Catanach) There i s , i n f a c t , i n 

t h i s u n i t , I mean w i t h i n these pools? 

A. W i t h i n t h i s area, yes, s i r . 

Q. I s t h a t going t o have any e f f e c t on the — 

combining the pools, i s t h a t going t o have any e f f e c t on 

the secondary recovery operations? 

A. No, s i r . 

Q. I s there a p o t e n t i a l f o r secondary recovery i n 

the Seven Rivers formation? 

A. I don't t h i n k so. 

Q. So those probably won't be waterflooded? 

A. (Shakes head) 
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Q. I s — Mr. Jordan, i s the Yates p r o d u c t i v e i n any 

of these pools? 

A. No, s i r . 

Q. Has i t been t e s t e d , do you know? 

A. You're r e a l l y too f a r back on the s h e l f t o have 

Yates production. You're more i n t o a c o n t i n e n t a l -

t e r r e s t r i a l - t y p e environment. You see p o r o s i t y , you may 

even see an occasional gas show, but there's been no 

commercial t e s t s of anything, t o my knowledge, i n t h i s 

area. 

Q. What's the reasoning f o r i n c l u d i n g the Yates i n 

your proposed pool? 

A. B a s i c a l l y because — This zone here i s i n d i c a t e d 

on e i t h e r of the cross-sections. I f you c o r r e l a t e coming 

from the s h e l f p o s i t i o n t o the Basin, you can put i t i n the 

Seven Rivers. 

There 1s a tendency t o come out of the Basin 

coming up where there's more sand i n the Yates, t o maybe 

c a l l i t Yates. We have merged i n w i t h other operators i n 

the area, using t h e i r terminology i n c a l l i n g i t the Seven 

Rivers. But I t h i n k t h a t ' s p r i n c i p a l l y the reason f o r 

i n c l u d i n g t h a t . 

Q. So sometimes i t ' s d i f f i c u l t t o separate — 

A. Yes — 

Q. — or define — 
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A. — i t ' s r i g h t on the boundary l e v e l t h e r e , and so 

i t b a s i c a l l y a l l e v i a t e s any confusion, I t h i n k . 

Q. I s the top of the Seven Rivers e a s i l y — or, I'm 

so r r y , the top of the Yates, i s t h a t e a s i l y i d e n t i f i e d ? 

A. The top of the Yates i s , yes. 

Q. Okay. So t h a t ' s not a problem? 

A. No, c o r r e c t . 

Q. Are you aware of other pools i n t h i s area t h a t 

have been consolidated i n t h i s manner? 

A. I be l i e v e there's one down here i n the l a s t year 

or so t h a t could be — 

Q. Mr. Jordan, d i d you guys — were you i n contact 

w i t h our A r t e s i a D i s t r i c t O f f i c e regarding your proposal? 

A. Yes, I beli e v e so. 

Q. Okay, f o r the record l e t me j u s t s t a t e t h a t I 

have a l e t t e r from Bryan Arr a n t , who i s our g e o l o g i s t i n 

A r t e s i a , who sta t e s t h a t they have no o b j e c t i o n t o SDX's 

request i n t h i s case. 

Mr. Jordan, as a r e s u l t of — i f t h i s A p p l i c a t i o n 

i s approved, do you t h i n k t h a t your recovery, say, from the 

Seven Rivers, w i l l be — t h a t y o u ' l l recover more o i l from 

the Seven Rivers t h a t may not — 

A. Yes, s i r . 

Q. — otherwise be recovered? 

A. Yes, s i r . 
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Q. You wouldn't, i n your o p i n i o n , d r i l l stand-alone 

w e l l s t o recover Seven Rivers production? 

A. No, you wouldn't, a b s o l u t e l y not. 

EXAMINER CATANACH: I have no f u r t h e r questions 

of Mr. Jordan. He may be excused. 

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

Mr. Examiner, a t t h i s time w e ' l l c a l l Chuck 

Morgan. Mr. Morgan i s a petroleum engineer. 

CHUCK MORGAN. 

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. Morgan, f o r the record would you please s t a t e 

your name and occupation? 

A. My name i s Chuck Morgan. I'm a petroleum 

engineer w i t h SDX Resources i n Midland, Texas. 

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

before the D i v i s i o n as a petroleum engineer? 

A. Yes, I have. 

Q. And have you made a study as a petroleum engineer 

of the production i n a l l these r e s e r v o i r s i n each of these 

th r e e pools? 

A. Yes, I have. 

Q. Based upon t h a t study, do you now have 
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engineering conclusions about the best method t o continue 

t o produce o i l i n these various r e s e r v o i r s ? 

A. Yes, s i r . 

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

witness. 

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

Q. (By Mr. Ke l l a h i n ) Let's t a l k i n g e n e r a l i t i e s , 

f i r s t of a l l , Mr. Morgan. 

Describe f o r me what you see i s accomplished by 

the c o n s o l i d a t i o n of these three pools i n the one pool and 

by extending the v e r t i c a l l i m i t s t o include the Yates 

forma t i o n . 

A. B a s i c a l l y what we'd l i k e t o accomplish i s t o — 

by i n c l u d i n g the Seven Rivers i n t o the e x i s t i n g Grayburg 

Pool, i s t o recover a d d i t i o n a l o i l by u t i l i z i n g e x i s t i n g 

wellbores t h a t are — were i n the l a t e stages of an i n f i l l 

d r i l l i n g p r o j e c t and a secondary recovery p r o j e c t , and we 

have numerous w e l l s i n the area t h a t are marginal 

producers, two and three b a r r e l s of o i l a day from the 

Queen-Grayburg, and would l i k e t o combine the Seven Rivers 

w i t h t h a t production t o make them economical. 

Q. By combining the Seven Rivers w i t h the e x i s t i n g 

Queen and Grayburg and San Andres w e l l s , then, you can 

prolong the l i f e of those e x i s t i n g wells? 

A. Yes, we can. 
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Q. Give us a sense of the number of wells that we're 
d e a l i n g w i t h here. 

A. Right now there have been 39 Seven Rivers w e l l s 

d r i l l e d i n the area t h a t were s t r i c t l y Seven Rivers w e l l s . 

The Queen-Grayburg-San Andres w e l l s , probably on the 

neighborhood of around 200. I ' d have t o check t h a t number; 

I'm not sure of t h a t number. 

Q. Do you have an approximation of the number of 

w e l l s t h a t SDX operates? 

A. Yes, I do. We operate probably close t o 50 — 50 

w e l l s i n the area r i g h t t h e r e . 

Q. Who are the other major operators i n the pool? 

A. S and J operates a good number of them, Maralo, I 

be l i e v e Marbob operates some, CFM, and there's a couple of 

other operators i n the area. 

Q. We've sent n o t i f i c a t i o n t o a l l operators i n the 

pool, have we not? 

A. Yes, s i r . 

Q. And you've had conversations w i t h many of them? 

A. Yes, we have. 

Q. And have you found anyone t h a t o b j e c t s t o having 

the pools extended and consolidated? 

A. No, we have not. Just the opposite i s t r u e . 

They t h i n k i t ' s good f o r everybody. 

Q. Okay, l e t ' s t u r n t o your s p e c i f i c e x h i b i t s . 
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Let's s t a r t w i t h E x h i b i t I and have you i d e n t i f y and 

describe what t h a t d i s p l a y shows. 

A. E x h i b i t I i s an a u t h o r i z a t i o n f o r expenditure 

based s t r i c t l y upon a Seven Rivers recompletion which would 

be done i n an e x i s t i n g wellbore on one of our Queen-

Grayburg-San Andres w e l l s . The bottom l i n e on i t i s t h a t 

we can do these recompletions f o r about $35,000. 

Q. I f you were req u i r e d t o d r i l l a new Seven Rivers 

w e l l , what would t h a t w e l l cost? 

A. That w e l l would probably cost $116,000 t o 

$120,000. 

Q. And t h a t AFE f o r a new d r i l l i s shown as E x h i b i t 

J? 

A. Yes, i t i s . 

Q. The s t r a t e g y , then, would be t o take a deeper San 

Andres-Grayburg or Queen w e l l and then t o recomplete i t 

i n t o the shallower formations t o p i c k up the Seven Rivers 

and what some people might c a l l the lower Yates? 

A. Yes. 

Q. How productive i s the Seven Rivers and Yates i n 

terms of f u t u r e p o t e n t i a l ? 

A. The w e l l s t h a t have been done i n the area, on the 

average, make about 10,000 b a r r e l s over t h e i r e n t i r e l i f e . 

Q. A l l r i g h t . So you could h a r d l y a f f o r d t o — You 

can't, i t ' s impossible? 
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A. No, the economics are not there to d r i l l new 

Seven Rivers w e l l s a t today's market p r i c e . 

Q. So the f u t u r e p o t e n t i a l i n the Seven Rivers i s 

about 10,000 b a r r e l s , and you can do so s u c c e s s f u l l y 

probably only by recompletion of the deeper w e l l s i n t o the 

shallower zone? 

A. Yes, s i r . 

Q. I n a d d i t i o n , you have the o p p o r t u n i t y t o prolong 

the l i f e of those e x i s t i n g w e l l s by c o n t i n u i n g t o produce 

what's l e f t of the o i l i n the deeper zones? 

A. Yes. 

Q. Let's look a t some of t h a t p r o d u c t i o n 

i n f o r m a t i o n . I f y o u ' l l t u r n t o E x h i b i t K, what are we 

l o o k i n g a t here? 

A. You're looking a t a l i s t i n g of a l l the Seven 

Rivers w e l l s i n these — both of the Seven Rivers pools 

t h a t we would l i k e t o combine w i t h the Queen-Grayburg-San 

Andres. There are 39 of them. 

Q. And what type of i n f o r m a t i o n have you l i s t e d ? 

A. Cumulative production, o i l , gas and water. 

Q. Do you have a t y p i c a l d e c l i n e curve f o r the Seven 

Rivers? 

A. Yes, we do. That's E x h i b i t L, I b e l i e v e . 

Q. A l l r i g h t , i d e n t i f y and describe t h a t d i s p l a y f o r 

us. 
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A. Exhibit L is a typical Seven Rivers decline curve 

f o r a w e l l i n the area. This, i n f a c t , was a model of one 

of our w e l l s , s p e c i f i c a l l y , the BN State Number 7, which we 

d i d a Seven Rivers recompletion on, and we estimate between 

10,000 and 12,000 b a r r e l s recoverable o i l , which k i n d of 

f i t s w i t h the f i e l d average, so i t ' s a p r e t t y good type 

w e l l t o study. 

Q. You've taken t h a t method, then, t o determine what 

you b e l i e v e t o be the recoverable o i l i n the Seven Rivers, 

and you have ap p l i e d your recompletion and new w e l l 

economics t o those a n t i c i p a t e d o i l recoveries t o show what 

type of p r o f i t a b i l i t y i s involved i n the process; i s t h a t 

not true? 

A. Yes, t h a t ' s t r u e . 

Q. Let's t u r n t o look a t the economics, then. I f 

y o u ' l l look a t E x h i b i t M, what are we seeing here? 

A. E x h i b i t M i s a sheet of economics, engineering 

economics, done on a Seven Rivers recompletion using the 

$35,000 cost, and the cash f l o w generated from a t y p i c a l 

d e c l i n e , s p e c i f i c a l l y the d e c l i n e curve we j u s t looked a t . 

And as you can see, the bottom l i n e i s the r e t u r n 

on investment, i s two and a h a l f , t hree t o one, i n t h a t 

neighborhood. 

Q. And t h a t becomes an economically v i a b l e p r o j e c t 

f o r you and other operators i n the pool? 
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A. Yes, i t does. 

Q. I f you were req u i r e d t o d r i l l a new w e l l j u s t f o r 

the Seven Rivers, you've got t h a t economic a n a l y s i s f o r us, 

do you not? 

A. Yes, t h a t ' s E x h i b i t N, the economics. 

Q. Describe f o r us the bottom l i n e on t h a t . 

A. The bottom l i n e on t h a t i s , i t ' s t o t a l l y 

uneconomical t o d r i l l and complete a Seven Rivers w e l l as 

an i n d i v i d u a l w e l l . The economics are j u s t not t h e r e . 

Q. You don't even get a r e t u r n of your money one 

time? 

A. No, i t ' s a money-losing p r o p o s i t i o n . 

Q. Under the cu r r e n t s i t u a t i o n , i f you d e s i r e t o 

commingle the production i n these pools, you're allowed t o 

do so a d m i n i s t r a t i v e l y w i t h a downhole commingling 

a p p l i c a t i o n , are you not? 

A. Yes, we are. And i n f a c t , we have done one i n 

the area on the p a r t i c u l a r w e l l we used as a type w e l l t o 

study, the BN Number 7. 

Q. And was t h a t a p p l i c a t i o n approved? 

A. Yes, i t was. 

Q. Are you s a t i s f i e d t h a t t h a t commingling 

a p p l i c a t i o n would be t y p i c a l of the commingling 

a p p l i c a t i o n s f o r other w e l l s i f you were r e q u i r e d t o 

continue t o u t i l i z e t h a t process? 

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 

26 

A. Yes. 

Q. So i f the pool boundaries are extended and the 

pools consolidated, then there i s no r e d u c t i o n i n value of 

the o i l as a r e s u l t of being commingled? 

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

Q. And there's no i n c o m p a t i b i l i t y problems? 

A. No, there's not. 

Q. Have you got any pressure problems? 

A. No, s i r . 

Q. Have you got any k i n d of water problems? 

A. No, s i r . 

Q. Are there any d i f f e r e n c e s , t o the best of your 

knowledge, i n ownership among the various r e s e r v o i r s t h a t 

would g i v e you ownership problems? 

A. No, there's not, not between the zones. 

Q. So regardless of what formations i t ' s produced 

out of on 4 0-acre spacing, then those owners get t h e i r 

share of t h a t production? 

A. Yes. 

Q. The q u a l i t y of the o i l from the va r i o u s 

r e s e r v o i r s i s not compromised by the c o n s o l i d a t i o n and the 

commingling? 

A. No, i t ' s not. 

Q. Your l a s t d i s p l a y i s E x h i b i t 0. What does t h i s 

show? 
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A. Exhibit 0 is a sample — an o i l analysis from 

one. I t ' s p a r t i c u l a r l y from the Queen-Grayburg-San Andres 

w e l l , and one was s t r i c t l y from a Seven Rivers w e l l , 

b a s i c a l l y demonstrating t h a t both are sour crudes of 

s i m i l a r g r a v i t y , so t h e i r value i s s i m i l a r . 

Q. Are you aware, Mr. Morgan, of the D i v i s i o n ' s 

approval of t h i s type of c o n s o l i d a t i o n f o r other operators 

i n other areas? Are you aware of any p r i o r s i m i l a r cases 

l i k e t h i s by the Divis i o n ? 

A. Yes, we are. Devon Energy has done t h i s up near 

Maljamar and Loco H i l l s , and I be l i e v e Marbob has done 

something s i m i l a r i n the Grayburg Jackson area, I b e l i e v e . 

Q. You mentioned t h a t some of t h i s area was sub j e c t 

t o secondary recovery? 

A. Yes, s i r . 

Q. Describe f o r us what's involved. 

A. The East Millman u n i t , which i s operated by SDX, 

i s i n the l a t e r stages of the wa t e r f l o o d . 

Q. What are you waterflooding? 

A. We're wa t e r f l o o d i n g the Queen-Grayburg. 

Q. Does the c o n s o l i d a t i o n of the r e s e r v o i r s as a 

common pool f o r a d m i n i s t r a t i o n by the D i v i s i o n g i v e you any 

k i n d of o p e r a t i o n a l d i f f i c u l t i e s f o r u n i t s ? 

A. The paperwork caused by having t o do commingling 

a p p l i c a t i o n s on every recompletion i s an a d m i n i s t r a t i v e 
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problem, yes. 
Q. The c o n s o l i d a t i o n of the pools, though, does not 

i n t e r f e r e w i t h the e f f e c t i v e operation of a secondary 

recovery p r o j e c t ? 

A. No, s i r . 

Q. Just the opposite? 

A. Just the opposite, f a c i l i t a t e s i t . 

MR. KELLAHIN: That concludes my examination of 

Mr. Morgan. 

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

through O. 

EXAMINER CATANACH: E x h i b i t s I through O w i l l be 

admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Morgan, where i s your p r o j e c t located? 

A. Let's go back t o the o r i g i n a l map, I b e l i e v e , of 

the f i e l d s — Have you got t h a t one, Steve? I b e l i e v e t h a t 

one was E x h i b i t A. 

We operate two leases i n the area. The East 

Millman u n i t i s i n Section 21, Section 22, up i n t o 14 and 

p o r t i o n s of 15, r i g h t through the center of t h i s a c t u a l l y . 

We also own Section 7, which i s our Conoco State. And we 

are c u r r e n t l y developing Section 7 on an i n f i l l d r i l l i n g 

p r o j e c t . 
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Q. Okay, Section 7 i s not — That's not sub j e c t t o 

wa t e r f l o o d i n g a t t h i s time? 

A. Yes, s i r , we've j u s t s t a r t e d w a t e r f l o o d i n g — 

Q. That's — 

A. — i n the l a s t couple of months. 

Q. What p r o j e c t i s that? 

A. Conoco 7. As a matter of f a c t , I b e l i e v e we had 

a hearing on t h a t about s i x months ago. 

Q. And t h a t ' s i n Section 7, r i g h t ? 

A. Yes, s i r . 

MR. KELLAHIN: Mr. Examiner, we've o u t l i n e d on my 

copy of E x h i b i t A those two boundaries f o r you. 

EXAMINER CATANACH: Okay. 

MR. KELLAHIN: Let me v e r i f y w i t h Mr. Morgan t h a t 

we've done i t c o r r e c t l y . 

THE WITNESS: Yes, s i r . Yes, s i r . 

MR. KELLAHIN: Mr. Examiner, the two p r o j e c t s are 

o u t l i n e d on my copy of the d i s p l a y , so t h a t w i l l show you 

the two areas. 

Q. (By Examiner Catanach) Okay. So the Conoco 7 i s 

— That's a Queen-Grayburg — 

A. Queen-Grayburg-San Andres — 

Q. — waterflood? 

A. — yes, s i r , i n the East Millman Pool. 

Q. Okay, t h a t ' s a f a i r l y new wa t e r f l o o d , and t h a t ' s 
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going to go on for a while? 

A. Yes, s i r . 

Q. The other one i s the East Millman u n i t ? 

A. Yes, s i r . 

Q. And t h a t ' s s t i l l ongoing? 

A. Yes, s i r . 

Q. Okay. What are your plans f o r — W i t h i n these 

two w a t e r f l o o d p r o j e c t s , what are your plans f o r 

recompletions i n these areas? How would you go about i t ? 

A. The immediate plans would be t o take our o l d e r 

wellbores i n the East Millman u n i t and recomplete them i n 

the Seven Rivers. 

There's a number of them t h a t make two t o t h r e e 

b a r r e l s a day t h a t — and there's several t h a t are j u s t 

uneconomic t o produce a t t h a t l e v e l , and we would 

immediately begin t o recomplete them i n the Seven Rivers. 

Q. Now, when you say "recomplete", would you abandon 

the lower i n t e r v a l , or would you j u s t — would you combine 

i t w i t h the Seven Rivers? 

A. Depending upon the s i t u a t i o n of each i n d i v i d u a l 

w e l l . Normally, we would combine them and not — you know, 

we would continue t o produce the two or t h r e e b a r r e l s a day 

from the Queen-Grayburg and put i t w i t h the Seven Rivers. 

There are instances where i n an o l d e r w a t e r f l o o d , 

the Queen-Grayburg w e l l s would make way too much water t o 
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produce with the Seven Rivers well. And in that case, we 

would set a cast i r o n bridge plug and abandon the Queen-

Grayburg zones. 

Q. Would t h a t reduce the e f f i c i e n c y of your 

w a t e r f l o o d p r o j e c t , do you thin k ? 

A. Not a t t h i s stage, no, s i r . 

Q. A l o t of these w e l l s are too high a water c u t a t 

t h i s p o i n t ? 

A. Some are and some are not. I t ' s a p r e t t y mixed 

bag. 

Q. Are some of t h e s e — 

A. See, t h i s i s the l a t e stages of the w a t e r f l o o d i n 

the Millman. 

Q. Some of these w e l l s have produced a l o t of water. 

Are they s t i l l making some o i l ? 

A. Yes. 

Q. So you t h i n k you would abandon t h a t i n t e r v a l i n 

some of these wells? 

A. I n some of them, we would. 

Q. Do you operate w e l l s t h a t are not w i t h i n these 

two w a t e r f l o o d areas? 

A. Yes, we do. 

Q. And those are Queen-Grayburg-San Andres 

producers? 

A. Yes, s i r . 
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Q. Okay. Similarly, those would be recompleted to 

Seven Rivers? 

A. Yes. 

Q. How many candidates a t t h i s p o i n t do you t h i n k 

you have f o r recompletion? 

A. We probably have 15 or 20 candidates immediately 

i d e n t i f i e d as recompletion candidates. 

Q. You t e s t i f i e d t h a t you — SDX operates about 50 

w e l l s . 

A. I s t h a t a good number, Steve? 

Q. Approximately? 

A. Probably more than t h a t . I don't have the number 

r i g h t here. 

Q. Okay. So how many does t h a t leave i n the pool 

t h a t are operated by other operators? Do you have any 

idea? 

A. They probably — I'm going t o say probably 100, 

150 other w e l l s . A c t u a l l y , we probably operate more than 

50. 

Q. I s there any p o t e n t i a l , say, i n the southwestern 

p o r t i o n of t h i s pool where the East Millman-Seven Rivers 

Pool i s — occurs, say, i n l i k e Section 21 and 29 and 28? 

Are t h e r e s t i l l some Seven Rivers w e l l s producing down i n 

t h a t area? 

A. Yes, there i s . 
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Q. Is there any potential for those operators to 
d r i l l deeper, say, t o recover Queen-Grayburg? 

A. Yes, I ' d say there i s . We own several w e l l s i n 

t h a t area also t h a t are i n the Queen-Grayburg-San Andres. 

We have d r i l l e d a couple of new w e l l s . The Queen-Grayburg-

San Andres production begins t o fade away r i g h t t h e r e , 

p r e t t y marginal. 

Q. Mr. Morgan, you've t a l k e d t o some of the other 

operators i n the pool personally or — 

A. Yes, I've t a l k e d t o S and J Operating w i t h Mike 

Kinka i d . They operate East Millman w a t e r f l o o d . I b e l i e v e 

i t ' s l o c ated p r i m a r i l y i n 13 — 12 and 13, Sections 12 and 

13, i f I'm not mistaken. 

Q. I'm so r r y , the name of t h a t i s what? 

A. S and J Operating. 

Q. The name of the p r o j e c t i s what? 

A. East Millman. 

Q. That's an a d d i t i o n a l w a t e r f l o o d p r o j e c t ? 

A. Yes, i t i s . 

Q. They d i d n ' t have any problem w i t h i t ? 

A. No, they d i d not. 

I've also spoken w i t h Marbob and several other 

smaller operators. 

Q. Now, you've n o t i f i e d a l l of the operators w i t h i n 

each of these pools? 
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A. Yes, we have, to our knowledge. 

MR. KELLAHIN: Mr. Examiner, here's the n o t i c e 

l i s t . 

EXAMINER CATANACH: Was there a d d i t i o n a l n o t i c e , 

Mr. K e l l a h i n , t o any operator outside the pool? 

MR. KELLAHIN: We n o t i f i e d a l l the operators 

w i t h i n a mi l e of the outer boundary, plus a l l the operators 

i n the pool, and we picked up the i n t e r e s t owners of the 

spacing u n i t s t h a t weren't producing. I t h i n k we've got 

everybody t h a t we could f i n d . 

EXAMINER CATANACH: Okay. 

Q. (By Examiner Catanach) D i f f i c u l t q uestion, Mr. 

Morgan: I s the r e any estimate on what you might recover 

a d d i t i o n a l l y from the Seven Rivers as a r e s u l t of the 

approval of t h i s A p p l ication? 

A. Yes, there i s . Back t o our t y p i c a l — our type 

curve, about 10,000 b a r r e l s a w e l l , on the average. Some 

of them more, some of them le s s . But t h a t would be a good 

average. 

And l i k e I said, probably 15 candidates or so 

t h a t we've immediately i d e n t i f i e d t h a t would be good 

candidates f o r an attempt. 

Q. And you've downhole commingled these formations 

w i t h o u t any problems? 

A. Yes, we have. 
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Q. Do you bel i e v e there's any p o t e n t i a l f o r 

secondary recovery i n the Seven Rivers? 

A. I t would be very economically c h a l l e n g i n g t o 

f l o o d the Seven Rivers. I f i t were combined w i t h the other 

w a t e r f l o o d s , yes, i t probably would be a v i a b l e p r o j e c t . 

Q. That might be the only way t o do i t ? 

A. Yes, s i r . 

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

witness. He may be excused. 

Anything f u r t h e r , Mr. Kellahin? 

MR. KELLAHIN: No, s i r , t h a t concludes our 

pr e s e n t a t i o n i n t h i s case. 

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

no t h i n g f u r t h e r i n t h i s case, Case 11,746 w i l l be taken 

under advisement. 

(Thereupon, these proceedings were concluded a t 

9:06 a.m.) 

* * * 
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