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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: Okay, a t t h i s time w e ' l l c a l l 

Case 12,147. 

MR. CARROLL: A p p l i c a t i o n of the Wiser O i l 

Company f o r c e r t i f i c a t i o n of a p o s i t i v e p r o d u c t i o n response 

i n the Caprock Maljamar Uni t Area of Lea County, New 

Mexico. 

EXAMINER CATANACH: C a l l f o r appearances i n t h i s 

case. 

MR. BRUCE: Mr. Examiner, Jim Bruce of Santa Fe, 

rep r e s e n t i n g the Ap p l i c a n t . I have one witness t o be 

sworn. 

Also a t t h i s time, I would l i k e t h i s case t o be 

consolidated f o r hearing w i t h the next t h r e e cases, 12,148, 

12,149 and 12,150. Although they i n v o l v e d i f f e r e n t areas, 

they do i n v o l v e immediately adjacent areas, and the area 

being waterflooded i s the same geologic i n t e r v a l . And so 

we have some common e x h i b i t s , and the testimony may be 

s i m i l a r f o r each p r o j e c t . So I would ask t h a t they a l l be 

cons o l i d a t e d f o r hearing. 

EXAMINER CATANACH: Okay, a t t h i s time w e ' l l c a l l 

Cases 12,148, 12,149 and 12,150. 

MR. CARROLL: A p p l i c a t i o n of the Wiser O i l 

Company t o q u a l i f y the S k e l l y U n i t Area Waterflood 

STEVEN T. BRENNER, CCR 
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Expansion P r o j e c t , the State "D" Lease Waterflood Expansion 

P r o j e c t and the State "AZ" Lease Waterflood Expansion 

P r o j e c t f o r the recovered o i l t a x r a t e , a l l i n Eddy County, 

New Mexico. 

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

appearances? 

Okay, w i l l the witness please stand t o be sworn 

in? 

(Thereupon, the witness was sworn.) 

MATT EAGLESTON, 

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. BRUCE: 

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

A. Matt Eagleston. 

Q. And where do you reside? 

A. I re s i d e i n Dallas, Texas. 

Q. Who do you work f o r and i n what capacity? 

A. I'm a p r o j e c t manager f o r the Wiser O i l Company. 

Q. By pro f e s s i o n are you an engineer? 

A. I'm an engineer. 

Q. And have you p r e v i o u s l y t e s t i f i e d before the 

D i v i s i o n ? 

A. I have not. 

STEVEN T. 
(505) 
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Q. Would you please o u t l i n e f o r the Examiner your 

educational and employment background? 

A. I received a bachelor of science degree i n 

petroleum engineering from Texas Tech U n i v e r s i t y i n 1982. 

I've worked f o r several companies d u r i n g the ensuing 16 

years, I've been w i t h Wiser f o r the l a s t t h r e e , most of my 

career working i n the Permian Basin on w a t e r f l o o d problems. 

Q. And does your area of r e s p o n s i b i l i t y a t Wiser 

i n c l u d e the Permian Basin of southeast New Mexico and 

southwest Texas? 

A. Yes, i t does. 

Q. And are you f a m i l i a r w i t h engineering matters 

r e l a t e d t o these f o u r A pplications? 

A. Yes. 

MR. BRUCE: Mr. Examiner, I ' d tender Mr. 

Eagleston as an expert petroleum engineer. 

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

Q. (By Mr. Bruce) Now, Mr. Eagleston, we're t a l k i n g 

about b a s i c a l l y two p r o j e c t s here; i s n ' t t h a t c o r r e c t ? The 

Caprock Maljamar Un i t and then the adjacent S k e l l y area? 

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

Q. Okay. F i r s t , we're going t o go i n t o the Caprock 

Maljamar U n i t , or the CMU. Now, t h i s area, i f I'm c o r r e c t , 

p r e v i o u s l y received the EOR q u a l i f i c a t i o n when the u n i t was 

expanded; i s t h a t correct? 

STEVEN T. BRENNER, CCR 
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A. When the u n i t was formed. 

Q. When the u n i t was formed, excuse me. 

A. That's r i g h t . 

Q. And so today you are here on t h i s p a r t i c u l a r u n i t 

seeking c e r t i f i c a t i o n of a p o s i t i v e p r o d u c t i o n response? 

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

Q. Let's s t a r t w i t h E x h i b i t 1. Would you i d e n t i f y 

t h a t f o r the Examiner and t e l l him what i t shows about t h i s 

u n i t ? 

A. Okay, t h i s i s j u s t a map of the u n i t , which 

i d e n t i f i e s the phases t h a t were developed when the u n i t was 

formed. When the u n i t was o r i g i n a l l y formed i n May of 

1994, the development proceeded on a three-phase formula 

and the c e r t i f i c a t i o n f o r the EOR tax c r e d i t was granted i n 

a phase format. 

And i t was — The o r i g i n a l Phase 1, which i s i n 

yel l o w , was c e r t i f i e d a t the time the u n i t was formed, May 

1st of 1994. Phase 2 was c e r t i f i e d November 8t h of 1994. 

And Phase 3 was c e r t i f i e d October 1st, 1997. This was as 

development proceeded and i n j e c t i o n operations began i n 

each area. 

The l a r g e r purple c i r c l e s represent w e l l s , i n f i l l 

w e l l s , t h a t Wiser has d r i l l e d as p a r t of a development 

program. The red dashes i n d i c a t e the w a t e r f l o o d p a t t e r n s 

t h a t have been developed also i n a d d i t i o n t o t h a t . 

STEVEN T. BRENNER, CCR 
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Q. Also on t h i s map, were th e r e any new or 

replacement i n j e c t o r s d r i l l e d by Wiser as p a r t of t h i s 

program? 

A. Yes, there were several. The w e l l s t h a t are — 

I n order t o make them more e a s i l y recognizable, we had our 

numbering scheme, s t a r t i n g them w i t h the 260. So any w e l l s 

t h a t are 260, 261, 262 and so f o r t h , were a c t u a l l y 

replacement i n j e c t o r s . These were replacements f o r o l d e r 

w e l l s t h a t had been plugged and abandoned or whose casing 

i n t e g r i t y was such t h a t they couldn't be used as i n j e c t o r s . 

Q. Let's move on t o E x h i b i t 2. Could you i d e n t i f y 

t h a t and give a l i t t l e b i t of h i s t o r y of t h i s p a r t i c u l a r 

area, which i s now i n t h i s u n i t ? 

A. E x h i b i t 2 — Page 1 of E x h i b i t 2 i s j u s t a b r i e f 

h i s t o r y of the Caprock Maljamar U n i t area. The Maljamar 

f i e l d was discovered i n 192 6. The f i r s t w e l l was d r i l l e d 

i n what became ev e n t u a l l y the Caprock Maljamar U n i t i n 

1942. Over the next 20 years or so, development proceeded 

on 40-acre spacing. Production peaked i n 1959 on primary 

operations. 

Waterflooding, using 80-acre f i v e s p o t p a t t e r n s , 

was s t a r t e d i n the area i n the e a r l y 1960s. This was p r i o r 

t o t h e r e being a u n i t . I t was — What i s now the Caprock 

Maljamar U n i t was a c t u a l l y under f l o o d by f i v e separate 

operators. 

STEVEN T. BRENNER, CCR 
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Waterflooding was successful and continued f o r 

many years, but i t had e f f e c t i v e l y ceased by the l a t e 

1970s. Wiser stepped i n i n 1992 and 1993 and i n several 

t r a n s a c t i o n s acquired 100 percent of what i s now the u n i t 

area and subsequently u n i t i z e d t h a t e n t i r e area i n 1994, 

i n t o the Caprock Maljamar U n i t . 

Production a t the time t h a t Wiser acquired the 

p r o p e r t i e s was only 290 b a r r e l s a day, from 39 a c t i v e 

producers. There were 16 i n j e c t i o n w e l l s , but they were 

simply r e c y c l i n g produced water; i t was a d i s p o s a l p r o j e c t 

and not r e a l l y an a c t i v e w a t e r f l o o d a t t h a t time. 

The f a c i l i t i e s were i n poor c o n d i t i o n , and 

p r o d u c t i o n was nearing the economic l i m i t . There wasn't a 

l o t of l i f e l e f t i n the p r o p e r t i e s a t t h a t time. 

Wiser bought the p r o p e r t i e s i n a n t i c i p a t i o n of a 

major development program, which they s t a r t e d i n 199 3 and 

accelerated i n l a t e 1995, which included downspacing most 

of the u n i t t o 2 0-acre spacing and r e s t a r t i n g the 

w a t e r f l o o d , using 40-acre f i v e - s p o t p a t t e r n s . We had t o 

b a s i c a l l y r e b u i l d a l l the f a c i l i t i e s a t t h a t time as w e l l , 

because they had d e t e r i o r a t e d t o the p o i n t of r e a l l y not 

being usable. 

Production peaked a t a l i t t l e over 1300 b a r r e l s a 

day f o l l o w i n g t h i s program, and i n November of 1998, the 

date t h a t I prepared t h i s e x h i b i t , the l a s t i n f o r m a t i o n we 

STEVEN T. BRENNER, CCR 
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had, p r o d u c t i o n averaged 868 b a r r e l s a day, from 68 a c t i v e 

producers, and we were i n j e c t i n g approximately 12,500 

b a r r e l s of water per day i n t o 81 a c t i v e i n j e c t i o n w e l l s . 

We used freshwater makeup from Conoco's system. 

Q. Mr. Eagleston, before you move on t o the second 

page of t h i s a couple of t h i n g s . 

When Wiser took t h i s p r o j e c t over, was i t a t or 

near i t s economic l i m i t ? 

A. Right, yeah, i t was p r e t t y close t o being done, 

b a s i c a l l y . 

Q. And so i f an expansion had not taken place, a l o t 

of these w e l l s could conceivably have been plugged or 

plugged and abandoned? 

A. Abso l u t e l y . 

Q. The other t h i n g you mentioned, you s a i d you 

decreased spacing t o 20 acres. Well spacing i s s t i l l 40 

acres out t h e r e ; you were i n f i l l d r i l l i n g ? 

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

Q. Okay. Why don't you move on t o page 2 of t h i s 

e x h i b i t and t e l l the Examiner a l i t t l e b i t about i t ? 

A. Right, t h i s i s j u s t a page t h a t gives some data 

broken down by phases, the number of producing w e l l s , 

i n j e c t i o n w e l l s , the amount of i n j e c t i o n , volume, t h a t ' s 

going i n t o each phase, and also when each phase began, as 

f a r as i n j e c t i o n i s concerned. 

STEVEN T. BRENNER, CCR 
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I ' d l i k e t o p o i n t out a t t h i s time t h a t we d i d 

spend a s u b s t a n t i a l amount of c a p i t a l on the i n j e c t i o n p a r t 

of t h e system, p a r t i c u l a r l y here i n the Caprock Maljamar 

U n i t , because of the f a c t t h a t the f a c i l i t i e s had 

d e t e r i o r a t e d t o such a degree. I n f a c t , the way we looked 

a t the program was on a p a t t e r n - b y - p a t t e r n b a s i s . We had 

cost per p a t t e r n , recoveries per p a t t e r n , and so f o r t h . 

The cost per p a t t e r n , i f you take the $35-plus-

m i l l i o n , the cost per p a t t e r n a t CMU was $586,000. Of 

t h a t , i t cost about $3 2 5,000 on average t o d r i l l t h e i n f i l l 

producing w e l l , which means we spent approximately $261,000 

per p a t t e r n t o r e f u r b i s h and i n i t i a t e i n j e c t i o n operations 

f o r t h a t p a t t e r n . That would include the conversion or r e ­

e n t r y of o l d producing w e l l s and co n v e r t i n g them t o 

i n j e c t i o n . 

I n some cases we entered P-and-A'd w e l l s . We r e ­

entered e i g h t w e l l s t h a t had p r e v i o u s l y been plugged, 

converted them t o i n j e c t i o n s e r v i c e , converted 50 e x i s t i n g 

producers t o i n j e c t i o n s e r v i c e , and of course had t o 

completely r e b u i l d the i n j e c t i o n f a c i l i t i e s . So, j u s t t o 

p o i n t out t h a t i t was a s u b s t a n t i a l amount of c a p i t a l 

employed i n the i n j e c t i o n p a r t of t h i s p r o j e c t . 

At the bottom of the page an item of note here, 

estimated net value. This i s the incremental cash f l o w 

expected from the p r o j e c t . I used the year-end 1998 

STEVEN T. BRENNER, CCR 
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reserves i n p r i c i n g t h a t we j u s t completed, and as you 

know, we have t o use year-end p r i c e s , f l a t , i n t h a t SEC 

c a l c u l a t i o n , and t h e r e f o r e we were using $9.35 a b a r r e l f o r 

t h a t . That's the p r i c e we were r e c e i v i n g a t the end of the 

year, and a t t h a t r a t e i t ' s obviously not an economic 

p r o j e c t . 

So what I d i d t o make a f a i r r e p r e s e n t a t i o n of 

the p r o j e c t , I used a more normal — what I would c a l l a 

more normal p r i c e of $17 o i l f o r the r e s t of the p r o j e c t , 

and t h a t r e s u l t s i n a $7 m i l l i o n incremental p r o f i t . 

Q. Was the p r o j e c t economically f e a s i b l e when i t was 

f i r s t i n s t i t u t e d ? 

A. Yes. 

Q. And even r i g h t now, j u s t on a month-to-month 

basis, i s the r e a p o s i t i v e cash flow? 

A. Oh, c e r t a i n l y , uh-huh. 

Q. Otherwise, you couldn't keep — 

A. We wouldn't continue, r i g h t . 

Q. Mr. Eagleston, l e t ' s move on t o E x h i b i t 3 next. 

What does t h a t represent? 

A. E x h i b i t 3 i s simply a d e c l i n e curve of the t o t a l 

u n i t area. I f course, p r i o r t o 1994, t h i s would be the 

combined production from several leases t h a t e v e n t u a l l y 

made up the u n i t . And i t j u s t shows t h a t we were on a 

d e c l i n e , a f a i r l y modest d e c l i n e , p r i o r t o t h e development 

STEVEN T. BRENNER, CCR 
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p r o j e c t . 

The red l i n e shows the d e c l i n e , how i t would have 

continued. I t probably would have cut o f f w e l l before 

a c t u a l l y where i t ' s shown t o be going, 2001. The p r o j e c t 

probably would have been uneconomic before t h a t time. 

The green l i n e shows production i n c r e a s i n g 

s u b s t a n t i a l l y above where i t would have been had we not 

done anything. The yellow l i n e i s our c u r r e n t f o r e c a s t of 

pr o d u c t i o n . 

Q. Do you have a rough estimate — I know i t ' s not 

t a b u l a t e d on t h i s map — of the amount of incremental 

reserves t h a t t h i s p r o j e c t w i l l recover over what would 

have been recovered — 

A. Right. 

Q. — i f the p r o j e c t had not been expanded? 

A. Right. We had estimated about 6 m i l l i o n b a r r e l s 

incremental recovery from t h i s p r o j e c t . 

Q. Okay. 

A. I t works out t o approximately — Once again, we 

t a l k e d i n terms of p a t t e r n s . I t worked out t o 

approximately 100,000 b a r r e l s per p a t t e r n , i s what we 

a n t i c i p a t e d being able t o recover. 

Q. Okay. And I n o t i c e t h a t you — r e a l l y , a t the 

time you commenced the p r o j e c t , you s u b s t a n t i a l l y increased 

the i n j e c t i o n of water a t t h a t same time as you — 

STEVEN T. BRENNER, CCR 
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A. That i s c o r r e c t . Yeah, the i n j e c t i o n work was 

contemporaneous w i t h the d r i l l i n g of the producing w e l l s . 

Q. Okay. 

A. And so i n j e c t i o n ramped up a t the same time 

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

Q. What does the next batch of e x h i b i t s show, the 

e x h i b i t s marked as Number 4? 

A. These e x h i b i t s — there's t h r e e of them — they 

are d e c l i n e curves by phase. I d i d n ' t have the data broken 

down i n a format t o go back t o 1980, so we s t a r t e d i n 1993 

w i t h these curves, and they simply show the same 

i n f o r m a t i o n , broken down by phase. 

Q. Have you seen, i n your o p i n i o n , a p o s i t i v e 

p r o d u c t i o n response from the u n i t ? 

A. Yeah, we're c l e a r l y w e l l ahead of where we would 

have been, had the p r o j e c t not occurred i n each phase. 

Q. Looking at these maps, can you give an 

approximate date when... 

A. Yeah, I t h i n k i n Phase 1, and i t ' s not marked on 

here, but I b e l i e v e t h a t — and a c t u a l l y , you could choose 

an e a r l i e r date, but I b e l i e v e t h a t by October 1st of 1994 

p r o d u c t i o n had ramped up t o a p o i n t where i t was c l e a r l y 

and demonstrably above the t r e n d l i n e t h a t was e s t a b l i s h e d 

p r e v i o u s l y . 

Q. And t h a t was f o r Phase 1? 
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A. That was f o r Phase 1. 

Q. What about — 

A. I n Phase 2, I would choose a June 1st, 1995, 

date. Once again, you could choose an e a r l i e r date, but 

t h a t ' s a date t h a t I t h i n k i s p r e t t y c l e a r l y above the 

l i n e . 

And i n Phase 3 we chose — i n t h i s case, January 

1st of 1998. 

Q. You could again conceivably choose an e a r l i e r 

date; i s n ' t t h a t c o r r e c t ? 

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

Q. But the EOR c e r t i f i c a t i o n was not obtained f o r 

Phase 3 u n t i l what? I n 1997? 

A. October of 1997. 

Q. Anything else on t h i s e x h i b i t , Mr. Eagleston? 

A. Nothing. 

Q. Okay. What does the two p l o t s on E x h i b i t 5 show? 

A. I j u s t picked a couple of w e l l s t h a t are 

r e p r e s e n t a t i v e . Caprock Maljamar U n i t 167 i s on the east 

side of the u n i t . I t ' s i n Phase 1. Number 186 i s on the 

west side of the u n i t . I t happens t o be i n Phase 3. I 

j u s t p u l l e d these out as being somewhat emblematic of the 

t y p i c a l w e l l . Of course, there's a b i g spread of r e s u l t s . 

Some w e l l s are b e t t e r , some w e l l s are worse. But these 

s o r t of f i t i n the middle, so I chose them as examples of 
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performance of i n d i v i d u a l w e l l s . 

Q. The f i r s t page, Number 161, does t h a t show th e 

e f f e c t of w a t e r f l o o d i n g on t h i s well? 

A. Yeah, 167, I t h i n k , p r e t t y c l e a r l y shows some 

support from water i n j e c t i o n . There's a p r o d u c t i o n 

increase from the l e v e l , mid- t o l a t e 1996, up i n t o 1997, 

t h a t I t h i n k i s c l e a r l y from water i n j e c t i o n . 

Q. F i n a l l y , w i t h respect t o the CMU, what i s E x h i b i t 

6? 

A. E x h i b i t 6 i s a spreadsheet, a t a b l e , showing a l l 

the w e l l s t h a t Wiser d r i l l e d i n the u n i t , the f i r s t page. 

I t has spud dates, f i r s t p roduction dates, some other 

i n f o r m a t i o n , p e r f o r a t i o n s and the i n i t i a l p o t e n t i a l s of the 

w e l l s . The next three pages have t h a t same i n f o r m a t i o n by 

phase. 

Q. Now when you're d r i l l i n g these w e l l s and 

i n c r e a s i n g the i n j e c t i o n , would you have — could i t have 

been j u s t i f i e d t o j u s t d r i l l the i n f i l l producers alone 

w i t h o u t i n c r e a s i n g i n j e c t i o n a t the same time? 

A. No, we don't b e l i e v e so. I don't t h i n k i t would 

p o s s i b l e t o economically d r i l l j u s t the i n f i l l w e l l s . I f 

you look a t the o r i g i n a l primary recoveries f o r the Caprock 

Maljamar U n i t area, the average w e l l recovered 42,000 

b a r r e l s of o i l . 

Although we would probably have a b e t t e r 
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completion procedure a t t h i s p o i n t i n time than they d i d 

back then, i t ' s u n l i k e l y t h a t we could recover 42,000 

b a r r e l s on an i n f i l l w e l l . There would be some drainage 

i n v o l v e d , and I t h i n k i t would be more l i k e l y you would 

recover 20,000 t o 30,000 b a r r e l s on an i n f i l l w e l l i n t h i s 

u n i t . 

Q. I f there had been no new i n j e c t i o n ? 

A. I f t h e r e had been no new i n j e c t i o n , i f — simply 

an i n f i l l p r o j e c t , which would not have been economical. 

And so we looked a t the i n f i l l and the w a t e r f l o o d , r e a l l y , 

as a combined p r o j e c t , d i f f i c u l t , probably impossible t o 

separate the two. 

You couldn't rearrange the w a t e r f l o o d p a t t e r n s t o 

do any good, because the previous w a t e r f l o o d i n g had 

b a s i c a l l y run i t s course, and the sweep e f f i c i e n c i e s were 

about as good as they were going t o get using the e x i s t i n g 

w e l l b o r e s . So you had t o add some wellbores i n an d 

rearrange the p a t t e r n s t o access the o i l t h a t was l e f t 

behind, i n between the p a t t e r n s . 

So, you know, the conclusion i s t h a t out of the 

90,000 t o 100,000 b a r r e l s per p a t t e r n on average t h a t we 

expect t o recover here, only 2 0 or 3 0 i s probably from an 

i n f i l l program. The remainder would be the e f f e c t of 

re a r r a n g i n g the i n j e c t i o n p a t t e r n s — 

Q. And in c r e a s i n g the — 
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A. — and increasing i n j e c t i o n , i n c r e a s i n g d e n s i t y 

and i n j e c t i o n , c o r r e c t . 

Q. Okay. So i n sho r t , although i t ' s hard t o 

separate out the e f f e c t s , you r e a l l y needed t o d r i l l and 

increase i n j e c t i o n simultaneously? 

A. Correct. 

Q. And t h a t would maximize the pr o d u c t i o n from the 

u n i t ? 

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

Q. Okay. Now again, you've s a i d i t ' s not easy t o 

separate the o l d and new e f f e c t , but i s the r e a c o r r e l a t i v e 

p r o j e c t which helps show the e f f e c t of increased f l o o d i n g 

and production? 

A. There i s . There's one example t h a t I've found i n 

the area, t h a t A r t e s i a Vacuum t r e n d , Grayburg-San Andres 

t r e n d , where there's a l o t of p r o j e c t s t h a t are s i m i l a r t o 

t h i s , and t h a t i s over on the Devon-operated Turner B 

lease. 

And I have — E x h i b i t 7 i s a c r o s s - s e c t i o n , i t ' s 

a r a t h e r l a r g e — but i f I might p o i n t out j u s t a couple of 

t h i n g s f o r you here on t h i s c r o s s - s e c t i o n . 

Q. I t h i n k the l i n e of the cr o s s - s e c t i o n i s given i n 

the upper l e f t of t h i s ? 

A. I'm sorry? 

Q. The l i n e of the cross-section i s i n the upper 
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l e f t of t h i s ? 

A. Right. I f you look a t the map, the A-A1 on the 

west side i s a c t u a l l y the Turner B Number 13 5, which i s 

a c t u a l l y adjacent t o Wiser's S k e l l y U n i t , on the west of 

Wiser 1s S k e l l y U n i t . 

Q. And the Sk e l l y U n i t , we w i l l discuss t h a t ? 

A. We'll discuss i t i n j u s t a few minutes. And 

there's two Sk e l l y U n i t w e l l s on the west side of the u n i t , 

and Well 255 i s k i n d of on the east side of t h e u n i t . And 

then we move across f u r t h e r t o the east and p i c k up CMU 

187, which i s a w e l l on the west side of the Caprock 

Maljamar U n i t . 181 i s then on the eastern side of the 

Caprock Maljamar U n i t . 

And I b u i l t t h i s c r o s s - s e c t i o n , r e a l l y , j u s t t o 

demonstrate t h a t across t h i s area, t h i s A r t e s i a Vacuum 

t r e n d , we're l o o k i n g a t the same geologic u n i t s across many 

mil e s . 

I f you look, I guess, a t the second-from-the-

bottom top , t h a t i s marked as the San Andres, t h a t ' s a 

p r e t t y c l e a r marker throughout the area where you go from 

these sandy dolomites i n the Grayburg s e c t i o n t o a clean 

dolomite i n the San Andres, and you can see t h a t t h a t ' s 

p r e t t y c l e a r a l l the way across. The Lovington i s t h a t 

blue marker a t the bottom. That's a marker t h a t ' s a l s o 

p r e t t y c l e a r . And then a t the top, I b e l i e v e t h a t ' s a 
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Queen sand, the green, t h a t ' s p r e t t y c l e a r a l l t h e way 

across. 

The sands w i t h i n the Grayburg s e c t i o n themselves, 

I picked one and marked i t i n pink. I d i d n ' t name i t . 

There's d i f f e r e n t l o c a l names f o r the sands w i t h i n t he 

Grayburg. Some people have names f o r them, some people 

have numbers f o r them. So I d i d n ' t note t h i s , but you can 

see how the sand character continues across. 

The thicknesses of the u n i t s don't change a whole 

l o t across, and many of the sands appear t o c a r r y a l l t he 

way across. 

I would, though, mention t h a t o b v i o u s l y t h i s i s 

not t o scale h o r i z o n t a l l y . There's a l o t of dis t a n c e 

between w e l l s . And i n f a c t , some of these sands come and 

go. As you know, there's a l o t of h e t e r o g e n e i t i e s out 

here, and even some sands t h a t do appear t o be c o r r e l a t i v e 

may not be continuous between wellbores. 

But I t h i n k b a s i c a l l y the p o i n t we're t r y i n g t o 

make i s t h a t t h i s i s the same animal and t h a t t h e 

conclusions t h a t I can draw from the Turner B can be used 

t o describe what's happening i n the Caprock Maljamar 

U n i t — 

Q. So the same — 

A. — as f a r as i n f i l l d r i l l i n g and w a t e r f l o o d i n g i s 

concerned. 
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Q. — the same sands t h a t are being flooded i n the 

Turner B and the S k e l l y U n i t and the Caprock Maljamar U n i t 

are the same? 

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

Q. Okay. Well, l e t ' s go on t o your next two 

e x h i b i t s , then, 8 and 9, Mr. Eagleston, and — 

A. Right. 

Q. — t e l l the Examiner how you determine t h a t t h e r e 

i s an e f f e c t from the increased i n j e c t i o n i n t h i s area. 

A. Okay, you might k i n d of p u l l those out and look 

a t those side by side. The reason t h a t t h i s area i s 

important an i n t e r e s t i n g t o study i s t h a t i n the e a r l y 

1990s Devon's predecessor d r i l l e d 22 w e l l s i n the Turner B 

lease, 20-acre i n f i l l producers. They d i d not convert the 

o f f s e t i n j e c t o r s . And so i t would be the case of j u s t 

d r i l l i n g the w e l l s w i t h o u t doing the i n j e c t i o n side of the 

p l a n . 

A b i t l a t e r , a f t e r Devon acquired the p r o p e r t i e s , 

i f you look a t E x h i b i t 8, i n 1996 Devon d r i l l e d some 

a d d i t i o n a l w e l l s on the Turner B. I b e l i e v e t h e r e ' s 15. 

This i s a type curve of the 22 and a type curve of the 15. 

And you can see t h a t they s t a r t e d and a c t u a l l y looked q u i t e 

s i m i l a r i n terms of i n i t i a l r a t e s and d e c l i n e p r o f i l e s and 

so f o r t h . But then they s t a r t t o look a l i t t l e b i t 

d i f f e r e n t l y when you s t a r t t o see the e f f e c t of the water 
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i n j e c t i o n . 

And t h a t 1 s where E x h i b i t 9, where I backed them 

up so t h a t they're normalized timewise. And you can see 

t h a t they're very s i m i l a r e a r l y on, but as water i n j e c t i o n 

begins t o take e f f e c t , the l a t e r w e l l s , which were 

r e c e i v i n g i n j e c t i o n support e a r l i e r i n t h e i r l i v e s , are 

beginning t o increase above the t r e n d l i n e e s t a b l i s h e d by 

the o l d e r w e l l s . 

And i f you glance back a t E x h i b i t 8, you can see 

t h a t , i n f a c t , the older 22 w e l l s are beginning t o see some 

e f f e c t , apparently, from the increased i n j e c t i o n support as 

w e l l . 

This i s the only case t h a t I know of where you 

have a s u b s t a n t i a l number of w e l l s i n the same area where 

some were d r i l l e d and had no i n j e c t i o n support f o r some 

p e r i o d of time, and then another l a t e r group was d r i l l e d 

w i t h i n j e c t i o n support, and you have t h i s k i n d o f 

comparison a v a i l a b l e t o you. 

Everywhere else t h a t I'm aware o f , i t was done 

l i k e we d i d , which was simultaneously. 

Q. Does t h i s support the conclusion t h a t t h e r e has 

been a p o s i t i v e production response i n the CMU? 

A. Yes, I be l i e v e i t does. 

Q. Well, l e t ' s move on t o the next — a c t u a l l y , the 

next t h r e e cases, having t o do w i t h the S k e l l y area, Mr. 
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Eagleston. Would you i d e n t i f y E x h i b i t 10 f o r the Examiner? 

A. E x h i b i t 10 i s a map of the S k e l l y u n i t area. The 

legend, the symbols and so f o r t h are the same as what we 

used i n the Caprock Maljamar U n i t map e a r l i e r , so the 

pu r p l e dots represent w e l l s t h a t Wiser has d r i l l e d , and the 

red dashes represent the w a t e r f l o o d p a t t e r n s t h a t have been 

e s t a b l i s h e d . 

Once again, we d i d have t o d r i l l — r e d r i l l some 

w e l l s f o r i n j e c t i o n purposes, we had t o r e - e n t e r , i n f a c t , 

nine P-and-A'd w e l l s , we converted 47, d i d work on many 

ot h e r s , i n order t o e s t a b l i s h these p a t t e r n s . 

The yellow area i s a c t u a l l y the S k e l l y u n i t 

proper. The green i s the Lea "D" lease, which i s adjacent 

t o and i s served by the same i n j e c t i o n system and i s r e a l l y 

i n c o r p o r a t e d i n t o the Sk e l l y U n i t development pl a n . And 

the blue, up on the northwest side of S k e l l y , i s the State 

"AZ" lease, and has also been incorporated i n t o t he 

i n j e c t i o n plan. 

Q. And Mr. Eagleston, immediately t o t h e west of the 

S k e l l y U n i t i s the Turner B lease; i s t h a t r i g h t ? 

A. That i s c o r r e c t , t h a t i s c o r r e c t . And the State 

"AZ" w e l l , i n purple, i s the State "AZ" Number 3 and was 

a c t u a l l y d r i l l e d as a l e a s e l i n e cooperative w e l l w i t h 

Devon, and was d r i l l e d i n the corner of t h e i r lease and the 

State "AZ" lease and the Sk e l l y u n i t , t o s i t u a t e i t i n t o 
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most advantageous p o s i t i o n f o r recovery out of t h a t 

p a t t e r n , and we support t h a t p a t t e r n w i t h i n j e c t i o n from 

the S k e l l y U n i t and also from the Turner B lease. 

Q. And Wiser and Devon have several other w e l l s 

along t h e i r lease l i n e t h a t have been d r i l l e d as 

cooperative wells? 

A. That's c o r r e c t , we d r i l l e d a t o t a l of seven. 

Devon operates t h r e e , the 134, 135 and 136 t h a t you see 

j u s t west of the lease l i n e . And then i f you look a b i t 

f u r t h e r south, the 400, 401 and 402 were d r i l l e d and 

operated by Wiser. 

Q. Okay. A couple of f i n a l questions. On t h i s map, 

what does — what numerical sequence i d e n t i f i e s new 

i n j e c t o r s t h a t you d r i l l e d ? 

A. The 300-series w e l l s . There's a couple — the 

Number 3- — Let me f i n d i t here. The Number 3 00 i s on the 

east side of the u n i t . I t was d r i l l e d as a replacement f o r 

Number 71. There's a — Number 3 01 i s on the west s i d e . 

I t was d r i l l e d as a replacement f o r Number 92. We also 

d r i l l e d Number 3 02 as a replacement f o r Number 91. We are 

c u r r e n t l y producing t h a t w e l l , but i t w i l l be converted t o 

an i n j e c t o r . I t was d r i l l e d as an i n j e c t o r . 

Q. So i t wasn't j u s t t h a t new producers were d r i l l e d 

i n t h i s area e i t h e r ? 

A. No, no, ab s o l u t e l y not. We d r i l l e d — To k i n d of 
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go over the same k i n d of s t a t i s t i c s t h a t we d i d on Caprock 

Maljamar U n i t , the Sk e l l y u n i t i s a l i t t l e shallower, so i t 

was less expensive t o develop. 

Also, the i n j e c t i o n system t h a t our predecessor, 

Texaco, had l e f t behind was i n much b e t t e r c o n d i t i o n . So 

i t d i d n ' t cost as much money f o r us t o do the development 

a t S k e l l y . We spent approximately $358,000 per p a t t e r n , as 

opposed t o the 586 over a t CMU. Of the $3 50,000, about 

$230,000 goes t o d r i l l an i n f i l l w e l l on average. That 

means we spent about $128,000 on i n j e c t i o n , or about 35 

percent of the c a p i t a l was spent on the i n j e c t i o n side of 

the — 

Q. Why don't you move on t o E x h i b i t 11 and do what 

you d i d w i t h the CMU and j u s t discuss a l i t t l e b i t of the 

h i s t o r y of t h i s area and the costs i n v o l v e d i n t h i s 

p r o j e c t . 

A. Uh-huh. The S k e l l y U n i t , or the f i r s t w e l l 

d r i l l e d i n what became the S k e l l y U n i t was d r i l l e d i n 1926. 

I t ' s now S k e l l y U n i t 41. And t h a t area, as was the case 

throughout t h i s t r e n d , was developed on 4 0-acre spacing 

over the next 3 0 t o 40 years. 

I n 1965 a p i l o t w a t e r f l o o d was i n s t a l l e d . I t 

worked very w e l l , so i t was expanded t o the r e s t of the 

u n i t i n 1968. Ac t i v e w a t e r f l o o d i n g continued u n t i l t he 

l a t e 1980s, when they ceased i n j e c t i n g makeup water and i t 
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became simply a disposal operation, s i m i l a r t o what we saw 

over a t the Caprock Maljamar U n i t . 

Wiser acquired the property from Texaco i n 1995. 

Production was down t o 250 b a r r e l s of o i l per day from 66 

a c t i v e w e l l s . There were 18 i n j e c t i o n w e l l s r e c y c l i n g the 

produced water. And once again, t h i s i s close t o the 

economic l i m i t . There was not much i n the way of reserves 

l e f t a t t h a t time under e x i s t i n g o p e r a t i n g c o n d i t i o n s . 

So we s t a r t e d s h o r t l y a f t e r we acguired the 

p r o p e r t i e s i n l a t e 1995 w i t h the development program t h a t 

i n c l u d e d d r i l l i n g a t o t a l of 77 producers and c o n v e r t i n g 

the numerous w e l l s and r e - e n t e r i n g plugged w e l l s and so 

f o r t h t o create these 40-acre f i v e s p o t p a t t e r n s . 

Our production peaked a t a b i t over 2 3 00 b a r r e l s 

a day i n e a r l y 1997. We came i n and d i d a b i t more work i n 

l a t e 1997, and by November of 1998 p r o d u c t i o n was averaging 

103 6 b a r r e l s a day, about 7 300 b a r r e l s of water a day, from 

108 a c t i v e producing w e l l s . 

And I need t o make a note here t h a t on the S k e l l y 

U n i t the shallower Seven Rivers i n t e r v a l i s a l s o p r o d u c t i v e 

and, i n f a c t , u n t i l r e c e n t l y was a separate r e s e r v o i r 

c a l l e d the Fren-Seven Rivers r e s e r v o i r . Devon — The 

r e s e r v o i r b a s i c a l l y was on the S k e l l y U n i t and the Turner 

B. Devon had p e t i t i o n e d p r e v i o u s l y t o a b o l i s h the Fren-

Seven Rivers and combine i t i n t o the Grayburg-Jackson 
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r e s e r v o i r . And so i t was. 

But we s t i l l have a number of shallower Seven-

Rivers-only w e l l s on the lease, and t h a t ' s why we have 108 

a c t i v e producing w e l l s . There's only a c t u a l l y 77 a c t i v e 

Grayburg w e l l s . The remainder are those shallow Seven 

Rivers w e l l s , which we are not a c t i v e l y w a t e r f l o o d i n g a t 

t h i s time. We're a c t i v e l y w a t e r f l o o d i n g the Grayburg and 

the San Andres. 

We also are i n j e c t i n g about — i n November 

i n j e c t e d almost 15,000 b a r r e l s a day i n t o 81 a c t i v e 

i n j e c t o r s . Once again, we're g e t t i n g makeup f r e s h water 

through Conoco's system i n the area. 

Moving on t o the Lea "D", the Lea "D" i s adjacent 

t o the S k e l l y U n i t , as we noted on the map. I t was p a r t of 

the o r i g i n a l S k e l l y U n i t w a t e r f l o o d . The p l a n t and 

i n j e c t i o n system were t i e d together. At the time we 

acquired the pr o p e r t y , a c t u a l l y from Apache i n 1997, they 

had acquired i t from Texaco p r e v i o u s l y . Production was 

from only w e l l , f i v e b a r r e l s a day. I n j e c t i o n had ceased 

long ago. And we i n s t i t u t e d an i n f i l l development program 

and d r i l l e d s i x w e l l s , converted seven w e l l s t o i n j e c t i o n , 

and are now making 84 b a r r e l s a day and 374 b a r r e l s of 

water a day, and i n j e c t i n g almost 1200 b a r r e l s a day t h e r e . 

And the State "AZ" lease on the northwest p a r t of 

the U n i t i s a 4 0-acre t r a c t . Once again, we acquired t h a t 
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from Apache i n 1997. We d r i l l e d a s i n g l e w e l l down i n the 

corner of t h a t 40-acre t r a c t t o develop reserves along the 

lease l i n e and provide a take p o i n t f o r a p a t t e r n along the 

lease l i n e t h a t we share w i t h Devon. The w e l l i n November 

of 1998 — a c t u a l l y , t h a t w e l l plus the w e l l s t h a t were 

already on the lease, were averaging 47 b a r r e l s a day, 

about 2 0 b a r r e l s of water per day. 

And we support — although there's no i n j e c t i o n 

d i r e c t l y on the State "AZ" lease, we support t h a t p a t t e r n 

w i t h between 200 and 300 b a r r e l s a day of i n j e c t i o n from 

the o f f s e t s i n t h a t p a t t e r n . So i t i s an i n t e g r a l p a r t of 

our w a t e r f l o o d plan. 

The t h i r d page i n t h i s e x h i b i t i s a data page, 

once again. I t gives w e l l counts by lease, i n j e c t o r s and 

producers, i n j e c t i o n volumes. Those volumes, as I note 

here w i t h the a s t e r i s k , excludes o f f s e t i n j e c t i o n . Those 

l e a s e l i n e w e l l s , i n c l u d i n g the State "AZ", are supported by 

i n j e c t i o n from the Devon side, and t h a t ' s not i n c l u d e d i n 

our — 

Q. This p r o j e c t i s u l t i m a t e l y a l i t t l e more 

p r o f i t a b l e than the CM Unit? 

A. Yeah, i t ' s going t o be s u b s t a n t i a l l y b e t t e r from 

a f i n a n c i a l perspective. We d i d n ' t have t o spend as much 

money, and i t ' s performed b e t t e r as w e l l , so i t i s going t o 

t u r n out t o be a b e t t e r p r o j e c t . 
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Q. Why don't you go t o E x h i b i t 12 and discuss t h e 

e x t r a p r o d u c t i o n you hope t o get out of the p r o j e c t . 

A. A l l r i g h t , t h i s next group, E x h i b i t 12, i s a 

group of d e c l i n e curves by — Well, the f i r s t one i s the 

combined Skelly-Lea "D"-State "AZ" curve, and then behind 

t h a t you have a curve f o r each of the leases, which shows 

the same i n f o r m a t i o n t h a t we presented f o r t h e Caprock 

Maljamar U n i t . 

I t shows production p r i o r t o our development 

program, w i t h the red l i n e being an e x t r a p o l a t i o n of what 

pr o d u c t i o n would have done had we not redeveloped the area. 

Once again, production a c t u a l l y would have ceased probably 

p r i o r t o t h a t , the end of t h a t red l i n e , due t o j u s t 

becoming uneconomic. 

Q. What — Do you have another f i g u r e on reserves 

you hope t o recover w i t h t h i s p r o j e c t ? 

A. Right, i n the S k e l l y area incremental reserves 

are estimated t o be about 7.5 m i l l i o n b a r r e l s . And once 

again, k i n d of using some of the same a n a l y s i s t h a t we 

looked a t on the Caprock Maljamar U n i t , the average primary 

per w e l l i n the S k e l l y area was 52,000 b a r r e l s , a l i t t l e 

b i t b e t t e r than Caprock Maljamar. 

Once again, though, I t h i n k i t would be u n l i k e l y 

t o recover a s i m i l a r amount from an i n f i l l w e l l , due t o 

p a r t i a l drainage. So I would estimate 25,000 t o 35,000 per 
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i n f i l l w e l l would be reasonable t o expect w i t h no 

a d d i t i o n a l i n j e c t i o n support. 

Once again, our estimates on a p e r - p a t t e r n basis 

approach 100,000 b a r r e l s , so the remainder, 65,000 t o 

75,000 b a r r e l s , would be a t t r i b u t a b l e t o the r e a c t i v a t i o n 

of the w a t e r f l o o d and rearranging the w a t e r f l o o d p a t t e r n s . 

Q. I n your o p i n i o n , i s t h i s p r o j e c t economically and 

t e c h n i c a l l y f e a s i b l e a t t h i s time? 

A. Yes. 

Q. And i n your opinion, was i t prudent t o expand the 

w a t e r f l o o d p r o j e c t s t o maximize the recovery of crude o i l ? 

A. Yes. 

Q. And w i l l these p r o j e c t s lead t o the recovery of 

an increased amount of crude o i l which w i l l u l t i m a t e l y be 

recovered from these formations? 

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

Q. Do you consider these p r o j e c t s t o be s i g n i f i c a n t 

expansions of the p r o j e c t s Wiser purchased i n the 1990s? 

A. Yes. 

Q. By inc r e a s i n g the i n f i l l d r i l l i n g , you are i n 

e f f e c t i n c r e a s i n g the geographic and geologic area you are 

rec o v e r i n g reserves from; i s t h a t c o r r e c t ? 

A. Well, we're c o n t a c t i n g and r e c o v e r i n g o i l t h a t 

was not recoverable w i t h previous spacing and o p e r a t i o n a l 

p r a c t i c e s . 
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Q. Because of the heterogeneity of the r e s e r v o i r ? 

A. That i s c o r r e c t . And I would p o i n t out t o o , i n 

the case of the Caprock Maljamar U n i t — t h i s i s k i n d of 

going back t o t h a t — t h a t i n a d d i t i o n t o the b e t t e r 

c o n n e c t i v i t y created by the t i g h t e r spacing, we als o — or 

the previous w a t e r f l o o d i n g i n many areas of the u n i t was on 

the Grayburg only, and we deepened a number o f t h e other 

i n j e c t o r s t o include the upper member of the San Andres, 

the Vacuum, l o c a l l y known as the Vacuum, and we are 

w a t e r f l o o d i n g the Vacuum and the Grayburg. So we added the 

Vacuum i n many areas of the u n i t as w e l l . I t was not 

waterflooded p r e v i o u s l y . 

Q. What i s contained i n E x h i b i t 13, Mr. Eagleston? 

A. E x h i b i t 13 i s , once again, j u s t some examples, 

i n d i v i d u a l w e l l d e c l i n e curves f o r t h i s area. 

S k e l l y 189 i s s o r t of i n the n o r t h e r n p a r t of the 

u n i t . I t ' s been very w e l l supported, I t h i n k , by 

i n j e c t i o n , e s s e n t i a l l y f l a t . 

2 66 i s down i n the southern — southeastern p a r t 

of the u n i t , and I t h i n k once again you can see some 

i n j e c t i o n support t h e r e . 

And 27 3 i s on the western side of the u n i t and 

has been also a very good w e l l t h a t has seen some i n j e c t i o n 

support. 

The State "AZ" Number 3 i s a r e l a t i v e l y new w e l l . 
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I t looks l i k e i t ' s going t o be a very f i n e producer, but 

i t ' s a l i t t l e e a r l y t o see what k i n d of i n j e c t i o n support 

might be apparent on the curve. 

And I guess I ought t o stop and p o i n t out, when I 

say t h a t i n j e c t i o n support i s apparent, t h a t ' s from a 

c l a s s i c w a t e r f l o o d standpoint where produ c t i o n a c t u a l l y 

goes up. I n many cases here, you're not going t o see t h a t 

on an i n d i v i d u a l w e l l basis, because you're immediately i n 

a d r a g - f l o o d s i t u a t i o n . And so what you get i s perhaps a 

shallower d e c l i n e than would have been seen before, but not 

n e c e s s a r i l y a c l a s s i c secondary response. Just l i k e t o 

p o i n t t h a t one out. 

And then i n the f i n a l w e l l , i n d i v i d u a l d e c l i n e 

curve t h a t we have, i s one of the Lea "D" w e l l s , the Lea 

11D" Number 20. 

Q. What i s E x h i b i t 14? 

A. E x h i b i t 14 i s a spreadsheet of a l l the w e l l s t h a t 

Wiser d r i l l e d i n t h i s area, S k e l l y , Lee "D" and State "AZ", 

w i t h spud dates, f i r s t - p r o d u c t i o n dates, p e r f o r a t i o n s , 

p o t e n t i a l s and so f o r t h , j u s t a l i s t i n g of a l l the w e l l s . 

Q. And f i n a l l y , what i s E x h i b i t 15? 

A. And E x h i b i t 15 i s j u s t the t a b u l a r data t h a t was 

presented i n g r a p h i c a l form e a r l i e r , the p r o d u c t i o n and 

i n j e c t i o n data f o r the three leases i n the S k e l l y area, as 

w e l l as the Caprock Maljamar U n i t . 
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Q. Just backup f o r what you p r e v i o u s l y — 

A. Just backup, t h a t ' s c o r r e c t , backup f o r the 

g r a p h i c a l data, 

Q. Okay. I n your op i n i o n , are the th r e e S k e l l y area 

leases or u n i t s q u a l i f i e d f o r an EOR, enhanced o i l 

recovery, c r e d i t ? 

A. Yes. 

Q. Were E x h i b i t s 1 through 15 prepared by you or 

under your d i r e c t i o n ? 

A. They were. 

Q. And i n your opinion, i s the g r a n t i n g of these 

f o u r A p p l i c a t i o n s i n the i n t e r e s t s of conservation and the 

pre v e n t i o n of waste? 

A. Yes, i t i s . 

MR. BRUCE: Mr. Examiner, I ' d move the admission 

of E x h i b i t s 1 through 15 i n t o the record. 

EXAMINER CATANACH: E x h i b i t s 1 through 15 w i l l be 

admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Eagleston, most of the work i n the CMU 

in v o l v e d i n f i l l d r i l l i n g producers on 20-acre spacing; i s 

t h a t c o r r e c t ? 

A. Right. And converting a l l the e x i s t i n g or o l d e r 

o f f s e t producers or i n j e c t o r s t o a c t i v e i n j e c t i o n s e r v i c e . 
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Q. Do you know how many w e l l s were converted t o 

i n j e c t i o n ? 

A. We — and these numbers a c t u a l l y may be o f f a 

w e l l or two here — we re-entered e i g h t P-and-A'd or TA'd 

w e l l s and converted them t o i n j e c t i o n . We converted 50 

e x i s t i n g producers or s h u t - i n producers t o i n j e c t i o n . We 

d r i l l e d t e n new w e l l s as i n j e c t o r s , and we a l s o worked on 

12 w e l l s t h a t were e x i s t i n g i n j e c t o r s , e i t h e r deepening 

them or adding p e r f o r a t i o n s , s t i m u l a t i n g , so f o r t h . 

So we now have a t o t a l i n — Well, i n November of 

1988 we had 82 a c t i v e i n j e c t i o n w e l l s . And when we took 

over the p r o j e c t , there were 16 w e l l s t h a t were a c t i v e l y 

i n j e c t i n g water, r e c y c l i n g produced water. So we added 66 

w e l l s beyond t h a t 16. I n a d d i t i o n , we worked on 12 out of 

those 16 i n some fashion. So we e s s e n t i a l l y worked on 

every w e l l i n the u n i t , w i t h a few exceptions. 

Q. So you a c t u a l l y d i d an extensive amount of work 

t o t h e i n j e c t i o n wells? 

A. A b s o l u t e l y . Yeah, we spent, out of the 

c a p i t a l — I t h i n k I gave you a 3 5-percent number on 

S k e l l y . The comparable number a t CMU i s 45 percent; 45 

percent of the t o t a l c a p i t a l expended was f o r i n j e c t i o n 

purposes. That included working on the w e l l s , and a brand-

new — two t o t a l l y new i n j e c t i o n p l a n t s and a t o t a l l y new 

i n j e c t i o n — f i b e r g l a s s high-pressure i n j e c t i o n system was 
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i n s t a l l e d here. 

Q. Now, a l l of t h a t work was done i n a l l t h r e e of 

the phases? 

A. That's c o r r e c t . Yeah, we have two separate 

i n j e c t i o n p l a n t s . Because of the funny shape of the u n i t , 

t here's one p l a n t t h a t j u s t serves t h a t l i t t l e southern 

appendage down t h e r e . I t ' s a smaller p l a n t . And then 

there's another bigger p l a n t up k i n d of i n the center of 

the main body of the u n i t . And as I mentioned, both those 

p l a n t s were — we had t o b a s i c a l l y s t a r t from the ground 

up, from the concrete slab up. The o l d f a c i l i t i e s were 

simply not usable. 

I guess I could p o i n t out too, as we d i d on the 

S k e l l y u n i t , we have some l e a s e l i n e w e l l s . We have a 

l e a s e l i n e agreement on the northeastern p a r t of t h e CMU 

w i t h Shahara. They operate a three-hundred — t h e western 

h a l f of Section 16 t h e r e . And they d r i l l e d and operate 

Well Numbers 100 and 101. We d r i l l e d 400 and 401 and — t o 

help — or t o develop the reserves along the lease l i n e . 

That was p a r t of t h e i r development program f o r t h e i r 320 

acres t h a t was u n i t i z e d i n the l a s t few months, I b e l i e v e . 

Q. Okay. So w i t h i n Phase 1 you guys s t a r t e d 

i n j e c t i n g i n about May of 1994? 

A. That's c o r r e c t . Yeah, I can t e l l you the 

i n j e c t i o n s t a r t dates. The — Yeah, i n j e c t i o n s t a r t date, 
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May of 1994 f o r Phase 1. For Phase 2, November of 1994, 

which was contemporaneous w i t h the c e r t i f i c a t i o n date. 

Phase 3, f i r s t i n j e c t i o n a c t u a l l y was i n October of 1996. 

C e r t i f i c a t i o n came i n October of 1997. 

Q. Okay. So i n Phase 1, you a c t u a l l y s t a r t e d t o get 

an increase i n production before you s t a r t e d i n j e c t i n g , 

r i g h t ? 

A. There were some i n f i l l w e l l s d r i l l e d — 

Q. Right. 

A. — t h a t i s c o r r e c t . 

Q. Okay, and your p o s i t i o n i s t h a t you can't 

separate the e f f e c t of increased p r o d u c t i o n on i n f i l l 

d r i l l i n g and on w a t e r f l o o d response? 

A. I can make an estimate, and my estimate would be, 

as I mentioned, k i n d of going back t o the o r i g i n a l primary 

p r o d u c t i o n and l o o k i n g a t t h a t , saying, w e l l , we have 

42,000 b a r r e l s a w e l l t h e r e , you're not going t o i n f i l l 

d r i l l and do any b e t t e r than t h a t , most l i k e l y , unless you 

had a major leap forward i n completion technology. 

And although we — I t h i n k we probably could do a 

b e t t e r j o b , I s t i l l would t h i n k i t would be more reasonable 

t o t h i n k t h a t you would get maybe 2 0,000 or 3 0,000 b a r r e l s 

per w e l l , w i t h no i n j e c t i o n support, mind you. So t h a t ' s 

about the best a n a l y s i s I can do, probably, i n t r y i n g t o 

separate t h a t . 
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Q. Okay, go over those f i g u r e s again. You estimate 

42,000 — 

A. The average primary recovery per w e l l i n the u n i t 

area was 42,000 b a r r e l s . And I t h i n k given the s t a t e of 

d e p l e t i o n , my experience w i t h these k i n d of r e s e r v o i r s , I 

t h i n k g e t t i n g between 50 and 75 percent of primary on a 

pure i n f i l l - o n l y case i s a reasonable t h i n g . So t h a t would 

make i t between 2 0 and 30 or so. I'm rounding t h e numbers 

a b i t . 

Q. Okay, and you're e s t i m a t i n g — w i t h w a t e r f l o o d 

o p e r a t i o n s , you're e s t i m a t i n g 100 b a r r e l s ? 

A. We a c t u a l l y s t a r t e d out a t 110, and as t h i n g s 

have gone along a b i t , we've backed t h a t down c l o s e r t o 

about 95, a c t u a l l y , per p a t t e r n . 

Q. Now, when you say "per p a t t e r n " , t h a t ' s one 

producing well? 

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

Q. Okay. 

A. So I would — you know, I would place the 

reserves a t t r i b u t a b l e t o the w a t e r f l o o d i n g p a r t of t h e 

p r o j e c t a t the d i f f e r e n c e between 95 and, you know, 20,000 

t o 30,000 b a r r e l s . 

But once again, i n our view the two r e a l l y can't 

be separated because you wouldn't d r i l l f o r 20,000 or 

30,000 b a r r e l s . You couldn't d r i l l a $325,000 w e l l f o r 
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2 0,000 or 3 0,000 b a r r e l s , because i t would al s o be a f a i r l y 

l o w - r a t e w e l l . 

And by the same token, you couldn't rearrange the 

w a t e r f l o o d using e x i s t i n g producers and r e a l l y add much 

e i t h e r . They had done about a l l they could i n the 1960s 

and 1970s u t i l i z i n g those wellbores. So what you had t o do 

was add some wellbores so you could rearrange your p a t t e r n s 

t o recover incremental o i l . So they r e a l l y j u s t go hand i n 

hand. 

Q. Okay, you're e s t i m a t i n g a response date f o r Phase 

1 of October 1st, i s t h a t — How d i d you get t h a t ? 

A. A response — 

Q. Yeah. 

A. — of — Yeah, October of 1994. 

Q. October of 1994. 

A. Yeah, t h a t was purely, i f you look a t the Phase 1 

d e c l i n e curve — and of course i t doesn't go back 

p r e v i o u s l y , but the f i r s t t h i n g t h a t we d i d was t h a t jump 

up i n p r o d u c t i o n i n mid-1993, okay. There was a c t u a l l y two 

w e l l s d r i l l e d — No, I'm s o r r y , t h e r e were f o u r w e l l s 

d r i l l e d i n the u n i t p r i o r t o u n i t i z a t i o n , and t h a t ' s what 

t h a t jump up i n production i s i n mid-1993. 

So production p r i o r t o our a r r i v a l i n Phase 1 was 

a t the — you know, a l i t t l e over 100-barrels-a-day l e v e l . 

Okay. So you could — And i t was d e c l i n i n g a t the r a t e of 
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about f i v e , s i x , seven percent, somewhere i n t h a t 

neighborhood. 

So i f you draw a l i n e along t h e r e , what I looked 

a t , I s a i d , Well, okay, t h i s 1993 s t u f f , t h a t was before 

the u n i t was formed. We r e a l l y d i d n ' t s t a r t i n j e c t i n g 

u n t i l May, then you see a large jump i n p r o d u c t i o n i n l a t e 

1994. And I picked t h a t p o i n t which i s i n October, which 

i s where we were a t about 3 00 b a r r e l s a day, as being a t a 

p o i n t t h a t was c l e a r l y and demonstrably above t h e 

p r e v i o u s l y e s t a b l i s h e d d e c l i n e , which would have been s t i l l 

a t around 100 b a r r e l s a day. So you were a couple hundred 

b a r r e l s — 

Q. Are we lo o k i n g a t the same e x h i b i t ? I'm s o r r y , 

are you l o o k i n g a t the Phase 1? 

A. Uh-huh, yes. 

Q. Okay. 

A. Right. I'm sor r y , I should have annotated t h a t a 

b i t more. 

Q. Well, I'm not sure about your scale on the — 

you're using a — 

A. These are b a r r e l s per month on the scale. 

Q. Okay. 

A. Yeah, so we're a t — The bottom i s a t 1000, so 

pr o d u c t i o n was at about — a l i t t l e over 3000 b a r r e l s a 

months. So j u s t a t a d over 100 b a r r e l s a day. I switched 
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back and f o r t h , s o r r y . I t was about 3 000 b a r r e l s a month 

before we a r r i v e d on the scene. 

Q. Okay. 

A. And the t y p i c a l d e c l i n e out t h e r e was around f i v e 

t o seven percent a t t h a t time, so i t ' s d e c l i n i n g a t f i v e t o 

seven from t h a t p o i n t forward. 

And I picked November — or, I'm s o r r y , October 

of 1994 as a proposed date of response because t h a t ' s a 

p o i n t where production has c l e a r l y departed i n a 

s u b s t a n t i a l way from the previous d e c l i n e t r e n d t h a t — i f 

you drew a l i n e on t h e r e , I mean, i t ' s going t o look 

something l i k e t h i s , Mr. Examiner. You know, t h i s d e c l i n e 

i s going t o be something l i k e t h i s . And so I j u s t picked a 

p o i n t where there would be no question t h a t we were w e l l 

above t h a t l i n e , which i s t h i s p o i n t r i g h t here. And I'm 

s o r r y , I should have annotated t h a t on t h i s graph. 

Q. Let me make sure I understand you. Your bottom 

scale — 

A. Uh-huh. 

Q. — where i t says 1994, i s t h a t — E xactly what i s 

t h a t ? 

A. Well, t h a t ' s j u s t a time scale. That's 1994. 

Q. Where i t says 1994, i s t h a t a p a r t i c u l a r month? 

A. Yeah, January i s on the — i s the d i v i d e r . So 

the g r i d where you have t h i s l i n e t h a t goes a l l the way up 
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the graph, t h a t ' s January. So February, March, A p r i l , May, 

June — Where the number 1994 appears would be J u l y . So 

August, September, October i s t h a t p o i n t r i g h t t h e r e on the 

graph. And I'm s o r r y , I'm not making myself c l e a r , but — 

Q. Oh, I got i t . 

A. You got i t ? 

Q. Uh-huh. 

A. Okay, yeah. 

Q. I j u s t needed a month f o r t h a t — 

A. Right. 

Q. — t o see where t h a t was. 

A. Right, yeah. Yeah, on t h i s p a r t i c u l a r graph — 

and I know i t ' s d i f f e r e n t graphs, but January i s on the 

g r i d l i n e . And I used the same, you know, k i n d of t h i n k i n g 

t o p i c k the p o s i t i v e production response dates f o r the 

other two phases as w e l l . I looked a t what the e s t a b l i s h e d 

t r e n d l i n e was and picked a month where p r o d u c t i o n had 

c l e a r l y departed and was s u b s t a n t i a l l y above t h a t t r e n d 

l i n e 

Q. Okay, f o r Phase 3, you don't have anything u n t i l 

January 1st of 1998? 

A. Right, and the reason th e r e i s , the c e r t i f i c a t i o n 

d i d not occur u n t i l October of 1997. And although we 

s t a r t e d i n j e c t i n g i n t h a t phase i n October of 1996, the 

c e r t i f i c a t i o n date was October of 1997. So t h a t ' s why I 
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picked the January of 1998 date, having t o p i c k a date 

subsequent t o the c e r t i f i c a t i o n date. 

Q. Okay, and w e ' l l t a l k about the S k e l l y a l i t t l e 

b i t . 

A. Okay. 

Q. This i s the f i r s t attempt you've made t o q u a l i f y 

these areas f o r the EOR tax c r e d i t ? 

A. Well, we made a — I guess Mr. Bruce could 

probably speak t o t h a t . We had sent some m a t e r i a l s i n 

p r e v i o u s l y , requesting a d m i n i s t r a t i v e approval of t h i s . 

But I t h i n k i t was determined t h a t a hearing would be 

re q u i r e d . 

Q. Okay, most of t h i s work was performed — 

A. 1996 and 1997. We s t a r t e d a t the t a i l end of 

1995. 

Q. And t h i s was i n an area t h a t had already been 

waterflooded p r e v i o u s l y as w e l l , r i g h t ? 

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

Q. Texaco had flooded t h i s area? 

A. Right, i t was a c t u a l l y a S k e l l y , ergo the S k e l l y 

u n i t name. S k e l l y a c t u a l l y had the pr o p e r t y from way, way 

back, and i t made i t s way ev e n t u a l l y i n t o Texaco's hands. 

But i t f o l l o w e d a development p a t t e r n i d e n t i c a l , r e a l l y , t o 

the Caprock Maljamar U n i t . A l l these u n i t s along t h i s 

t r e n d l i n e were developed and waterflooded d u r i n g t he same 
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time frames. 

Q. Okay. So b a s i c a l l y what you d i d i n t h i s whole 

area i s the same t h i n g , you i n f i l l d r i l l e d on 2 0-acre 

spacing? 

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

Q. There was a l o t less work t h a t you d i d on the 

i n j e c t i o n w e l l s — 

A. Right. 

Q. — i n t h i s u n i t , though? 

A. Right, we — a couple of — or, w e l l , the main 

reason t h e r e on the i n j e c t i o n system was t h a t Texaco — the 

Texaco i n j e c t i o n system i t s e l f was i n much b e t t e r 

c o n d i t i o n , and we were able t o use i t w i t h less work, less 

m o d i f i c a t i o n r e q u i r e d . 

But as I mentioned p r e v i o u s l y , s t i l l 3 5 percent 

of t h e t o t a l c a p i t a l expended — which we spent, I t h i n k , 

about $27 m i l l i o n — 35 percent of t h a t s t i l l went t o the 

i n j e c t i o n system. We re-entered — k i n d of g i v i n g the same 

s t a t s t h a t we t a l k e d about w i t h Caprock. We re-entered 

nine P-and-A'd or TA'd w e l l s , t o convert t o i n j e c t i o n . We 

converted 4 7 e x i s t i n g or s h u t - i n producers t o i n j e c t i o n . 

We worked over 11 of the e x i s t i n g i n j e c t i o n w e l l s , and we 

d r i l l e d t h r e e w e l l s . And there's a t o t a l now of 88 a c t i v e 

i n j e c t i o n w e l l s . 

Q. Do you guys have those numbers somewhere i n your 
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e x h i b i t s , or i s t h a t j u s t something — 

A. That's j u s t some notes I made. I can pro v i d e 

t h a t f o r you, though. 

Q. Yeah, would you, please? 

A. Okay. I would l i k e t o go back and double-check a 

couple of them. I t h i n k I mentioned I might be a w e l l or 

two o f f , but I ' l l get the exact numbers and provide them t o 

you. 

Q. Did you guys s i g n i f i c a n t l y increase the i n j e c t e d 

volumes i n t h i s area? 

A. Oh, yes, yes. Whenever we — As I mentioned, i n 

the l a t e 1980s they had stopped i n j e c t i n g makeup water, and 

i t was simply a r e c y c l i n g p r o j e c t . So i n 1995 when we 

acquired the property, they were producing 250 b a r r e l s of 

o i l per day and 650 b a r r e l s of water. That was i t , 650 

b a r r e l s of water a day was a l l t h a t was being i n j e c t e d . I n 

November of 1998 we i n j e c t e d almost 15,000 b a r r e l s of water 

a day. 

Q. Now, as I understand i t , the Seven Rivers i s now 

w i t h i n the same pool i n t h i s — 

A. I t ' s i n the Grayburg, i t ' s been combined i n t o the 

Grayburg-Jackson Pool. 

Q. Okay, but the Seven Rivers i s not being flooded? 

A. Not c u r r e n t l y . I t has been flooded p r e v i o u s l y , 

and we a c t u a l l y do have some plans t o go i n and r e a c t i v a t e 
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a p o r t i o n of t h a t . We haven't done so y e t . A l i t t l e 

m atter of low o i l p r i c i n g a t the moment has de t e r r e d us. 

Q. Are you suggesting t h a t — I f we choose t o 

c e r t i f y t h i s as an EOR p r o j e c t , i n your o p i n i o n have we 

already seen the same p o s i t i v e production response as we 

have — 

A. Yeah — 

Q. — s i m i l a r l y i n — 

A. — using the same t h i n k i n g and a n a l y s i s , yes. 

Q. And do you have suggested dates f o r those 

responses? 

A. I do, and you could r e f e r t o the d e c l i n e curves 

by lease. I can give i t t o you by lease here. 

MR. BRUCE: E x h i b i t 12. 

THE WITNESS: Yeah, t h i s i s E x h i b i t 12. On the 

second page of E x h i b i t 12, the S k e l l y U n i t d e c l i n e curve, 

we would suggest t h a t June of 1996 — and a c t u a l l y i t might 

be easier t o see, Mr. Examiner, on the t a b u l a t e d data, 

which i s E x h i b i t 15, because these d e c l i n e curves are k i n d 

of squeezed together. But we would suggest June o f 1996 

f o r the S k e l l y u n i t . We would suggest November of 1997 f o r 

the Lea "D" and May of 1998 f o r the State "AZ". 

Q. (By Examiner Catanach) I t h i n k I've got those 

numbers on the primary f o r t h a t area. 

A. Yeah, i t was 52,000 per w e l l on primary i n the 
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Skelly unit. 

Q. And 25,000 t o 35,000 i n f i l l ? 

A. Yeah, t h a t ' s once again using t h a t k i n d of a 50-

t o 75-percent recovery on 20-acre i n f i l l s versus the 40-

acre p r i m a r i e s . 

Q. Okay, and again, you're l o o k i n g a t 100,000 per 

p a t t e r n ? 

A. We're looking at — I t ' s a c t u a l l y about 95,000. 

Q. And do your d e c l i n e curves f o r those areas, do 

they support those numbers? 

A. Yeah, they — Once again, E x h i b i t 12, t h e y e l l o w 

p r o j e c t i o n , t h a t p r o j e c t i o n w i l l get you the 95,000 per 

w e l l . 

As I mentioned, i n Caprock we a c t u a l l y had t o 

reduce our reserve estimate i n Caprock s l i g h t l y . At S k e l l y 

we have not. 

Q. Okay. Mr. Eagleston, do we have a l i s t of a l l 

the producing w e l l s i n both of these areas t h a t would 

q u a l i f y f o r the EOR tax? 

A. I b e l i e v e i n the case of the Caprock Maljamar 

u n i t , which was c e r t i f i e d i n phases, t h a t you do have t h a t 

i n f o r m a t i o n , but I could c e r t a i n l y provide t h a t again i f 

necessary. And i n the case of the S k e l l y u n i t , l e t me j u s t 

check. I'm not sure i n the m a t e r i a l s we submitted 

p r e v i o u s l y whether we had t h a t i n f o r m a t i o n or not. Well — 
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Q. I ' l l t e l l you what, why don't — 

A. I ' l l provide i t i n any case, i f t h a t ' s — 

Q. What I'm going t o need i s , w i t h i n the Caprock 

Maljamar U n i t , j u s t a l i s t of the producing w e l l s t h a t I 

can send t o Taxation and Revenue saying t h a t these w e l l s 

q u a l i f y f o r the EOR tax c r e d i t . 

A. Okay. 

Q. I need a l l of the w e l l s , i n c l u d i n g API numbers 

f o r the w e l l s . 

A. Okay. 

Q. And you might as w e l l do t h a t f o r a l l t h e S k e l l y -

area w e l l s as w e l l — 

A. A l l r i g h t . 

Q. — i n case we decide t o do t h a t . 

A. Yeah, as I mentioned, the two p r o j e c t s are r e a l l y 

carbon copies of each other and are q u i t e — th e y ' r e a 

carbon copy of the Devon p r o j e c t t h a t a d j o i n s S k e l l y on the 

west. They d i d e x a c t l y what we d i d — 

Q. Okay. 

A. — which I t h i n k you guys have d e a l t w i t h 

p r e v i o u s l y , i f I remember c o r r e c t l y . 

EXAMINER CATANACH: Jim, i f you don't mind doing 

some rough orders, not — You don't have t o do anything 

e l a b o r a t e , but j u s t make sure I have the dates and the 

important t h i n g s covered i n the orders, make sure t h a t we 
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have them r i g h t . 

MR. BRUCE: W i l l do. 

EXAMINER CATANACH: Okay, I don't have anything 

e l s e . 

I s t h e r e anything else? 

MR. BRUCE: I have nothing f u r t h e r i n t h i s 

matter, Mr. Examiner. 

EXAMINER CATANACH: Okay, the r e being n o t h i n g 

f u r t h e r , Cases 12,147, 12,148, 12,149 and 12,150 w i l l be 

taken under advisement. 

(Thereupon, these proceedings were concluded a t 

2:15 p.m.) 

* * * 
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