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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IM THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

APPLICATION OF OWENS PETROLEUM INC.) 
CASE NO. .10 35 0 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: MICHAEL E. STOGNER, Hea r i n g Examiner 

JULY 2 5.. 19 91 

Santa Fe, New Mexico 

T h i s m a t t e r came on f o r h e a r i n g b e f o r e ;he O i l 

C o n s e r v a t i o n D i v i s i o n on JULY 25, 1991, a t 8:35 a.m. a t t h e 

O i l C o n s e r v a t i o n D i v i s i o n Conference Room, S t a t e Land O f f i c e 

B u i l d i n g , 310 Old Santa Fe T r a i l , Santa Fe, New Mexico, 

b e f o r e Freda Donica, RPR, C e r t i f i e d Court R e p o r t e r No. 417, 

f o r t h e S t a t e o f New Mexico. 

FOR: OIL CONSERVATION BY: 
DIVISION 

FREDA DONICA, RPR 
C e r t i f i e d Court R e p o r t e r 
CCR No. 417 
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I N D E X 

JULY 25, 1991 
Examiner Hearing 
CASE NO. 10350 

PAGE 
APPEARANCES 3 

OWENS PETROLEUM INC. WITNESSES: 

KENNETH R. OWENS 
D i r e c t E x a m i n a t i o n Mr. K e l l a h i n 4 

REPORTER'S CERTIFICATE 23 

E X H I B I T S 
ID ADMTD 
10 22 
11 22 
14 22 

6, 7 15 22 
8 18 2 2 
9 19 2 2 
10 2 1 2 2 
11 2 2 22 

HUNNICUTT REPORTING 
' " ( I " ) 9829770 



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 

A P P E A R A N C E S 

FOR THE DIVISION: ROBERT G. STOVALL, ESQ. 
General Counsel 
O i l C o n s e r v a t i o n Commission 
S t a t e Land O f f i c e B u i l d i n g 
310 Old Santa Fe T r a i l 
Santa Fe, New Mexico 8750:. 

FOR THE APPLICANT: KELLAHIN, KELLAHIN & AUBREY 
117 N o r t h Guadalupe 
Santa Fe, New Mexico 
BY: W. THOMAS KELLAHIN, ESQUIRE 
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HEARING EXAMINER: We'll c a l l case number 10350. W e ' l l 

come back t o case 10335 a t a l a t e r t i m e . 

MR. STOVALL: A p p l i c a t i o n o f Owens Pe t r o l e u m , I n c . f o r 

compulsory p o o l i n g . Lea County. 

HEARING EXAMINER: At t h i s t i m e I ' l l c a l l f o r 

appea ranees. 

MR. KELLAHIN: Mr. Examiner, I'm Tom K e l l a h i n o f t h e 

Santa Fe law f i r m o f K e l l a h i n , K e l l a h i n & Aubrey a p p e a r i n g 

on b e h a l f o f t h e a p p l i c a n t , and I have one w i t n e s s t o be 

sworn. 

HEARING EXAMINER: Are t h e r e any o t h e r appearances i n 

t h i s m a t t e r ? W i l l t h e w i t n e s s p l e a s e s t a n d and be sworn a t 

t h i s tune? 

(Witness sworn.) 

KENNETH R. OWENS 

th e w i t n e s s h e r e i n , h a v i n g been f i r s t d u l y sworn, ras 

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. Owens, f o r t h e r e c o r d , would you p l e a s e s t a t e 

your name and o c c u p a t i o n ? 

A. Kenneth R. Owens. I'm p r e s i d e n t and owner o f 

Owens Petrole u m , I n c . I'm a s m a l l , independent o i l and gas 

opera t o r . 

Q. Where do you r e s i d e ? 
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A. MidJand, Texas. 

Q. Have you on p r i o r o c c a s i o n s t e s t i f i e d b e f o r e t h e 

d i v i s i o n e i t h e r on b e h a l f o f t h i s company or any o t h e r 

company? 

A. No . 

Q. Take a moment and describe; f o r t h e Examiner your 

e d u c a t i o n a l background. 

A. I have a degree i n geology f r o m t h e U n i v e r s i t y o f 

C i n c i n n a t i , 1978. 

Q. Subsequent t o g r a d u a t i o n , would you summarize 

your work as a p e t r o l e u m g e o l o g i s t ? 

A. I've been a p r o f e s s i o n a l w o r k i n g p e t r o l e u m 

g e o l o g i s t s i n c e 1978. 

Q. I n what areas o f t h e c o u n t r y ? 

A. I n t h e Permian B a s i n , s o u t h e a s t New Mexico, West 

Texas. 

Q. T e l l t h e Examiner something about Owens 

Petr o l e u m , I n c . , Mr. Owens. 

A. Okay. The company was j u s t i n c o r p o r a t e d i n t h e 

f a l l o f 1990, and a t t h a t t i m e I bought a c o u p l e o:: 

p r o p e r t i e s which I do o p e r a t e . As I s a i d , I am a s m a l l 

o p e r a t o r , o p e r a t i n g one p r o p e r t y a l r e a d y i n Eddy County, New 

Mexico, and one i n Andrews County, Texas, and am i n the 

process o f t r y i n g t o get a n o t h e r w e l l d r i l l e d here i n Lea 

County, New Mexico. 
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Q. W i t h r e g a r d s t o t h i s c u r r e n t p r o j e c t , i s t h a t 

l o c a t e d i n t h e N o r t h Vacuum Abo Pool o f Lea County, New 

Mexico? 

A . Yes, i t i s . 

Q. Des c r i b e f o r t h e Examiner your g e n e r a l jal an. 

What are you t r y i n g t o accomplish? 

A. I am t r y i n g t o g et a w e l l d r i l l e d on t h e -- t o 

th e Abo f o r m a t i o n a t an appr o x i m a t e d e p t h o f 9,000 f e e t on 

s t a t e lands on t h e proposed -- i n t h e proposed communitized 

u n i t , as you can see here . 

Q. You're r e f e r r i n g t o what i s marked as E x h i b i t 

Number 1? 

A. Yes. 

Q. When we loo k a t t h e area o u t l i n e d i n t h e dark 

o u t l i n e , t h a t ' s an 8 0-acre t r a c t , i s i t ? 

A. Yes. 

Q. I s t h a t a s t a n d a r d - s i z e b a s i n g u n i t f o r 

p r o d u c t i o n o f o i l from t h i s p o o l? 

A. Yes. 

Q. I n your e f f o r t s t o c o n s o l i d a t e t h e v a r i o u s 

i n t e r e s t s , t h e w o r k i n g i n t e r e s t owners, t o d r i l l t h i s w e l l , 

have you made y o u r s e l f p e r s o n a l l y f a m i l i a r w i t h t h e t y p i c a l 

• •st s o f d r i l l i n g and c o m p l e t i n g Abo w e l l s o f t h i s t y p e? 

A, Yes. 

Q. I n a d d i t i o n , have you un d e r t a k e n your own 
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g e o l o g i c i n t e r p r e t a t i o n and s t u d y w i t h r e g a r d t o t h i s 

p r o s p e c t ? 

A. Yes. 

Q. As p a r t o f t h a t s t u d y , do you now have an o p i n i o n 

w i t h r e g a r d s t o t h e r i s k f a c t o r component t h a t you're 

r e q u e s t i n g f o r t h e p o o l i n g o r d e r i n t h i s case? 

A. Yes. 

MR. KELLAHIN: At t h i s t i m e , Mr. Examiner, we t e n d e r 

Mr. Owens not o n l y as an e x p e r t p e t r o l e u m g e o l o g i s t but as 

an independent o p e r a t o r . 

HEARING EXAMINER: Mr. Owens i s so q u a l i f i e d on both 

account s. 

Q. (By Mr. K e l l a h i n ) Mr. Owens, l e t ' s t a l k 

s p e c i f i c a l l y now about, t h e t y p e o f acreage i n v o l v e d . When 

we l o o k a t t h e standup 80-acre t r a c t , t h e r e a r e two 

d i f f e r e n t c o l o r s used i n shading t h e acreage. What's t h e 

purpose o f t h e d i f f e r e n t c o l o r s ? 

A. That's t o demonstrate t h e ownership -- t h e n a t u r e 

of t h e ownership o f t h e two r e s p e c t i v e 40-acre t r a c t s , t h e 

y e l l o w one b e i n g a 40-acre t r a c t t h a t I have o b t a i n e d 

t h r o u g h a fa r m o u t from S h e l l . S h e l l Western E and P i s t h e 

complete b u s i n e s s name. 

Q. Under t h e terms o f t h a t f a r m o u t o f t h a t 40-acre 

t r a c t f rom S h e l l , when are you o b l i g a t e d t o commence t h e 

w e l l ? 
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A. I am o b l i g a t e d as we speak now t o commence t h e 

w e l l by August 8 t h o f t h i s y e a r . 

Q. Other t h a n t h e 40-acre t r a c t t h a t you o b t a i n e d 

the S h e l l f a r m o u t f r o m , have you been a b l e t o s u c c e s s f u l l y 

commit on a v o l u n t a r y b a s i s t h e balance o f t h e w o r k i n g 

i n t e r e s t : owners i n t h e 80-acre spacing? 

A . No . 

Q. Whom are t h e w o r k i n g i n t e r e s t owners f o r t h a t 

t r a c t ? 

A. For t h e o t h e r t r a c t , i t ' s Texaco. 

Q. Des c r i b e f o r us i n a summary f a s h i o n , Mr. Owens, 

your i n i t i a l c o n t a c t s and e f f o r t s t o o b t a i n Texaco's 

p a r t i c i p a t i o n w i t h you i n t h e d r i l l i n g and c o m p l e t i o n o f 

t h i s w e l 1 . 

A. I f i r s t -- f i r s t o f a l l , i n e a r l y 1990 a t t e m p t e d 

t o e i t h e r purchase or fa r m o u t t h a t acreage f r o m Texaco and 

was u n s u c c e s s f u l , then subsequent t o t h a t , o b t a i n e d t h e 

Shel1 f a rmout. 

And knowing t h a t I had t o have 80 acr e s t o ab i d e 

by t h e f i e l d r u l e s here i n t h e N o r t h Vacuum Abo Pool , I had 

t o make; some s o r t o f a d e a l w i t h Texaco. I a t t e m p t e d , f i r s t 

o f a l l , by phone on March 26th o f t h i s y e a r , r e q u e s t e d them 

by phone t o e i t h e r , once a g a i n , s e l l o r s e l l t h e acreage. 

They t u r n e d me down on t h a t r i g h t away. And I t h e n asked 

them t o c o n t r i b u t e t h e i r acreage and e i t h e r j o i n me i n t h i s 
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y 

proposed communitized p r o r a t i o n u n i t h e r e , e i t h e r j o i n me i n 

th e d r i l l i n g o f t h e w e l l o r t o fa r m o u t t o t h e proposed 

comp. They s a i d a t t h a t t i m e t h a t t h e y would indeed j o i n me 

i n d r i l l i n g t h e w e l l . And a t t h a t t i m e I sent them a l e t t e r 

r e q u e s t i n g such and sent them an AFE o u t l i n i n g t h e e s t i m a t e d 

c o s t t o d r i l l and complete s a i d w e l l . 

Q. Did you f o l l o w up your correspondence w i t h Texaco 

t o see what p o s i t i o n they would t a k e i n response t o t h a t 

proposed wel1? 

A. Yes, I d i d . 

Q. And what happened? 

A. I f o l l o w e d up w i t h two r e s p e c t i v e l e t t e r s t h a t I 

have here t o d a y , c o p i e s o f them and subsequent numerous 

phone c a l l s . Tn A p r i l I sent them t h e l e t t e r , f i r s t 

r e q u e s t i n g t h a t t h e y j o i n o r f a r m o u t t o t h e proposed comp, 

and sent them t h e AFE. I f o l l o w e d t h a t up l a t e r or i n A p r i l 

w i t h subsequent phone c a l l s . At such t i m e t h e y t o l d me, 

" W e l l , due t o bud g e t a r y c o n s t r a i n t s , we p r o b a b l y wcn't j o i n 

you. W e ' l l p r o b a b l y j u s t f a r m o u t t o t h e proposed 

communitized u n i t . Go ahead and send us an o t h e r l e t t e r 

a s k i n g us t o p l e a s e do t h a t , and we w i l l t h e n t a k e a c t i o n . 

And i t w i l l t a k e us some t i m e t o process a l l t h i s . " 

And l a t e r i n May a copy o f t h e l e t t e r T have here 

today a l s o , I sent them t h a t l e t t e r w i t h a n o t h e r copy o f t h e 

AFE, a copy o f t h e c o m m u n i t i z a t i o n agreement and a copy o f 
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my model form operating agreement. 

Q. Can you i d e n t i f y the i n d i v i d u a l t h a t you were 

dealing w i t h i n Texaco? 

A. Yes. 

Q. Who i s t h a t person? 

A. I t ' s a Mr. Ron Lanning. He i s the area landman 

t h a t works f o r Texaco i n Denver but handles t h i s area of Lea 

County. 

Q. What was the l a s t p o s i t i o n communicated t o you by 

Texaco's personnel, Mr. Lanning, concerning t h e i r p o s i t i o n 

i n t h i s matter? 

A. Their l a s t communication t o me, roughly a month 

ago as we speak now, was t h a t , "We plan t o take no a c t i o n on 

t h i s matter a t a l l . You go ahead and do what you've got t o 

do," meaning, " i f you have t o fo r c e pool us, go ahead and 

for c e pool us." 

Q. When we look a t E x h i b i t 1, what are we looking 

at? 

A. We're looking a t a land p l a t , ownership p l a t , 

showing the o u t l i n e of the proposed communitized p r o r a t i o n 

u n i t and w i t h the breakdown of the ownership t h e r e o f . 

Q. You've s a t i s f i e d y o u r s e l f , have you, Mr. Owens, 

t h a t the ownership i s as you b e l i e v e i t and as you've 

represented i t t o the Examiner? 

A. Yes, I have. 
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Q. When we l o o k a t t h e base ownership u n d e r n e a t h t h e 

l e a s e , a r e we d e a l i n g w i t h f e e , s t a t e o r f e d e r a l lands? 

A. I t ' s s t a t e l a n d s . 

Q. Turn t o what i s marked as E x h i b i t Number 2. 

You've r e f e r r e d t o a c h r o n o l o g y . Have you reduced t h i s 

c h r o n o l o g y o f c o n v e r s a t i o n s and e f f o r t s w i t h Texaco t o 

w r i t i n g ? 

A. Yes. 

Q. And does t h i s r e p r e s e n t your work? 

A. Yes. 

Q. And your r e c o l l e c t i o n s o f t h o s e c o n v e r s a t i o n s ? 

A. Yes, i t does. 

Q. And t h a t ' s E x h i b i t Number 2? 

A. Yes. 

Q. You r e f e r r e d w h i l e ago t o your i n i t i a l 

c orrespondence w i t h Texaco. I s t h a t what i s marked as 

E x h i b i t Number 3? 

A. Yes, i t i s . 

Q. And t h e n f o l l o w i n g t h a t i s E x h i b i t Number 4. Was 

what, s i r ? 

A. That i s an AFE a u t h o r i z a t i o n f o r e x p e n d i t u r e , an 

e s t i m a t e o f t h e t o t a l d r i l l i n g and c o m p l e t i o n c o s t s f o r t h e 

wel 1 . 

Q. And what a r e tho s e t o t a l s ? 

A. The t o t a l c o s t f o r a completed w e l l , I have i t 

HUNNICUTT REPORTING 
(505) 9829770 



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 

here on t h e AFE, i s $525,040.00. 

Q. I s t h i s t h e AFE t h a t you have communicated t o 

Texaco? 

A. Yes. 

Q. Have you r e c e i v e d any o b j e c t i o n from Texaco 

c o n c e r n i n g t h e f a i r n e s s o r t h e accuracy o f your e s t i m a t e d 

w e l l c o s t s ? 

A. No . 

Q. Have you c i r c u l a t e d your AFE t o o t h e r i n t e r e s t 

owners w i t h i n your 40-acre t r a c t ? 

A. Yes . 

Q. You have i n v e s t o r s t h a t you have c o n s o l i d a t e d t o 

h e l p s u p p o r t i n t h e d r i l l i n g o f t h i s w e l l ? 

A. Yes, I have. 

Q. Have any o f tho s e i n v e s t o r s o b j e c t e d t o your w e l l 

c o s t s ? 

A. No. 

Q. D e s c r i b e f o r us t h e d e t a i l s o f how you caused 

t h a t AFE t o be p r e p a r e d . 

A. I n t h e upper r i g h t c o r n e r o f t h e AFE, i t says, 

"Prepared by Mr. Steve Becker." He's a c o n s u l t i n g e n g i n e e r 

i n M i d l a n d , Texas, who works f o r me on a c o n s u l t i n g c o n t r a c t 

b a s i s , and he p r e p a r e d t h e AFE i n c o n j u n c t i o n w i t h m y s e l f . 

Q. Based upon your knowledge o f t h e c o s t o f w e l l s o f 

t h i s t y p e i n t h i s p a r t i c u l a r a r e a , do you have an o p i n i o n as 
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t o whether or not these costs are f a i r and reasonable? 

A. Yes, I do. 

Q. What i s t h a t opinion? 

A. I t h i n k these costs are f a i r and reasonaible. 

Q. Are you requesting the Examiner adopt these costs 

i n s e t t i n g f o r t h a forced p o o l i n g order i n t h i s case? 

A. Yes. 

Q. Do you have a recommendation t o the Examiner of 

overhead charges t h a t you're requesting be included i n the 

forced p o o l i n g order? 

A. Yes, I do. 

Q. And what i s t h a t recommendation, Mr. Owens? 

A. Those recommendations, as seen on the copus 

schedule of my model form 1989 operating agreement, c a l l an 

overhead r a t e of $4,000.00 a month f o r a d r i l l i n g w e l l and 

an overhead r a t e of $400.00 a month f o r an o p e r a t i n g , 

producing w e l l . 

Q. Have your i n v e s t o r s accepted those rates as f a i r 

reasonable overhead rates f o r t h e i r p a r t i c i p a t i o n i n the 

well? 

A. Yes. 

Q. And how do those w e l l r ates f o r overhead charges 

compare t o the Ernst & Young t a b u l a t i o n f o r 1990 c f overhead 

rates f o r o i l w e l l s a t t h i s depth? 

A. They compare f a v o r a b l y w i t h the Ernst & Young 
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t a b l e I have here b e f o r e me. 

Q. I s t h a t your recommendation t h e n t o t h e Examiner, 

t h a t he u t i l i z e t h e $4,000.00 a month and t h e $400.00 a 

month r a t e s f o r i n c l u s i o n i n t h e p o o l i n g o r d e r ? 

A. Yes, i t i s . 

Q. F o l l o w i n g E x h i b i t Number 4 t h e n i s what i s marked 

as E x h i b i t Number 5. Would you i d e n t i f y t h a t f o r me? 

A. E x h i b i t Number 5 i s a l e t t e r under my l e t t e r h e a d , 

d a t e d May 6 t h t o Texaco i n Denver, t o t h e a t t e n t i o n o f Mr. 

Ron La n n i n g , once a g a i n a s k i n g -- a t h i s r e q u e s t , once a g a i n 

a s k i n g t h a t t h e y j o i n me i n t h e d r i l l i n g o f an Abo t e s t on 

t h e proposed acreage, and e i t h e r j o i n me by c o n t r i b u t i n g 

t h e i r c o s t s o r by c o n t r i b u t i n g t h e i r acreage t o t h e --

fa r m o u t o f t h e i r acreage t o t h e u n i t t h e r e o f . 

And a t h i s r e q u e s t , I s t a t e i n t h e body o f t h e 

l e t t e r t h a t my p l a n s a t t h a t t i m e were t o f o r c e p o o l t h e 

r e f e r e n c e d acreage s h o u l d Texaco e l e c t n o t t o p a r t i c i p a t e . 

As I j u s t s a i d , t h a t was done a t h i s r e q u e s t . 

Q. L e t me t u r n your a t t e n t i o n now t o t h e s u b j e c t o f 

an o p i n i o n on t h e r i s k f a c t o r p e n a l t y component o f t h e 

p o o l i n g o r d e r . And i n t h a t r e g a r d , l e t me have you t u r n t o 

what i s marked as E x h i b i t Number 6. Would you i d e n t i f y t h a t 

f o r me, please? 

A. E x h i b i t Number 6 i s , once a g a i n , a l a n d p l a t b u t 

w i t h numbers and l i n e s drawn t o i n d i v i d u a l w e l l s s u r r o u n d i n g 
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t h e s u b j e c t acreage. 

Q. I f we a l s o t u r n t o E x h i b i t Number 7 and l o o k a t 6 

and 7 t o g e t h e r , what i s t h e purpose o f E x h i b i t Number 7? 

A. The purpose o f E x h i b i t s Number 6 and 7, t h e 

numbers on E x h i b i t Number 6 c o r r e s p o n d t o t h e numbers on t h e 

t a b l e o f t h e l i s t on E x h i b i t Number 7. The reason I 

co m p i l e d and c o n s t r u c t e d t h i s was so I c o u l d see f o r my own 

e d i f i c a t i o n j u s t what k i n d o f p r o d u c t i o n and how much o i l 

had been w i t h d r a w n from t h e w e l l s i m m e d i a t e l y s u r r o u n d i n g 

t h e acreage. 

Q. As p a r t o f your s t u d y o f t h e geology and t h e 

p r o d u c t i o n d a t e o f tho s e w e l l s around you i n t h i s p o o l , were 

you a b l e t o reach an o p i n i o n o r c o n c l u s i o n c o n c e r n i n g a 

recommended r i s k f a c t o r p e n a l t y f o r t h i s p o o l i n g case? 

A. Yes. 

Q. What i s t h a t recommendation? 

A. My recommendation would be t h e maximum. 

Q. Could you h i g h l i g h t f o r us t h e p r i n c i p a l p o i n t s 

upon which you base t h a t o p i n i o n ? 

A. I base t h a t o p i n i o n upon t h e f a c t t h a t a 

c o n s i d e r a b l e amount o f o i l has been e x t r a c t e d f r o m t h e w e l l s 

on -- d i r e c t l y o f f s e t t i n g t h e acreage, and t h e r e ' s 

c o n s i d e r a b l e r i s k i n v o l v e d here t h a t we c o u l d be d r a i n i n g , 

d e p l e t i n g . 

Q. D i d you base your c o n c l u s i o n on any o t h e r reason, 
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o t h e r t h a n t h e f a c t t h a t p r o d u c t i o n around you may have 

s u b s t a n t i a l l y d e p l e t e d your t r a c t ? 

A. Yes. 

Q. What o t h e r reasons? 

A. We are d r i l l i n g -- we propose t o d r i l l d i r e c t l y 

o f f s e t t i n g and downdip t o an a c t i v e w a t er f l o o d , which c o u l d 

-- t h e water i n j e c t e d t h e r e i n t h a t w a t e r f l o o d c o u l d 

encroach upon our acreage e i t h e r i n t h e near t e r m o r a t some 

t i m e water us o u t . 

Q. Can you use E x h i b i t Number 6 and i d e n t i f y f o r t h e 

Examiner t h e l o c a t i o n o f t h i s w a t er f l o o d u p d i p f r o m your 

p o t e n t i a l o i l zone t h a t p u t s you a t a p o t e n t i a l r i s k ? 

A. Yes. As y o u ' l l see, t h e a c t i v e m o b i l e water 

f l o o d bounds t h e acreage on t h e west and on t h e due n o r t h . 

Q. Other t h a n d r a i n a g e and exposed r i s k s t o an 

a c t i v e w a t er f l o o d i n t h e same p o o l , a r e t h e r e any o t h e r 

b a s i c reasons t h a t s u p p o r t your c o n c l u s i o n about a p e n a l t y 

f a c t o r ? 

A. Yes, t h e r e a r e . As people i n t h e o i l i n d u s t r y 

u n d e r s t a n d , any t i m e you d r i l l anywhere, even i n an o i l 

f i e l d , t h e r e i s a c e r t a i n i n h e r e n t r i s k t h a t you w i l l 

e n c o unter r o c k o f co r e r e s e r v o i r q u a l i t y , and you c o u l d make 

a noncommercial w e l l . That's a n o t h e r r i s k t h a t has t o be 

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

Q. L e t ' s go back and i n v e s t i g a t e some o f t h e b a s i c 
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d e t a i l s t h e n t h a t s u p p o r t t h o s e c o n c l u s i o n s . When we l o o k 

a t E x h i b i t Number 7 and f i n d t h e w e l l s on E x h i b i t Number 6, 

can you g i v e us an example o f t h e r e l a t i o n s h i p between what 

might be c h a r a c t e r i z e d a good o i l p r o d u c e r i n t h i s p o o l 

v e r s u s one t h a t would n o t be a good producer? 

A. I c o u l d c h a r a c t e r i z e -- i f y o u ' l l l o o k a g a i n a t 

E x h i b i t Number 6, you c o u l d c h a r a c t e r i z e w e l l s number, say, 

number 8 o r 9 as good p r o d u c e r s i n t h i s p o o l . And t h e y a r e 

-- w e l l , you can see w e l l s number 8 and 9. Then, a g a i n , 

you can l o o k a t w e l l number 4, which i s d i r e c t l y o f f s e t t i n g 

t h e proposed acreage t o t h e west, and t h e r e ' s a weLl t h a t ' s 

f i v e y e a r s o l d and has j u s t now made 31,000 b a r r e l s , and I 

would c l a s s i f y t h a t as a poor p r o d u c e r o r mediocre p r o d u c e r 

and a c t u a l l y c l o s e t o a noncommercial w e l l . 

Q. L e t ' s l o o k f o r a moment a t t h e p o t e n t i a l r i s k s o f 

t h e w ater f l o o d . Have you i d e n t i f i e d f o r us — o r can you 

i d e n t i f y f o r us on your two d i s p l a y s t h e c l o s e s t i n j e c t o r 

w e l l s t o your s p a c i n g u n i t ? 

A. Yes. I f y o u ' l l l o o k a t t h e w e l l s t h a t I i d e n t i f y 

on t h e l i s t as number 1 and number 3, b o t h o f t h o s e d i r e c t l y 

o f f s e t t i n g t h e acreage, number 1 t o t h e n o r t h , number 3 

d i r e c t l y o f f s e t t i n g t h e acreage t o t h e west. Both o f t h o s e 

are a c t i v e i n j e c t o r s a t t h i s t i m e . 

Q. I n an e f f o r t t o h e l p you assess t h e r i s k i n v o l v e d 

o f b e i n g d r a i n e d by p r i o r p r o d u c t i o n i n t h e p o o l , have you 
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i d 

made an e f f o r t t o a n a l y z e and t a b u l a t e t h a t o f f s e t t i n g 

p r o d u c t i o n ? 

A. Yes, I have. 

Q. L e t me d i r e c t your a t t e n t i o n , Mr. Owens, t o what 

i s marked as E x h i b i t Number 8. 

A. Yes. 

Q. Would you i d e n t i f y and d e s c r i b e t h a t d i s p l a y ? 

A. That i s j u s t a summary t h a t I ' v e made, t a k i n g a l l 

t h e -- a l l t h e p r o d u c t i o n d i r e c t l y o f f s e t t i n g t h e acreage, 

f i r s t o f a l l , w i t h i n one l e g a l d r i l l i n g l o c a t i o n 

d i s t a n c e - w i s e f r o m t h e acreage. I have t a b u l a t e d and added 

up a l l t h e c u m u l a t i v e p r o d u c t i o n . 

And t h e n t h e second l i n e t h e r e summarizes and 

adds up a l l t h e c u m u l a t i v e p r o d u c t i o n o f a l l w e l l s w i t h i n 

two l e g a l d r i l l i n g l o c a t i o n s o f t h e s u b j e c t acreage. 

Q. How does t h a t h e l p you d e c i d e as t h e p r i n c i p a l 

i n v o l v e d i n your company about making a d e c i s i o n f o r 

d r i l l i n g t h i s w e l l and a s s e s s i n g t h e r i s k i n v o l v e d ? 

A. Okay. W e l l , as you can see on E x h i b i t 8, w i t h i n 

one l e g a l d r i l l i n g l o c a t i o n t h e r e have been -- t h e r e has 

been over 337,000 b a r r e l s o f o i l e x t r a c t e d f r o m t h e 

r e s e r v o i r . W i t h i n two l e g a l d r i l l i n g l o c a t i o n s t h e r e has 

been over 749,000 b a r r e l s o f o i l e x t r a c t e d f r o m the 

r e s e r v o i r , and, mind you, 670 m i l l i o n c u b i c f e e t . That 

t e l l s me t h a t w i t h i n two l e g a l d r i l l i n g l o c a t i o n s o f my 
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acreage t h e r e has been t h r e e - q u a r t e r s o f a m i l l i o n b a r r e l s 

o f o i l e x t r a c t e d f r o m t h e r e s e r v o i r s , and t h a t t e l l s me as 

an e x p e r i e n c e d o p e r a t o r t h a t t h e r e i s a s u b s t a n t i a l chance, 

a s u b s t a n t i a l r i s k here t h a t we c o u l d be d r a i n e d o r 

d e p l e t e d . 

Q. I n a s s e s s i n g t h e r i s k s t h e n i f Texaco's i n t e r e s t 

i s p o o l e d , you w i l l have t o pay o u t o f your own funds and 

thos e o f your i n v e s t o r s Texaco's 50 p e r c e n t o f t h e c o s t o f 

t h e w e l 1 . 

A. Yes. 

Q. I n o r d e r t o compensate you f o r u n d e r t a k i n g t h a t 

r i s k , your c o n c l u s i o n i s t h a t a 200 p e r c e n t r i s k f a c t o r i s 

a p p r o p r i a t e and f a i r ? 

A. Yes, i t i s . 

Q. L e t ' s l o o k a t l i t t l e b i t a t t h e geology t h a t you 

have mapped. Turn now t o E x h i b i t 9 f o r me. Does t h a t 

r e p r e s e n t your own i n t e r p r e t a t i o n ? 

A. Yes. 

Q. Upon what i s t h a t i n t e r p r e t a t i o n based? 

A. I t ' s a map on t h e t o p o f what I c a l l t h e Abo 

Marker. I t ' s a s t r a t i g r a p h i c marker i n t h e t o p o f t h e Abo 

f o r m a t i o n . 

Q. I t m i g h t h e l p us as we l o o k a t t h e s t r u c t u r e map 

t o a l s o t u r n t o E x h i b i t Number 10, which i s your 

c r o s s - s e c t i o n ? 
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zu 

A. Yes. 

Q. The s t r u c t u r e on t h e Abo upon which you have 

p r e p a r e d E x h i b i t Number 9, can you i d e n t i f y t h a t p o i n t f o r 

us on t h e c r o s s - s e c t i o n , E x h i b i t 10? 

A. I t ' s what's marked on t h e c r o s s - s e c t i o n , E x h i b i t 

10, as Abo Marker. 

Q. When we l o o k a t t h e s t r u c t u r e map, t h e d e t a i l s o f 

those c o n t o u r l i n e s a r e a l i t t l e d i f f i c u l t t o e x t r a c t f r o m 

a l l t h e d a t a on t h e map. Give us a g e n e r a l summary o f t h e 

s t r u c t u r e . What's t h e magnitude o f r e l i e f we're l o o k i n g a t 

as we move fr o m e a s t t o west? 

A. We're l o o k i n g a t n ot a whole l o t o f r e l i e f on t h e 

-- as f a r as s t r u c t u r e goes on t h e t o p o f t h e Abo her e . 

And t o t a l r e l i e f f r o m west t o e a s t on my map here i s -- and 

what I ' v e g o t c o n t o u r e d t h e r e i s j u s t 175 f e e t . 

Q. W i t h i n t h e gross i n t e r v a l o f t h i s Abo pay, what 

i s t h a t v e r t i c a l d i s t a n c e ? 

A. The pay c o n s i s t e n t l y t h r o u g h t h i s immediate area 

o f t h e N o r t h Vacuum Abo F i e l d c o n s i s t e n t l y s t a y s between 200 

and 250 f e e t i n gross t h i c k n e s s . 

Q. When we l o o k a t t h e s t r a t i g r a p h i c c r o s s - s e c t i o n , 

E x h i b i t 10, g i v e us some i d e a o f how t h e v a r i o u s o p e r a t o r s 

have a t t e m p t e d t o o b t a i n p r o d u c t i o n o u t o f t h e poo] i n 

d e c i d i n g where t o p e r f o r a t e and how t o produce t h e w e l l s . 

A. They b a s i c a l l y p e r f o r a t e t h e same — e s s e n t i a l l y 
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t h e same pay s e c t i o n , as you can see on t h e c r o s s - s e c t i o n 

h e r e . W i t h some v a r i a t i o n , you can see t h a t t h e y o b v i o u s l y 

went t h r o u g h t h e zone, e v a l u a t e d t h e zone, and went back and 

s e l e c t i v e l y p e r f o r a t e d what t h e y t h o u g h t were g o i n g t o be 

t h e b e s t s t r i n g e r s , i f you w i l l , i n t h e zone. But i t ' s 

s t i l l b a s i c a l l y t h e same pay s e c t i o n . 

Q. Do we have a d i s p l a y t h a t o u t l i n e s t h e l i n e o f 

c r o s s - s e c t i o n t h a t you've t a k e n f o r E x h i b i t Number 10? 

A. No, I d o n ' t . 

Q. D e s c r i b e f o r us g e n e r a l l y t h e w e l l s t h a t were 

s e l e c t e d f o r t h e c r o s s - s e c t i o n . 

A. The w e l l s t h a t I p u t on t h e c r o s s - s e c t i o n s t a r t 

w i t h w e l l number 5 back on E x h i b i t 6 -- I'm s o r r y about t h a t 

-- and come s o u t h t o t h e acreage, and t h e n s k i r t t h e 

acreage on t h e west, and t h e n move back over t o a w e l l o f f 

t o t h e e a s t , which would be w e l l number t e n on E x h i b i t 6. 

So, b a s i c a l l y , i t runs r i g h t a l o n g f r o m t h e n o r t h a l o n g t h e 

west and t h e n a c r o s s t h e so u t h o f t h e s u b j e c t acreage. 

Q. G e o l o g i c a l l y , do you f i n d t h a t t h e o f f s e t t i n g 

w e l l l o g i n f o r m a t i o n f o r t h i s zone c o r r e l a t e s w i t h what you 

would expect t o f i n d u n d e r l y i n g your acreage? 

A. Yes. 

Q. To what e x t e n t does t h a t h e l p you v e r i f y as an 

o p e r a t o r your c o n t e n t i o n t h a t you may have been d r a i n e d by 

th e s e o t h e r w e l l s ? 
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A. W e l l , we know t h a t t h e pay i s c o n t i n u o u s t h r o u g h 

t h e area and t h a t t hese o t h e r o p e r a t o r s have been e x t r a c t i n g 

o i l f r o m t h e same r e s e r v o i r t h a t I p l a n t o d r i l l i n t o . 

Q. I n your o p i n i o n , Mr. Owens, w i l l you be 

s u c c e s s f u l i n f u r t h e r a t t e m p t s t o n e g o t i a t e w i t h Texaco on a 

v o l u n t a r y b a s i s , o r do you need t h e a s s i s t a n c e o f t h e 

d i v i s i o n i n e n t e r i n g a p o o l i n g o r d e r a t t h i s p o i n t ? 

A. I need t h e a s s i s t a n c e o f t h e d i v i s i o n . 

MR. KELLAHIN: That concludes my e x a m i n a t i o n o f Mr. 

Owens. We would move t h e i n t r o d u c t i o n o f h i s E x h i b i t s 1 

t h r o u g h 10. I w i l l mark as E x h i b i t Number 11 a c e r t i f i c a t e 

o f m a i l i n g , showing our n o t i f i c a t i o n s o f h e a r i n g t o Texaco 

f o r t h i s case. And we would ask t h a t t h a t a l s o be 

i n t r o d u c e d a t t h i s t i m e . The second n o t i f i c a t i o n on t h e 

sheet i s t o t h e s t a t e l a n d o f f i c e . They have l a n d o f f i c e 

r u l e s c o n c e r n i n g f o r c e p o o l i n g , and i t was our e f f o r t t o 

t e l l them t h a t we'd u n d e r t a k e n t h i s p r o c e s s . 

HEARING EXAMINER: E x h i b i t s 1 t h r o u g h 11 w i l l be 

a d m i t t e d i n t o evidence a t t h i s t i m e . 

Mr. Owens, I r e c e i v e d f r o m you, I b e l i e v e back i n 

March, an a p p l i c a t i o n f o r a nonstandard p r o r a t i o n u n i t ; i s 

t h a t r i g h t ? 

THE WITNESS: Yes, i t i s . 

HEARING EXAMINER: Why d o n ' t you b r i n g us up t o where 

we a r e on t h a t a p p l i c a t i o n , how we g o t f r o m t h e n t i l l now? 
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THE WITNESS: Subsequent t o t h a t , as you know, when you 

do t h a t you have t o n o t i f y o f f s e t o p e r a t o r s , t h a t b e i n g 

M o b i l . 

Q. (By Mr. K e l l a h i n ) You mean f o r t h e nonstandard 

p r o r a t i o n u n i t ? 

A. Yes. 

Q. You had asked f o r what acreage? 

A. I ' d asked f o r a nonstandard p r o r a t i o n u n i t f o r 

t h e n o r t h e a s t o f t h e s o u t h e a s t o f S e c t i o n 18 t o d r i l l a w e l l 

t h e r e on 40 a c r e s . At t h a t t i m e , when you do t h a t , you have 

t o n o t i f y o f f s e t o p e r a t o r s , which I d i d , t h o s e b e i n g — by 

c e r t i f i e d m a i l -- th o s e b e i n g M o b i l , P h i l l i p s , Texaco and 

Marathon. At t h a t t i m e , subsequent t o t h a t , M o b i l o b j e c t e d 

t o t h e nonstandard p r o r a t i o n u n i t . And i t was d i r e c t l y 

subsequent f o r t h a t t h a t I t h e n c o n t a c t e d Texaco and s t a r t e d 

t h i s p r ocess o f t r y i n g t o e s t a b l i s h t h e proposed 

communitized p r o r a t i o n u n i t t o a b i d e by t h e e s t a b l i s h e d 

f i e l d r u l e s f o r t h e N o r t h Vacuum Abo P o o l . 

HEARING EXAMINER: So i t was o n l y a f t e r your 

u n s u c c e s s f u l a t t e m p t o f t h e nonstandard p r o r a t i o n u n i t -- I 

s h o u l d n ' t say " u n s u c c e s s f u l " -- b u t when you r e c e i v e d an 

o b j e c t i o n f r o m M o b i l , t h e n you came i n f o r t h e 

c o m m u n i t i z a t i o n o r sought Texaco t o j o i n you i n your 

s t a n d a r d 80; i s t h a t c o r r e c t ? 

THE WITNESS: Yes, s i r . 
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HEARING EXAMINER: Had t h e r e been any c o n v e r s a t i o n s 

w i t h Texaco p r i o r t o then? 

THE WITNESS: Yes, s i r . As e a r l y as January and 

February o f 1990 I had a t t e m p t e d t o purchase and/or f a r m o u t 

t h e acreage i n q u e s t i o n , Texaco's acreage t h e r e , and was 

u n s u c c e s s f u l a t t h a t t i m e . 

HEARING EXAMINER: So t h a t prompted you t o make t h e 

a p p l i c a t i o n f o r t h e 40-acre nonstandard p r o r a t i o n u n i t ? 

THE WITNESS: Yes, s i r . 

HEARING EXAMINER: I have on your E x h i b i t Number 6 

a t t e m p t e d t o draw your c r o s s - s e c t i o n , and I wanted t o make 

sure I g o t t h e r i g h t w e l l s . Look a t your E x h i b i t Number 

10. You went f r o m w e l l number 5 -- I'm r e f e r r i n g t o E x h i b i t 

Number 6 -- down so u t h t o w e l l number 1 , back up t o t h e 

n o r t h and west t o w e l l number 2? 

THE WITNESS: No, back over t o — l e t me see — 

HEARING EXAMINER: I'm s o r r y , back t o t h e due west. 

THE WITNESS: I ' l l j u s t draw i t here f o r you. There, 

up t o 15, be s o u t h , a c r o s s t h e acreage t o t h e r e , l i k e t h i s . 

And I'm s o r r y about t h a t . 

HEARING EXAMINER: Thank you. I j u s t wanted t o v e r i f y 

t h a t . 

MR. STOVALL: What you've done, j u s t f o r t h e r e c o r d , i s 

you have marked a n o t h e r copy o f E x h i b i t Number 6? 

THE WITNESS: Showing t h e l i n e s . 

HUNNICUTT REPORTING 
(505) 9829770 



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 

MR. STOVALL: As your c r o s s - s e c t i o n ? 

THE WITNESS: Yes, s i r . 

HEARING EXAMINER: Your o f f s e t -- your proposed w e l l i s 

d i r e c t l y o f f s e t t i n g two water i n j e c t i o n w e l l s ; i s t h a t 

c o r r e c t ? 

THE WITNESS: Yes, s i r . 

HEARING EXAMINER: And t h o s e water i n j e c t i o n w e l l s a r e 

o p e r a t e d by M o b i l ? 

THE WITNESS: Yes. 

HEARING EXAMINER: And t h e y ' r e i n j e c t i n g i n t o t h e Abo; 

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

THE WITNESS: Yes. 

HEARING EXAMINER: Do you know when t h o s e w e l l s were 

c o n v e r t e d t o water i n j e c t i o n w e l l s ? 

THE WITNESS: The — I don't know t h e e x a c t d a t e s . I 

know t h a t t h e f l o o d was p u t t o g e t h e r g r a d u a l l y t h r o u g h t h e 

e a r l y t o m i d - e i g h t i e s . And I know t h a t w e l l number 3, t h e 

due west o f f s e t , d i d produce u n t i l '86, a t which t i m e i t no 

l o n g e r produced, and, t o my knowledge, s h o r t l y t h e r e a f t e r 

was c o n v e r t e d . So, t o t h e b e s t o f my knowledge, t h e due 

n o r t h o f f s e t has been an i n j e c t o r s i n c e t h e e a r l y e i g h t i e s ; 

t h e due west o f f s e t t i n g i n j e c t o r has been i n j e c t i n g w a t er 

s i n c e sometime s h o r t l y a f t e r i t stopped p r o d u c i n g i n e a r l y 

1986 . 

HEARING EXAMINER: And t h i s w e l l has never been 
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Z D 

i n c l u d e d i n t h a t N o r t h Vacuum Abo East U n i t a r e a ; i s t h a t 

c o r r e c t ? 

THE WITNESS: I'm s o r r y , t h i s acreage? 

HEARING EXAMINER: The acreage i n which you are s e e k i n g 

f o r c e d p o o l i n g today. 

THE WITNESS: No, s i r , i t h a s n ' t . 

HEARING EXAMINER: And t h e r e a r e no p r o d u c i n g w e l l s i n 

t h e Abo t o t h e n o r t h and e a s t , o r t o t h e e a s t , a t l e a s t , 

d i r e c t l y o f f s e t t i n g t h i s 80 a c r e s ; i s t h a t c o r r e c t ? 

THE WITNESS: Not d i r e c t l y o f f s e t t i n g . 

HEARING EXAMINER: But t h e n e a r e s t w e l l i s t h a t w e l l 

number 10 i d e n t i f i e d on E x h i b i t Number 7. That's t h e M o b i l 

Number 1 S t a t e Double P? 

THE WITNESS: Yes, s i r . 

HEARING EXAMINER: I s t h a t w e l l p r e s e n t l y p r o d u c i n g ? 

THE WITNESS: Yes, i t i s . 

HEARING EXAMINER: I s i t a m a r g i n a l producer? 

THE WITNESS: Yes, s i r . I t makes -- as I ' v e g o t on t h e 

l i s t t h e r e i n p a r e n t h e s e s , i t makes about seven b a r r e l s per 

day. 

HEARING EXAMINER: T h i s w e l l f i r s t s t a r t e d p r o d u c i n g i n 

'73, and i t ' s produced about 54,000 thousand c u m u l a t i v e 

b a r r e l s ? 

THE WITNESS: Yes, s i r . 

HEARING EXAMINER: How would you c l a s s i f y t h a t w e l l ? 
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THE WITNESS: I would c l a s s i f y t h a t as a poor p r o d u c e r . 

HEARING EXAMINER: Are t h e r e any d r y h o l e s between t h e 

Number 10 and your proposed w e l l ? 

THE WITNESS: No, s i r . 

HEARING EXAMINER: Are t h e r e any o t h e r q u e s t i o n s o f 

t h i s w i t n e s s ? 

MR. KELLAHIN: No, s i r . 

HEARING EXAMINER: He may be excused. A n y t h i n g f u r t h e r 

i n case number 10350? 

MR. KELLAHIN: No, s i r . 

HEARING EXAMINER: Mr. K e l l a h i n , i f I u n d e r s t a n d r i g h t , 

an August 8 t h commencement date? 

MR. KELLAHIN: Yes, s i r . 

HEARING EXAMINER: And you're r e q u e s t i n g an e x p e d i t e d 

o r d e r , I would assume. 

MR. KELLAHIN: I f you c o u l d accommodate us, Mr. 

Examiner, we'd a p p r e c i a t e i t . 

HEARING EXAMINER: Case number 10350 w i l l be t a k e n 

under a d v e r t i s e m e n t a t t h i s t i m e . 

(The f o r e g o i n g h e a r i n g was a d j o u r n e d a t t h e 

appro x i m a t e hour o f 9:26 a.m.) 
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2b 

STATE OF NEW MEXICO ) 

COUNTY OF SANTA FE ) 

I , FREDA DONICA, RPR, a C e r t i f i e d C o u r t R e p o r t e r , DO 

HEREBY CERTIFY t h a t I s t e n o g r a p h i c a l 1 y r e p o r t e d t h e s e 

p r o c e e d i n g s b e f o r e t h e O i l C o n s e r v a t i o n D i v i s i o n ; and t h a t 

t h e f o r e g o i n g i s a t r u e , complete and a c c u r a t e t r a n s c r i p t o f 

th e p r o c e e d i n g s o f s a i d h e a r i n g as appears f r o m my 

s t e n o g r a p h i c notes so t a k e n and t r a n s c r i b e d under my 

p e r s o n a l s u p e r v i s i o n . 

I FURTHER CERTIFY t h a t I am n o t r e l a t e d t o nor employed 

by any o f t h e p a r t i e s h e r e t o , and have no i n t e r e s t i n t h e 

outcome h e r e o f . 

DATED a t Santa Fe, New Mexico, t h i s 1 6 t h day o f 

September, 1991. 

Freda Donica 
C e r t i f i e d Court R e p o r t e r 
CCR No. 417 

I do hereby certify that the foregoing fs 
a complete r^rcrd of the proceedings In 
fhe Examiner hearing of Case No. 
neard by me qn 1 « 

Examfnee 
Ofl Conservation Division 
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