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I N D E X 

Au g u s t 22, 1991 
Examiner H e a r i n g 
CASE NO. 10367 

APPEARANCES 3 

WITNESSES 
MR. HENDRIX 
E x a m i n a t i o n by Mr. K e l l a h i n 9 
E x a m i n a t i o n by Mr. C a r r 23 
E x a m i n a t i o n by Mr. Morrow 31 

MR. BACA 
E x a m i n a t i o n by Mr. K e l l a h i n 32 
E x a m i n a t i o n by Mr. C a r r 41 
E x a m i n a t i o n by Mr. Morrow 42 
E x a m i n a t i o n by Mr. S t o v a l l 44 

MR. POOL 
E x a m i n a t i o n by Mr. C a r r 47 
E x a m i n a t i o n by Mr. K e l l a h i n 53 
F u r t h e r E x a m i n a t i o n by Mr. C a r r 59 
E x a m i n a t i o n by Mr. Morrow 60 
E x a m i n a t i o n by Mr. S t o v a l l 61 

MR. SADLER 
E x a m i n a t i o n by Mr. C a r r 64 
E x a m i n a t i o n by Mr. K e l l a h i n 69 
E x a m i n a t i o n by Mr. Morrow 70 

RECESS 46, 80 

REPORTERS C E R T I F I C A T E 8 1 

E X H I B I T S 

A. Chevron E x h i b i t s 1 and 2 23 

B. Texaco E x h i b i t s 1 and 2 54 

C. Texaco E x h i b i t s 3 and 4 69 
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O i l C o n s e r v a t i o n Commission 
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Santa Fe, New Mex i c o 

8750 1 

FOR CHEVRON U.S.A. 
INC : KELLAHIN, KELLAHIN & AUBREY 

BY MR. W. THOMAS KELLAHIN, 
ESQ. 
117 N o r t h Guadalupe 
Santa Fe, New Mex i c o 

8750 1 

FOR TEXACO: CAMPBELL, CARR, BERG & 
SHERIDAN P.A. 
BY: MR. WILLIAM F. CARR, ESQ. 
110 N o r t h Guadalupe 
Santa Fe, New Mex i c o 

87501 
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MR. MORROW: C a l l case 10367. 

MR. STOVALL: T h i s i s t h e a p p l i c a t i o n o f 

Chevron U.S.A. I n c . , f o r an u n o r t h o d o x gas w e l l 

l o c a t i o n and s i m u l t a n e o u s d e d i c a t i o n , Lea C o u n t y , 

New M e x i c o . 

MR. MORROW: C a l l f o r a p p e a r a n c e s . 

MR. KELLAHIN: I f t h e Examiner p l e a s e , I'm Tom 

K e l l a h i n w i t h t h e Santa Fe law f i r m K e l l a h i n , 

K e l l a h i n & A u b r e y , 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 two w i t n e s s e s t o be swo r n . 

MR. CARR: I f i t p l e a s e t h e Ex a m i n e r , my name 

i s W i l l i a m F. C a r r w i t h t h e law f i r m C a m p b e l l , C a r r , 

Berg & S h e r i d a n o f Santa Fe. I r e p r e s e n t Texaco i n 

o p p o s i t i o n t o t h e a p p l i c a t i o n , and I have two 

w i t n e s s e s . 

MR. MORROW: W i l l a 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 t i m e ? 

( A t w h i c h t i m e t h e w i t n e s s e s were s w o r n . ) 

MR. KELLAHIN: Mr. Ex a m i n e r , t o g i v e you a 

q u i c k o v e r v i e w o f what we seek t o a c c o m p l i s h and 

what o u r e v i d e n c e w i l l d e m o n s t r a t e t o y o u , i t m i g h t 

be h e l p f u l i f y o u ' l l t u r n t o o u r p r o p o s e d E x h i b i t 

Number 1. 

Chevron i s t h e o p e r a t o r o f t h a t Eumont 

s p a c i n g p r o r a t i o n u n i t i d e n t i f i e d on E x h i b i t 
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Number 1 and shown as t h e o u t l i n e i n S e c t i o n 19. 

S i m p l y s t a t e d , i t ' s a s p a c i n g u n i t o f 477 a c r e s . The 

s o u t h e a s t q u a r t e r i s a s t a n d a r d 160. T h e r e a r e some 

s h o r t l o t s on t h e n o r t h e r n b o u n d a r y o f t h e s e c t i o n 

t h a t make t h a t l e s s t h a n 320. I t ' s 317. T h a t 

n o n s t a n d a r d p r o r a t i o n u n i t c u r r e n t l y has d e d i c a t e d 

t o i t t h e Number 9 w e l l i n t h e s o u t h e a s t q u a r t e r . 

I n t h e n o r t h e a s t q u a r t e r i s t h e Number 10 w e l l . So 

we have t h e two Eumont gas w e l l s c u r r e n t l y e x i s t i n g 

i n t h a t s p a c i n g u n i t . 

What we're s e e k i n g y o u r a p p r o v a l f o r i s t h e 

d r i l l i n g o f t h e Number 11 w e l l shown by t h e r e d 

d o t s . T h a t p r o p o s e d l o c a t i o n i s 660 f r o m t h e 

n o r t h e r n b o u n d a r y o f t h a t s p a c i n g u n i t . I t was 

f i l e d f o r a d m i n i s t r a t i v e a p p r o v a l and n o t i c e s were 

s e n t t o a l l t h e o f f s e t t i n g o p e r a t o r s , and Texaco 

opposed t h e a d m i n i s t r a t i v e a p p l i c a t i o n . 

Texaco's s p a c i n g u n i t i s t h e s p a c i n g u n i t 

i n t h e s o u t h h a l f o f 18 t o t h e n o r t h . I t ' s t h a t 

s p a c i n g u n i t t h a t has 240 a c r e s i n i t . I t e x c l u d e s 

t h e w e s t h a l f o f t h e s o u t h w e s t q u a r t e r . T h e i r 

w e l l -- Eumont gas w e l l i s t h a t Saunders Number 2 

w e l l . I t ' s c u r r e n t -- shown on t h a t d i s p l a y -- i s 

742 MCF a day. I t ' s l o c a t i o n i s 760 f r o m t h e common 

l i n e . Chevron's e n g i n e e r i n g w i t n e s s , Mr. D e n n i s 
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H e n d r i x , w i l l t e s t i f y as t o why h i s company d e s i r e s 

t o d r i l l a t t h a t 660 l o c a t i o n . 

I n a d d i t i o n , I have a landman, Mr. James 

Baca, who w i l l t e s t i f y t h a t Chevron has a u n i q u e 

p r o b l e m w i t h r e g a r d s t o t h e 477 u n i t because o f t h e 

m u l t i p l e i n t e r e s t o w ners, p a r t i c u l a r l y t h e r o y a l t y 

o w n e r s . We a r e p r e c l u d e d f r o m d i v i d i n g t h e 477 

a c r e s . The c o n v e n t i o n a l s o l u t i o n u n d e r t h e Eumont 

p o o l r u l e s f o r t h e w e l l l o c a t e d a t t h i s 660 l o c a t i o n 

i s s i m p l y t o r e d u c e t h e s i z e o f y o u r s p a c i n g u n i t . 

And had a l l t h e o w n e r s h i p been i n common, we c o u l d 

d e d i c a t e t h e n o r t h h a l f , 317 t o t h i s w e l l , 

s i m u l t a n e o u s l y d e d i c a t e i t t o t h e Number 10 w e l l , 

and t h a t l o c a t i o n t h e n becomes s t a n d a r d u n d e r t h e 

Eumont r u l e s , and we w o u l d t h e n be a b l e t o p r o d u c e a 

t o p u n i t a l l o w a b l e o f 1200 MCF a day. 

Mr. Baca w i l l t e l l you t h a t i t d i s r u p t s t h e 

e q u i t y i f he's r e q u i r e d t o d i v i d e t h e s p a c i n g u n i t 

so t h a t you have a s o u t h e a s t q u a r t e r 160 and a n o r t h 

h a l f o f 320. He w i l l t e l l you t h e r e a s o n i s t h a t 

t h e owners i n t h e Number 9 w e l l have h i s t o r i c a l l y 

s h a r e d t h e i r p r o d u c t i o n w i t h d i f f e r e n t owners i n t h e 

n o r t h h a l f , and i f t h a t i s s p l i t a p a r t , t h e n t h e 

n o r t h h a l f owners w i t h t h e new w e l l w i l l e n j o y a l l 

t h e p r o d u c t i o n f r o m t h e Number 10 w e l l and d o n ' t 
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have t o s h a r e i t w i t h t h e r o y a l t y owners i n t h e 

s o u t h e a s t q u a r t e r . 

C hevron r e c o g n i z e s t h a t e q u i t y s o l u t i o n t o 

be u n f a i r and what t h e y p r o p o s e t o do t o s a t i s f y 

Texaco's o b j e c t i o n s and c o n c e r n s i s t o ask you t o 

t r e a t t h e n o r t h h a l f o f t h i s n o n s t a n d a r d p r o r a t i o n 

u n i t as i f i t w e r e , f o r a l l o w a b l e p u r p o s e s , a 

3 1 7 - a c r e u n i t , and s e t a maximum a l l o w a b l e t h e n f o r 

t h e Number 10 and Number 11 w e l l t o be p r o d u c e d i n 

any c o m b i n a t i o n up t o a c e i l i n g o f 1200 t o d a y . 

We b e l i e v e t h a t s o l u t i o n i s t h e optimum 

s o l u t i o n . I t answers Texaco's c o n c e r n s a b o u t t h e 

w e l l l o c a t i o n , by r e d u c i n g t h e a l l o w a b l e i n t h a t 

f a s h i o n , and i t p u t s t h a t w e l l a t a s t a n d a r d 

l o c a t i o n , i f you w i l l , w i t h a r e d u c e d a l l o w a b l e . 

T h a t w i l l be Mr. H e n d r i x ' s t e s t i m o n y and t h a t o f 

Mr. Baca's t h a t we p r o p o s e t o s u b m i t t o y o u , 

Mr. E x a m i n e r . 

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

MR. CARR: May i t p l e a s e t h e E x a m i n e r , j u s t 

b r i e f l y t o e x p l a i n t h e b a s i s f o r Texaco's 

o b j e c t i o n s . I f you l o o k a t t h e t r a c t on e i t h e r 

p a r t y ' s E x h i b i t Number 1, you can see t h a t t h e 

Texaco Saunders Number 1 i s l o c a t e d and o f f s e t s t h e 

Chevron u n i t d i r e c t l y t o t h e n o r t h . We have a good 
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p r o d u c i n g Eumont w e l l . T h a t w e l l , as Mr. K e l l a h i n 

p o i n t e d o u t , i s 760 f e e t f r o m t h e s o u t h l i n e . 

What i s b e i n g p r o p o s e d by Chevron i s t h a t 

w e l l o f t h a t common b o u n d a r y 660 f e e t away o r 100 

f e e t c l o s e r t o t h e common l i n e . The p r o b l e m t h a t 

Texaco has w i t h i t , as you w i l l see, t h e r e i s --

t h e r e was a Eumont w e l l due s o u t h o f t h e now 

p r o p o s e d w e l l i n t h e n o r t h w e s t q u a r t e r o f S e c t i o n 19 

t h a t cumed o v e r 9 BCF and t h e l o c a t i o n t h a t i s 

p r o p o s e d , a l t h o u g h s t a n d a r d t o 3 2 0 - a c r e u n i t , i s 330 

f e e t t o o c l o s e t o t h e o u t e r b o u n d a r y o f t h e t r a c t 

f o r a 400 -- o r 4 7 7 - a c r e u n i t , and when Texaco 

r e v i e w e d t h i s , t h e y a l s o have r o y a l t y owners t o 

w a t c h o u t f o r . 

They became c o n c e r n e d t h a t w i t h a new w e l l 

c l o s e r t o t h e common b o u n d a r y , i t has t w i c e t h e 

a c r e a g e and t h e r e f o r e w o u l d have t w i c e t h e a l l o w a b l e 

o f t h e i r w e l l t h a t t h e y c o u l d be p l a c e d i n a 

s i t u a t i o n where t h e y c o u l d be d r a i n e d and w o u l d n ' t 

be a b l e t o o f f s e t t h a t d r a i n a g e w i t h c o u n t e r 

d r a i n a g e . We a t t e m p t e d t o r e s o l v e t h i s w i t h 

C h e v r o n , and I t h i n k i t ' s f a i r t o say t h a t nobody i s 

mad a t anybody i n t h i s one, b u t t h e p r o b l e m t h a t we 

f a c e i s we b e l i e v e some p e n a l t y has t o be imposed 

and we w i l l be h e r e t o e x p l a i n t o you why we a r e 
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c o n c e r n e d t h a t j u s t t r e a t i n g t h e n o r t h h a l f o f t h e 

3 2 0 - a c r e u n i t , a t l e a s t f r o m o u r p e r s p e c t i v e , 

becomes v e r y d i f f i c u l t t o a d m i n i s t e r when you have 

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

a c r e a g e , and when you g e t i n t o o v e r p r o d u c e d s t a t u s 

on a w e l l , i t ' s v e r y h a r d f o r us t o see how you can 

e f f e c t i v e l y m o n i t o r , and so we w i l l be h e r e t o 

p r e s e n t b r i e f t e s t i m o n y on t h a t f a c t o r . 

MR. MORROW: Number 3, i s t h a t t h e abandoned 

w e l l ? 

MR. CARR: Yes, s i r . 

MR. MORROW: Thank y o u . 

EXAMINATION 

BY MR, KELLAHIN: 

Q. Mr. H e n d r i x , c o u l d you p l e a s e s t a t e y o u r 

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

A. Yes. My name i s Dennis H e n d r i x and I'm 

c u r r e n t l y a r e s e r v o i r e n g i n e e r f o r Chevron U.S.A. 

Q. Mr. H e n d r i x , where do you r e s i d e ? 

A. I r e s i d e i n M i d l a n d , Texas. 

Q. Would you summarize y o u r e d u c a t i o n a l 

b a c k g r o u n d f o r us? 

A. Yes, s i r . I g r a d u a t e d f r o m Oklahoma S t a t e 

U n i v e r s i t y w i t h a B a c h e l o r o f S c i e n c e i n p e t r o l e u m 

e n g i n e e r i n g i n 1981. I s p e n t t h r e e y e a r s as d r i l l i n g 
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e n g i n e e r w i t h C h e v r o n , a p p r o x i m a t e l y f o u r y e a r s as 

p r o d u c t i o n e n g i n e e r , and a b o u t a y e a r and a h a l f as 

p r o d u c t i o n f o r e m a n , and a b o u t 8 t o 9 months as 

r e s e r v o i r e n g i n e e r . 

Q. D e s c r i b e y o u r c u r r e n t r e s p o n s i b i l i t i e s f o r 

y o u r company as p e t r o l e u m e n g i n e e r i n s o f a r as t h i s 

p a r t i c u l a r p r o p e r t y i s c o n c e r n e d . 

A. As p e t r o l e u m e n g i n e e r , r e s e r v o i r e n g i n e e r 

o v e r t h i s a r e a , my d u t i e s a r e t o h e l p i n s e l e c t i o n 

o f d e v e l o p m e n t w e l l s I n t h e Eumont a r e a on o u r 

e x i s t i n g p r o r a t i o n u n i t s , a i d e g e o l o g y i n s e l e c t i n g 

g e o l o g i c a l l o c a t i o n s , and l o o k f o r n o t o n l y economic 

w e l l s b u t a l s o f o r t h e p r o t e c t i o n o f o u r c o r r e l a t i v e 

r i g h t s w i t h i n o u r p r o r a t i o n u n i t . 

Q. P u r s u a n t t o t h o s e d u t i e s , Mr. H e n d r i x , have 

you made a s t u d y o f t h e BV c u l p n o n s t a n d a r d 

p r o r a t i o n u n i t t h a t ' s shown on E x h i b i t Number 1 as 

an o u t l i n e d r e d a r e a w i t h a r e d d o t i n i t ? 

A. Yes, I have. 

Q. P u r s u a n t t o y o u r employment and y o u r r e v i e w 

o f t h i s i n f o r m a t i o n , have you a l s o made a s t u d y o f 

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

A. Yes, s i r . 

Q. And you have a l s o s t u d i e d t h e p r o d u c t i o n 

w i t h i n t h i s n o n s t a n d a r d p r o r a t i o n u n i t ? 
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A. Yes, s i r , t h a t ' s c o r r e c t . 

Q. And based upon t h a t s t u d y , were you a b l e t o 

f o r m u l a t e any c o n c l u s i o n s a b o u t t h e d r i l l i n g o f t h e 

Number 11 w e l l i n i t s l o c a t i o n ? 

A. Yes, s i r . 

Q. Mr. Ex a m i n e r , we t e n d e r Mr. H e n d r i x as an 

e x p e r t p e t r o l e u m e n g i n e e r . 

MR. MORROW: We a c c e p t h i s q u a l i f i c a t i o n s . 

Q. (By Mr. K e l l a h i n ) Mr. H e n d r i x , l e t ' s t u r n 

now t o t h e n o n s t a n d a r d p r o r a t i o n u n i t . W i t h i n t h a t 

p r o r a t i o n u n i t t h e r e i s a number o f p i e c e s o f 

i n f o r m a t i o n . I n sequence, t a k e us t h r o u g h what has 

been t h e Eumont p r o d u c t i o n t o w h i c h t h i s 4 7 7 - a c r e 

n o n s t a n d a r d u n i t has been d e d i c a t e d . 

A. By g o i n g back t o t h e i n s t a l l a t i o n o f t h e 

p r o r a t i o n u n i t , we had t h e BV C u l p A Number 3 as t h e 

o r i g i n a l u n i t w e l l . Com u n i t was f o r m e d i n 1959. I t 

c o m m u n i t i z e d t h i s a r e a t h a t was a l l u d e d t o e a r l i e r , 

477 a c r e s . S u b s e q u e n t l y , t h e Cu l p A Number 9 was 

d r i l l e d i n t h e s o u t h e a s t q u a r t e r i n 1980, and 

c o m p l e t e d i n t h e Queen and p l u g g e d back t o t h e 

Y a t e s , and has been p r o d u c i n g s i n c e 1980. 

I n mid 1990 we n o t i c e d p o s s i b l e i n e q u i t i e s 

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

l e d t o t h e d r i l l i n g o f t h e Cu l p U n i t A Number 10. 
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Q. What was t h e i n e q u i t y t h a t you d i s c o v e r e d ? 

A. The i n e q u i t y t h a t we n o t i c e d was Texaco's 

Saunders w e l l l o c a t e d 760 f r o m o u r n o r t h l e a s e l i n e 

t h e r e , had p r o d u c e d o v e r 7 BCF o f gas. 

Q. At what t i m e had t h a t Texaco w e l l cumed 

o v e r 7 BCF o f gas? 

A. Ar o u n d November 1990. 

Q. Okay. Why d i d you c h a r a c t e r i z e t h a t as a 

p o s s i b l e i n e q u i t y t o y o u r s p a c i n g u n i t ? 

A. W e l l , t h e r e l a t i v e d i s t a n c e f r o m o u r C u l p A 

Number 3, w h i c h was a l s o a p r o l i f i c p r o d u c e r , was 

j u s t an i m b a l a n c e w i t h t h e 760 l o c a t i o n f r o m o u r 

l i n e and o u r C u l p 3 b e i n g l o c a t e d so f a r s o u t h b e i n g 

1,980 f r o m t h e t h e n o r t h l i n e . 

Q. I n what way was t h a t an i m b a l a n c e ? 

A. Based on i t s r e l a t i v e d i s t a n c e i n d r a i n a g e 

t h a t we see i n t h e Eumont, 7 BCF. I t ' s h a r d t o 

a r g u e . I t w o u l d n ' t be d r a i n i n g a t l e a s t p a r t o f t h e 

a c r e a g e i n t h e n o r t h p a r t o f Chevron's l e a s e , and 

t h e Number 10 was a way f o r us t o t r y t o p r o t e c t 

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

Q. The Number 10 w e l l was d r i l l e d t h e n as a 

p r o t e c t i o n w e l l f r o m t h e Texaco w e l l ? 

A. Yes, s i r . There were two r e a s o n s f o r t h e 

Number 10 w e l l . One r e a s o n was t h e s i g n i f i c a n t 
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m a r g i n w i t h i n t h e 4 7 7 - a c r e u n i t w i t h t h e Number 3 

w e l l b e i n g s h u t i n . 

Q. M a r g i n f o r what? 

A. M a r g i n f o r a l l o w a b l e . 

Q. For t h e 4 7 7 - a c r e n o n s t a n d a r d u n i t . What 

k i n d o f a l l o w a b l e a r e you d e a l i n g w i t h i n t h e 

Eumont ? 

A. A p p r o x i m a t e l y 1,800 MCF p e r day. 

Q, T h a t w o u l d be t h e maximum d a i l y gas 

a l l o w a b l e f o r p r o r a t e d Eumont gas w i t h a s p a c i n g 

u n i t o f 477? 

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

Q. Okay. What's t h e w e l l l o c a t i o n f o r t h e 

Number 10 w e l l ? 

A. The Number 10 w e l l i s l o c a t e d 840 f r o m t h e 

n o r t h l i n e and 990 f r o m t h e e a s t l i n e . 

Q. Would t h e 840 l o c a t i o n be a s t a n d a r d 

l o c a t i o n between y o u r p r o p e r t y and t h e Texaco 

p r o p e r t y i f you use a 4 7 7 - a c r e s p a c i n g u n i t ? 

A. No, s i r . The 477, we s h o u l d be l o c a t e d 

a p p r o x i m a t e l y 990 f e e t . The r e a s o n f o r t h e 

n o n s t a n d a r d u n i t i n t h a t case was s u r f a c e p r o b l e m s ; 

p i p e l i n e r u n n i n g t h r o u g h , and t h a t was -- we do have 

an o r d e r g r a n t i n g p e r m i s s i o n o f t h a t n o n s t a n d a r d 

l o c a t i on. 
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Q. D i d Texaco o b j e c t t o t h e 8 4 0 - f o o t l o c a t i o n 

f r o m t h e Number 10 w e l l ? 

A. No, s i r , t h e y d i d n o t . 

Q. Okay. You d r i l l e d , t h e n c o m p l e t e d t h e 

Number 10 w e l l ? 

A. Yes, t h a t ' s c o r r e c t . 

Q. W i t h what r e s u l t s ? 

A. We d r i l l e d t h e w e l l and c o m p l e t e d i n 

November 1990, and we d i d n ' t g e t i t on l i n e u n t i l 

a p p r o x i m a t e l y A p r i l o f 1991 w i t h an IP o f 

a p p r o x i m a t e l y 468 BCF p e r day. 

Q. What i s t h e c u r r e n t s t a t u s o f t h e Number 9 

w e l l i n t h e s o u t h e a s t q u a r t e r ? 

A. The Number 9 w e l l , when t h e e x h i b i t was 

made up, has a c u r r e n t gas p r o d u c t i o n as o f May o f 

1991. S i n c e t h e n t h e Number 9 has -- t h e b r i d g e 

p l u g has been k n o c k e d o u t o v e r t h e Queen, and i t 

makes a p p r o x i m a t e l y 190 MCF a day f r o m t h e Y a t e s 

Queen 1 . 

MR. MORROW: What? 

THE WITNESS: 190. 

Q. (By Mr. K e l l a h i n ) And t h a t p r o d u c t i o n i s 

a t t r i b u t a b l e t o t h e Eumont gas p o o l ? 

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

Q. And t h e a p p r o x i m a t e r a n g e o f p r o d u c t i o n f o r 
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t h e Eumont gas i n t h e Number 10 w e l l i s i n t h e r a n g e 

o f 400 MCF a day? 

A. Yes, s i r . 400 t o 450 we b e l i e v e t o be a 

s t a b l e r a t e f o r t h a t w e l l . 

Q. And t h e s t a t u s t h e n o f t h e Number 3 w e l l 

o v e r i n t h e n o r t h w e s t q u a r t e r ? 

A. Yes. The Number 3 w e l l w h i c h we a l l u d e d 

t o , w h i c h i s o u r o r i g i n a l u n i t w e l l , has been s h u t 

i n as uneconomic. I t ' s d u a l w i t h t h e G r a y b u r g , so 

i t ' s a l s o g o i n g t o be i n c l u d e d i n t h e p r o p o s e d 

Amerada Hess N o r t h Monument and we do have an AFE 

o u t p r e s e n t l y due t o i t s uneconomic c o n d i t i o n t o 

c o m p l e t e t h e Eumont i n t h a t w e l l . 

Q. L e t ' s t a l k t h a t t h e Number 11 w e l l t h e n . 

I t ' s p r o p o s e d l o c a t i o n i s 660 f r o m t h e t h e common 

b o u n d a r y w i t h t h e Texaco u n i t ? 

A. Yes, s i r . 

Q. Why have you recommended t h a t l o c a t i o n 

r a t h e r t h a n a more s t a n d a r d l o c a t i o n f o r a 4 7 7 - a c r e 

u n i t ? 

A. The 660 l o c a t i o n was a r r i v e d a t , as we 

t y p i c a l l y do i n t h e Eumont, we t r y t o l o o k f o r 

l o c a t i o n s t h a t a r e f a i r l y e q u a l d i s t a n c e s between 

e x i s t i n g w e l l b o r e s t o i n s u r e economic p r o d u c e r s and 

l o w e r o u r r i s k , and t h i s was no e x c e p t i o n . 
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The 990 l o c a t i o n , w h i c h w o u l d be s t a n d a r d , 

w o u l d b r i n g us d a n g e r o u s l y c l o s e t o t h e C u l p A 

Number 3, and as a r e s u l t , Chevron d i d n o t e x p e c t a 

economic p r o d u c e r o u t o f t h a t w e l l i f we d r i l l e d i t 

t h a t c l o s e t o t h e Number 3, and t o e f f i c i e n t l y d r a i n 

t h e r e m a i n i n g r e s e r v e s on o u r com u n i t , and i n 

a d d i t i o n t o p r o t e c t o u r c o r r e l a t i v e r i g h t s on t h e 

n o r t h , w h i c h we f e e l l i k e we're p l a y i n g c a t c h up 

t h e r e anyway, t h e 660 l o c a t i o n we f e l t was f a i r and 

e q u i t a b l e . 

Q. I f y o u r -- one o f t h e c r i t e r i a i s t o l o c a t e 

t h e Number 11 w e l l a p p r o x i m a t e l y e q u a l d i s t a n c e s 

between t h e Texaco Saunders 2 w e l l and Chevron's 

Number 3 w e l l , you w o u l d , i n f a c t , be c l o s e r t o t h e 

common b o u n d a r y t h a n you p r o p o s e now; i s t h a t n o t 

t r u e ? 

A. No. A c t u a l l y i f we l o c a t e d on a l e g a l 990, 

we w o u l d be f u r t h e r away f r o m t h e common l e a s e l i n e . 

Q. A l l r i g h t . And i f y o u ' r e t r y i n g t o s p l i t 

t h e d i f f e r e n c e between t h e Number 2 w e l l and t h e 

Number 3 w e l l , where w o u l d t h a t p l a c e you w i t h i n 

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

n o r t h l i n e ? 

A. W e l l , i t ' s a c t u a l l y -- t o g e t e q u a l 

d i s t a n c e we m i g h t l o o k a t d i s t a n c e r e l a t i v e d i s t a n c e 
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w i t h t h e 660 l o c a t i o n as p r o p o s e d . The 660 we're 361 

f e e t f r o m o u r Number 3 w e l l and we're s t i l l 1,731 

f e e t f r o m t h e Saunders w e l l . So i t w o u l d be e q u a l 

d i s t a n c e between t h o s e two w e l l s . We w o u l d a c t u a l l y 

be a b l e t o go -- want t o go f u r t h e r n o r t h . 

Q. I n y o u r o p i n i o n as a r e s e r v o i r e n g i n e e r , 

a r e t h e r e Eumont gas r e s e r v e s t o be r e c o v e r e d w i t h i n 

y o u r 4 7 7 - a c r e p r o r a t i o n u n i t t h a t w i l l n o t o t h e r w i s e 

be r e c o v e r e d i f you d o n ' t d r i l l t h e w e l l -- t h e 

Number 11 w e l l a t i t s p r o p o s e d u n o r t h o d o x l o c a t i o n ? 

A. Yes, s i r . We b e l i e v e t h a t t h e r e s t i l l a r e 

r e c o v e r a b l e r e s e r v e s on t h e p r o r a t i o n u n i t . One 

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

Number 3. T h a t due t o t h e d u a l w i t h t h e G r a y b u r g 

and s u b s e q u e n t t u b i n g l e a k s t h a t caused t h e w a t e r i n g 

o u t o f t h e Eumont zone, we had a s t e e p e r t h a n n o r m a l 

d e c l i n e and we f e e l l i k e t h o s e r e s e r v e s a r e s t i l l 

l e f t on t h e n o r t h p a r t o f t h e u n i t . 

Q. Okay. I f t h e Number 11 w e l l i s n o t d r i l l e d 

a t t h e l o c a t i o n you p r o p o s e d , what i s g o i n g t o 

happen t o t h a t p r o r a t i o n u n i t s h a r e o f Eumont gas 

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

A. I b e l i e v e w i t h o u t t h e Number 11 d r i l l e d we 

w o u l d e i t h e r l o o s e t h o s e r e s e r v e s o r t h e r e w i l l 

be -- a n d \ o r t h e y w i l l be a t l e a s t p a r t i a l l y d r a i n e d 
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by t h e Texaco Saunders w e l l a t t h e c u r r e n t r a t e o f 

o v e r 7 4 0 a day. 

Q. Have you r e v i e w e d , Mr. H e n d r i x , t h e r u l e s 

and r e g u l a t i o n s f o r t h e Eumont gas p o o l i n t e r m s o f 

w e l l l o c a t i o n s and c o r r e s p o n d i n g maximum p r o r a t i o n 

a c r e a g e f a c t o r s f o r t h o s e w e l l s ? 

A. Yes, s i r , I have. 

Q. L e t me show you what i s a p o r t i o n o f t h e 

Eumont gas r u l e s t h a t has t h e w e l l l o c a t i o n 

i n f o r m a t i o n i n i t . When we l o o k a t t h i s p o r t i o n o f 

t h e p r o r a t i o n r u l e s , and t u r n t o t h e second page, 

18, u n d e r Rule 2B 4, i s t h i s t h e r u l e t h a t you a r e 

f a m i l i a r w i t h , Mr. H e n d r i x ? 

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

Q. I f Chevron was a b l e t o d e d i c a t e t h e n o r t h 

h a l f o f S e c t i o n 19 t o t h e Number 10 and t o t h e 

p r o p o s e d Number 11 w e l l , a p p r o x i m a t e l y how many 

a c r e s w o u l d t h a t n o n s t a n d a r d p r o r a t i o n u n i t c o n t a i n ? 

A. I t w o u l d c o n t a i n a p p r o x i m a t e l y 317 a c r e s . 

Q. I f you d i d t h a t o r were a b l e t o do t h a t , 

w i t h t h e Number 11 w e l l l o c a t e d as you p r o p o s e d , and 

s h o u l d Texaco o b j e c t , w o u l d you be a b l e t o p r o d u c e 

and d r i l l t h e Number 11 w e l l a t t h a t l o c a t i o n w i t h a 

3 1 7 - a c r e d e d i c a t i o n t o i t ? 

A. Yes, s i r , we w o u l d . 
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Q. The Eumont gas r u l e s p r o v i d e f o r t h a t 

f l e x i b i l i t y ? 

A. Yes, s i r . At 317 ac r e s , t h a t would make our 

660 l o c a t i o n p e r f e c t l y l e g a l w i t h i n our p o o l r u l e s . 

Q. I f you were able t o accomplish t h a t , what 

then would be the a l l o w a b l e t h a t c o u l d be assigned? 

The maximum a l l o w a b l e t h a t would be assigned t o t h e 

317-acre nonstandard u n i t ? 

A. We have a p p r o x i m a t e l y 1,200 MCF a day w i t h 

t h e s l i g h t p e n a l t y due t o the t h r e e acres s h o r t of 

the 320 t h a t we are i n the n o r t h h a l f . 

Q. Under t h e p r o r a t i o n r u l e s t h a t a p p l y t o t h e 

Eumont gas p o o l , would you have -- how would you 

produce t h e a l l o w a b l e w i t h two w e l l s w i t h i n t h e 

n o r t h h a l f ? 

A. We would propose t o produce t h e p r o r a t i o n 

u n i t as a 477-acre u n i t i f g r a n t e d t h e 320 a l l o w a b l e 

t o be shared between t h e 10 and 11, we would o f f e r 

t o i n t e r n a l l y m o n i t o r the w e l l s , p r o v i d e Texaco 

whatever p r o d u c t i o n i n f o r m a t i o n they would need 

t h r o u g h C l - 15 e t c e t e r a , and m a i n t a i n our e q u i t y on 

the n o r t h l i n e w i t h a s t a n d a r d a l l o w a b l e f o r a 320. 

Q. Okay. I s Chevron w i l l i n g t o e s t a b l i s h t h e 

i n t e r n a l c o n t r o l s necessary t o t r e a t t h e 477-acre 

nonstandard p r o r a t i o n u n i t as i f , i n f a c t , i t was a 
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317 n o r t h h a l f p r o r a t i o n u n i t f o r t h e Eumont and 

c o r r e s o n d i n g l y 1 6 0 - a c r e p r o r a t i o n u n i t f o r t h e 

Number 9 w e l l ? 

A. Yes, s i r . We w o u l d be w i l l i n g t o m o n i t o r 

i t i n t e r n a l l y . I n f a c t , t h e t h r e e w e l l s t h a t 

c u r r e n t l y a r e on on t h e Cu l p A 3 a r e a l l s e p a r a t e l y 

m e t e r e d and i t w o u l d n o t be a d i f f i c u l t t a s k t o 

p r o v i d e s e p a r a t e gas r a t e s m o n t h l y -- on a m o n t h l y 

bas i s . 

Q. What's t h e c u r r e n t s t a t u s o f t h e 

n o n s t a n d a r d p r o r a t i o n u n i t i n t e r m s o f i t s 

c l a s s i f i c a t i o n as m a r g i n a l o r non m a r g i n a l ? 

A. Yes, i t i s c l a s s i f i e d as a m a r g i n a l 

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

Q. I f we c r e a t e t h i s s o l u t i o n t o f i x a maximum 

a l l o w a b l e f o r t h e s p a c i n g u n i t as i f t h e n o r t h h a l f 

was t r e a t e d as a 317 u n i t , w o u l d you p r o p o s e t h a t 

a l l o f t h e o t h e r p r o r a t i o n u n i t r u l e s a p p l y as i f i t 

were a 3 2 0 - a c r e u n i t ? 

A. Yes, s i r . I f we were a l l o w e d t o p r o d u c e 

t h e n o r t h h a l f as a 317 we w o u l d d e f i n i t e l y a b i d e by 

a l l t h e 3 2 0 - a c r e r u l e s and r e g u l a t i o n s i n b o t h t h e 

Number 10 and 11 w e l l s . 

Q. I n t e r m s o f c a l c u l a t i n g an OP l i m i t f o r t h e 

s p a c i n g u n i t , you'd use t h e 317? 
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A. Yes, s i r , t h a t ' s c o r r e c t . We f e e l l i k e t h a t 

l i m i t i n g t o a 3 2 0 - a c r e a l l o w a b l e i s b r i n g i n g us down 

t o a s t a n d a r d l o c a t i o n w o u l d be p e n a l t y enough, and 

i n a l l r u l e s a p p l y i n g t o a 320 w o u l d be a p p l i e d a t 

t h a t p o i n t . 

Q. L o o k i n g a t t h e Texaco n o n s t a n d a r d u n i t , 

t h a t ' s 250 a c r e s ; i s i t ? 

A. Yes, s i r . 

Q. Under t h a t n o n s t a n d a r d p r o r a t i o n u n i t , what 

i s i t s t o p a l l o w a b l e ? 

A. The 240 t h a t t h e Texaco Saunders r e s i d e s on 

w o u l d have what we c a l l a o n e - a n d - a - h a l f a l l o w a b l e 

f o r t h e Eumont, w h i c h i s 900 MCF p e r day. 

Q. I f y o u ' r e u s i n g 160 a c r e s , t h a t g i v e s you 

an a c r e a g e f a c t o r o f one i n t h e Eumont; d o e s n ' t i t ? 

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

Q. And t h i s w o u l d t r a n s l a t e t o a maximum 

a l l o w a b l e o f 600 MCF a day f o r 160 a c r e s ? 

A. T h a t ' s c o r r e c t . 

Q. So i f you t a k e one and a h a l f t i m e s t h a t 

you g e t t h e 900 MCF a day? 

A. Yes, s i r . 

Q. Okay. I f we use t h e n o r t h h a l f t h e n as t h i s 

s p a c i n g u n i t f o r a l l o w a b l e p u r p o s e s , t h e maximum 

w o u l d be 1,200 a day? 
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A. Yes, s i r , t h a t ' s c o r r e c t . 

Q. And i f t h e Number 10 i s p r o d u c i n g 400 o f 

t h a t , t h e n t h a t w o u l d g i v e you t h e p o s s i b i l i t y o f 

p r o d u c i n g t h e r e m a i n i n g 800 f r o m t h e Number 11 w e l l ? 

A. Yes, s i r . 

Q. Okay. L e t ' s t u r n now, s i r , t o E x h i b i t 

Number 2 and have you i d e n t i f y and d e s c r i b e t h a t f o r 

us . 

A. E x h i b i t Number 2 i s t h e c u m u l a t i v e gas 

p r o d u c t i o n map o f t h e BDA com u n i t and s u r r o u n d i n g 

p r o r a t i o n u n i t s . The Eumont c o m p l e t i o n s a r e shown i n 

t h e a s t r i x symbol common f o r a gas w e l l , and t h o s e 

a r e c u r r e n t l y a c t i v e c o m p l e t i o n s , t h e s h u t - i n Eumont 

w e l l s a r e shown w i t h a c i r c l e w i t h a v e r t i c a l l i n e 

t h r o u g h i t . The d a r k numbers i n t h e c o r n e r s 

i n d i c a t e , as o f May 1991, c u m u l a t i v e gas p r o d u c t i o n 

i n BCF -- t h a t ' s f r o m OCD r e c o r d s . The d a r k shaded 

a r e a s a r e Chevron p r o r a t i o n u n i t s where t h e l i g h t e r 

shaded a r e a s a r e non Chevron p r o r a t i o n u n i t s , and 

t h e r e d d o t s i n d i c a t e s t h e p r o p o s e d Number 11 w e l l 

a t 660 f r o m t h e n o r t h and 2,310 f r o m t h e w e s t l i n e 

o f S e c t i o n 19, 1,937. 

Q. Do you have an o p i n i o n , Mr. H e n d r i x , as t o 

w h e t h e r y o u r recommended p e n a l i z e d a l l o w a b l e f o r t h e 

Number 11 w e l l i s a f a i r and r e a s o n a b l e method by 
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w h i c h i s t o a d j u s t e q u i t i e s between you and Texaco 

f o r t h e d r i l l i n g o f t h e w e l l a t t h e 660 l o c a t i o n ? 

A. Yes, s i r , I b e l i e v e i t ' s f a i r and e q u i t a b l e 

based upon t h e gas cumes as n o t e d on t h e map h e r e . 

You can see t h a t t h e Saunders w e l l has e n j o y e d a 

more t h a n p r o b a b l y e q u i t a b l e p o s i t i o n a t 7 BCF 760 

f r o m t h e l i n e , w h i l e Chevron w e l l s , t h e Number 10, 

has j u s t been c o m p l e t e d and i s o n l y p r o d u c i n g a t 400 

a day. We d o n ' t e x p e c t t o a t t h a t c u r r e n t r a t e t o 

p r o d u c e more t h a n a r o u n d a BCF o f gas, and t h a t 

w o u l d l e a v e t h e Number 11 as o u r second b e s t c h o i c e 

f o r a l o c a t i o n t o t r y t o s o l v e t h e -- what we t h i n k 

i s o b v i o u s i n e q u i t y i n t h e p a s t , and t o t r y t o g e t 

o u r f a i r s h a r e o f r e s e r v e s i n t h e n o r t h p a r t o f t h e 

u n i t . 

MR. KELLAHIN: T h a t c o m p l e t e s my e x a m i n a t i o n 

o f Mr. H e n d r i x . Mr. Exa m i n e r , we 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 and 2. 

MR. MORROW: E x h i b i t s 1 and 2 a r e a c c e p t e d . 

( C h e v r o n E x h i b i t s 1 and 2 a d m i t t e d . ) 

EXAMINATION 

BY MR. CARR: 

Q. Mr. H e n d r i x , i f I u n d e r s t a n d y o u r 

t e s t i m o n y , y o u r o r Chevron's c o n c e r n t h a t r e s u l t e d 

w i t h i n t h e p r o p o s e d l o c a t i o n was i n e q u i t y w h i c h 
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e x i s t e d between t h e i r p r o r a t i o n u n i t i n t h e s o u t h 

h a l f o f 18 and y o u r n o n s t a n d a r d u n i t , and I b e l i e v e 

t h i s i s S e c t i o n 19; i s t h a t r i g h t ? 

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

Q. I n f a c t , what you were c o n c e r n e d a b o u t was 

t h a t t h e r e was p o t e n t i a l l y p r o d u c t i o n b e i n g d r a i n e d 

t o t h e Texaco t r a c t f r o m y o u r s ; i s n ' t t h a t what 

we're t a l k i n g a b o u t here? 

A. The a c t u a l p r o p o s a l f o r t h e w e l l , t h a t was 

o n l y a p a r t o f t h e s o l u t i o n f o r a l o c a t i o n o f t h i s 

w e l l . The o r i g i n a l i n t e n t was r e p l a c e m e n t o f t h e 

Number 3 w e l l t o r e c o v e r t h e r e m a i n i n g r e s e r v e s t h a t 

we f e l t l i k e t h e Number 3 and t h e Number 10 based on 

t h e VIPs t h a t we r e c e i v e d f r o m t h a t w e l l w o u l d n o t 

have d r a i n e d i n t h a t n o r t h p a r t o f t h e u n i t . 

Q. Okay. 

A. So a c t u a l l y we were s a y i n g we were e i t h e r 

g o i n g t o l o o s e t h o s e r e s e r v e s , a n d \ o r t h e y c o u l d be 

p a r t i a l l y d r a i n e d , i f n o t a l r e a d y , f r o m t h e 

Saun d e r s . 

Q. You have s t u d i e d and a r e f a m i l i a r w i t h t h e 

Eumont f o r m a t i o n , a r e you n o t ? 

A . Yes, s i r . 

Q. You w o u l d a n t i c i p a t e t h a t a w e l l t h a t i s 

p e r f o r m i n g l i k e t h e Saunders Number 1 w o u l d , i n 
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f a c t , i f t h e r e i s n ' t an a d d i t i o n a l w e l l i n t h e h a l f 

o f 19, t h a t t h a t w o u l d w e l l w o u l d d r a i n some 

r e s e r v e s f r o m t h e Chevron t r a c t , w o u l d i t n o t ? 

A. Yes, s i r , I b e l i e v e i t w o u l d . 

Q. And c o n v e r s e l y a w e l l a t t h e p r o p o s e d 

Chevron l o c a t i o n w o u l d be e x p e c t e d t o d r a i n some 

r e s e r v e s f r o m 18; i s t h a t n o t r i g h t ? 

A. W e l l based on t h e r e l a t i v e cumes, w h i c h i s 

how you f i g u r e d r a i n a g e , I w o u l d say t h a t t h e Texaco 

Saunders w e l l has more t h a n f a i r a d v a n t a g e on t h e 

l e a s e l i n e even w i t h t h e d r i l l i n g o f t h e Number 1 1 . 

Q. When we l o o k a t t h e r e l a t i v e cumes, we're 

t a l k i n g a b o u t a cume on t h e Saunders w e l l o f 7.2 

BCF; r i g h t ? 

A . Yes, s i r . 

Q. And we a l r e a d y have a cume on y o u r Number 3 

w e l l o f 9.3 BCF? 

A. T h a t ' s c o r r e c t . 

Q. So what we have, i n f a c t , d o n ' t we, Mr. 

H e n d r i x , i s a s i t u a t i o n where t h e Number 3 w e l l i n 

t h e n o r t h h a l f o f y o u r s e c t i o n has d r a i n e d a 

s u b s t a n t i a l p o r t i o n o f t h a t t r a c t ? 

A. I b e l i e v e i t ' s d r a i n e d a s u b s t a n t i a l 

p o r t i o n o f S e c t i o n 19 based un t h e p e r f o r m a n c e o f 

t h e Saunders w e l l . I d o n ' t b e l i e v e t h a t t h e 
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Number 3 has d r a i n e d any p a r t o f t h e Texaco l e a s e 

y e t j u s t based on r e l a t i v e p e r f o r m a n c e s . 

Q. I f we a r e c o n c e r n e d a b o u t r e c o u p i n g t h e 

r e m a i n i n g r e s e r v e s i n t h e n o r t h h a l f o f 19, w o u l d n ' t 

a w e l l w i t h a s t a n d a r d s e t b a c k o f 990 f r o m t h e n o r t h 

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

A. No, s i r , we d o n ' t b e l i e v e t h a t a l o c a t i o n 

a t 990 w o u l d g i v e us t h e VIP needed t o p r o d u c e f r o m 

any r e s e r v e s a t an economic r a t e . 

Q. And t h a t ' s because you've a l r e a d y d r a i n e d 

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

A. I t w o u l d be p a r t i a l l y d r a i n e d . As you 

moved t o w a r d t h e Number 3 you've g o t h i g h e r and 

h i g h e r r i s k s o f c a t c h i n g d r a i n r e s e r v e s . 

Q. I s n ' t r e a l l y t h e r e a s o n f o r t h i s w e l l j u s t 

t r y i n g t o g e t away f r o m a d r a i n e d area? 

A. T h a t ' s one o f t h e c r i t e r i a , as I m e n t i o n e d 

b e f o r e , t o c e n t e r o u r new w e l l s between e x i s t i n g 

Eumont w e l l s t h a t have a l r e a d y d r a i n e d a t l e a s t 

p a r t i a l l y . 

Q. And i s n ' t t h e o t h e r c r i t e r i a t r y i n g t o g e t 

c l o s e t o a w e l l t h a t i s p r o d u c i n g a t a s u b s t a n t i a l 

r a t e on an o f f s e t t i n g t r a c t ? 

A. T y p i c a l l y t h e se c o n d , b e s i d e c e n t e r i n g t h e 

w e l l s between e x i s t i n g Eumont c o m p l e t i o n , a n o t h e r 
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f a c t o r t h a t we l o o k f o r i s c u r r e n t gas p r o d u c t i o n 

w h i c h i s t r u e w h e t h e r i t ' s o f f s e t t i n g o r C h e v r o n . 

Q. And what y o u ' r e d o i n g h e r e , a r e you n o t , i s 

l o c a t i n g a w e l l 100 f e e t c l o s e r t o t h e common l e a s e 

l i n e between t h e two t r a c t s and t h e o f f s e t t i n g 

Texaco w e l l ? 

A. Yes, we a r e l o c a t i n g i t 100 f e e t c l o s e r . 

Q. And you d i d c o n s i d e r t h e 990 f o o t s e t b a c k 

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

A. C o r r e c t . 

Q. Now, when we l o o k a t t h i s , have you 

r e v i e w e d t h e g e o l o g y o f t h e area? 

A. I have n o t r e v i e w e d t h e g e o l o g y i n d e t a i l 

s i m p l y because we d o n ' t f e e l g e o l o g y has a -- we 

h a v e n ' t been a b l e t o use i t as a s t r o n g f a c t o r t o 

t e s t t h e Eumont t y p i c a l l y d r i v e n by p r o d u c t i o n and 

so f o r t h . 

Q. Your l o c a t i o n , t o y o u r k n o w l e d g e , w a s n ' t 

t h e b a s i s o f a g e o l o g i c a l c o n s i d e r a t i o n ? 

A. No, s i r , i t c e r t a i n l y w a s n ' t . 

Q. Now, y o u r p r o p o s a l t o r e s o l v e t h i s i s t o 

t r e a t t h e n o r t h h a l f as a 3 2 0 - a c r e u n i t ; i s t h a t 

c o r r e c t ? 

A . Yes, s i r . 

Q. And t h e w e l l l o c a t i o n you've p r o p o s e d w o u l d 
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be s t a n d a r d on a 3 2 0 - a c r e u n i t ? 

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

Q. I n m o n i t o r i n g t h i s , how w o u l d you a c c o u n t 

f o r t h e o v e r p r o d u c t i o n o r t h e s i x - t i m e o v e r 

p r o d u c e d l i m i t , how w o u l d t h a t be a c c o u n t e d f o r ? 

Would i t be on j u s t a t w o - w e l l b a s i s ? 

A. Yes. The o v e r p r o d u c t i o n w o u l d be 

a c c o u n t e d f o r as i t w o u l d be on any o t h e r 3 2 0 - a c r e 

u n i t w i t h a m u l t i p l e w e l l . 320 w o u l d be a c c o u n t e d 

b e f o r e between t h e Number 10 and t h e Number 1 1 . 

Q. And w o u l d t h e p r o d u c t i o n f r o m t h e Number 9 

w e l l i n t h e s o u t h e a s t be f a c t o r e d i n t o t h a t i n any 

way? 

A. The Number 9 w e l l w o u l d be p r o b a b l y l o o k e d 

upon i n o v e r p r o d u c t i o n sense as a 160 and i t w o u l d 

be m o n i t o r e d i n t h a t f o r m . 

Q. Now, when we t a l k a b o u t m o n t o r i n g i t , w o u l d 

t h a t be s o m e t h i n g j u s t done by Chevron? 

A. The 4 8 0 - p r o r a t i o n u n i t , o r 477, w o u l d be 

m o n i t o r e d as a n o r m a l p r a c t i c e t h r o u g h t h e OCD. The 

m o n i t o r i n g p r o g r a m t h a t we m e n t i o n e d w o u l d a c t u a l l y 

be j u s t t h r o u g h Chevron -- t h r o u g h Chevron and 

Texaco i n t h e i r a g reement. 

Q. So we w o u l d have OCD r e c o r d s t h a t w o u l d say 

one t h i n g , and j u s t s e p a r a t e r e c o r d s t h a t w o u l d 
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a c c o u n t f o r p r o d u c t i o n between t h e p a r t i e s ? 

A. Yes, s i r . The i n t e r n a l m o n i t o r i n g on t h e 

320 added t o t h e s e p a r a t e 160 w o u l d add back t o t h e 

480 t h a t t h e OCD w o u l d show i n p r o r a t i o n . 

Q. I f i t was e v e r d e t e r m i n e d t o d r i l l an 

a d d i t i o n a l w e l l i n t h e s o u t h e a s t , w o u l d t h a t j u s t be 

t r e a t e d as a w e l l on a 16 0 - a c r e b a s i s ? 

A. A t t h i s p o i n t we w o u l d p r o b a b l y be bound t o 

t r e a t t h a t as a 160. 

Q. I f we g o t i n t o a s i t u a t i o n where Texaco 

f e l t you had passed t h e s i x - t i m e s o v e r p r o d u c e d 

l i m i t , what w o u l d we do a t t h a t t i m e ? 

A. W e l l , we f e e l l i k e t h a t a p p r o a c h i n g t h e 

s o l u t i o n as we have w i t h t h e OCDs, t o g i v e Texaco 

t h e r e c o u r s e t o come back and work t h r o u g h t h e OCD 

t o a p p l y any p e n a l t i e s i t deems n e c e s s a r y on Chevron 

as i t w o u l d any o t h e r p r o d u c t i o n case. 

Q. So what y o u ' r e b a s i c a l l y recommending t h e n 

i s t h a t t h e p a r t i e s t r e a t t h i s one way and 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 t r e a t i t a n o t h e r , and i f we 

d i s a g r e e t h e n we have t o come back? 

A. No, s i r . We f e e l l i k e t h a t we're t r e a t i n g 

t h e p r o r a t i o n u n i t i n t h e same manner t h a t t h e OCD 

w o u l d as a 477. We're s i m p l y s a y i n g t h a t t h e 

p r o d u c t i o n can i n d e e d be e n t i r e l y m o n i t o r e d f o r 
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Texaco's b e n e f i t t o a l l o w them t h e o p p o r t u n i t y t o 

g e t i n d i v i d u a l s t a t u s on t h e s e w e l l s t h a t won't show 

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

Q. And y o u ' r e aware, t h o u g h , t h a t t h e 

a l l o w a b l e w o u l d be c a r r i e d by t h e OCD as a -- a 

4 7 7 - a c r e u n i t ? 

A. Yes, s i r . 

Q. And t h a t i f we g e t t o a p o i n t where we're 

n o t u s i n g j u s t t h e minimum a l l o w a b l e — o r what i s 

i t -- 600 p e r MCF a day p e r one 1 6 0 - a c r e u n i t , t h e n 

we w o u l d a l s o have t o f a c t o r i n what t h e a l l o w a b l e 

w o u l d a c t u a l l y be f o r t h a t n o r t h h a l f u n i t ? 

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

Q. And how w o u l d Texaco r e c e i v e t h a t 

i n f o r m a t i o n f r o m Chevron? 

A. W e l l , we w o u l d hope t h a t t h e OCD c o u l d 

p r o v i d e i n t h e i r o r d e r t h e s o l u t i o n o f a 320 a c r e 

a l l o w a b l e t o be m o n i t o r e d between Chevron and 

Texaco, and t h e n f r o m t h e r e i t w o u l d be j u s t 

i n t e r n a l c o n t r o l t h a t we w o u l d p r o v i d e Texaco any 

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

o v e r p r o d u c t i o n and so f o r t h was b e i n g h a n d l e d by 

Che v r o n . 

Q. And when you f i l e a m o n t h l y p r o d u c t i o n 

r e p o r t w i t h t h e OCD, w o u l d you a l s o f i l e a s e p a r a t e 
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and d i f f e r e n t one on t h e n o r t h h a l f w i t h Texaco? 

A. The C l - 1 5 ' s a r e s e n t i n on, as I m e n t i o n e d 

e a r l y , on a s e p a r a t e l y m e t e r e d b a s i s and t h e n 

c ombined and s e n t t o t h e OCD, I b e l i e v e , and so 

w h a t e v e r we send Texaco w o u l d p r o b a b l y be a s t a n d a r d 

f o r m such as t h e Cl-15 o r t h e gas p u r c h a s e r s f o r m , 

w h i c h i s p u b l i c r e c o r d , and t h o s e numbers combined 

w o u l d be what t h e OCD w o u l d g e t . So I b e l i e v e we 

w o u l d be t a l k i n g a b o u t t h e same numbers. 

Q. T h a t ' s a l l I have. 

MR. KELLAHIN: No f u r t h e r q u e s t i o n s . 

EXAMINATION 

BY MR. MORROW: 

Q. So you'd p r o p o s e d t o p r o d u c e no more t h a n 

1,200 MCF a day f r o m t h o s e t o t h e n o r t h w e l l s ; i s 

t h a t what you s a i d ? 

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

Q. And w o u l d you -- i t k i n d o f sounds l i k e you 

were t h i n k i n g a b o u t p r o d u c i n g a l l o f Number 10 c o u l d 

make and t h e n t h e r e s t o f i t f r o m t h e Number 1 1 ; i s 

t h a t s o r t o f y o u r i n t e n t , o r i s t h a t y o u r i n t e n t 

w i t h r e g a r d t o t h e s p l i t between t h e two? 

A. Yes. A t t h i s p o i n t i n t i m e , i f t h e 

Number 11 were a l l o w e d t o be d r i l l e d , we w o u l d be 

o b l i g a t e d t o p r o d u c e i t a t i t s maximum r a t e up t o 
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t h e 1,200 MCF p e r day. 

Q. Have you made an e s t i m a t e f o r o u r AFE on 

what p a y o u t c a l c u l a t i o n i s as t o what you t h i n k 

Number 11 w i l l p r o d u c e on a d a i l y b a s i s ? 

A. Yes, s i r , we d i d . We e s t i m a t e t h e w e l l , 

j u s t based on t h e Number 10 c o m p l e t i o n , t o be 

a p p r o x i m a t e l y t h e same volume o f a r o u n d f o u r t o 450 

MCF p e r day, b u t we c o n t e n d t o do t h e Saunders w e l l 

i n i t s p e r f o r m a n c e t h a t t h e r e ' s a p o s s i b i l i t y t h a t 

we c o u l d make t h e 800 a day t h a t we'd have t h e 

m a r g i n f o r . 

Q. But i f t h a t ' s r e a l l y r i g h t -- i f y o u r 

c a l c u l a t i o n s r i g h t -- t h e n a l l t h e s e w o u l d be 

m a r g i n a l -- i t w o u l d be a m a r g i n a l gas p r o r a t i o n 

u n i t anyway; w o u l d n ' t i t ? 

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

Q. Okay. T h a t ' s a l l I have. 

MR. STOVALL: You asked t h e q u e s t i o n I was 

g o i n g t o ask. 

MR. MORROW: A l l r i g h t . You may be e x c u s e d . 

Thank y o u . 

MR. KELLAHIN: Mr. Ex a m i n e r , a t t h i s t i m e I ' d 

l i k e t o c a l l Mr. James Baca. Mr. Baca i s a landman 

w i t h C h e v r o n . 

EXAMINATION 

HUNNICUTT REPORTING 
LINDA BUMKENS, CCR 3008 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

24 

25 

33 

BY MR. KELLAHIN: 

Q. Mr. Baca, f o r t h e r e c o r d , w o u l d you p l e a s e 

s t a t e y o u r name and o c c u p a t i o n ? 

A. My name i s James Baca. I'm a l a n d 

r e p r e s e n t a t i v e w i t h Chevron U.S.A., I n c . 

Q. And where do you r e s i d e , s i r ? 

A. I n M i d l a n d , Texas. 

Q. C o u l d you summarize f o r us y o u r e d u a t i o n a l 

b a c k g r o u n d and y o u r employment e x p e r i e n c e t h a t has 

q u a l i f i e d you t o be employed w i t h Chevron as a 

p e t r o l e u m landman? 

A. Yes. I n 1976 I g r a d u a t e d f r o m t h e 

U n i v e r s i t y o f New Mexico w i t h a B a c h e l o r ' s 

U n i v e r s i t y S t u d y d e g r e e . I n 1976 I s t a r t e d my l a n d 

c a r e e r w i t h t h e S t a t e Land O f f i c e w o r k i n g v a r i o u s 

d e p a r t m e n t s h e r e f r o m '76 t o 1980. I n 1980 I was 

h i r e d by D e l C o r p o r a t i o n as a l a n d r e p r e s e n t a t i v e 

landman, and I ' v e been a landman f o r 11 y e a r s now, 

and most o f t h a t e x p e r i e n c e -- m a j o r i t y o f i t — was 

s p e n t i n t h e Perm i a n B a s i n w e s t Texas, and now I ' v e 

been exposed t o t h e New Mexico a s p e c t o f i t . 

Q. P u r s u a n t t o y o u r employment, have you 

r e v i e w e d t h e o w n e r s h i p w i t h i n S e c t i o n 19? 

A. Yes, I have. 

Q. I n a d d i t i o n , have you made y o u r s e l f aware 
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of what you b e l i e v e t o be a c u r r e n t l i s t o f t h e 

o f f s e t t i n g o p e r a t o r s t o t h i s nonstandard p r o r a t i o n 

u n i t ? 

A . Yes. 

Q. I n a d d i t i o n , w i t h i n S e c t i o n 19, we have 

d i s c u s s e d w i t h Mr. Hendrix t h i s nonstandard 477-acre 

u n i t . Are you f a m i l i a r w i t h the la n d t i t l e ownership 

component of t h a t t r a c t ? 

A. Yes, I am. 

Q. We te n d e r Mr. Baca as an e x p e r t p e t r o l e u m 

landman. 

MR. MORROW: We'll accept h i s q u a l i f i c a t i o n s . 

Q. (By Mr. K e l l a h i n ) Mr. Baca, l e t me ta k e a 

moment, s i r , and have you f i r s t of a l l i d e n t i f y what 

i s marked as E x h i b i t Number 3? 

A. E x h i b i t Number 3 here. We have a p l a t 

d e p i c t i n g t h e s u b j e c t 477-acre BD Culp NCTA com 

u n i t . 

Q. I s t h i s an e x h i b i t t h a t you prepared 

y o u r s e l f based upon i n f o r m a t i o n a v a i l a b l e t o you i n 

the ownership r e c o r d s of Chevron? 

A. Yes . 

Q. When we look a t the area t h a t makes up t h e 

477 acre nonstandard u n i t , how many sep a r a t e t r a c t s 

are c o n t a i n e d w i t h i n the nonstandard u n i t ? 
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A. We have f o u r s e p a r a t e t r a c t s . 

Q. And how have you d e s i g n a t e d t h o s e t r a c t s on 

y o u r d i s p l a y ? 

A. T r a c t 1 encompassing l o t 1 o r t h e n o r t h w e s t 

n o r t h w e s t . T h a t t r a c t was c o n t r i b u t e d t o t h e u n i t 

i n i t i a l l y by P h i l l i p s now i t ' s Elwood. I t ' s a 

s u c c e s s o r t o P h i l l i p s . 

Q. Under t h e d i s p l a y t h a t shows t h e s e c t i o n 

y ou've i d e n t i f i e d i n t h e l e f t c o l u m n , T r a c t 1? 

A. Yes . 

Q. And u n d e r n e a t h T r a c t 1 you have some 

i n f o r m a t i o n . What i s t h e p u r p o s e o f t h a t ? 

A. The p u r p o s e o f t h a t i s t o d e p i c t who t h e 

w o r k i n g i n t e r e s t owner i s , t h e r o y a l t y o w n e r s , t h e 

t r a c t a l l o c a t i o n o f t h a t p a r t i c u l a r t r a c t , t h e way 

i t s h a r e s -- when I say t h a t how t h a t t r a c t 

s h a r e s i n t h e t o t a l p r o d u c t i o n f r o m t h e t h e s u b j e c t 

4 7 7 - a c r e p r o r a t i o n u n i t , and t h a t p a r t i c u l a r t r a c t 

i s a l l o c a t e d 8.08 p e r c e n t o f t o t a l u n i t p r o d u c t i o n 

f r o m s a i d t r a c t . 

Q. When was t h e 4 7 7 - a c r e n o n s t a n d a r d u n i t 

f i r s t formed? 

A. I t was fo r m e d e f f e c t i v e p u r s u a n t t o DO 

1487-91459 e f f e c t i v e d a t e . 

Q. T h i s was t h e t r a c t s -- t h e f o u r s e p a r a t e l y 

HUNNICUTT REPORTING 
LINDA BUMKENS, CCR 3008 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

24 

25 

36 

owned t r a c t s t h a t were c o n s o l i d a t e d by some 

agreement ? 

A. Yes . 

Q. Do you have a copy o f t h a t agreement? 

A. Yes. 

Q. And how i s t h a t i d e n t i f i e d ? 

A. I t ' s i d e n t i f i e d as o u r e x h i b i t h e r e , and 

i t ' s e n t i t l e d "Gas P o o l i n g Agreement, BC C u l p NCTA, 

Eumont Gas U n i t Number 1 . " 

Q. A l l r i g h t . And i t ' s shown as E x h i b i t 

Number 4 t o t h i s h e a r i n g ? 

A. Yes. 

Q. W i t h o u t r e a d i n g i t , what i s i t s i n t e n t and 

p u r p o s e ? 

A. W e l l , t h e i n t e n t and p u r p o s e o f t h i s l e g a l 

document h e r e i s t o p o o l a l l r o y a l t y and l e a s e h o l d 

i n t e r e s t i n t h a t 4 7 7 - a c r e t r a c t . As t o t h e Eumont 

gas zone -- v e r t i c a l l i m i t s t o t h e Eumont gas 

zone -- c o v e r i n g d r y gas and a s s o c i a t e d h y d r o c a r b o n s 

t h e r e w i t h . 

Q. I n t e r m s o f landman's n o m e n c l a t u r e , i s t h i s 

c h a r a c t e r i z e d as a c o m m u n i t i z a t i o n agreement? 

A. Yes, i t i s . 

Q. Was t h i s c o m m u n i t i z a t i o n agreement p u t 

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

A. I t was i n i t i a l l y f o r m e d f o r t h e Number 3 

w e l l t h e r e -- t h e Number 3 w e l l -- w h i c h was 

c o m p l e t e d i n 1976 as a -- w e l l , i t was p r o d u c i n g 

b e f o r e t h a t u n d e r a 2 4 0 - a c r e p r o r a t i o n u n i t and so 

i t was t o expand -- i n c r e a s e t h e a l l o w a b l e o f t h e 

a r e a t h e r e . T h a t ' s one o f t h e r e a s o n s i t was 

f o r m e d . 

Q. A l l r i g h t . When i t was p u t t o g e t h e r t h e n 

i n i t i a l l y as a 4 7 7 - a c r e u n i t , how many d i f f e r e n t 

w e l l s p r o d u c t i o n has been s h a r e d based upon t h a t 

c o n f i g u r a t i o n ? 

A. Based on t h a t c o n f i g u r a t i o n t h e 3, t h e 10, 

and t h e 9, and t h e y ' r e l o c a t e d -- I can g i v e you t h e 

l o c a t i o n s i f you want. 

Q. T h e y ' r e o b v i o u s l y on t h e d i s p l a y . Those 

t h r e e w e l l s t h e n t h a t Mr. H e n d r i x t a l k e d a b o u t have 

a l l had t h e i r p r o d u c t i o n s h a r e d among t h e r o y a l t y 

and w o r k i n g i n t e r e s t owners based upon t h e 4 7 7 - a c r e 

c o m m u n i t i z a t i o n agreement? 

A. Th i s i s t r u e . 

Q. Okay. As a landman, do you have an o p i n i o n 

c o n c e r n i n g w h e t h e r o r n o t i t i s f a i r and e q u i t a b l e 

t o now s u b s t i t u t e o r t e r m i n a t e t h i s e x i s t i n g 

p r o r a t i o n u n i t agreement so t h a t you c o u l d d e d i c a t e 
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317 a c r e s i n t h e n o r t h h a l f t o t h e Number 10 and 11 

w e l l and c o r r e s p o n d i n g l y c r e a t e a n o t h e r document t o 

d e d i c a t e t h e 9 w e l l p r o d u c t i o n t o t h e s o u t h e a s t 

q u a r t e r ? Do you have an o p i n i o n a b o u t t h a t ? 

A. My o p i n i o n o f t h i s s c e n a r i o , t h a t w h i c h 

y ou've j u s t m e n t i o n e d , i s t h a t i f we t r y t o 

s u b d i v i d e t h e n o r t h h a l f and s o u t h e a s t q u a r t e r 

t h e r e b y f o r m i n g s e p a r a t e p r o r a t i o n u n i t s , t h e n o r t h 

h a l f b e i n g t h e 320 and t h e s o u t h e a s t q u a r t e r b e i n g 

t h e 160, I , f r o m a p r a c t i c a l landman's s t a n d p o i n t , I 

c a n ' t see t h a t b e i n g done because -- t h e main r e a s o n 

b e i n g t h a t f r o m t h e i n c e p t i o n o f t h i s 4 7 7 - a c r e 

p r o r a t i o n u n i t , t h e r o y a l t y owners i n t h e s o u t h e a s t 

q u a r t e r and t h e n o r t h h a l f have been s h a r i n g f r o m 

t h e t o t a l p r o d u c t i o n o f t h a t u n i t , and t o 

s e p a r a t e -- t o make them two s e p a r a t e e n t i t i e s i s 

j u s t -- t h a t ' s j u s t n o t p r a c t i c a l , and n o t f a i r and 

e q u i t a b l e , and I t h i n k i t ' s v i o l a t i n g t h e 

c o r r e l a t i v e r i g h t s o f t h e i n t e r e s t owners i n t h a t 

p r o r a t i o n u n i t , and t o f u r t h e r c o m p l i c a t e t h i s 

m a t t e r , t h e n o r t h h a l f , we have a p p r o x i m a t e l y 200 

r o y a l t y owners i t ' s a f e e t r a c t , and I d o n ' t t h i n k 

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

them -- go and t e l l them t h a t we're g o i n g t o 

t e r m i n a t e t h i s column and t a k e t h e m a t t e r -- t h e i r 
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p r o d u c t i o n -- o u t o f t h e s o u t h e a s t q u a r t e r and v i c e 

v e r s a t o t e l l t h e r o y a l t y owners i n t h e s o u t h e a s t 

q u a r t e r o f t h e s t a t e o f -- b e i n g t h e S t a t e o f New 

M e x i c o , t h a t t h e y can no l o n g e r s h a r e i n p r o d u c t i o n 

f r o m t h e Number 10 and any s u b s e q u e n t Eumont gas 

w e l l s t h a t may be d r i l l e d l a t e r i n t h e n o r t h h a l f . 

Q. L e t me d i r e c t y o u r a t t e n t i o n , Mr. Baca, t o 

what i s marked as E x h i b i t 3A. Do you have t h a t 

b e f o r e you? 

A. Yes, s i r . I do. I b e l i e v e I do. I t i s 

t h e r o y a l t y owner? Yes. 

Q. What i s t h i s ? 

A. I t ' s o u r d i v i s i o n o r d e r pay s y s t e m h e r e and 

i t l i s t s -- t a b u l a t e s a l l o f t h e r o y a l t y owners 

e n c o m p a s s i n g t r a c t two o f t h e s u b j e c t we're t a l k i n g 

a b o u t , and I t h i n k I ' v e g o t t h r o u g h and c o u n t e d 

t h e s e t h i n g s r e a l l y q u i c k and t h e r e ' s a p p r o x i m a t e l y 

138 r o y a l t y owners -- s e p a r a t e r o y a l t y owners -- i n 

t h a t e n c o m p a s s i n g T r a c t 2 as you can see, o f w h i c h 

Texaco i s a r o y a l t y owner t h e r e . 

Q. I f t h e Examiner r e j e c t s Chevron's s o l u t i o n 

and r e q u i r e s t h e n t h a t i n o r d e r t o d r i l l t h e 

Number 11 w e l l you must r e f o r m t h e n o n s t a n d a r d u n i t 

and have a 3 1 7 - a c r e n o r t h h a l f ? 

A. Yes, s i r . 
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Q. Can you accomplish t h a t , i n your o p i n i o n , 

w i t h a v o l u n t a r y c o m m u n i t i z a t i o n agreement of 

t r a c t s 1 and 2? 

A . No . 

Q. Why not? 

A. Because of the adverse r o y a l t y ownership 

f i r s t of a l l , and back i n 1956, around t h a t t ime 

t h e r e , when -- t h e r e was a time when -- then G u l f 

and P h i l l i p s and S h e l l were w o r k i n g i n t e r e s t owners, 

and we t r i e d a t t h a t t i m e t o get a l l of t h e r o y a l t y 

owners t o r a t i f y t he s u b j e c t -- the caum 

agreement -- and we were u n s u c c e s s f u l . I t ' s j u s t --

Q. And t h e r e f o r e what d i d you have t o do? 

A. W e l l , we had t o go b e f o r e t h e OCD and have 

them f o r c e p o o l under s a i d R-1487 d i v i s i o n o r d e r . 

Q. Do you have an o p i n i o n as t o whether or not 

you would be l o o k i n g a t another f o r c e p o o l i n g 

p r o c e e d i n g i f you're r e q u i r e d then t o d i v i d e t h e 

c u r r e n t nonstandard p r o r a t i o n u n i t ? 

A. I t ' s v e r y v e r y l i k e l y t h a t would be t h e 

l i k e l y s c e n a r i o . 

Q. I s t h i s c u r r e n t c o m m u n i t i z a t i o n agreement 

E x h i b i t 4 c o n s t r u c t e d i n such a way t h a t you c o u l d , 

i n f a c t , have two nonstandard p r o r a t i o n u n i t s , one 

be i n g i n the n o r t h h a l f and the o t h e r b e i n g t h e 
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s o u t h e a s t q u a r t e r , and h a v i n g them b o t h c o n t r o l l e d 

by t h i s e x i s t i n g document? Does i t p e r m i t t h a t ? 

A. No, i t does n o t . Th e r e ' s no p r o v i s i o n i n 

t h e document t h a t a d d r e s s e s t h a t i s s u e a t a l l . 

Q. I n y o u r o p i n i o n , i f t h e d i v i s i o n r e q u i r e s 

t h a t you d i v i d e y o u r c u r r e n t u n i t as we've 

d i s c u s s e d , what i s t h e i m p a c t on t h i s document, 

E x h i b i t Number 4? 

A. I w o u l d say -- w e l l , i f we're g o i n g t o do 

t h a t e x h i b i t -- t h e e x i s t i n g caum agreement w o u l d be 

j u s t n u l l and v o i d . You w o u l d have t o make two 

s e p a r a t e c o m m u n i t i z a t i o n a g r e e m e n t s . One f o r t h e 

n o r t h h a l f and one f o r t h e s o u t h e a s t q u a r t e r . 

Q. And even i f you a c c o m p l i s h a l l o f t h a t , i n 

y o u r o p i n i o n , i s t h e r e s t i l l an i n e q u i t y among t h e 

r o y a l t y owners i n t h e a l l o c a t i o n o f f u t u r e 

p r o d u c t i o n t h e n f r o m t h e Number 11 w e l l ? 

A. Yes. 

Q. T h a t c o n c l u d e s my e x a m i n a t i o n o f Mr. Baca, 

Mr. E x a m i n e r . We t e n d e r h i s E x h i b i t s 3, 3A and 4. 

MR. MORROW: E x h i b i t s 3, 3A, and 4 a r e 

a d m i t t e d i n t o t h e r e c o r d . 

EXAMINATION 

BY MR. CARR: 

Q. Mr. Baca, i f I u n d e r s t o o d one o f y o u r 
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responses t o one of Mr. K e l l a h i n ' s q u e s t i o n s , I 

b e l i e v e t h e q u e s t i o n was something t o the f a c t i f 

the OCD denied t h i s a p p l i c a t i o n and r e q u i r e d you t o 

r e f o r m t h e u n i t , c o u l d t h a t be done? Has the OCD t o 

your knowledge, ever r e q u i r e d p a r t i e s t o r e f o r m a 

u n i t ? 

A. Not -- w e l l , not under these 

c i r c u m s t a n c e s . Not t o my knowledge. 

Q. That's a l l I have. 

EXAMINATION 

MR. MORROW: 

Q. What year d i d you say the f o r c e d p o o l i n g 

happened ? 

A. I t o c c u r r e d e f f e c t i v e 9-14-59. 

Q. And was t h a t b e f o r e t h e f i r s t Eumont w e l l 

was d r i l l e d ? 

A. No. That was subsequent t o t h e -- t h e r e 

was a l r e a d y an e x i s t i n g Eumont w e l l on t h e r e t h a t 

was owned 100 p e r c e n t by Gulf now Chevron, and i t 

was -- i t was formed by a d m i n i s t r a t i v e r u l e NSP 256, 

and we were p r o d u c i n g under t h a t . 

Q. And how much acreage d i d you have assigned 

t o t h a t p r o r a t i o n u n i t a t t he time? 

A. I t was a p p r o x i m a t e l y 280 a c r e s , I b e l i e v e . 

Our f i l e s do not r e f l e c t -- they j u s t make r e f e r e n c e 
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t o t h a t a d m i n i s t r a t i v e o r d e r . 

Q. Okay. So i t was you d i d n ' t need -- you 

d i d n ' t need p o o l i n g a t t h a t t i m e . You owned a l l o f 

i t -- had c o n t r o l o f a l l o f t h e 280 a c r e s ; i s t h a t 

c o r r e c t ? 

A. Yes, s i r . We j u s t g o t p e r m i s s i o n f o r t h e 

n o n s t a n d a r d , I b e l i e v e , d e d i c a t e d . 

Q. Okay. The n o r t h h a l f i s f e e you s a i d , and 

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

A. Yes. 

Q. I f f o r a d m i n i s t r a t i v e p u r p o s e s t h e OCD 

s h o u l d d e c i d e t o -- j u s t f o r p r o r a t i o n p u r p o s e s --

d e c i d e we c o u l d i n some way h a n d l e t h o s e w i t h i n t h e 

e x i s t i n g com as two s e p a r a t e t r a c t s , w o u l d t h a t do 

damage t o y o u r agreement? 

A. No, i t w o u l d n ' t , i t w o u l d s t a y i n t a c t . 

Q. We c o u l d j u s t say t h i s s o u t h e a s t q u a r t e r 

has an a c r e a g e f a c t o r o f one, and t h e n o r t h h a l f has 

an a c r e a g e f a c t o r o f two and s e t them up s e p a r a t e l y . 

You w o u l d n ' t have any p r o b l e m w i t h t h a t as f a r as 

t h e l a n d , w o u l d you? 

A. No. E v e r y b o d y w o u l d s h a r e . 

Q. I d o n ' t know i f we c o u l d do t h a t o r n o t . I 

w o u l d need t o know what t h a t w o u l d be t o y o u r — 

A. I t w o u l d n ' t have any l e g a l i m p l i c a t i o n s t o 
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my k n o w l e d g e e f f e c t i n g t h e gas caum agreement 

EXAMINATION 

BY MR. STOVALL: 

Q. J u s t a c o u p l e r e a l q u i c k q u e s t i o n s . 

E s s e n t i a l l y what Mr. Morrow w o u l d be s a y i n g , you 

w o u l d t r e a t i t l i k e a u n i t i z e d - t y p e agreement i n t h e 

a g r e e m e n t ; i s t h a t c o r r e c t ? 

A. Yes . 

Q. Am I c o r r e c t ? When I l o o k a t t h e 

p r o d u c t i o n map i f , i n f a c t , I d o n ' t t h i n k t h e 

d i v i s i o n w o u l d n e c e s s a r i l y say go s p l i t i t i n t o two 

u n i t s -- i f you were d e n i e d t h e a p p l i c a t i o n and 

Chevron chose t h a t c o u r s e o f a c t i o n , i t a p p e a r s t o 

me t h a t t h e b e t t e r p r o d u c t i o n i s i n t h e n o r t h h a l f ; 

i s i t n o t ? Am I r e a d i n g t h e e n g i n e e r ' s maps 

c o r r e c t l y ? 

A. Yes, I guess i t i s . 

Q. And t h e s o u t h e a s t q u a r t e r i s t h e s t a t e 

l e a s e ; c o r r e c t ? 

A. Yes. 

Q. So t h e s t a t e l e a s e w o u l d s h a r e any -- w o u l d 

have t h e e n t i r e t y o f a much l o w e r volume o f 

p r o d u c t i o n r a t h e r t h a n a s h a r e o f a h i g h e r volume o f 

p r o d u c t i o n ? 

A. I f , i n f a c t , i f we were t o b r e a k up t h e s e 
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two o r t h i s 4 7 7 - a c r e t r a c t , t h e S t a t e o f New M e x i c o 

i n t h e s o u t h e a s t q u a r t e r w o u l d o n l y s h a r e i n 

p r o d u c t i o n f r o m t h e Number 9 w e l l -- any s u b s e q u e n t 

Eumont gas w e l l t h a t w o u l d be d r i l l e d i n t h a t 

t r a c t . Am I a n s w e r i n g y o u r q u e s t i o n c o r r e c t l y ? 

Q. And based upon c u r r e n t p r o d u c t i o n t r e n d s 

and p r e d i c t i o n s , t h a t w o u l d be d e f i n i t e l y l e s s t h a n 

w i t h i n o n e - t h i r d o f t h e o v e r a l l p r o d u c t i o n f o r t h e 

c u r r e n t 477 a c r e s ; i s n ' t i t ? 

A. Okay, i f we fo r m e d r i g h t now --

Q. I n o t h e r w o r d s , t h e S t a t e w o u l d g e t h u r t i f 

t h i s t h i n g was b r o k e n i n --

A. Oh, y e s . 

Q. So t h e c o m m i s s i o n e r o f p u b l i c l a n d s 

p r o b a b l y w o u l d n ' t g e t r e a l e x c i t e d a b o u t t h a t k i n d 

o f t h i n g ? 

A. I d o n ' t t h i n k so. R i g h t now t h e S t a t e Land 

O f f i c e g e t s l i k e 33 p e r c e n t o f t h e p r o d u c t i o n 

a l l o c a t e d t o t h e s o u t h e a s t q u a r t e r . They g e t l i k e 33 

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

Q. The s o u t h e a s t q u a r t e r d o e s n ' t p r o d u c e 33 

p e r c e n t o f t h e p r o d u c t i o n . The s o u t h e a s t q u a r t e r 

p r o d u c e s s u b s t a n t i a l l y l e s s t h a n 33 p e r c e n t o f t h e 

t o t a l p r o d u c t i o n ? 

A. E x a c t l y . 
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1 MR. STOVALL: No f u r t h e r q u e s t i o n s . 

2 MR. MORROW: Do you have a n y t h i n g more? 

3 MR. KELLAHIN: No, s i r . Mr. E x a m i n e r , f o r y o u r 

4 r e f e r e n c e , I ' l l g i v e you a copy o f o r d e r number 

5 R-1487. I t ' s t h e c o m p u l s o r y p o o l i n g o r d e r t h a t 

6 c o n s o l i d a t e d t h e b a l a n c e o f t h e i n t e r e s t owners i n 

7 t h e 477 a c r e c u r r e n t u n i t t h a t we have b e f o r e us • 

8 MR. MORROWN: Thank y o u . 

9 MR. KELLAHIN: I n a d d i t i o n , E x h i b i t Number 5, 

10 Mr. E x a m i n e r , i s Mr. B o h l i n g s c e r t i f i c a t e o f m a i l i n g 

11 o f n o t i f i c a t i o n t o t h e o f f s e t s a f t e r t h i s was 

12 o b j e c t e d t o f r o m t h e a d m i n i s t r a t i v e p r o c e s s i n g . I t 

13 was t h e n p u t on t h e OCD d o c k e t , and Mr. B o h l i n g t o o k 

14 t h e i n i t i a t i v e on b e h a l f o f Chevron t o n o t i f y t h e 

15 o f f s e t s , and t h i s i s h i s c e r t i f i c a t e t h a t he d i d 

16 t ha t . 

17 MR. MORROW: Okay. A n y t h i n g more? 

18 MR. KELLAHIN: T h a t c o n c l u d e s o u r 

19 p r e s e n t a t i o n , Mr. Examiner. 

20 MR. MORROW: Mr. Baca, you can be e x c u s e d . 

2 1 Thank y o u , s i r . I b e l i e v e we s h o u l d t a k e a 

22 1 5 - m i n u t e r e c e s s a t t h i s t i m e . 

23 ( 1 5 - m i n u t e r e c e s s t a k e n a t t h i s t i m e . ) 

24 MR. CARR: A t t h i s t i m e we c a l l R u s s e l P o o l 

25 EXAMINATION 
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BY MR. CARR: 

Q. W i l l you s t a t e y o u r name f o r t h e r e c o r d , 

p l e a s e ? 

A. R u s s e l S. P o o l . 

Q. Where do you r e s i d e ? 

A. Hobbs, New M e x i c o . 

Q. Mr. P o o l , by whom a r e you employed and i n 

what c a p a c i t y ? 

A. Texaco as a s e n i o r p r o d u c t i o n e n g i n e e r . 

Q. Have you p r e v i o u s l y t e s t i f i e d b e f o r e t h i s 

d i v i s i o n and had y o u r c r e d e n t i a l s as an e n g i n e e r 

a c c e p t e d and made a m a t t e r o f r e c o r d ? 

A. Yes, I have been. 

Q. A r e you f a m i l i a r w i t h t h e a p p l i c a t i o n f i l e d 

i n t h i s case by Chevron? 

A. Yes, I am. 

Q. Have you made a s t u d y o f t h e are a ? 

A. Yes. 

MR. CARR: Are t h e w i t n e s s ' s q u a l i f i c a t i o n s 

a c c e p t a b l e ? 

MR. MORROW: Yes. 

Q. (By Mr. C a r r ) Mr. P o o l , what i s t h e p u r p o s e 

o f Texaco's a p p e a r i n g and p r e s e n t i n g t e s t i m o n y i n 

t h i s case? 

A. We a r e o b j e c t i n g t o Chevron's a p p l i c a t i o n 
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t o d r i l l t h e i r BD C u l p w e l l Number 11 a t an 

u n o r t h o d o x l o c a t i o n . 

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

h e r e t o d a y ? 

A. Yes, I have. 

Q. L e t s go t o what has been marked as Texaco 

E x h i b i t Number 1. Would you i d e n t i f y t h a t and 

r e v i e w i t f o r Mr. Morrow? 

A. Yes, I w o u l d . T h i s i s s i m p l y a p l a t 

s h o w i n g t h e Eumont c o m p l e t i o n s s u r r o u n d i n g t h e 

p r o p o s e d Chevron w e l l . I t h i n k t h a t p a r t i c u l a r 

n o t i c e i s t h e f a c t w h i c h has a l r e a d y been d i s c u s s e d 

i s t h e Chevron's Number 11 a t 660 f e e t f r o m o u r 

common b o u n d a r y and Texaco's Saunders S t a t e Com 

Number 1 i s 760 f e e t f r o m t h e l e a s e l i n e . 

I t h i n k i t ' s a l s o a p a r t i c u l a r n o t i c e 

C hevron's w e l l Number 3 w h i c h i s now s h u t i n , w h i c h 

has p r o d u c e d o v e r 9 BCF. The r e d numbers i n d i c a t e 

t h e d a i l y p r o d u c t i o n and MCF p e r day as o f June o f 

' 9 1 . The g r e e n shows t h e c u m u l a t i v e p r o d u c t i o n as 

o f F e b r u a r y o f ' 9 1 . 

Q. Now, t h e p r o p o s e d l o c a t i o n i s s u r r o u n d e d i n 

t h r e e d i r e c t i o n s by w e l l s t h a t have been c o m m e r c i a l 

i n t h e Eumont? 

A. V e r y c o m m e r c i a l , y e s , s i r . 
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Q. The Saunders K Number 1, t h e Texaco w e l l i n 

t h e s o u t h h a l f o f 18, i s t h a t a l s o on a s t a t e t r a c t ? 

A. Yes, i t does c o n t a i n s t a t e a c r e a g e . 

Q. L e t ' s move t o y o u r E x h i b i t Number 2. C o u l d 

you i d e n t i f y and r e v i e w t h i s f o r Mr. Morrow? 

A. Shown on E x h i b i t 2 a r e two c i r c l e s 

s u r r o u n d i n g Chevron's p r o p o s e d l o c a t i o n . The i n n e r 

c i r c l e drawn t o s c a l e i s 320 a c r e s . The o u t e r 

c i r c l e i s 480 a c r e s . I n o r d e r f o r Chevron's 

p r o p o s e d l o c a t i o n t o be l e g a l , t h e most t h a t i t can 

d e d i c a t e t o i t i s 320 a c r e s . I f i t d e p l e t e s 320 

a c r e s , i t w o u l d a f f e c t 81 a c r e s , as i n d i c a t e d by t h e 

hashed b l u e l i n e s u n d e r l y i n g Texaco's Saunders S t a t e 

Com. 

I f 480 a c r e s i s d e d i c a t e d t o Chevron's 

p r o p o s e d w e l l , and s u b s e q u e n t l y i t r e c e i v e s a h i g h 

a l l o w a b l e , and i t i s a l l o w e d t o d e p l e t e 480 a c r e s , 

t h e n i t w o u l d a f f e c t an a d d i t i o n a l 55 a c r e s shown a t 

r e d w h i c h u n d e r l i e s o u r l e a s e . T h i s w i l l r e s u l t i n 

Chevron's p r o p o s e d w e l l a f f e c t i n g 55 p e r c e n t more o f 

Texaco's a c r e a g e . 

Q. Now, Mr. P o o l , how many a d d i t i o n a l a c r e a g e s 

w o u l d be d r a i n e d i f t h e w e l l , i n f a c t , d r a i n e d 480 

on y o u r t r a c t ? 

A. T h a t w o u l d be 44 more a c r e s . 
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Q. And t h a t w o u l d r e s u l t i n 55 p e r c e n t 

a d d i t i o n a l d r a i n a g e a r e a on y o u r t r a c t ? 

A. Yes, s i r . 

Q. Are t h e r e w e l l s i n t h e Eumont w h i c h , i n 

f a c t , can d r a i n a 4 8 0 - a c r e t r a c t ? 

A . Yes, s i r . 

Q. What i s t h e Texaco a l l o w a b l e f o r t h e 

Saunders S t a t e Com Number 1 w e l l ? 

A. The minimum a l l o w a b l e i s 900 MCF p e r day. 

Q. I t has an a c r e a g e f a c t o r o f what? 

A. 1.5. 

Q. A l l r i g h t . And t h e o f f s e t t i n g p r o p o s e d 

Chevron w e l l w o u l d have what a l l o w a b l e ? 

A. Number 11 c o u l d have an a l l o w a b l e o f 1,800 

MCF a day. I s h o u l d say t h a t ' s t h e m i n i m a l . I t 

c o u l d be more t h a n t h a t . 

Q. And what p e n a l t y w o u l d you recommend be 

imposed on t h i s w e l l i f , i n f a c t , a 477 t r a c t 

r e m a i n s d e d i c a t e d t o i t ? 

A. I w o u l d s u g g e s t t h a t t h e y be p e n a l i z e d 55 

p e r c e n t and t h a t t h a t p e n a l t y be a p p l i e d t o t h e 

a c r e a g e f a c t o r , and t h e r e f o r e t h a t a c r e a g e f a c t o r 

w o u l d be 1.35. 

Q. And why a r e you recommending t h i s 

p a r t i c u l a r a p p r o a c h f o r a p e n a l t y ? 
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A. I t h i n k i t ' s the o n l y way t h a t i t can be 

mo n i t o r e d by the New Mexico O i l C o n s e r v a t i o n 

D i v i s i o n . 

Q. You've heard Chevron's recommendation here 

today, have you not? 

A. Yes, s i r . 

Q. Do you b e l i e v e t h a t i t i s a p p r o p r i a t e t o 

r e p o r t t h e p r o d u c t i o n f o r t h i s u n i t i n two ways, one 

way t o t h e commission and another way t o you, 

Texaco? 

A. Yeah, we are v e r y much a g a i n s t t h a t . We do 

not want t o be burdened w i t h h aving t o m o n i t o r 

Chevron's p r o d u c t i o n . We t h i n k i t p r e s e n t s a bad 

precedence. 

Q. I f , i n f a c t , t h i s became a way t o handle 

l o c a t i o n s i n t h i s area, what a f f e c t i t would i t have 

on your a b i l i t y as a company t o m o n i t o r and p r o t e c t 

your i n t e r e s t ? 

A. W e l l , of course we would have t o m o n i t o r --

i f we made a mistake we c o u l d be s u b j e c t t o l e g a l 

l i a b i l i t i e s , and t h e y ' r e s i m p l y -- we don't want t o 

be burdened w i t h t h a t t a s k . 

Q. And i f the p r o p o s a l t h a t Chevron has 

adopted, what re c o u r s e do you understand would be 

a v a i l a b l e t o you i f , i n f a c t , t h e r e was a problem? 
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I b e l i e v e we have no r e c o u r s e . 

You have t o come back t o t h e c o m m i s s i o n ? 

P r o b a b l y . 

And do, i n e s s e n c e , what we're d o i n g h e r e 

A 

Q 

A 

Q 

t o d a y 

A. Yes, s i r . 

Q. What i m p a c t w o u l d a p p r o v a l o f t h i s l o c a t i o n 

w i t h o u t a m e a n i n g f u l p e n a l t y , o r some o t h e r method 

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

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

A. We do n o t b e l i e v e we w o u l d be a b l e t o 

a f f e c t i v e l y p r o t e c t o u r c o r r e l a t i v e r i g h t s . 

Q. I f w i t h i n t h e p r o r a t i o n i n g s y s t e m t h e 

d i v i s i o n was a b l e t o , f r o m a S t a t e p o i n t o f v i e w , 

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

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

s p a c i n g u n i t t h a t i s t r e a t e d i n t h e s t a t e 

r e g u l a t i o n s as a 3 2 0 - a c r e u n i t , w o u l d Texaco have an 

o b j e c t i o n t o t h a t ? 

A. No, we w o u l d n o t . 

Q. Okay. I f t h e r e i s n ' t -- you b e l i e v e t h a t i f 

t h a t c a n n o t be done t h e p e n a l t y t h a t you have 

recommended i s n e c e s s a r y t o p r o t e c t t h e c o r r e l a t i v e 

r i g h t s o f Texaco? 

A. Yes, I do. 
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Q. Were E x h i b i t s 1 and 2 p r e p a r e d by you? 

A. Yes, s i r . 

MR. CARR: We move t h e a d m i s s i o n o f Texaco 

E x h i b i t 1 and 2. 

MR. MORROW: 1 and 2 a r e a d m i t t e d . 

(Texaco E x h i b i t s 1 and 2 a d m i t t e d i n t o 

e v i d e n c e . ) 

MR. CARR: Th a t c o n c l u d e s my d i r e c t . 

EXAMINATION 

bY MR. KELLAHIN: 

Q. Mr. P o o l , have you p r e p a r e d a d r a i n a g e 

c i r c l e f o r t h e Saunders Number 2 w e l l t o see what 

t h a t d r a i n a g e c i r c l e l o o k s l i k e ? 

A. No, I d i d n o t . The Number 2 i s a t a l e g a l 

l o c a t i o n . 

Q. I u n d e r s t a n d , b u t t o see where t h a t 7.2 BCF 

o f gas was d r a i n e d from? I was c u r i o u s t o know i f 

y o u , i n f a c t , had p r e p a r e d such a d r a i n a g e d i s p l a y 

t o see what t h a t w e l l was d o i n g ? 

A. No, I d i d n o t . 

Q. The a s s u m p t i o n s t h a t go i n t o E x h i b i t 

Number 2, t h i s c i r c l e d d r a i n a g e c o n c l u s i o n , assumes 

t h a t t h e r e a r e no o t h e r w e l l s w i t h i n t h e a r e a 

c o m p e t i n g f o r gas f r o m t h e t h e r e s e r v o i r ; i s n ' t t h a t 

t r u e ? 
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1 A. Sure. 

2 Q. And t h a t , i n f a c t , i s n o t what i s 

3 o c c u r r i n g ; i s i t ? 

4 A. I t c o u l d happen. 

5 Q. W e l l , we know t h a t t h e Saunders Number 2 

6 w e l l i s g o i n g t o be i n c o m p e t i t i o n f o r t h e Eumont 

7 gas n o t o n l y w i t h Chevron's Number 10, b u t w i t h t h e 

8 Number 11 i f i t ' s d r i l l e d ; i s t h a t n o t t r u e ? 

9 A. Yes, b u t , o f c o u r s e , i f Number 11 was 

10 d r i l l e d and c o u l d p r o d u c e t h e f u l l a l l o w a b l e , 

11 Chevron c o u l d s i m p l y s h u t i n t h e o t h e r two w e l l s and 

12 p r o d u c e t h a t f u l l a l l o w a b l e f r o m t h e r e , o r Chevron 

13 c o u l d l e a s e b o t h t h e o t h e r w e l l s and p r o d u c e a f u l l 

14 a l l o w a b l e f r o m t h e Number 1 1 , and t h e n , t h e r e f o r e , 

15 t h i s d r a i n a g e r a d i u s w o u l d p r o b a b l y h o l d t r u e . 

16 Q. A l l r i g h t . L e t ' s make t h o s e a s s u m p t i o n s 

17 t h e n and assume t h a t o n l y t h e Number 11 Chevron w l l 

18 and t h e Saunders Texaco Number 2 w e l l a r e i n d i r e c t 

19 c o m p e t i t i o n w i t h each o t h e r ; r i g h t ? I f we drew a 

20 d r a i n a g e map w i t h t h o s e two w e l l s c o m p e t i n g w i t h 

21 each o t h e r , w o u l d we n o t see a n o - f l o w b o u n d a r y 

22 between t h o s e two w e l l s a p p r o x i m a t e l y e q u a l 

23 d i s t a n c e s between t h o s e two w e l l s ? 

24 A. Of c o u r s e t h e r e w o u l d been some 

25 i n t e r f e r e n c e between t h e t w o , b u t I suppose you 
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c o u l d do t h a t . 

Q. Sure. You're g o i n g t o have t o change t h e 

shape f r o m c i r c l e s t o some k i n d o f e l l i p s e s ; a r e n ' t 

y ou ? 

A. Uh-huh. 

Q. You're g o i n g t o have an a r e a t h a t i s shown 

on E x h i b i t Number 2 w h i c h i s b e i n g p r o t e c t e d by t h e 

Saunders Number 2 w e l l ? 

A. Uh-huh. 

Q. And we know t h a t , i n f a c t , i s g o i n g t o 

e x i s t i n t h e r e s e r v o i r ; d o n ' t we? 

A. Uh-huh. 

Q. The o t h e r a s s u m p t i o n s made i n t h i s c i r c l e 

map i s t h a t y o u ' r e assuming a homogeneous r e s e r v o i r 

o f t h e same t h i c k n e s s w i t h i n t h e a r e a o f t h e c i r c l e ; 

i s t h a t n o t r i g h t ? 

A. Uh-huh. 

Q. Have you a t t e m p t e d t o t a y l o r a s p e c i f i c 

d r a i n a g e map t h a t meets t h e g e o l o g y t h a t Texaco has 

mapped f o r t h i s p a r t i c u l a r a r e a o f t h e Eumont? 

A. I'm n o t s u r e i f I u n d e r s t a n d . We have a 

g e o l o g y p r e s e n t a t i o n w h i c h w i l l come up n e x t . 

Q. Okay. Has Mr. S a d l e r p r e p a r e d a n e t pay 

i s o p a c h f o r you? 

A. No, he h a s n ' t , b u t he w i l l e x p l a i n why he 
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h a s n ' t . 

Q. So you have n o t t a k e n a n e t pay i s o p a c h and 

a t t e m p t e d t o q u a n t i f y t h e Eumont gas r e s e r v e s t h a t 

a r e u n d e r l y i n g e i t h e r t h e Texaco t r a c t o r t h e 

Chevron t r a c t ? 

A. No, I h a v e n ' t , and, a g a i n , we w i l l e x p l a i n 

why we have n o t done so. 

Q. I n a d d i t i o n , you have n o t a t t e m p t e d t o 

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

t o t h e r e a l w o r l d s i t u a t i o n where we have t h e 

Saunders Number 2 w e l l c o m p e t i n g w i t h t h e Number 11 

w e l l ? 

A. No, I h a v e n ' t . 

Q. Okay. You s u g g e s t e d a 55 p e r c e n t p e n a l t y be 

imposed a g a i n s t t h e Number 11 w e l l ? 

A. Yes. 

Q. D e s c r i b e f o r me t h e mechanics o f how t h a t ' s 

t o be p u t i n p l a c e i n t h e p r o r a t i o n s y s t e m . 

A. I t w o u l d j u s t be i n -- t h e p r o r a t i o n 

s c h e d u l e w o u l d s i m p l y have an a c r e a g e f a c t o r o f 1.35 

f o r t h a t m u l t i p l e w e l l u n i t . 

Q. Okay. And c o r r e s p o n d i n g l y i f --

c o r r e s p o n d i n g l y i f Mr. H e n d r i x ' s p r o p o s a l i s 

a c c e p t e d by t h e Exami n e r , what we p u t i n t h e r e 

i n s t e a d o f a a c r e a g e f a c t o r you've s u g g e s t e d , we 
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c o u l d put an acreage f a c t o r of two? 

A. I f t h a t ' s what the OCD so d e s i r e s , yes. 

Q. So, r e g a r d l e s s of which p e n a l t y t h e 

Examiner a c c e p t s , each one i s p r e d i c a t e d on an 

adju s t m e n t of the acreage f a c t o r ? 

A. Uh-huh. 

Q. For the Number 11 w e l l or t h e 10 and t h e 11 

w e l l ? 

A. Yes, of course. Ours can be m o n i t o r e d , and 

I'm not sure t h a t your p r o p o s a l can be m o n i t o r e d by 

the OCD. 

Q. A l l r i g h t . I f t h e acreage f a c t o r you're 

s u g g e s t i n g i s 1.35 -- we put a 1.35 acreage f a c t o r 

on t h e Number 11 w e l l ? 

A. W e l l , i t ' s o n l y m u l t i p l e w e l l u n i t s on t he 

4 7 7 a c r e s . 

Q. Oh, I'm s o r r y , I misunderstood. Okay. 

We're going t o take the 477 and the whole 477, t h a t 

whole p r o r a t i o n spacing u n i t then --

A. Sure. 

Q. -- o n l y has an acreage f a c t o r of 1.35? 

A. Yes. 

Q. What's the t o t a l a l l o w a b l e then f o r t h a t 

s p a c i n g u n i t ? 

A. I haven't f i n i s h e d -- 1.35 times 600 would 
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be t h e minimum amount. I t c o u l d be h i g h e r t h a n 

t h a t . 

MR. MORROW: I g o t 800. 

A. Yeah. T h a t ' s t h e minimum. 

Q. (By Mr. K e l l a h i n ) G i ve o r t a k e ? 

A. W e l l , i t c o u l d go h i g h e r . T h a t i s n o t t h e 

maximum, t h a t ' s t h e minimum. 

Q. Okay. We c u r r e n t l y have two m a r g i n a l w e l l s 

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

A. A t t h i s t i m e we do. 

Q. Okay. And o f f t h e 810 t h e n we need t o 

s u b t r a c t t h e -- 430 i s i t ? A p p r o x i m a t e l y 400 t h a t 

t h e Number 10 i s ma k i n g . 

A. I f i t c o n t i n u e s p r o d u c i n g a t t h a t r a t e . 

Q. Okay. Mr. H e n d r i x s a i d h i s Number 9 i s i n 

t h e 190 r a n g e . We g o t 220 MCF a day a v a i l a b l e l e f t 

f o r t h e Number 11 w e l l ? 

A. T h a t ' s i f t h e o t h e r two w e l l s c o n t i n u e 

p r o d u c i n g . I do n o t know i f t h a t w i l l happen. 

Q. Do you have any examples w i t h i n t h e Eumont 

gas p o o l whereby t h e p e n a l t y t h a t you have p r o p o s e d 

has been a d o p t e d and u t i l i z e d i n t h i s p o o l ? 

A. No, s i r . I'm n o t -- no, I d o n ' t know. I n 

t h e m u l t i p l e w e l l u n i t I do n o t . 

Q. Okay. No f u r t h e r q u e s t i o n s , t h a n k y o u . 
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FURTHER EXAMINATION 

BY MR. CARR: 

Q. Mr. P o o l , i f you a r e d o i n g what 

Mr. K e l l a h i n s a i d i n t r y i n g t o map a r e a l w o r l d 

s i t u a t i o n , you w o u l d t a k e i n t o a c c o u n t t h e d r a i n a g e 

f r o m y o u r Saunders Number 1 w e l l , w o u l d you n o t ? 

A. Yes. 

Q. You w o u l d a l s o t a k e i n t o a c c o u n t t h e 9.3 

BCF p r o d u c e d f r o m t h e Chevron Number 3 w e l l , w o u l d 

you n o t ? 

A. C e r t a i n l y . 

Q. And i n c o n s t r u c t i n g y o u r d r a i n a g e c i r c l e 

t h e n , you w o u l d have t o f a c t o r b o t h o f t h o s e i n ; 

i s n ' t t h a t r i g h t ? 

A. C e r t a i n l y . 

Q. Now, y o u r r e c o m m e n d a t i o n w o u l d r e s u l t i n an 

a l l o w a b l e o f a p p r o x i m a t e l y -- m i n i m a l a l l o w a b l e o f 

a p p r o x i m a t e l y 80 MCF p e r day f o r t h e Chevron u n i t i n 

S e c t i o n 19; i s n ' t t h a t r i g h t ? 

A. Yes . 

Q. And t h a t w o u l d a l l o w 800 a day t o be 

p r o d u c e d i f t h e y d e s i r e d t o , f r o m two w e l l s t h a t 

o f f s e t s y o u r Saunders Number 1; i s n ' t t h a t r i g h t ? 

A. They c o u l d p r o d u c e t h a t i n any p r o p o r t i o n 

t h e y d e s i r e . 
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Q. So t h e y w o u l d have 800 t o p r o d u c e 

o f f s e t t i n g y o u r w e l l w h i c h p r o d u c e s 700? 

A. T h a t w o u l d c e r t a i n l y be a v a i l a b l e t o h e l p . 

MR. CARR: T h a t ' s a l l I have. 

EXAMINATION 

BY MR. MORROW: I want t o be s u r e I h e a r d you r i g h t 

on s a y i n g t h a t i f t h e d i v i s i o n c o u l d come up w i t h a 

way t o h a n d l e t h a t n o r t h 320 as a GPU and a 

s o u t h e a s t 160. T h a t t h a t w o u l d be s a t i s f a c t o r y w i t h 

Texaco? 

A. Yes, s i r , i t w o u l d . 

Q. And -- w e l l , a c t u a l l y , t h e a l l o w a b l e f o r 

t h a t n o r t h 320 w o u l d be 900 un d e r t h o s e 

c i r c u m s t a n c e s , and t h a t w o u l d be a l i t t l e h i g h e r 

t h a n what y o u ' r e recommending i t w o u l d be? 

A. I t w o u l d be 1,200. 

Q. Yeah, 1,200. 

A . Yes. 

Q. So t h a t w o u l d be h i g h e r t h a n 800? 

A. Yes, s i r . Our c o n c e r n i s t h a t we c a n ' t 

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

be a l e g a l l o c a t i o n a l s o i f t h a t happens, so, o f 

c o u r s e , we c o u l d n ' t o b j e c t t o i t . 

Q. T h a t w o u l d be s a t i s f a c t o r y w i t h you? 

A . Yes, s i r . 
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Q. I j u s t w a n ted t o be s u r e t h a t you r e a l i z e d 

t h a t i t r e s u l t i n h i g h e r --

A. Yes, s i r , I do. 

MR. MORROW: T h a t ' s a l l t h e q u e s t i o n s I have. 

EXAMINATION 

BY MR. STOVALL: 

Q. I am r e a l c u r i o u s a b o u t t h a t . L e t me s t a r t 

o u t h e r e w i t h y o u r -- w h a t e v e r number -- what i s 

i t ? Number 1. 

MR. CARR: We s t a r t e d w i t h one. 

MR. STOVALL: T h a t i s so u n u s u a l f o r y o u , 

Mr. C a r r . 

Q. (By Mr. S t o v a l l ) F i r s t t h i n g I d i d -- I 

j u s t d i d a l i t t l e a r i t h m e t i c h e r e , and i t a p p e a r s t o 

me i f I t a k e t h o s e numbers i n g r e e n o f c u m u l a t i v e 

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

A. Yes. Keep i n mind t h a t --

Q. I j u s t asked you i f t h e numbers a g r e e w i t h 

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

A. Yes, s i r . 

Q. Now, i f I l o o k a t Chevron's BD C u l p u n i t , 

and I add t h o s e numbers t o g e t h e r -- and I d i d i t by 

hand -- I d i d n ' t have a c a l c u l a t o r . I d i d i t by my 

head -- 9,991 c u m u l a t i v e p r o d u c t i o n f o r t h a t 400 

and -- say 4 8 0 - a c r e p r o r a t i o n u n i t -- 477 a c r e s ? 
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A. T h a t l o o k s a b o u t r i g h t . 

Q. And 7,163 f o r t h e 2 4 0 - a c r e Texaco u n i t ? 

A. Yes, s i r . 

Q. What i s y o u r o p i n i o n w i t h r e s p e c t t o t h e 

p r o t e c t i o n o r i m p a i r m e n t o f Texaco's c o r r e l a t i v e 

r i g h t s u n d e r c u r r e n t c o n d i t i o n s ? I t l o o k s l i k e 

Texaco's g o t t e n t h e i r f a i r s h a r e o f t h e o i l u n d e r 

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

A. Yes, s i r . Of c o u r s e we've p r o d u c e d a l o t 

of o u r gas l e g a l l y . 

Q. Are you s u g g e s t i n g t h a t C hevron d i d n ' t ? 

A. No, s i r . 

Q. Okay. So you p r o d u c e d y o u r gas l e g a l l y , go 

on? 

A. And I guess Chevron c o u l d have d r i l l e d 

Number 10 a t an e a r l i e r d a t e and made t h a t l o o k more 

e q u i t a b l e . 

Q. Yeah, t h e y c o u l d have and t h e y d i d n ' t , b u t 

t h e p o i n t i s , Texaco has n o t been harmed a t p o i n t ; 

have t h e y ? 

A. Not s e v e r e l y , no. 

Q. And t h e n i f t h e y d r i l l t h e Number 1 1 , as 

you s u g g e s t , and t h e n t h e y p r o p o s e d e s s e n t i a l l y 

p u t t i n g i n an a c r e a g e f a c t o r o f two i n s t e a d o f 

t h r e e , and t h e n go down and d r i l l t h e Number 9, 
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y o u ' r e s u g g e s t i n g t h a t t h e i r a c r e a g e f a c t o r o f two 

w h i c h w o u l d be l e g a l f o r a 320 i s n o t f a i r , b u t t h e y 

s h o u l d have an a c r e a g e f a c t o r o f 1.35 r o u g h l y f o r an 

a c r e a g e ? 

A. Yes, s i r . 

Q. What w o u l d be a s t a n d a r d a c r e a g e f a c t o r o f 

t h r e e ? 

A. Yes, s i r . Of c o u r s e , i f i t ' s 477 a c r e s 

Number 9 c a n n o t p r o d u c e i t s a l l o w a b l e , so t h e y c o u l d 

d e d i c a t e t h a t u n d e r p r o d u c t i o n t o Number 1 1 . I f 

i t ' s 320 t h a t l e a v e s o u t Number 9. 

Q. Whatever gave you t h a t w h o l e p r o r a t i o n u n i t 

a c r e a g e f a c t o r o f two? Wouldn't t h a t even be more 

e q u i t a b l e i f t h e y t h r o w t h e Number 9's p r o d u c t i o n 

i n t o t h a t ? 

A. Sure. The w h o l e 477, s u r e . 

Q. I t h i n k b o t t o m l i n e i s I have a r e a l 

p r o b l e m w i t h t h e e n g i n e e r i n g b a s i s f o r t h e 

c a l c u l a t i o n and rec o m m e n d a t i o n s you've made, and do 

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

you've made o t h e r t h a n t h e h y p o t h e t i c a l c i r c l e s t h a t 

you've drawn? I s t h a t t h e e n t i r e b a s i s f o r t h e 

c a l c u l a t i o n s ? 

A. W e l l , i t ' s v e r y --

Q. As an e n g i n e e r . I'm a s k i n g you as a 
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q u a l i f i e d e n g i n e e r . 

A. S u r e , t h i s c o u l d happen. The Number 11 

c o u l d be a v e r y good w e l l , and i t c o u l d p r o d u c e t h e 

t o t a l a l l o w a b l e f o r t h e wh o l e u n i t , and i f t h e y d i d 

t h a t t h e y m i g h t s i m p l y p r o d u c e f r o m Number 11 and 

n o t t h e o t h e r two w e l l s , and t h e r e f o r e my d r a w i n g 

w o u l d be f a i r l y a c c u r a t e . 

MR. STOVALL:' I have no f u r t h e r q u e s t i o n s . 

MR. MORROW: A n y t h i n g e l s e ? 

MR. KELLAHIN: No, s i r . 

MR. MORROW: Thank y o u , s i r . You may be 

ex c u s e d . 

MR. CARR: At t h i s t i m e we w i l l c a l l 

Mr. S a d l e r . 

EXAMINATION 

BY MR. CARR: 

Q. S t a t e y o u r f u l l name f o r t h e r e c o r d . 

A. C h a r l e s Edward S a d l e r . 

Q. Where do you r e s i d e ? 

A. Hobbs, New Me x i c o . 

Q. By whom a r e you employed? 

A. Texaco. 

Q. And i n what c a p a c i t y ? 

A. As an ar e a g e o l o g i s t . 

Q. Have you p r e v i o u s l y t e s t i f i e d , Mr. S a d l e r , 
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b e f o r e t h i s d i v i s i o n ? 

A . No, I have n o t . 

Q. Would you b r i e f l y r e v i e w f o r Mr. Morrow 

y o u r e d u c a t i o n a l b a c k g r o u n d and y o u r work 

e x p e r i e n c e ? 

A. I g r a d u a t e d i n 1971 f r o m Texas A&I 

U n i v e r s i t y w i t h a B a c h e l o r o f S c i e n c e d e g r e e i n 

g e o l o g y . I went t o work t h a t y e a r w i t h Eddy O i l 

Company i n M i d l a n d , Texas as a d e v e l o p m e n t 

g e o l o g i s t , and worked w i t h Eddy u n t i l 1984 a t w h i c h 

t i m e I went t o work f o r Texaco as a d e v e l o p m e n t 

g e o l o g i s t and a l s o i n M i d l a n d , Texas, and wo r k e d i n 

t h a t c a p a c i t y u n t i l 1989, a t w h i c h t i m e I became a 

r e s e r v o i r g e o l o g i s t M i d l a n d , Texas. And wo r k e d as a 

r e s e r v o i r g e o l o g i s t u n t i l F e b r u a r y o f t h i s y e a r a t 

w h i c h t i m e I became t h e a r e a g e o l o g i s t i n Hobbs, New 

Me x i c o . 

Q. And does y o u r g e o g r a p h i c a l a r e a o f 

r e s p o n s i b i l i t y i n c l u d e t h e Eumont gas p o o l i n 

s o u t h e a s t New Mexico? 

A. Yes, i t does. 

Q. Are you f a m i l i a r w i t h t h e a p p l i c a t i o n f i l e d 

i n t h i s case by Chevron? 

A. Yes, I am. 

MR. CARR: We t e n d e r Mr. S a n d l e r as an e x p e r t 
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w i t n e s s i n p e t r o l e u m g e o l o g y . 

MR. MORROW: Okay. We a c c e p t y o u r 

q u a l i f i c a t i o n s . What y e a r d i d you g r a d u a t e a g a i n ? 

A. 1981. 

Q. (By Mr. C a r r ) Have you p r e p a r e d e x h i b i t s 

f o r p r e s e n t a t i o n h e r e t o d a y ? 

A. Yes, I have . 

Q. L e t ' s go t o Texaco E x h i b i t Number 3. 

Mr. S a d l e r I ' d ask you t o i d e n t i f y t h i s and r e v i e w 

i t f o r Mr. Morrow. 

A. E x h i b i t Number 3 i s a s t r u c t u r a l c o n t o u r 

map on t h e t o p o f t h e Penn Sand w h i c h i s t h e main 

p r o d u c i n g i n t e r v a l w i t h i n t h e Eumont p o o l w h i c h 

shows a s t r u c t u r a l c l o s u r e l o c a t e d e s s e n t i a l l y o v e r 

S e c t i o n 19. 

Q. And what was t h i s s t r u c t u r e map c o n s t r u c t e d 

from? 

A. T h i s map was c o n s t r u c t e d f r o m w e l l l o g s 

w h i c h e x i s t on numerous w e l l s w i t h i n t h i s a r e a and 

make c o n s t r u c t i n g t h e map i r r e s o l v a b l e . 

Q. Okay. What does t h i s show you a b o u t t h e 

p r o p o s e d Chevron l o c a t i o n ? 

A. What i t shows t o me i s t h e f a c t t h a t t h e 

c u r r e n t p r o p o s e d u n o r t h o d o x l o c a t i o n b e i n g 660 f e e t 

o f f t h e l e a s e l i n e v e r s u s a s t a n d a r d l o c a t i o n b e i n g 
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l o c a t e d 990 f e e t o f f t h e l e a s e l i n e . T h e r e w i l l be 

v e r y i n s i g n i f i c a n t d i f f e r e n c e f r o m a s t r u c t u r a l 

s t a n d p o i n t between t h e two l o c a t i o n s . 

Q. From j u s t a p u r e l y g e o l o g i c p o i n t o f v i e w , 

i n y o u r o p i n i o n , i s t h e r e any r e a s o n t h e w e l l c a n n o t 

be d r i l l e d i n a s t a n d a r d l o c a t i o n ? 

A . No . 

Q. L e t ' s go t o what has been marked as Texaco 

E x h i b i t Number 4 and I ' d ask you t o i d e n t i f y and 

r e v i ew t h a t . 

A. E x h i b i t Number 4 i s a n o r t h s o u t h 

s t r u c t u r a l c r o s s s e c t i o n . I t r u n s f r o m t h e Texaco 

Saunders S t a t e Gas Com Number 1, s o u t h t o t h e 

Chevron BB C u l p NTCA Gas Com Number 9. T h i s i s a 

c r o s s s e c t i o n o f t h e Pennro Sand w i t h i n t h e Eumont 

p o o l . 

Q. What does t h e g r e e n shaded a r e a i n d i c a t e ? 

A. The g r e e n a r e a s a r e t h e Sand i n t e r v a l s 

w h i c h a r e t h e main p r o d u c i n g h o r i z o n s w i t h i n t h e 

Pennro. 

Q. And t h e y e l l o w ? 

A. The y e l l o w a r e c a r b o n a t e i n t e r v a l s t h a t a c t 

as v e r t i c a l b a r r i e r s w i t h i n t h e r e s e r v o i r and a r e 

t y p i c a l l y n o n p r o d u c t i v e . 

Q. And what does t h i s e x h i b i t t e l l you a b o u t 
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t h e Eumont i n t h e s u b j e c t area? 

A. As we can see, t h i s c r o s s s e c t i o n e x t e n d s 

a b o u t t h r e e q u a r t e r s o f a m i l e n o r t h and s o u t h , and 

t h e c r o s s s e c t i o n d e m o n s t r a t e s t o me t h e 

c o r r e l a t i v e n e s s o f t h e zones as w e l l as t h e 

c o n t i n u i t y o f t h e zones. 

Q. D i d you a t t e m p t t o p r e p a r e n e t pay i s o p a c h 

maps on t h i s a rea? 

A. I d i d . The p r o b l e m t h a t I e n c o u n t e r e d i s 

t h a t t h e m a j o r i t y o f t h e w e l l s i n t h i s a r e a a r e 

n e u t r o n l o g s , w h i c h a r e t h e o n l y l o g s t h a t e x i s t on 

t h e m a j o r i t y o f t h e w e l l s , and t h i s b e i n g a gas 

r e s e r v o i r , t h o s e l o g s a r e a d v e r s e l y e f f e c t e d by t h e 

gas, w h i c h makes c o n s t r u c t i n g a q u a n t i f i a b l e u s e a b l e 

i s o p a c h map i m p o s s i b l e . 

Q. From y o u r g e o l o g i c a l s t u d y , what 

c o n c l u s i o n s have you reached? 

A. T h a t w h e t h e r Chevron were t o d r i l l t h i s 

w e l l a t t h e p r o p o s e d u n o r t h o d o x l o c a t i o n o r a t a 

s t a n d a r d l o c a t i o n g e o l o g i c a l l y , i t w i l l n o t be 

i n f l u e n c e d . 

Q. Were E x h i b i t s 3 and 4 p r e p a r e d by you? 

A. Yes, t h e y were. 

MR. CARR: Mr. Ex a m i n e r , we w o u l d move t h e 

a d m i s s i o n o f Texaco's E x h i b i t s 3 and 4. 
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MR. MORROW: 3 and 4 a r e a d m i t t e d . 

(Texaco E x h i b i t s 3 and 4 a d m i t t e d i n t o 

e v i d e n c e . ) 

MR. CARR: T h a t c o n c l u d e s my d i r e c t 

e x a m i n a t i o n o f Mr. S a d l e r . 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Because i t ' s i m p o s s i b l e , Mr. S a d l e r , t o 

p r e p a r e a n e t pay i s o p a c h , i t ' s a l s o i m p o s s i b l e t o 

g e o l o g i c a l l y i n t e r p r e t t h e s i z e and shape o f t h e 

c o n t a i n e r i n w h i c h t h i s gas i s b e i n g s t o r e d ; i s t h a t 

n o t t r u e ? 

A. I n t e r m s o f f e e H, y e s , i t i s . 

Q. Sure. 

MR. MORROW: Fee what? 

A. Fee H, p o r o s i t y . 

MR. KELLAHIN: P o r o s i t y t h i c k n e s s . 

Q. (By Mr. K e l l a h i n ) And w i t h o u t t h a t you 

c a n n o t t h e n q u a n t i f y g e o l o g i c a l l y t h e r e l a t i v e v a l u e 

b etween t h e s t a n d a r d l o c a t i o n and t h e u n o r t h o d o x 

l o c a t i o n ? 

A. Not i n te r m s o f q u a n t i f y a b l y d e t e r m i n i n g 

t h a t number. 

Q. And a l l you can t e l l f r o m t h e d a t a 

a v a i l a b l e i s t h a t t h e y a r e c o m p a r a b l e s t r u c t u r a l l y ? 
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A. S t r u c t u r a l l y and g r o s s t h i c k n e s s . 

Q. I n g r o s s t h i c k n e s s . Can you e x p l a i n 

g e o l o g i c a l l y t h e r e l a t i v e d i f f e r e n c e between t h e 

Chevron Number 10 w e l l and t h e n o r t h e a s t q u a r t e r o f 

i t s s e c t i o n , and compare t h a t g e o l o g i c a l l y t o y o u r 

Saunders w e l l i n S e c t i o n 18? 

A. G e o l o g i c a l l y t h e y a r e c o m p a r a b l e as f a r as 

t h e g r o s s t h i c k n e s s and sand t h i c k n e s s . 

Q. Can you come t o a g e o l o g i c c o n c l u s i o n o f 

why t h e Saunders w e l l i s such a s u p e r i o r w e l l i n 

p e r f o r m a n c e t o t h e Number 10 w e l l ? 

A. G e o l o g i c a l l y , no. 

MR. KELLAHIN: No f u r t h e r q u e s t i o n s . 

EXAMINATION 

BY MR. MORROW: 

Q. Okay. What's shown on t h e c r o s s s e c t i o n , 

t h e Sands, i s t h a t g r o s s sand? 

A. I t w o u l d be t h e g r a i n o r t h e sand 

i n t e r v a l s , t h e p r o d u c t i v e i n t e r v a l s . 

Q. You c o u l d a t l e a s t c o n t o u r t h a t ? 

A. You c o u l d have c o n t o u r e d g r o s s t h i c k n e s s . 

Q. Wo u l d n ' t t e l l you a n y t h i n g --

A. Not r e a l l y . 

Q. — i n y o u r o p i n i o n ? 

A . No . 
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Q. I d o n ' t have any f u r t h e r q u e s t i o n s . 

MR. STOVALL: No, I d o n ' t t h i n k I have any 

q u e s t i o n s . 

MR. MORROW: Thank y o u , s i r . 

MR. CARR: T h a t c o n c l u d e s o u r p r e s e n t a t i o n . 

MR. MORROW: Mr. K e l l a h i n , do you h a v i n g 

a n y t h i ng. 

MR. KELLAHIN: We have no a d d i t i o n a l e v i d e n c e , 

Mr. E x a m i n e r . I'm w i l l i n g t o summarize t h e o b v i o u s . 

I b e l i e v e i t ' s Mr. C a r r ' s o b l i g a t i o n t o go f i r s t . 

MR. CARR: V e r y b r i e f l y . Chevron i s b e f o r e you 

w i t h an a p p l i c a t i o n f o r a w e l l a t an u n o r t h o d o x 

l o c a t i o n , and t h e c o n c e r n t h a t Texaco has i s t h a t 

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

an a r e a on t h e i r a c r e a g e t h a t t h e y ' v e a l r e a d y 

d r a i n e d , and c l o s e r t h a n p e r m i t t e d u n d e r t h e r u l e s 

t o a w e l l t h a t we a r e o p e r a t i n g t h a t ' s a good w e l l , 

and t h a t ' s t h e p r o b l e m . 

And t h e p r o b l e m i s , we're c o n c e r n e d t h a t 

t h e y m i g h t w i n d up w i t h a w e l l c l o s e r t h a n i t s h o u l d 

be w i t h s u b s t a n t i a l l y more a l l o w a b l e , and d r a i n a g e 

can r e s u l t , and Mr. Baca has p o i n t e d o u t c o r r e c t 

c o n c e r n s , and p r o p e r c o n c e r n s , t h a t C hevron has 

ab o u t t h e i r r o y a l t y o w ners, and we have s i m i l a r 

c o n c e r n s a b o u t o u r s , and so we're h e r e p u r s u i n g t h i s 
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m a t t e r b e f o r e you. 

The r e s u l t s proposed by Chevron r e a l l y 

i s n ' t a c c e p t a b l e t o us. We b e l i e v e t h a t i t ' s j u s t 

g o i n g t o be e x t r a o r d i n a l y d i f f i c u l t t o have 

o p e r a t o r s s t a r t s t e p p i n g o u t s i d e the r u l e s and 

m o n i t o r i n g p r o d u c t i o n independent of the p r o r a t i o n 

system, and t h a t ' s b a s i c a l l y what t h i s i s a f i r s t 

s t e p toward. 

And so we have come f o r w a r d and we have 

imposed a p e n a l t y , and i t ' s a heavy p e n a l t y , 

o b v i o u s l y i t i s w i t h the k i n d of i n f o r m a t i o n t h a t ' s 

a v a i l a b l e on the r e s e r v o i r . You can p i c k a t i t from 

v a r i o u s p e r s p e c t i v e s , but i t ' s a p e n a l t y t h a t would 

be s u f f i c i e n t i f the worse case sho u l d happen and 

the y s h o u l d have a v e r y good w e l l 660 f e e t from our 

lease l i n e and decide t o produce t h e e n t i r e 

a l l o w a b l e f o r t h a t w e l l , and we're not t e l l i n g you 

t h a t t h e y would do t h a t . We're s a y i n g we have t o 

watch i t from the p e r s p e c t i v e of what c o u l d happen. 

I f t h e OCD can s e t up i n i t s system a 

320-acre u n i t , a t l e a s t f o r m o n i t o r i n g t h e w e l l s i n 

the n o r t h h a l f , t h a t ' s agreeable t o us. As Mr. Pool 

s a i d , i f an acreage f a c t o r were imposed on t h e whole 

u n i t , t h a t would be agreeable w i t h us. And I t h i n k 

p r o b a b l y t h e d i f f e r e n c e w i t h t h e p a r t i e s i s not as 
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much t h a t t h e r e -- w h e t h e r o r n o t t h e r e s h o u l d be a 

p e n a l t y o r how i t c o u l d be e f f e c t i v e l y done so t h a t 

t h e p a r t i e s a r e n ' t r e g u l a t i n g p r o d u c t i o n , b u t t h e 

q u e s t i o n o f r e g u l a t i n g p r o d u c t i o n f r o m t r a c t s i n a 

p o o l l i k e t h i s where t h e r e a r e u n i t s o f m u l t i p l e 

w e l l s , where t h a t f u n c t i o n r e m a i n s w i t h t h e OCD and 

i s n ' t j u s t s o m e t h i n g d e l e g a t e d back t o t h e p a r t i e s . 

And so f o r t h a t r e a s o n we s t a n d b e f o r e you 

t e l l i n g y ou what o p t i o n s we m i g h t l o o k a t and f e e l 

w o u l d be a p p r o p r i a t e . We b e l i e v e t h a t t h e y have an 

o p t i o n i f t h e y r e a l l y want t o p r o d u c e w h a t ' s l e f t i n 

t h e n o r t h h a l f s t e p p i n g back t o a s t a n d a r d l o c a t i o n , 

b u t i f t h e y need t o go f o r w a r d a t t h i s l o c a t i o n , we 

t h i n k t h e r e must be some m e a n i n g f u l p e n a l t y s e t on 

i t , and I t h i n k you u n d e r s t a n d where we s t a n d on a l l 

t h e v a r i o u s p r o p o s a l s . T h a t ' s a l l I have. 

MR. MORROW: Thank y o u , s i r . 

MR. KELLAHIN: Mr. Ex a m i n e r , t h i s a p p e a r s t o 

be u n u s u a l c i r c u m s t a n c e s i n t h e Eumont. We have 

p r o p o s e d a s o l u t i o n t h a t I t h i n k Texaco 

m i s u n d e r s t a n d s . I t i s s i m p l y n o t i n t e n d e d t o be 

l e f t t o t h e p a r t i e s t o r e s o l v e among t h e m s e l v e s . We 

v e r y much want i t t o be done w i t h i n t h e s t r u c t u r e s 

o f r e g u l a t o r y f r a m e w o r k b e f o r e t h e d i v i s i o n . 

The s o l u t i o n we have s u g g e s t e d i s c e r t a i n l y 
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n o t t h e e a s i e s t one t o i m p l e m e n t , b u t i t ' s r e q u i r e d 

o u t o f n e c e s s i t y . Had t h e i n t e r e s t owners i n t h e 

r o y a l t y been common, we w o u l d have done t h e 

c o n v e n t i o n a l s o l u t i o n i n t h e Eumont, and t h a t i s 

s i m p l y r e d u c e t h e s i z e and c r e a t e two n o n s t a n d a r d 

s p a c i n g u n i t s . T h a t ' s t h e t y p i c a l way you h a n d l e 

u n o r t h o d o x l o c a t i o n s i n t h e Eumont. I t ' s n o t 

a v a i l a b l e t o us h e r e . Mr. Baca has g i v e n you t h e 

r e a s o n s f o r t h a t . 

One o f t h e c h o i c e s i s t o l o o k a t t h e 

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

t h e p r o r a t i o n u n i t and a d j u s t i t a c c o r d i n g l y . We 

t h i n k t h a t t h e p e n a l t y p r o p o s e d by Texaco i s f l a w e d ; 

i t ' s h y p o t h e t i c a l . I t has no meaning o r a p p l i c a t i o n 

t o t h e p o o l , b u t t h e i n t e n t t o a d j u s t t h e a c r e a g e 

f a c t o r i s a c h o i c e f o r y o u . 

We s u g g e s t 1.35 i s n o t r e a s o n a b l e o r 

a p p r o p r i a t e , b u t i f y o u ' r e t r y i n g t o e s t a b l i s h a 

maximum a l l o w a b l e f o r t h e Number 11 w e l l , and u n d e r 

320 a c r e s i t w o u l d be 1,200 t o d a y , and so i f you 

pegged t h e Number 11 w e l l i n some f a s h i o n w i t h an 

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

w o u l d o c c u r i f i t was a 3 2 0 - a c r e u n i t . 

The d i f f i c u l t y i s t h a t t h e OCD p r o r a t i o n 

s y s t e m i s n o t s e t up t o a p p l y t h e a c r e a g e f a c t o r s t o 
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1 t h i s s p e c i f i c w e l l . I t ' s e a s i e r done on the sp a c i n g 

2 u n i t . Mr. Carr's s u g g e s t i o n t h a t you put i t on the 

3 spac i n g u n i t puts a p u n i t i v e p e n a l t y on Chevron 

4 because i n or d e r t o put the two acreage f a c t o r on 

5 the spacing u n i t , you s a c r i f i c e t h e f l e x i b i l i t y and 

6 the a l l o w a b l e l e f t f o r t h e sou t h e a s t q u a r t e r . So we 

7 have t o g i v e up something e x t r a t h a t no one has t o 

8 g i v e up i n o r d e r t o a d j u s t the system. 

9 I have searched f o r any precedent t h a t t h e 

10 d i v i s i o n has undertaken t o address t h i s q u e s t i o n , 

11 and the o n l y one I can f i n d -- and I ' l l share i t 

12 with you -- i s one based upon a p p l i c a t i o n by Doyl 

13 Hartman. 

14 I t ' s o r d e r number R-9199. I t has a bunch of 

15 s t u f f i n i t . That s t u f f of i n t e r e s t i s how t h e 

16 d i v i s i o n handled t h e simultaneous d e d i c a t i o n and 

17 d e a l t w i t h t h e f a c t t h a t one of the w e l l s f o r which 

18 t h e r e was t o be simultaneous d e d i c a t i o n was a t an 

19 unorthodox w e l l l o c a t i o n . And i f you thumb t h r o u g h 

2 0 and go t o the ve r y t a i l e n d on page 9 and l o o k a t 

21 16 -- o r d e r i n g paragraph 16 -- what they d i d i s they 

22 a d j u s t e d and pegged an acreage f a c t o r d i r e c t l y 

23 a g a i n s t t h e w e l l . 

24 They s e t up an acreage f a c t o r of 1.75 f o r 

25 t h i s 280-acre nonstandard p r o r a t i o n u n i t . However, 
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on t h e enc r o a c h i n g w e l l , t h i s B r e t L a u g h l i n Com 

Number 5, i t ' s o n l y 330 from the common l i n e , t h e y 

gave i t no more than a 160-acre a l l o w a b l e . I c o u l d 

not f i n d i n the p r o r a t i o n schedule how t h i s 

p a r t i c u l a r o r d e r was ever implemented, so I cannot 

t e l l you how t h i s was accomplished, b u t t h e r e i s a t 

l e a s t an o r d e r t h a t demonstrates t h a t w h i l e t h e 

nonstandard p r o r a t i o n u n i t -- i n t h i s i n s t a n c e t h e 

477 -- c o n t i n u e t o have and en j o y the f l e x i b i l i t y of 

i t s a p p r o p r i a t e a l l o w a b l e . 

The o f f e n d i n g w e l l was g i v e n an a l l o w a b l e 

a p p r o p r i a t e t o the s i z e of a spaci n g u n i t d e d i c a t e d 

t o a w e l l a t t h a t l o c a t i o n t o make i t s t a n d a r d . To 

t r a n s l a t e i t i n t o our case you would put an acreage 

f a c t o r of two a g a i n s t the Number 11 w e l l and leave 

the r e s t t o the p r o r a t i o n u n i t w i t h i t s c o n v e n t i o n a l 

acreage f a c t o r . 

MR. MORROW: The Number 11 and Number 10 

to g e t h e r ? 

MR. KELLAHIN: Our choice i s t o have t h e 

f l e x i b i l i t y t o do i t i n any c o m b i n a t i o n as 

Mr. Hendrix t e s t i f i e d , i s t o have t h i s ghost 

a l l o w a b l e , i f you w i l l , assigned t o t h e n o r t h h a l f 

w i t h i n t h e system. 

MR. MORROW: So i t would be two w e l l s t o draw 
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on? 

MR. KELLAHIN: Two w e l l s t o draw on w i t h t h e 

320, w h i c h i s t h e f l e x i b i l i t y c o n t a i n e d w i t h i n t h e 

Eumont r u l e s as i t e x i s t s now. And t h i s i s t h e o n l y 

case t h a t I c o u l d f i n d t h a t began t o a d d r e s s t h i s 

k i n d o f i s s u e . And t h a t ' s a l l I have. Thank y o u . 

MR. MORROW: I f I u n d e r s t a n d i t c o r r e c t l y , 

t h a t s o l u t i o n , i f we c o u l d i m p l e m e n t i t , w o u l d be 

s a t i s f a c t o r y t o b o t h s i d e s . 

MR. KELLAHIN: I t i s my u n d e r s t a n d i n g t h a t i s 

an a l t e r n a t i v e c h o i c e and Texaco has no o b j e c t i o n t o 

t h a t . 

MR. CARR: As l o n g as t h e n o r t h h a l f i s 

m o n i t o r e d i n t h e sy s t e m as i f i t were a 320. We 

j u s t d o n ' t want i t o u t s i d e t h e sy s t e m l e f t t o us t o 

t r a c t and come back. 

MR. MORROW: Okay. 

MR. STOVALL: Mr. K e l l a h i n , l e t me j u s t ask 

you a l e g a l q u e s t i o n I have. I f t h e c o m m i s s i o n were 

t o a d o p t t h a t s o l u t i o n , what i t w o u l d e f f e c t i v e l y 

have t o do i s -- I'm g u e s s i n g f r o m t h e o p e r a t i o n o f 

t h e m e chanics o f t h e comp u t e r s y s t e m t h a t keeps t h i s 

up -- i s f o r a l l p r a c t i c a l p u r p o s e s i s c r e a t i n g two 

s e p a r a t e p r o r a t i o n u n i t s u n d e r t h e p r o p r a t i o n 

s c h e d u l e w h i c h w o u l d be one l e g a l p r o r a t i o n u n i t --
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t h e o p e r a t o r s o p e r a t i o n s . I assume t h a t ' s how t h e y 

do i t . 

MR. KELLAHIN: And t h a t r a i s e s one o f o u r 

f e a r s , i s t h a t when t h a t u s u a l l y o c c u r s , i t t r i g g e r s 

t h e t e r m i n a t i o n o f t h e s e com ag r e e m e n t s by o p e r a t i o n 

o f h a v i n g i t p u t i n t h e s c h e d u l e i n t h a t f a s h i o n , 

and so we need e i t h e r f i n d i n g s o r s o m e t h i n g i n t h e 

t h e o r d e r o r i n t h e s y s t e m , t o n o t cause t h e p o l i c e 

powers o f t h e S t a t e o f New Mexico t o t e r m i n a t e t h i s 

com agreement and d i s r u p t t h e e q u i t i e s i n t h e 

s p a c i n g u n i t , and I c a n ' t t e l l you how t o make i t 

w o r k , b u t I s u g g e s t i n t h e c u r r e n t s y s t e m you w o u l d 

have, i n e f f e c t , a d i s p l a y shown on t h e p r o r a t i o n 

s c h e d u l e where you have a 320 u n i t and a 160 u n i t , 

and o u r c o n c e r n i s t h a t t h e S t a t e Land O f f i c e o r 

someone e l s e , n o t t h e S t a t e Land o f f i c e . I t w o u l d 

be some r o y a l t y owner i n t h e n o r t h h a l f , some f e e 

owner s a y s , "Ah ha, I have t o no l o n g e r s h a r e my 

p r o d u c t i o n and r o y a l t y when t h e S t a t e o f New M e x i c o 

s t a r t s p a y i n g on t h e 320." 

MR. STOVALL: C o u l d you -- i t w i l l h e l p t o 

s u b m i t some p r o p o s e d l a n g u a g e t o a d d r e s s t h a t . T h a t 

w o u l d h e l p p u t i n t h a t o p t i o n . 

MR. KELLAHIN: I'm c e r t a i n l y w i l l i n g t o t r y . 

I'm n o t s u r e i t h e l p s , b u t I ' l l t r y . 
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MR. STOVALL: And I'm n o t s u g g e s t i n g t h a t 

t h a t ' s t h e o p t i o n t h a t t h e d i v i s i o n w o u l d a c c o m p l i s h 

i f i t ' s c o n s i d e r e d . I t h i n k we have t o a t l e a s t see 

how i t w o u l d be done. 

MR. KELLAHIN: I'm w i l l i n g t o t r y , 

Mr. S t o v a l l . 

MR. MORROW: Okay. I b e l i e v e t h a t ' s a l i t t l e 

b i t c o n t r a d i c t o r y t o t h e t e s t i m o n y o f y o u r landman 

who s a i d t h e y he d i d n ' t t h i n k d o i n g t h a t w o u l d 

c r e a t e a p r o b l e m , b u t he may n o t be an a t t o r n e y . 

MR. KELLAHIN: And pe r h a p s he and I a r e 

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

as t h e a l l o w a b l e a s s i g n e d f o r t h e n o r t h h a l f i s done 

i n such a way t h a t i t d o e s n ' t d i s r u p t t h e com 

agreement i t s a t i s f y s h i s c o n c e r n . When I l o o k a t 

t h e p r o r a t i o n s c h e d u l e and see t h e p r o r a t i o n 

s c h e d u l e and l o o k a t t h e a c r e a g e , I'm l o o k i n g a t a 

477 . 

MR. MORROW: And you assume t h a t i s a com 

agreement ? 

MR. KELLAHIN: I assume i t i s and now I see i n 

t h e r e v i s e d s c h e d u l e a 160 and a 317. Someone can 

ar g u e t h a t you e f f e c t i v e l y t e r m i n a t e d t h i s a g reement 

by t h a t p r o c e s s . 

MR. STOVALL: P o l i c y w e l l p r o r a t i o n u n i t s , 
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then why not m u l t i - p r o r a t i o n u n i t w e l l s ? 

MR. MORROW: A l l r i g h t . A n y t h i n g more? Th i s 

case number 10367 w i l l be taken under advisement. 

(Case ad j o u r n e d a t 10:50 a.m.) 

fy that the foregoing Is 1 do m 
a co :.r.;*-e "o-orci of the proceedings in 

?- X r - ,'n-r bearing ©f Case No, ___£j» 
^eard by 

Conservation Division 
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