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NEW MEXICO OIL CONSERVATION DIVISION 

STATE LAND OFFICE BUILDING 

STATE OF NEW MEXICO 

CASE NOS. 10641 and 10642 ( C o n s o l i d a t e d ) 

IN THE MATTER OF: 

The A p p l i c a t i o n of Yates D r i l l i n g Coapany, f o r 
the Expansion of the Cactus Queen ( V o l u n t a r y ) 
U n i t Area and f o r t h e Amendment of D i v i s i o n Order 
No. R-9075-A, Chaves County, New Mexico. 

The A p p l i c a t i o n of Yates D r i l l i n g Company f o r t h e 
Expansion of the Cactus Queen ( V o l u n t a r y ) U n i t 
W a t e r f l o o d P r o j e c t Area, t o Amend D i v i s i o n Order 
No. R-9075-B, and to Q u a l i f y s a i d E xpansion Area 
f o r t h e Recovered O i l Tax Rate Pursuant t o the 
"New Mexico Enhanced O i l Recovery A c t , " Chaves 
County/ New Mexico. 

BEFORE : 

MICHAEL E. STOGNER 

H e a r i n g Examiner 

S t a t e Land O f f i c e B u i l d i n g 

December 17, 1992 

REPORTED BY: 

CARLA DIANE RODRIGUEZ 
C e r t i f i e d S h o r t h a n d R e p o r t e r 
f o r t h e S t a t e of New Mexico 
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JAN 61993 
J 
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A P P E A R A N C E S 

FOR THE NEW MEXICO OIL CONSERVATION DIVISION 

ROBERT G. STOVALL, ESQ. 
General Counsel 
S t a t e Land O f f i c e B u i l d i n g 
Santa Fe, New Mexico 87504 

FOR THE APPLICANT: 

CAMPBELL, CARR, BERGE & SHERIDAN, P.C. 
Post O f f i c e Box 2208 
Santa Fe, New Mexico 87504-2208 
BY: WILLIAM F. CARR, ESQ. 
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N D E X 

A p p e a r a n c e s 

WITNESSES FOR THE APPLICANT 

1. DOUGLAS HURLBUT 
E x a m i n a t i o n by Mr 
E x a m i n a t i o n by Mr 

TOBIN L RHODES 
E x a m i n a t i o n by Mr 
E x a m i n a t i o n by Mr 
E x a m i n a t i o n by Mr 

C e r t i f i c a t e o f R e p o r t e r 

E X H I B I 

Page Number 

2 

n 3 « « 

S t o g n e r 

C a r r 
S t o g n e r 
S t o v a i 1 

5 
1 3 

1 5 
3 2 
3 5 

43 

R e f e r e n c e 
E x h i b i t No . 1 8 
E x h i b i t No . 2 9 
E x h i b i t No . 3 9 
E x h i b i t No . 4 1 0 
E x h i b i t No . 5 1 2 
E x h i b i t No . 6 1 7 
E x h i b i t No . 7 1 8 
E x h i b i t No . 8 1 8 
E x h i b i t No . 9 1 9 
E x h i b i t No . 10 20 
E x h i b i t No . 1 1 23 
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EXAMINER STOGNER: T h i s h e a r i n g w i l l 

come t o o r d e r . C a l l n e x t cases, 10641 and 

10642 . 

MR. STOVALL: And the s e cases happen t o 

cover t h e same s u b j e c t m a t t e r . They a r e t h e 

a p p l i c a t i o n s of Yates D r i l l i n g Company f o r 

e x p a n s i o n of t h e Cactus Queen v o l u n t a r y u n i t 

a r e a , and f o r t h e amendment of D i v i s i o n Order 

R-9075-A, Chaves County, New Mexico, and Case 

10642 i s t h e a p p l i c a t i o n of Yates D r i l l i n g 

Company f o r e x p a n s i o n of t h e Cactus Queen 

v o l u n t a r y u n i t w a t e r f l o o d p r o j e c t a r e a , t o amend 

D i v i s i o n Order No. R-9075-B and t o q u a l i f y s a i d 

e x p a n s i o n area f o r t h e Recovered O i l Tax Rate 

p u r s u a n t t o t h e New Mexico Enhanced O i l Recovery 

A c t , Chaves County, New Mexico. That's i t . 

EXAMINER STOGNER: C a l l f o r 

appearances. 

MR. CARR: May i t p l e a s e t h e Examiner, 

my name i s W i l l i a m F. Carr w i t h t he Santa Fe law 

f i r m Campbell, C a r r , Berge & S h e r i d a n . I 

r e p r e s e n t Yates P e t r o l e u m C o r p o r a t i o n i n each of 

thes e cases and I have two w i t n e s s e s . 

EXAMINER STOGNER: Any o t h e r 

appearances? 
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MR. CARR: I need t o c o r r e c t t h a t . I'm 

here f o r Yates D r i l l i n g Company. 

MR. STOVALL: Who i s t h e A p p l i c a n t . 

MR. CARR: Tha t ' s c o r r e c t . 

EXAMINER STOGNER: W i l l t h e w i t n e s s e s 

p l e a s e s t a n d t o be sworn. 

[And t h e w i t n e s s e s were d u l y sworn.] 

EXAMINER STOGNER: Mr. C a r r , you may 

proc e e d . 

DODGLAS W. HURLBUT 

Having been f i r s t d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. CARR: 

Q. W i l l you s t a t e your name f o r t h e 

r e c o r d , p l e a s e ? 

A. My name i s Douglas W. H u r l b u t . 

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

A. I t ' s H-U-R-L-B-U-T. 

Q. Where do you r e s i d e ? 

A. I n A r t e s i a , New Mexico. 

Q. By whom are you employed? 

A. I'm employed by Yates D r i l l i n g Company 

and Myco I n d u s t r i e s , I n c . 

Q. I n what c a p a c i t y are you employed by 
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these companies? 

A. I'm a p e t r o l e u m landman. 

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 

th e 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 ? 

A. No, I have n o t . 

Q. Would you summarize f o r Mr. Stogner 

your e d u c a t i o n a l background and t h e n b r i e f l y 

r e v i e w your work e x p e r i e n c e ? 

A. Okay. 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 

of New Mexico i n 1972 w i t h a b a c h e l o r ' s degree i n 

u n i v e r s i t y s t u d i e s , w h i c h was major 

c o n c e n t r a t i o n s i n b u s i n e s s and g e o l o g y . 

I'm a l s o a c e r t i f i e d p e t r o l e u m 

landman. I worked f o r t h e Yates Companies about 

two and a h a l f y e a r s . P r i o r t o t h a t f o r about 

f i v e y e a r s I was s e l f - e m p l o y e d , and p r i o r t o t h a t 

I worked w i t h s e v e r a l s m a l l i n d e p e n d e n t 

p r o d u c e r s . I ' v e g ot a t o t a l of about 19 y e a r s ' 

e x p e r i e n c e . 

Q. A l l t h a t t i m e as a p e t r o l e u m landman? 

A. Yes. 

Q. Has most of t h a t t i m e been d e v o t e d t o 

l a n d m a t t e r s i n t h e Permian Basin? 

A. I would say so, yes. 

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 s 
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f i l e d on b e h a l f of Yates D r i l l i n g Company i n 

thes e cases? 

A. Yes, I am. 

Q. Are you f a m i l i a r w i t h t h e s t a t u s of t h e 

la n d s i n v o l v e d i n each of t h e cases? 

A. Yes, l a m . 

Q. Would you j u s t b r i e f l y s t a t e what Yates 

D r i l l i n g Company seeks w i t h t h e s e a p p l i c a t i o n s ? 

A. An e x p a n s i o n of t h e Cactus Queen U n i t 

W a t e r f l o o d P r o j e c t , and t h e q u a l i f i c a t i o n s of 

t h i s e x p a n s i o n area f o r t h e enhanced o i l r e c o v e r y 

t ax r a t e . 

Q. Would you p r o v i d e t h e Examiner w i t h 

j u s t a b r i e f b ackground h i s t o r y on t h i s 

p a r t i c u l a r u n i t ? 

A. The u n i t was approved on December 14, 

1989, under o r d e r No. R-9075, and t h e w a t e r f l o o d 

p r o j e c t was approved March 15, 1990, under Order 

No. R-9075-B. 

Q. Mr. H u r l b u t , when t h e u n i t was 

o r i g i n a l l y a pproved, i t was approved i n t h e 

a l t e r n a t i v e , one of t h e o p t i o n s b e i n g a s t a t u t o r y 

u n i t t h a t i n c l u d e d t h e p r e s e n t u n i t and some 

a d d i t i o n a l acreage owned by t h e Doyle f a m i l y , i s 

t h a t c o r r e c t ? 
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A. That's c o r r e c t . 

Q. Yates was u n s u c c e s s f u l i n o b t a i n i n g t h e 

ne c e s s a r y r a t i f i c a t i o n s t o implement a s t a t u t o r y 

u n i t ? 

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

Q. And what we have here t o d a y i s a 

v o l u n t a r y u n i t ? 

A. Th a t ' s c o r r e c t . 

Q. L e t ' s i d e n t i f y what has been marked as 

Yates D r i l l i n g Company E x h i b i t No. 1? 

A. Okay. E x h i b i t No. 1 i s a p l a t t h a t 

shows t h e o u t l i n e s of t h e u n i t w h i c h would t a k e 

i n t h e p r e v i o u s l a n d s w i t h t h e now r e q u e s t e d 

l a n d s . The p r e v i o u s l a n d s , w h i c h i n c l u d e t h e 320 

a c r e s , cover t h e s o u t h h a l f of t h e so u t h w e s t 

q u a r t e r of S e c t i o n 27, t h e n o r t h e a s t q u a r t e r o f 

th e s o u t h w e s t q u a r t e r o f 27, and t h e west h a l f 

s o u t h e a s t of S e c t i o n 27, and a l s o t h e n o r t h h a l f 

n o r t h w e s t , and t h e n o r t h w e s t / n o r t h e a s t of S e c t i o n 

34 . 

Q. I f I l o o k a t t h i s e x h i b i t , you've 

p l a c e d t r a c t numbers on each o f t h e 40 acres? 

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

Q. The e x p a n s i o n area would i n c l u d e t r a c t s 

2B, 2C, I B , 3B, 3A, IC, 5A and 5, i s t h a t 
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c o r r e c t ? 

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

Q. L e t ' s move now t o what has been marked 

as Yates E x h i b i t No. 2. 

A. Okay. T h i s shows t h e r e v i s e d o w n e r s h i p 

of t h e s e l e a s e s i n v o l v e d i n t h e e x p a n s i o n . The 

c u r r e n t o w n e r s h i p i s owned by t h e Yates group, 

Yates D r i l l i n g Company, t h e e s t a t e of M a r t i n 

Y a t e s , I I I , t h e e s t a t e of L i l l i e M. Yates and 

Myco I n d u s t r i e s , I n c . 

Q. T h i s e x h i b i t shows t h e o w n e r s h i p i n t h e 

u n i t as y o u ' r e p r o p o s i n g t o expand i t ? 

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

Q. A l l r i g h t . L e t ' s i d e n t i f y E x h i b i t No. 

3 ? 

A. E x h i b i t No. 3 i s t h e u n i t agreement 

t h a t was d a t e d back on November 1, 1989, under 

the o r i g i n a l 320 a c r e s . 

Q. And t h i s i s t h e u n i t agreement t h a t you 

w i l l propose t o a p p l y t o t h e e x p a n s i o n area as 

wel 1? 

A. T h i s i s c o r r e c t . 

Q. T h i s u n i t agreement p r o v i d e s f o r 

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

A. T h i s agreement w i l l cover t h e e x i s t i n g 
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u n i t a r e a . I t shows t h e c h a r a c t e r of t h e l a n d , 

i t p r o v i d e s f o r w a t e r f 1 o o d i n g , i t s e t s o ut t h e 

b a s i s f o r p a r t i c i p a t i o n f o r each of t h e p a r t i e s , 

and p r o v i d e s f o r f i l i n g o f p e r i o d i c p l a n s of 

development. 

Q. Does t h i s agreement a l s o p r o v i d e f o r 

ex p a n s i o n s of t h e u n i t area? 

A. Yes, i t does. 

Q. I s t h a t s e c t i o n s e t f o r t h on page 5 of 

t h i s agreement? 

A. Yes. 

Q. I n ex p a n d i n g t h e u n i t , have you 

c o m p l i e d w i t h t h e p r o v i s i o n s of t h i s c o n t r a c t ? 

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

Q. And t h i s c o n t r a c t was p r e v i o u s l y 

approved or t h i s agreement by t h e OCD, BLM and 

th e S t a t e Land O f f i c e ? 

A. C o r r e c t . 

Q. L e t ' s go t o E x h i b i t No. 4. Would you 

i d e n t i f y t h a t ? 

A. E x h i b i t No. 4 i s t h e u n i t o p e r a t i n g 

agreement d a t e d November 1, 1989. 

Q. Could you g e n e r a l l y d e s c r i b e t h i s 

agreement? 

A. I t o u t l i n e s t h e s u p e r v i s i o n and 
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management of t h e u n i t , i t d e f i n e s t h e r i g h t s and 

d u t i e s of a l l p a r t i e s , i t shows how i n v e s t m e n t 

and c o s t s a r e t o be s h a r e d , i t e s t a b l i s h e s v o t i n g 

p r o c e d u r e s f o r d e c i s i o n s t o be made by t h e 

w o r k i n g i n t e r e s t owners, i t s e t s f o r t h a c c o u n t i n g 

p r o c e d u r e s , shows how c o s t s w i l l be a l l o c a t e d and 

p a i d , and i t c o n t a i n s o t h e r s t a n d a r d p r o v i s i o n s . 

Q. And t h i s w i l l be t h e o p e r a t i n g 

agreement t h a t w ould a l s o a p p l y t o t h e e x p a n s i o n 

area i n t h e Cactus Queen U n i t ? 

A. Yes, i t would be. 

Q. Has Yates r e v i e w e d t h i s p r o p o s a l or 

t h i s e x p a n s i o n w i t h t h e Bureau o f Land 

Management ? 

A. Yes, t h e y have. 

Q. And what response have you r e c e i v e d ? 

A. There was no o b j e c t i o n s . 

Q. Has t h i s p r o p o s a l been a l s o r e v i e w e d 

w i t h t h e Commissioner of P u b l i c Lands? 

A. Yes, i t has. 

Q. And what r e s p o n s e , a g a i n , d i d you 

r e c e i v e f r o m t h e Land O f f i c e ? 

A. There were no o b j e c t i o n s , e i t h e r . 

Q. And t h e r e were no f o r m a l l e t t e r s 

a p p r o v i n g or d e s i g n a t i n g t h e a r e a , because t h i s 
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i s an e x p a n s i o n of an e x i s t i n g u n i t under t h e 

p r o v i s i o n s of t h e agreement, i s t h a t c o r r e c t ? 

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

Q. What p e r c e n t a g e of t h e w o r k i n g i n t e r e s t 

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

th e u n i t ? 

A. 100 p e r c e n t . 

Q. Could you t e l l me what has been marked 

as Yates E x h i b i t No. 5? 

A. I t ' s an a f f i d a v i t t h a t I had made up, 

t h a t I s e n t o u t n o t i c e s t o a l l of t h e owners of 

th e s u r f a c e of t h e l a n d s on w h i c h each i n j e c t i o n 

w e l l i s l o c a t e d , and I a l s o s e n t a n o t i c e o u t t o 

th e l e a s e h o l d o p e r a t o r s w i t h i n t h e area of r e v i e w 

f o r each i n j e c t i o n w e l l . 

Q. As a landman f o r Yates D r i l l i n g , was i t 

your d u t y t o i d e n t i f y t h e s e v a r i o u s owners t o 

whom n o t i c e has been g i v e n ? 

A. Yes, i t was. 

Q. You have p r o v i d e d n o t i c e by c e r t i f i e d 

m a i l t h a t a l s o a d v i s e d each o f t h o s e owners o f 

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

A. I d i d . 

Q. And t h i s n o t i c e r e q u i r e m e n t a p p l i e s t o 

th e w a t e r f l o o d p o r t i o n o f t h e case? 
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A. R i g h t . 

Q. Were E x h i b i t s 1 t h r o u g h 5 p r e p a r e d by 

you or c o m p i l e d under your d i r e c t i o n ? 

A. Yes, t h e y were. 

MR. CARR: At t h i s t i m e , Mr. St o g n e r , 

we would move t h e a d m i s s i o n of Yate s ' E x h i b i t s 1 

t h r o u g h 5. 

EXAMINER STOGNER: E x h i b i t s 1 t h r o u g h 5 

w i l l be a d m i t t e d i n t o e v i d e n c e . 

MR. CARR: That 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. H u r l b u t . 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. I n l o o k i n g a t E x h i b i t No. 1, what was 

th e o r i g i n a l o u t l i n e f o r t h i s u n i t ? 

A. I f you l o o k a t t h e t h i n g , i t ' s a c t u a l l y 

t h e n o r t h h a l f of t h a t u n i t o u t l i n e , t h e n o r t h 

320 a c r e s . Do you want me t o g i v e you a 

descr i p t i o n ? 

Q. Yes. Why don't you g i v e me a 

d e s c r i p t i o n . 

A. Okay. The s o u t h h a l f of t h e 

so u t h w e s t - - o k a y , S e c t i o n 27, s o u t h h a 1 f / s o u t h w e s t 

q u a r t e r , n o r t h e a s t / s o u t h w e s t , west 

ha 1 f / s o u t h e a s t . Then i n 34, t h e n o r t h 
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ha 1 f / n o r t h w e s t , and n o r t h w e s t / n o r t h e a s t . T hat's 

t h e o r i g i n a l o u t l i n e . 

Q. And t h e rem a i n d e r s o u t h e r n p a r t ? 

A. R i g h t , i s what we're a d d i t i o n a l l y 

a s k i n g f o r . 

Q. And your E x h i b i t #2 i n c l u d e s a l l 

i n t e r e s t s ? 

A. Yes, i t does. 

Q. Okay. And how about t h e r o y a l t y 

i n t e r e s t s ? Have t h e y a l l agreed t o t h e 

expans ion? 

A. I t would be t h e S t a t e and t h e BLM, and 

we've t a l k e d t o them. 

Q. Do you have p r e l i m i n a r y a p p r o v a l y e t or 

have you r e c e i v e d any w r i t t e n c o n f i r m a t i o n on 

t h a t ? 

A. No, we do n o t . 

Q. Did you have a m e e t i n g w i t h t h e BLM? 

A. Yes, we d i d , y e s t e r d a y . 

Q. And w i t h t h e Land O f f i c e ? 

A. Yes, we had a m e e t i n g t o d a y . 

EXAMINER STOGNER: I have no o t h e r 

q u e s t i o n s of t h i s w i t n e s s a t t h i s t i m e . 

MR. STOVALL: My o n l y q u e s t i o n i s , 

y o u ' r e a s k i n g f o r t h e EOR t a x r a t e a p p r o v a l . Who 
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wants t o t a l k about t h a t t o make sure t h a t you 

know what you have t o do and what we w i l l do? 

MR. CARR: We're g o i n g t o be c a l l i n g an 

e n g i n e e r i n g w i t n e s s who w i l l address t h a t , I 

t h i n k , Mr. S t o v a l l . 

MR. STOVALL: Okay. 

TOBIN L. RHODES 

Having been f i r s t d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. CARR: 

Q. Would 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. My name i s T o b i n L. Rhodes. 

Q. By whom are you employed? 

A. I'm employed by Yates D r i l l i n g Company. 

Q. I n what c a p a c i t y ? 

A. P e t r o l e u m 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 ? 

A. Yes. 

Q. At t h e t i m e o f t h a t t e s t i m o n y , were 

your c r e d e n t i a l s as a p e t r o l e u m 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 of r e c o r d ? 

A. Yes, t h e y were. 
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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 s 

f i l e d i n each of the s e cases on b e h a l f of Yates 

D r i l l i n g Company? 

A, Yes, I am. 

Q. Have you made a s t u d y o f th e p o r t i o n of 

th e S o u t h e a s t Chaves Queen Pool t h a t ' s i n v o l v e d 

i n t h e s e cases? 

A. Yes, I have. 

MR. CARR: Are t h e w i t n e 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 ? 

EXAMINER STOGNER: Mr. Rhodes i s so 

qua 1 i f i e d . 

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 here today? 

A. Yes, I have. 

Q. Could you i n i t i a l l y i d e n t i f y f o r t h e 

Examiner t h e f o r m a t i o n t h a t y o u ' r e p r o p o s i n g t o 

u n i t i z e ? 

A. That would be t h e Queen f o r m a t i o n , and 

i t would be i d e n t i f i e d f r o m a p o i n t 50 f e e t above 

th e t o p of t h e Queen f o r m a t i o n t o t h e base of t h e 

Queen f o r m a t i o n , s a i d i n t e r v a l o c c u r r i n g i n t h e 

Doyal #1 w e l l l o c a t e d 660 f e e t f r o m t h e n o r t h 

l i n e , 990 f e e t f r o m t h e ea s t l i n e of S e c t i o n 34, 

Township 12 South, Range 31 East, Chaves County, 
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New Mexico. 

Q. T h i s i s t h e w e l l t h a t i s r e f e r e n c e d i n 

th e u n i t agreement t o d e f i n e t h e v e r t i c a l 

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

A. Yes, i t i s . 

Q. That l o g i s on f i l e w i t h 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 ? 

A. Yes, i t i s . 

Q. Has t h e p o r t i o n of t h e r e s e r v o i r w h i c h 

you propose t o i n c l u d e i n t h i s u n i t e x p a n s i o n 

been r e c e n t l y d e f i n e d by development? 

A. Yes, i t has. 

Q. Are t h e r e any windows w i t h i n t h e 

proposed u n i t boundary? 

A . No . 

Q. Can we now r e f e r t o what has been 

marked as Yates D r i l l i n g E x h i b i t No. 6, w h i c h i s 

a s t r u c t u r e map? Would you i d e n t i f y t h a t and 

t h e n r e v i e w i t f o r t h e Examiner? 

A. E x h i b i t No. 6 i s a s t r u c t u r e map on t h e 

t o p of t h e Queen f o r m a t i o n . T h i s map i d e n t i f i e s 

t h e Cactus Queen w a t e r f l o o d a r e a . I t a l s o 

i d e n t i f i e s an a d j a c e n t Doyle l e a s e w a t e r f l o o d . 

I t a l s o i d e n t i f i e s t h e area o f proposed e x p a n s i o n 

f o r t h e Cactus Queen U n i t . 
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There are t r i a n g l e s around e x i s t i n g 

i n j e c t i o n w e l l s ; t h e r e a re dashed t r i a n g l e s 

around w e l l s proposed f o r i n j e c t i o n . 

Q. L e t ' s move on, t h e n , t o E x h i b i t No. 7, 

your p o r o s i t y map, and I would a g a i n ask t h a t you 

r e v i e w t h a t f o r Mr. S t o g n e r . 

A. E x h i b i t No. 7 i s a p o r o s i t y map t h a t 

j u s t i d e n t i f i e s f r o m l o g c a l c u l a t i o n s or j u s t l o g 

o b s e r v a t i o n s t h e amount o f p o r o s i t y above 10 

p e r c e n t — t h e n e t f e e t of p o r o s i t y above 10 

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

a r eas as i n t h e p r e v i o u s e x h i b i t . 

Q. What b a s i c a l l y does t h i s e x h i b i t show 

y ou ? 

A. I t j u s t shows you t h e areas of t h e 

h i g h e s t p o r o s i t y and lower p o r o s i t y i n t h e 

r e s e r v o i r . 

Q. And t h e c o n t i n u i t y of t h e c o n t i n u a t i o n 

of t h i s p o r o s i t y i s on a c r o s s t h e proposed u n i t ? 

A. Yes. 

Q. L e t ' s go t o your n e x t e x h i b i t , E x h i b i t 

No. 8. Could you i d e n t i f y t h a t , p l e a s e ? 

A. E x h i b i t No. 8 i s a h y d r o c a r b o n f o o t 

map. A c t u a l l y , i t ' s t h e average p o r o s i t y of t h e 

net pay t i m e s t h e o i l s a t u r a t i o n . I t ' s c o n t o u r e d 
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over t h e r e s e r v o i r , w h i c h a l s o shows c o n t i n u i t y 

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

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

Q. Was t h i s p a r t i c u l a r e x h i b i t u t i l i z e d i n 

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

u n i t ? 

A. Yes. T h i s E x h i b i t was p l a n i m e t e r e d and 

th e p l a n i m e t e r d a t a was u t i l i z e d i n d e v e l o p i n g 

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

Q. L e t ' s move on now t o t h e c r o s s - s e c t i o n , 

y o u r E x h i b i t No. 9, and i f you would r e v i e w t h e 

t r a c e f o r t h e c r o s s - s e c t i o n and th e n e x p l a i n what 

t h i s e x h i b i t shows? 

A. E x h i b i t No. 9, t h e c r o s s - s e c t i o n , s i x 

w e l l s , s t a r t i n g i n t h e n o r t h a t t h e Cactus Queen 

U n i t #5, g o i n g t o t h e Garner F e d e r a l #3, Garner 

F e d e r a l #2, Deluna F e d e r a l #2, t h e Dave F e d e r a l 

#2, and t h e Garner F e d e r a l #1 . 

T h i s e x h i b i t shows t h a t t h e r e s e r v o i r 

c o n t i n u e s f r o m n o r t h t o s o u t h , where i t p i n c h e s 

out i n t h e area of t h e Garner F e d e r a l # 1 . 

Y o u ' l l n o t e t h a t t h e u n i t boundary 

would f a l l between t h e Cactus Queen U n i t #5 and 

t h e Garner F e d e r a l #3. There i s a s m a l l l o s s o f 

p o r o s i t y i n t h e Garner F e d e r a l #3 as compared t o 
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t h e Cactus Queen U n i t #5, b u t we b e l i e v e t h e r e i s 

a c o n t i n u a t i o n of t h e r e s e r v o i r a c r o s s t h a t 

i n t e r v a l . 

Q. Mr. Rhodes, At t h e p r e v i o u s h e a r i n g 

when t h e u n i t was under c o n s i d e r a t i o n i n i t i a l l y , 

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

on t h e s o u t h e r n end of t h e o r i g i n a l u n i t . Could 

you e x p l a i n your u n d e r s t a n d i n g of t h a t a t t h i s 

t ime ? 

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

c l o s e d a l o n g t h e s o u t h e r n boundary of t h e Cactus 

Queen U n i t . Since t h a t t i m e we b e l i e v e t h a t some 

c h a r a c t e r i s t i c t h i n g s t h a t have happened i n t h e 

r e s e r v o i r show t h a t t h e r e s e r v o i r i s c o n t i n u o u s 

a c r o s s t h e boundary and i n t o t h e s o u t h e r n a r e a . 

Q. What you had a c t u a l l y was a 

p e r m e a b i l i t y r e s t r i c t i o n , was i t n o t , and n o t a 

b a r r i e r ? 

A. That 1 s t r u e . 

Q. For t h a t r e a son you've d e c i d e d t o 

expand t h e u n i t , as opposed t o f o r m i n g a s e p a r a t e 

u n i t i n t h e s o u t h e r n p o r t i o n of t h i s area? 

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

Q. L e t ' s go now t o what has been marked 

your E x h i b i t No. 10. Would you i d e n t i f y t h a t , 
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ple a s e ? 

A. E x h i b i t No. 10 i s a l i s t i n g of o i l 

p r o d u c t i o n from each of t h e w e l l s i n t h e Cactus 

Queen U n i t . The p r o d u c t i o n f r o m t h e Cactus Queen 

U n i t i s summed, and t h e r e ' s a l s o a l i s t i n g of 

each of t h e w e l l s i n t h e proposed e x p a n s i o n a r e a , 

and t h e p r o d u c t i o n f r o m t h e e x p a n s i o n area i s 

summed. 

And t h e n , i n t h e v e r y f a r r i g h t - h a n d 

column, p r o d u c t i o n f r o m b o t h areas i s t o t a l l e d . 

Q. And from t h i s i n f o r m a t i o n you c o u l d 

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

e x p a n s i o n area absent t h e w a t e r f l o o d p r o j e c t 

w h i c h you are p r o p o s i n g ? 

A. Yes. 

Q. And so i f , a t a l a t e r d a t e , t h e r e was a 

response t o w a t e r f l o o d i n g and p r o d u c t i o n changed, 

t h i s i n f o r m a t i o n would be t h e b a s i s t o w h i c h you 

c o u l d l o o k t o d e t e r m i n e i f t h e r e was a change 

o c c u r r ing? 

A. Yes. 

Q. What i s t h e b a s i s f o r t h e p a r t i c i p a t i o n 

f o r m u l a u t i l i z e d i n t h i s u n i t ? 

A. The p a r t i c i p a t i o n f o r m u l a i s based on 

p r o d u c t i o n f i g u r e s and t h e h y d r o c a r b o n f o o t map 
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t h a t we p r e v i o u s l y d i s c u s s e d . T h i s f o r m u l a i s of 

the same form as t h e f o r m u l a we used i n t h e 

o r i g i n a l Cactus Queen U n i t Agreement. 

Q. When you expand t h e u n i t , w i l l t h e 

r e l a t i o n s h i p of t h e t r a c t s i n t h e o r i g i n a l u n i t 

and t h e f o r m u l a g o v e r n i n g a l l o c a t i o n of 

p r o d u c t i o n t o tho s e owners, remain unchanged? 

A. That's c o r r e c t . They w i l l r e m a i n 

unchanged as t o one a n o t h e r , and t h e agreement 

r e q u i r e s t h a t we han d l e t h e e x p a n s i o n i n t h a t 

f orm. 

Q. And t h e p a r t i c i p a t i o n f o r m u l a has been 

agreed t o by 100 p e r c e n t of t h e w o r k i n g i n t e r e s t 

owners, and when approved by BLM and t h e Land 

O f f i c e , 100 p e r c e n t of t h e r o y a l t y i n t e r e s t 

owners i n t h e e x p a n s i o n area? 

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

Q. I s u n i t i z e d management o p e r a t i o n and 

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

Sou t h e a s t Queen-Chaves P o o l , n e c e s s a r y t o c a r r y 

on t h i s secondary r e c o v e r y o p e r a t i o n ? 

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

Q. W i l l t h e u n i t i z e d methods of o p e r a t i o n 

p r e v e n t waste and r e s u l t i n t h e i n c r e a s e d 

r e c o v e r y of s u b s t a n t i a l l y more o i l from t h e area 
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w h i c h i s t h e s u b j e c t of t h i s case? 

A. Yes. 

Q. Does Yates D r i l l i n g Company seek 

a u t h o r i t y t o commit a d d i t i o n a l w e l l s t o 

i n j e c t i o n , i f needed, by a d m i n i s t r a t i v e 

p r o c e d u r e s ? 

A. Yes, we do. 

Q. I n your o p i n i o n , w i l l g r a n t i n g t h i s 

a p p l i c a t i o n f o r e x p a n s i o n of t h e Cactus Queen 

U n i t by v o l u n t a r y u n i t i z a t i o n , be i n t h e b e s t 

i n t e r e s t s of c o n s e r v a t i o n , t h e p r e v e n t i o n of 

waste and t h e p r o t e c t i o n of c o r r e l a t i v e r i g h t s ? 

A. Yes. 

Q. Now, I would l i k e t o go a t t h i s t i m e , 

Mr. Rhodes, t o t h e w a t e r f l o o d p o r t i o n of t h e 

a p p l i c a t i o n , and I would l i k e you t o i d e n t i f y 

what has been marked Yates D r i l l i n g E x h i b i t No. 

11? 

A. Yat e s ' E x h i b i t No. 11 i s t h e C-108 form 

t h a t has p r e v i o u s l y f i l e d w i t h t h e Commission--or 

t h e D i v i s i o n . There a r e s e v e r a l a t t a c h m e n t s t h a t 

we w i l l d i s c u s s . 

Q. T h i s i s an e x p a n s i o n of a p r e v i o u s l y 

a pproved w a t e r f l o o d p r o j e c t ? 

A. Yes. 
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Q. What i s t h e s t a t u s of t h e l a n d s i n t h e 

p r o j e c t area? 

A. There i s some s t a t e l a n d i n t h e 

n o r t h e r n e x i s t i n g Cactus Queen U n i t . The 

r e m a i n i n g l a n d i s f e d e r a l . A l l of the l a n d i n 

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

Q. There a re no f e e t r a c t s or f e e owners 

w i t h whom you have t o d e a l i n t h i s m a t t e r ? 

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

Q. What i s t h e p r e s e n t s t a t u s of t h e w e l l s 

y o u ' r e p r o p o s i n g t o c o n v e r t t o i n j e c t i o n ? 

A. They're a l l p r o d u c i n g Queen o i l w e l l s , 

m a r g i n a l l y economic. 

Q. L e t ' s go t o t h e p l a t i n E x h i b i t # 1 1, 

whi c h i s on page 3 of t h a t e x h i b i t . I would ask 

you t o r e v i e w t h a t f o r Mr. St o g n e r . 

A. Page 3 i s a p l a t showing t h e l o c a t i o n 

of t h e s u b j e c t w e l l s . I t shows a l l t h e w e l l s 

w i t h i n a t w o - m i l e r a d i u s of t h e i n j e c t i o n w e l l s . 

I t shows l e a s e o w n e r s h i p i n t h e a r e a . I t a l s o 

shows t h e area of r e v i e w w i t h a o n e - h a l f - m i l e 

c i r c l e around t h e i n j e c t i o n w e l l , and page 4 i s a 

blow-up o f t h e same area t h a t f u r t h e r d e f i n e s t h e 

area o f r e v i e w . 

Q. Does E x h i b i t No. 11 c o n t a i n t h e d a t a on 
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each of t h e w e l l s w i t h i n t h e area of r e v i e w w h i c h 

p e n e t r a t e t h e i n j e c t i o n zone, a l l t h e d a t a t h a t ' s 

r e q u i r e d by t h e D i v i s i o n ' s r u l e s and t h e C-108? 

A. Yes. Pages 5 t h r o u g h 26 i n c l u d e w e l l 

d a t a s h e e t s f o r each w e l l i n t h e area of r e v i e w . 

Each d a t a sheet i n c l u d e s a l l t h e i n f o r m a t i o n 

r e q u i r e d by t h e C-108. 

Q. Are t h e r e p l u g g e d and abandoned w e l l s 

w i t h i n t h e area of r e v i e w ? 

A. There a r e no p l u g g e d and abandoned 

we l i s . 

Q. Could you r e f e r t o t h e sc h e m a t i c 

d r a w i n g s o f t h e proposed i n j e c t i o n w e l l s and 

b a s i c a l l y r e v i e w t h e way you propose t o complete 

t h e s e w e l l s , f o r Mr. Stogner? I t h i n k t h e f i r s t 

one i s on page 7, i f you c o u l d r e v i e w t h a t i n 

d e t a i 1 ? 

A. Okay. There a re s c h e m a t i c s on pages 7, 

14, 16, 21 and 23. Each one of the s e s c h e m a t i c s 

d e p i c t s how t h e proposed i n j e c t i o n w e l l w ould be 

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

i n t o t h e s e w e l l s . I t i d e n t i f i e s t h e c a s i n g o f 

each w e l l , i t i d e n t i f i e s t h e amount of cement, 

and t h e t o p of t h e cement b e h i n d each c a s i n g 

s t r i n g . I t i d e n t i f i e s t h e p e r f o r a t e d i n t e r v a l 
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and i d e n t i f i e s t h e a p p r o x i m a t e i n t e r v a l a t w h i c h 

t h e packer would be s e t w h i c h i s a p p r o x i m a t e l y 50 

f e e t above t h e t o p p e r f o r a t i o n . 

Q. The t u b i n g w i l l be l i n e d t u b i n g ? 

A. P l a s t i c l i n e d t u b i n g . 

Q. And t h e a n n u l a r space w i l l be f i l l e d 

w i t h a f l u i d ? 

A. Yes. 

Q. There w i l l be a gauge a t t h e s u r f a c e t o 

measure t h e p r e s s u r e i n t h e a n n u l a r space as 

r e q u i r e d by t h e F e d e r a l Underground I n j e c t i o n 

C o n t r o l Program? 

A. Yes, t h e r e w i l l be. 

Q. I n t o what f o r m a t i o n a r e you p r o p o s i n g 

t o i n j e c t ? 

A. We're p r o p o s i n g t o i n j e c t i n t o t h e 

Upper Sandstone member of t h e Queen f o r m a t i o n . 

Q. What i s t h e sou r c e of t h e w a t e r y o u ' r e 

p r o p o s i n g t o i n j e c t ? 

A. The sou r c e o f t h e w a t e r would be 

u n i t - p r o d u c e d w a t e r , produced w a t e r from Yates 

D r i l l i n g - o p e r a t e d Queen w e l l s i n t h e immediate 

a r e a , and from f r e s h w a t e r f r o m a f r e s h w a t e r 

s o u r c e w e l l t h a t we o p e r a t e . 

Q. I s t h a t f r e s h w a t e r w e l l on s t a t e land? 
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A. Yes, i t i s . 

Q. Have you r e c e i v e d a p p r o v a l from t h e 

Commissioner of P u b l i c Lands t o produce t h i s 

w a t e r and i n j e c t i t per your program f o r t h e 

Cactus Queen u n i t ? 

A. Yes. We r e c e i v e d i n i t i a l a p p r o v a l t o 

use f r e s h w a t e r from t h i s w e l l i n t h e o r i g i n a l 

Cactus Queen U n i t , and j u s t r e c e n t l y we've 

r e c e i v e d a p p r o v a l t o use t h e wa t e r f r o m t h i s w e l l 

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

Q. What volumes are you p r o p o s i n g t o 

i n j e c t ? 

A. We're p r o p o s i n g t o i n j e c t a p p r o x i m a t e l y 

200 b a r r e l s o f wat e r per day f o r each of t h e f i v e 

i n j e c t i o n w e l l s . 

Q. And t h e maximum d a i l y i n j e c t i o n r a t e 

w i l l be what ? 

A. We do n o t ex p e c t t o exceed 400 b a r r e l s 

of w a t e r per day. 

Q. W i l l t h e system be open or c l o s e d ? 

A. The system w i l l be c o m p l e t e l y 

c o n t a i n e d . 

Q. W i l l you be i n j e c t i n g under p r e s s u r e or 

by g r a v i t y ? 

A. I n i t i a l l y , t h e w e l l s w i l l p r o b a b l y t a k e 
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w a t e r on a vacuum, bu t we do a n t i c i p a t e h a v i n g t o 

i n j e c t under p r e s s u r e . 

Q. Any t i m e would you e n v i s i o n a 

c i r c u m s t a n c e where you would need t o i n j e c t a t 

t h e r a t e i n excess of t w o - t e n t h s pound per f o o t 

of d e p t h t o t h e t o p of t h e i n j e c t i o n i n t e r v a l ? 

A. I n i t i a l l y no, but we t h i n k t h e r e may be 

reason t o i n j e c t a t h i g h e r p r e s s u r e s t h a n t h a t . 

I f , a t some p o i n t i n t i m e we come t o t h a t p o i n t , 

we would l i k e t o r e q u e s t t h a t we be g r a n t e d 

a d m i n i s t r a t i v e a p p r o v a l t o do s t e p r a t e t e s t s t o 

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

Q. Does E x h i b i t No. 11 c o n t a i n w a t e r 

a n a l y s e s on t h e i n j e c t i o n f l u i d ? 

A. Yes. Pages 31 t h r o u g h 36 are w a t e r 

a n a l y s e s f r o m t h r e e of t h e w e l l s i n t h e e x p a n s i o n 

a r e a . 

Q. Would you a n t i c i p a t e t h a t t h e r e would 

be any problems w i t h t h e c o m p a t i b i l i t y o f t h e 

f l u i d s y o u ' r e p r o p o s i n g t o i n j e c t i n t o t h e 

f o r m a t ion? 

A. No. We've been i n j e c t i n g f r e s h w a t e r 

and produced w a t e r i n t o t h e Cactus Queen U n i t f o r 

a c o u p l e of y e a r s now, and we've had no p r o b l e m 

a s s o c i a t e d w i t h c o m p a t i b i l i t y . 
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Q. Are t h e r e f r e s h w a t e r zones i n t h e 

area? 

A. Yes, t h e r e a r e . The p r i m a r y s o u r c e s of 

f r e s h w a t e r i n t h e area a r e t h e O g a l l a l a a q u i f e r , 

t e r t i a r y age, t h e base o f w h i c h i s about 300 f e e t 

below t h e s u r f a c e . And t h e n i m m e d i a t e l y 

u n d e r l y i n g t h e O g a l l a l a i s t h e C h i n l e , w h i c h i s 

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

Q. Are t h e r e w a t e r w e l l s i n t h e area? 

A. Yes, t h e r e a r e a number of w a t e r w e l l s 

i n t h e a r e a . On page 27 i s a l i s t i n g of t h o s e 

w e l l s , t h e i r l o c a t i o n , and t h e S t a t e E n g i n e e r ' s 

i d e n t i f i c a t i o n number f o r each of tho s e w e l l s . 

T h i s l i s t i n c l u d e s a l l t h e w e l l s i n Townships 12 

and 13 South, 31 Eas t , w h i c h i s an area l a r g e r 

t h a n one m i l e . 

Q. From what i n t e r v a l a r e the s e w e l l s 

a c t u a l l y p r o d u c i n g ? 

A. They're a l l b e l i e v e d t o be p r o d u c i n g or 

t o have been p r o d u c i n g from the O g a l l a l a 

f o rmat i o n . 

Q. Does E x h i b i t No. 11 c o n t a i n w a t e r 

a n a l y s e s f r o m two or more f r e s h w a t e r w e l l s 

w i t h i n a m i l e of t h e prop o s e d i n j e c t i o n w e l l s ? 

A. Yes. Pages 28 t h r o u g h 30 i n c l u d e w a t e r 

RODRIGUEZ REPORTING 
(505) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

13 

1 4 

1 5 

16 

1 7 

1 8 

1 9 

20 

2 1 

22 

23 

24 

25 

30 

a n a l y s e s f r o m t h e t h r e e f r e s h w a t e r w e l l s c l o s e s t 

t o t h e Cactus Queen U n i t . 

Q. Mr. Rhodes, have you examined t h e 

a v a i l a b l e g e o l o g i c and e n g i n e e r i n g d a t a on t h i s 

area? 

A. Yes, I have. 

Q. As a r e s u l t of t h a t r e v i e w , have you 

foun d any e v i d e n c e of open f a u l t s or o t h e r 

h y d r o l o g i c c o n n e c t i o n s between t h e i n j e c t i o n zone 

and any u n d e r g r o u n d source of d r i n k i n g w a t e r ? 

A. I have f o u n d no e v i d e n c e o f any 

connec t i o n . 

Q. Does Yates D r i l l i n g Company seek t o 

q u a l i f y t h i s p r o j e c t e x p a n s i o n f o r t h e r e c o v e r e d 

o i l t a x r a t e a u t h o r i z e d by t h e Enhanced O i l 

Recovery Act? 

A. Yes, we do. 

Q. I n t h i s r e g a r d , i s t h e e x p a n s i o n area 

we're t a l k i n g about i d e n t i c a l t o t h e area c o v e r e d 

by Y a t e s ' a p p l i c a t i o n t o expand t h e w a t e r f l o o d 

p r o j e c t ? 

A. Yes. 

Q. What i s t h e e s t i m a t e d c a p i t a l c o s t o f 

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

f o r t h i s p r o j e c t e xpansion? 
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A. The a c t u a l c a p i t a l c o s t s we're 

a n t i c i p a t i n g somewhere i n t h e n e i g h b o r h o o d of 

$75,000. 

Q. And what i s t h e t o t a l e s t i m a t e d p r o j e c t 

c o s t f o r t h e expansion? 

A. $500,000 or l e s s . 

Q. What i s t h e t o t a l v a l u e of t h e 

a d d i t i o n a l p r o d u c t i o n t h a t you a n t i c i p a t e can be 

r e c o v e r e d as a r e s u l t of a s u c c e s s f u l 

w a t e r f 1 o o d i n g of t h e e x p a n s i o n area? 

A. We e s t i m a t e t h e v a l u e t o be i n excess 

of two and a h a l f m i l l i o n d o l l a r s . 

Q. B a s i c a l l y , what o i l p r i c e a r e you 

u s i n g ? 

A. I t h i n k i t was c a l c u l a t e d a t $17. 

Q. When would you propose t o commence 

i n j e c t i o n i n t h e e x p a n s i o n area? 

A. As soon as p o s s i b l e . 

Q. Has p r o d u c t i o n d a t a on t h e e x p a n s i o n 

area been p r o v i d e d t o t h e D i v i s i o n on t h e o i l 

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

you? 

A. Yes, i t has. 

Q. I n your o p i n i o n , w i l l a p p r o v a l of t h i s 

p r o j e c t r e s u l t i n t h e i n c r e a s e d u l t i m a t e r e c o v e r y 
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of o i l f r o m t h e p r o j e c t area? 

A. Yes. 

Q. I n your o p i n i o n , has t h e e x p a n s i o n area 

been so d e p l e t e d t h a t i t i s now p r u d e n t t o 

implement a w a t e r f l o o d p r o j e c t t o maximize t h e 

r e c o v e r y of crude o i l ? 

A. Yes. 

Q. Were E x h i b i t s 6 t h r o u g h 11 p r e p a r e d by 

y ou ? 

A. Yes, t h e y were p r e p a r e d by me or under 

my d i r e c t i o n . 

Q. Can you t e s t i f y as t o t h e a c c u r a c y o f 

the s e e x h i b i t s ? 

A. Yes, I can. 

MR. CARR: At t h i s t i m e , Mr. S t o g n e r , 

we would move t h e a d m i s s i o n of Yates D r i l l i n g 

Company E x h i b i t s 6 t h r o u g h 11. 

EXAMINER STOGNER: E x h i b i t s 6 t h r o u g h 

11 w i l l be a d m i t t e d i n t o e v i d e n c e . 

MR. CARR: That 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. Rhodes. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Mr. Rhodes, t h e c a p i t a l c o s t you s a i d 

was g o i n g t o be $75,000, i s t h a t c o r r e c t ? 
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A. $75- t o $100,000. 

Q. And t h e h a 1 f - a - m i 1 1 i o n - d o 11ar c o s t w i l l 

be t h e o v e r a l l e x p a n s i o n c o s t ? 

A. Yes. 

Q. Now, you s a i d t h e v a l u e of p r o d u c t i o n , 

and t h i s i s j u s t o ut of t h e expanded area o n l y , 

i s two and a h a l f m i l l i o n ? 

A. Yes. 

Q. What k i n d of p r o d u c t i o n are you 

a n t i c i p a t i n g ? How does t h i s d o l l a r t u r n i n t o 

b a r r e l s ? How many b a r r e l s ? 

A. Oh, r o u g h l y 250,000 b a r r e l s . 

Q. That's a d d i t i o n a l b a r r e l s on t o p of t h e 

pr imary? 

A. Yes. 

MR. STOVALL: Tha t ' s j u s t t h e e x p a n s i o n 

area? 

THE WITNESS: Yes. The Queen had a 

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

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

what t h a t number i s based on. 

Q. Now, you have e i g h t w e l l s on your 

e x h i b i t s h e r e , no, I'm s o r r y , f i v e p roposed 

i n j e c t i o n w e l l s and t h r e e proposed p r o d u c i n g 

w e l l s . Do you see t h e a n t i c i p a t e d need of 
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a d d i t i o n a l p r o d u c i n g w e l l s ? 

A . No . 

Q. No p l a n f o r any a d d i t i o n a l w e l l s a t 

t h i s p o i n t ? 

A. W e i l , we're c o n s i d e r i n g p o s s i b l y 

d r i l l i n g one w e l l . Depending on the response we 

g e t , t h a t would be somewhere between t h e Cactus 

Queen #5 and the B u r k i t t F e d e r a l # 1 . 

Q. The n o r t h e r n boundary of t h e e x p a n s i o n 

area? 

A. The n o r t h e r n boundary of t h e e x p a n s i o n 

area . 

Q. The w e l l d e s i g n a t i o n s i n t h e e x p a n s i o n 

a r e a , w i l l they be changed t o c o r r e l a t e w i t h t h e 

Cactus Queen U n i t numbering system? 

A. Yes, we p l a n t o do t h a t . 

Q. You don't have a l i s t i n g of those 

number changes a t t h i s t i m e , do you? 

A. No, but I can t e l l you, I t h i n k , what 

t h e y ' l l be. The l a s t two w e l l s are the 5, 6. 

The B u r k i t t #2 w i l l be t h e #7. 

Q. I have my e x h i b i t o ut h e r e , and we 

might as w e l l p ut them on t h e e x h i b i t . 

A. W e ' l l s t a r t l e f t t o r i g h t , and t h e n 

work down t o t h e e x p a n s i o n a r e a . 
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Q. Okay. 

A. The B u r k i t t F e d e r a l #2 w i l l be t h e 7. 

The Garner F e d e r a l #3 w i l l be t h e 8. The B u r k i t t 

F e d e r a l #1 w i l l be t h e 9. The Deluna F e d e r a l #1 

w i l l be 10. Deluna F e d e r a l #2 w i l l be 11. 

Garner F e d e r a l #2 w i l l be 12. Dave #2 w i l l be 

13. Dave #1 would be 14. 

I b e l i e v e t h a t ' s the way we would do 

i t . I t ' s j u s t s t r a i g h t a c r o s s f r o m l e f t to r i g h t 

and t h e n down t h e — 

EXAMINER STOGNER: Okay. Mr. S t o v a l l ? 

EXAMINATION 

BY MR. STOVALL: 

Q. Am 1 c o r r e c t i n r e a d i n g , i f I t a k e 

E x h i b i t No. 10, w h i c h i s your t a b l e t h a t shows 

p r i m a r y e x p a n s i o n a r e a , 172,000 b a r r e l s t o d a t e , 

t h a t ' s cum t o date? That's n o t u l t i m a t e p r i m a r y , 

r i g h t ? 

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

Q. U l t i m a t e p r i m a r y would be somewhere i n 

the 250,000 b a r r e l range? 

A. What I'm s a y i n g i s t h a t some areas have 

t w i c e as much p r o d u c t i o n i n secondary as 

p r i m a r y . I t h i n k t h a t ' s where yo u ' r e headed w i t h 

your q u e s t i o n ? 
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Q. I'm j u s t t r y i n g to get an i d e a of a 

r a t i o of secondary. 

A. I d i d n ' t g i v e i t , you know - - t w i c e 

172,000 would be more t h a n 250,000. But I 

b e l i e v e i t c o u l d r e c o v e r two times as much, but I 

hedged a l i t t l e b i t and gave i t l e s s . 

Q. I n o t h e r words, I t ' s s i g n i f i c a n t 

r e c o v e r y compared t o p r i m a r y ? 

A. Yes. 

Q. You are a p p l y i n g or are h o p i n g t o get 

the enhanced o i l r e c o v e r y tax r a t e under the 

Enhanced O i l Recovery A c t , I assume? 

A. Yes, we would l i k e t o . 

Q. Are you f a m i l i a r w i t h t h e p r o c e s s and 

d i d you go t h r o u g h the r e d tape t h a t ' s n e c e s s a r y 

t o g et t h a t done? 

A. I'm not p e r s o n a l l y f a m i l i a r w i t h i t , 

but p e o p l e i n our company are f a m i l i a r w i t h i t 

and our c o u n s e l i s f a m i l i a r w i t h the p r o c e s s . 

Q. I t h i n k your c o u n s e l i s , b ut we've even 

changed i t s i n c e he w r o t e the r u l e . Your p e o p l e 

i n house are d e f i n i t e l y s t a r t i n g out on t h e 

l e a r n i n g c u r v e . I've had d i s c u s s i o n s w i t h — do 

t h e Yates P e t r o l e u m a c c o u n t i n g p e o p l e do y o u r s as 

we 11 ? 
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A. We're v e r y c l o s e l y a s s o c i a t e d . 

Q. The reason I'm a s k i n g , t h e o n l y r e ason 

i s t o f i n d o ut i f we're d e a l i n g w i t h t he same 

pe o p l e or i f we're s t a r t i n g w i t h a new s e t of 

peo p l e as f a r as the a c c o u n t i n g r e q u i r e m e n t s ? 

A. They are a c t u a l l y s e p a r a t e p e o p l e , but 

we s h a r e — 

Q. They have access t o each o t h e r ? 

A. C o r r e c t . 

Q. Okay. Under t h i s p r o c e s s , i t ' s k i n d o 

a t w o - p a r t p r o c e s s . The f i r s t t h i n g we have to 

do i s approve t h e w a t e r f l o o d e x p a n s i o n i t s e l f . 

Then we a l s o have t o make a d e t e r m i n a t i o n , as 

p a r t of t h a t a p p r o v a l , t h a t i t does, i n f a c t , 

q u a l i f y , because i t i s an e x p a n s i o n , i t does, i n 

f a c t , q u a l i f y as an e x p a n s i o n f o r t a x c r e d i t 

p urposes as has been e s t a b l i s h e d by the r u l e s of 

th e D i v i s i o n . 

The n e x t phase, once you get t h e 

a p p r o v a l f o r the w a t e r f l o o d you would b e g i n 

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

l o n g do you t h i n k i t would t a k e you to c o n s t r u c t 

t h e f a c i l i t i e s and a c t u a l l y have a p h y s i c a l p l a n 

i n p l a c e t o b e g i n i n j e c t i o n o p e r a t i o n s ? 

A. W e l l , our o r i g i n a l p l a n t was so b u i l t 
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t h a t i t a c c e p t s e x p a n s i o n . I n o t h e r words, t h e 

a d d i t i o n of a n o t h e r pump. The tim e - c o n s u m i n g 

p a r t of t h i s would be the l a y i n g of i n j e c t i o n 

l i n e s . 

Assuming t h a t we c o u l d get a c o n t r a c t o r 

i m m e d i a t e l y , I t h i n k i n t h r e e t o f o u r months we 

c o u l d be ready t o i n j e c t . 

Q. Where t h a t becomes s i g n i f i c a n t i s , once 

we c e r t i f y t h a t t h i s i s a q u a l i f i e d p r o j e c t , you 

have f i v e y e a r s i n w h i c h to get a p o s i t i v e 

p r o d u c t i o n response. Do you u n d e r s t a n d t h a t ? 

A. W i t h i n about a year we s t a r t e d s e e i n g 

p r o d u c t i o n responses i n t h e n o r t h area and i n t h e 

Doyal l e a s e w a t e r f l o o d , so we expec t t o have a 

response w i t h i n about a y e a r . 

Q. Okay. Now, the p r o c e s s we've 

e s t a b l i s h e d i s t h a t a f t e r we approve t h e p r o j e c t , 

i n o r d e r t o g i v e you the maximum amount o f t i m e , 

we would a c t u a l l y n ot i s s u e t h e c e r t i f i c a t i o n f o r 

the p r o j e c t u n t i l you were a c t u a l l y ready to 

b e g i n i n j e c t i o n . I s t h a t an i s s u e here o r , 

assuming we approve t h e p r o j e c t , s h o u l d we go 

ahead and i s s u e a c e r t i f i c a t i o n f o r t h e p r o j e c t 

i m m e d i a t e l y upon a p p r o v a l ? T h a t ' s a paperwork 

t h i n g . I t ' s n o t h i n g more t h a n paperwork. 
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A. I would p r e f e r to w a i t u n t i l we s t a r t 

i n j e c t i o n , because t h e r e are a l o t of unknowns i n 

l a y i n g l i n e s u n d e r g r o u n d and l i n i n g up 

c o n t r a c t o r s and g e t t i n g p i p e and t h i n g s l i k e 

t h a t . I don't a n t i c i p a t e any more time t h a n 

t h r e e t o f o u r months, b u t i t ' s p o s s i b l e t h a t i t 

c o u l d be l o n g e r . 

Q. That p l a c e s t h e burden on you t o come 

back to us — and Mr. Carr i s f a m i l i a r w i t h t h i s , 

he has done i t f o r Yates P e t r o l e u m a l r e a d y one 

t i m e — a t w h i c h t i m e you ask us to c e r t i f y t h e 

p r o j e c t as b e i n g q u a l i f i e d . 

For i n f o r m a t i o n purposes o n l y , a t t h a t 

t i m e we n o t i f y t h e T a x a t i o n & Revenue Department, 

and i t e n a b l e s them t o a n t i c i p a t e . And t h e n you 

u n d e r s t a n d t h a t w i t h i n f i v e y e a r s from t h e day we 

i s s u e t h a t c e r t i f i c a t e , then you are o b l i g a t e d t o 

come back, i f you want t h e c r e d i t , t o come back 

i n and a p p l y f o r a c e r t i f i c a t i o n of p o s i t i v e 

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

A. Okay. 

Q. At t h a t t i m e , and our p r o c e s s now 

r e q u i r e s t h a t t o be a h e a r i n g . We made t h a t an 

a d m i n i s t r a t i v e h e a r i n g and t h e r u l e s r e q u i r e i t 

be done a d m i n i s t r a t i v e l y ; so, f o r the moment, you 
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can a n t i c i p a t e a h e a r i n g . I f we f i n d you have a 

t r u e p o s i t i v e p r o d u c t i o n r e s p o n s e , we w i l l t h e n 

c e r t i f y t o Tax & Rev t h a t y o u ' r e q u a l i f i e d f o r 

th e c r e d i t , and i t can be r e t r o a c t i v e back t o t h e 

d a t e of the a c t u a l p o s i t i v e p r o d u c t i o n response 

as you d e m o n s t r a t e . Are you c l e a r on t h a t ? 

A. Yes. 

Q. From what your t e s t i m o n y i s , E x h i b i t 10 

i s r e a l l y t h e b a s e l i n e numbers a g a i n s t w h i c h we 

would measure p r o d u c t i o n t o d e t e r m i n e a 

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

A. Yes . 

Q. You u n d e r s t a n d t h a t t h a t i s f o r t h e 

e x p a n s i o n area and not on a w e l l - b y - w e l l b a s i s ? 

O b v i o u s l y , when you c o n v e r t some w e l l s you l o s e 

p r o d u c t i o n i n t h a t r e g a r d , but you do, 

pr e s u m a b l y , get i t back from t h e o t h e r w e l l s t h a t 

are g e t t i n g the b e n e f i t of the w a t e r f l o o d , 

c o r r e c t ? 

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

Q. I t h i n k t h a t summarizes t h e p r o c e s s . 

Because i t i s a new p r o c e s s , we t r y t o educate 

p e o p l e on t h a t p r o c e s s . 

And I have one o t h e r q u e s t i o n . The way 

the i d e n t i f i c a t i o n i s done i s t h a t we do i d e n t i f y 
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a p r o j e c t by name. Do y o u have any s p e c i f i c name 

o r s h o u l d we c a l l t h i s t h e C a c t u s Queen 

W a t e r f l o o d P r o j e c t E x p a n s i o n A r e a 1? 

A. I have no p r e f e r e n c e . T h a t w o u l d be 

f i n e w i t h me, E x p a n s i o n A r e a 1. 

Q. I t has t o be u n i q u e l y i d e n t i f y i n g name 

b e c a u s e some day, somewhere, i t ' s g o i n g t o g e t 

i n t o somebody's a c c o u n t i n g s y s t e m by name. I f 

yo u have any o t h e r s u g g e s t i o n s , t h a t ' s f i n e . I 

d o n ' t mean t o a s s i g n t h e name. 

A. I d o n ' t have any p r o b l e m w i t h t h a t , and 

I ' l l v e r i f y t h a t w i t h o u r a c c o u n t i n g d e p a r t m e n t , 

b u t I d o n ' t see why t h a t w o u l d be a p r o b l e m . 

MR. STOVALL: D e t a i l s . D e t a i l s . 

T h a t ' s i t . 

EXAMINER STOGNER: A n y t h i n g f u r t h e r ? 

Does a n y b o d y e l s e have a n y t h i n g f u r t h e r o f t h i s 

w i t n e s s ? 

MR. CARR: N o t h i n g f u r t h e r , Mr. 

S t o g n e r . 

EXAMINER STOGNER: Mr. C a r r , do y o u 

have a n y t h i n g f u r t h e r i n e i t h e r one o f t h e s e 

c a s e s ? 

MR. CARR: N o t h i n g f u r t h e r . 

EXAMINER STOGNER: W i t h t h a t , b o t h Case 
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Nos. 10641 and 10642 w i l l be t a k e n u n d e r 

a d v i s e m e n t , and w e ' l l t a k e a r e c e s s u n t i l 8:15 

t o m o r r o w m o r n i n g . 

(And t h e p r o c e e d i n g s c o n c l u d e d . ) 

I do hereby ceiif/ that the fo-o:,~ip:i Is 
a comdeie r-'-ora cffhe r In 
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