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HEARING EXAMINER: Case 9796. 

MR. STOVALL: A p p l i c a t i o n of Santa Fe 

O p e r a t i n g P a r t n e r s , L.P., f o r compulsory p o o l i n g and 

an u n o r t h o d o x gas w e l l l o c a t i o n , Lea County, 

New Mexico. 

A p p l i c a n t r e q u e s t s t h i s case be c o n t i n u e d 

t o November 15, 1989. 

HEARING EXAMINER: Case 9796 i s c o n t i n u e d 

t o t h e Examiner H e a r i n g on November 15 o f 1989. 
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h-e Lxa.: : i<=r f.earlr.c of Caw No, 97f£< 
heard b; ivsa on A t i r ^ ^ u ^ ^ / 1') c j t 

/ c ^y-t^Y<^~- Examiner 
Oil Conservation Division. 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

3 

CERTIFICATE OF REPORTER 
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Diana Abeyta, C e r t i f i e d Shorthand 

R e p o r t e r and N o t a r y P u b l i c , HEREBY CERTIFY t h a t the 

f o r e g o i n g t r a n s c r i p t of p r o c e e d i n g s b e f o r e t h e O i l 

C o n s e r v a t i o n D i v i s i o n was r e p o r t e d by me; t h a t I 

caused my no t e s t o be t r a n s c r i b e d under my p e r s o n a l 

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

a c c u r a t e r e c o r d of the p r o c e e d i n g s . 

or employee of any of t h e p a r t i e s or a t t o r n e y s 

i n v o l v e d i n t h i s m a t t e r and t h a t I have no p e r s o n a l 

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

I FURTHER CERTIFY t h a t I am n o t a r e l a t i v e 

WITNESS MY HAND AND SEAL January 3, 1990. 

T5TANA ABEYTA 
CSR No. 267 

My commission e x p i r e s : May 7 , 1993 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1 

STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 
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HEARING EXAMINER: C a l l Case 9796. 

MR. STOVALL: A p p l i c a t i o n o f Santa Fe 

Energy O p e r a t i n g P a r t n e r s , L.P., f o r c o m p u l s o r y 

p o o l i n g and an u n o r t h o d o x gas w e l l l o c a t i o n , Lea 

Cou n t y , New Me x i c o . 

A p p l i c a n t r e q u e s t s t h i s case be c o n t i n u e d 

t o November 29, 1989. 

HEARING EXAMINER: Case 9796 i s he r e b y 

c o n t i n u e d t o t h e November 29 h e a r i n g . 
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i n v o l v e d i n t h i s matter and t h a t I have no p e r s o n a l 

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

I FURTHER CERTIFY t h a t I am not a r e l a t i v e 

WITNESS MY HAND AND SEAL November 25, 1989. 

DEBORAH O'BINE 
CSR No. 127 

My commission e x p i r e s : August 10, 1990 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

]_ STATE OF NEW MEXICO 

2 ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

3 OIL CONSERVATION DIVISION 

4 CASE 9796 

5 

6 EXAMINER HEARING 

7 

8 IN THE MATTER OF: 

9 

10 A p p l i c a t i o n o f Santa Fe Energy O p e r a t i n g 

11 P a r t n e r s , L.P., f o r Compulsory P o o l i n g 

12 and an U n o r t h o d o x Gas W e l l L o c a t i o n , 

13 Lea Co u n t y , New Mexico 

14 

15 

16 TRANSCRIPT OF PROCEEDINGS 

17 

18 BEFORE: MICHAEL E. STOGNER, EXAMINER 

19 

20 STATE LAND OFFICE BUILDING 

21 SANTA FE, NEW MEXICO 

22 November 29, 1989 

23 

24 

25 ORIGINAL 
CUMBRE COURT REPORTING 

(505) 984-2244 



2 

1 A P P E A R A N C E S 

2 

3 ; FOR THE D I V I S I O N : 

4 

5 

6 FOR THE APPLICANT: 

ROBERT G. STOVALL 
A t t o r n e y at Law 
Legal Counsel t o the D i v i s o n 
State Land O f f i c e B u i l d i n g 
Santa Fe, New Mexico 

No Appearance 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

CUMBRE COURT REPORTING 
(505) 984-2244 



3 

1 I N D E X 

2 Page Number 

3 Appearances 2 

4 C e r t i f i c a t e o f R e p o r t e r 5 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

CUMBRE COURT REPORTING 
(505) 984-2244 



4 

1 HEARING EXAMINER: C a l l next case, Number 

2 9796. 

3 MR. STOVALL: A p p l i c a t i o n of Santa Fe 

4 Energy Operating P a r t n e r s , L.P., f o r compulsory 

5 p o o l i n g and an unorthodox gas w e l l l o c a t i o n , Lea 

6 County, New Mexico. 

7 A p p l i c a n t requests t h i s case be c o n t i n u e d 

8 t o December 13, 1989. 

9 HEARING EXAMINER: Case number 9796 w i l l be 

10 so c o n t i n u e d . 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

CUMBRE COURT REPORTING 
(505) 984-2244 



5 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

CERTIFICATE OF REPORTER 

STATE OF NEW MEXICO ) 
) SS . 

COUNTY OF SANTA FE 

I , C a r l a Diane Rodriguez C e r t i f i e d 

Shorthand Reporter and Notary P u b l i c , HEREBY CERTIFY 

t h a t the f o r e g o i n g t r a n s c r i p t of proceedings b e f o r e 

the O i l Con s e r v a t i o n D i v i s i o n was r e p o r t e d by me; t h a t 

I caused my notes t o be t r a n s c r i b e d under my p e r s o n a l 

s u p e r v i s i o n ; and t h a t the f o r e g o i n g i s a t r u e and 

accurate r e c o r d of the pro c e e d i n g s . 

I FURTHER CERTIFY t h a t I am not a r e l a t i v e 

or employee of any of the p a r t i e s or a t t o r n e y s 

i n v o l v e d i n t h i s matter and t h a t I have no p e r s o n a l 

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

WITNESS MY HAND AND SEAL December 3, 1989. 

CARLA DIANE RODRIGUE. 
CSR NO. 91 

My commission e x p i r e s : May 25, 1991 

I do hereby crxWrt fhe.? Wz forecofnq Is 

• c:-i.^LW Ca.o . .. . flM. 
heard by mo ori J??s64+v.„/<"' "\ 9 &9 

Oil Conservation "Division 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1 

STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 
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HEARING EXAMINER: C a l l Case 9796. 

MR. STOVALL: The a p p l i c a t i o n of Santa Fe 

Energy O p e r a t i n g P a r t n e r s , L.P., f o r compulsory 

p o o l i n g and an unorthodox gas w e l l l o c a t i o n , Lea 

County, New Mexico. 

HEARING EXAMINER: Appearances i n t h i s 

case ? 

MR. BRUCE: Mr. Examiner, my name i s Jim 

Bruce from the H i n k l e law f i r m i n Albuquerque, 

r e p r e s e n t i n g the a p p l i c a n t , and I have t h r e e witnesses 

t o be sworn. 

HEARING EXAMINER: Other appearances? 

MR. KELLAHIN: Mr. Examiner, I'm Tom 

K e l l a h i n of the Santa Fe law f i r m of K e l l a h i n , 

K e l l a h i n & Aubrey. I'm appearing on b e h a l f of Manzano 

O i l C o r p o r a t i o n and M i t c h e l l Energy C o r p o r a t i o n . I 

have two witnesses t o be sworn. 

MR. CARR: I f i t please the Examiner, my 

name i s W i l l i a m F. Carr w i t h the law f i r m of Campbell 

& Bla c k , P.A., of Santa Fe. I re p r e s e n t Texaco, I n c . , 

and I do not i n t e n d t o c a l l a w i t n e s s . 

HEARING EXAMINER: Any other appearances? 

Can I get a l l the witnesses t o stand and be 

sworn i n at t h i s time? 

(Witnesses sworn.) 

CUMBRE COURT REPORTING 
(505) 984-2244 
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MR. BRUCE: I ' l l f i r s t c a l l Mr. Tower t o 

the s t and . 

PATRICK J. TOWER, 

the w i t n e s s h e r e i n , a f t e r h a v i n g been p r e v i o u s l y 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 i l o w s : 

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Tower, would you please s t a t e your f u l l 

name and your c i t y of r e s i d e n c e . 

A. My name i s P a t r i c k J. Tower, and I r e s i d e 

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

Q. And who do you work f o r and i n what 

c a p a c i t y ? 

A. I work as a landman f o r Santa Fe Energy 

O p e r a t i n g P a r t n e r s , L.P. 

Q. And 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 

the OCD as a pe t r o l e u m landman? 

A. Yes , I have. 

Q. Are you f a m i l i a r w i t h the land m a t t e r s 

i n v o l v e d i n t h i s Case No. 9796? 

A. Yes, I am. 

MR. BRUCE: Mr. Examiner, are the w i t n e s s ' s 

c r e d e n t i a l s a cceptable? 

HEARING EXAMINER: They a r e . 

CUMBRE COURT REPORTING 
(505) 984-2244 
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Q. (BY MR. BRUCE) Mr. Tower, would you please 

s t a t e b r i e f l y what Santa Fe seeks i n t h i s a p p l i c a t i o n . 

A. Santa Fe Energy O p e r a t i n g P a r t n e r s , L.P., 

seeks an order p o o l i n g a l l m i n e r a l i n t e r e s t s from the 

su r f a c e t o the base of the Morrow f o r m a t i o n u n d e r l y i n g 

the east h a l f of Sec t i o n 22, Township 19 South, Range 

33 East, i n Lea County, New Mexico. 

Santa Fe proposes t o d r i l l i t s Amethyst 22 

Feder a l Comm. No. 1 w e l l t o t e s t Morrow f o r m a t i o n at a 

depth of a p p r o x i m a t e l y 13,800 f e e t , and w i l l d e d i c a t e 

the east h a l f of Se c t i o n 22 t o the w e l l . 

Santa Fe a l s o seeks a p p r o v a l t o d r i l l the 

w e l l i n an unorthodox l o c a t i o n 660 f e e t from the n o r t h 

and the east l i n e s of Se c t i o n 22 as t o a l l f o r m a t i o n s 

based on 320-acre s p a c i n g . Santa Fe requests 

c o n s i d e r a t i o n of the costs of d r i l l i n g and c o m p l e t i n g 

the w e l l , and the a l l o c a t i o n of the costs t h e r e o f , as 

w e l l as a c t u a l o p e r a t i n g costs and charges f o r 

supe rv i s i o n . 

Santa Fe asks t h a t i t be des i g n a t e d as the 

ope r a t o r of the w e l l and charges f o r the r i s k i n v o l v e d 

i n d r i l l i n g the w e l l be assessed. 

Q. Would you please r e f e r t o E x h i b i t Number 1 

and j u s t d e s c r i b e i t b r i e f l y . 

A. E x h i b i t Number 1 i s a land p l a t i n red 

CUMBRE COURT REPORTING 
(505) 984-2244 
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showing the o u t l i n e of the proposed u n i t and the 

proposed w e l l l o c a t i o n . Santa Fe, w i t h i n the 

p r o r a t i o n u n i t , or the red o u t l i n e a r e a , c o n t r o l s 

62-1/2 p e r c e n t of the i n t e r e s t w i t h Harvey Yates 

Company; S p i r a l Company, I n c . , and E x p l o r e r s Petroleum 

C o r p o r a t i o n c o n t r o l l i n g the other c o l l e c t i v e 37-1/2 

p e r c e n t . 

Q. Who are the i n t e r e s t owners of Santa Fe 

seeking t o f o r c e pool? 

A. The i n t e r e s t owners are Harvey E. Yates 

Company, E x p l o r e r s Petroleum C o r p o r a t i o n , and S p i r a l , 

I n c o r p o r a t e d . 

Q. Could you please d e s c r i b e your e f f o r t s t o 

get those i n t e r e s t owners t o j o i n i n the w e l l . And I 

r e f e r you t o E x h i b i t No. 2. 

A. Yes. E x h i b i t Number 2 i s a l e t t e r 

addressed, c o l l e c t i v e l y , t o the t h r e e e n t i t i e s being 

f o r c e p o o l e d , dated October 18, 1989, wherein Santa Fe 

proposed the d r i l l i n g of t h i s t e s t , s u b m i t t e d an AFE, 

and a l s o i n v i t e d t o e i t h e r j o i n or farm out w i t h 

regard t o t h i s w e l l . 

Subsequent t o t h a t , t h e y were n o t i f i e d , 

about a week b e f o r e t h i s l e t t e r went o u t , of our 

p l a n s . We've met t w i c e i n Ro s w e l l , New Mexico, and 

have had numerous c o n v e r s a t i o n s c o n c e r n i n g t h i s matter 
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sin c e the e a r l y p a r t of October. 

Q. And r e g a r d i n g the unorthodox l o c a t i o n 

p o r t i o n of the a p p l i c a t i o n , would you please i d e n t i f y 

the o f f s e t c o r n e r s or o f f s e t o p e r a t o r s . And I would 

ask you t o l i m i t i t t o the n o r t h - n o r t h e a s t , at l e a s t . 

A. Okay. I ' l l p o i n t out t h a t we d i d n o t i f y on 

a l l s i d e s , both t o the west and ea s t . However, t o the 

n o r t h i n S e c t i o n 15, the o f f s e t owners are i n the west 

h a l f of Se c t i o n 15; Chevron, i n the east h a l f of 

Sect i o n 15; Manzano's the o p e r a t o r of the w e l l w i t h 

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

To t h e n o r t h e a s t , Texaco i s the o f f s e t 

owner i n Se c t i o n 14; however, we understand t h e r e ' s an 

o p t i o n agreement, format agreement t o the 

Mitchell-Manzano group wherein t h e y ' r e r e q u i r e d t o 

d r i l l a w e l l or have some form of o p t i o n t h e r e below 

Seven R i v e r s . 

To t h e e a s t , the o p e r a t o r of t h a t p r o p e r t y 

i s M i t c h e l l Energy C o r p o r a t i o n among i t s p a r t n e r s . 

Q. Please move on t o E x h i b i t No. 3, and 

d e s c r i b e i t f o r the Examiner. 

A. E x h i b i t Number 3 i s a g e n e r a l i z e d w e l l cost 

e s t i m a t e , or AFE, f o r the d r i l l i n g of Santa Fe's 

proposed Amethyst w e l l . The t o t a l d r y hole cost i s 

$499,079, w i t h a completed w e l l cost of $890,330. 
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Q. I s t h i s w e l l cost i n l i n e w i t h those 

f o r m e r l y encountered of d r i l l i n g w e l l s t o t h i s depth 

i n t h i s area? 

A. Yes, i t i s . 

Q. And do you have a recommendation as t o the 

amount which Santa Fe should be p a i d f o r s u p e r v i s i o n 

and a d m i n i s t r a t i v e expenses? 

A. We would request a r a t e of $6400 per month 

d r i l l i n g w e l l r a t e , and $575 per month on a p r o d u c i n g 

w e l l r a t e . 

Q. Where i s t h i s coming from? 

A. P r i m a r i l y , t h i s i s from an e x p l o r a t i o n and 

d r i l l i n g agreement t h a t we have i n v o l v e d w i t h Amoco, 

and these r a t e s are p r e s c r i b e d i n t h a t p a r t i c u l a r 

agreement. 

Q. What type of o p e r a t i n g agreement do you 

propose using? 

A. We propose u s i n g the AAPL Model Form 610, 

1982 form. 

Q. And what p e n a l t y do you recommend a g a i n s t 

nonconsenting i n t e r e s t owners, as f a r as the 

compulsory p o o l i n g goes? 

A. I t would be our recommendation t h a t i t be 

cost p l u s 200 p e r c e n t , and t h i s i s the same r a t e t h a t 

we've s u b m i t t e d i n the o p e r a t i n g agreement t o the 
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p a r t i e s i n v o l v e d . 

Q. Were E x h i b i t Nos. 1 th r o u g h 3 prepared by 

you, under your d i r e c t i o n , or compiled of company 

records ? 

A. Yes, they were. 

Q. And, i n your o p i n i o n , w i l l the g r a n t i n g of 

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

p r e v e n t i o n of waste, and the p r o t e c t i o n of c o r r e l a t i v e 

r i g h t s ? 

A. Yes, i t w i l l . 

MR. BRUCE: Mr. Examiner, at t h i s t i m e , I 

move the admission of E x h i b i t s 1 th r o u g h 3. 

HEARING EXAMINER: E x h i b i t s 1 th r o u g h 3 

w i l l be a d m i t t e d as evidence. 

MR. BRUCE: I have no f u r 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 at t h i s t i m e . 

I would a l s o l i k e t o submit as E x h i b i t No. 

4, and move i t s admission, a n o t i c e a f f i d a v i t 

r e g a r d i n g n o t i c e given t o the f o r c e p o o l i n g i n t e r e s t 

owners and t o the o f f s e t i n t e r e s t owners r e g a r d i n g 

t h i s a p p l i c a t i o n . 

HEARING EXAMINER: E x h i b i t No. 4 w i l l be 

ad m i t t e d i n t o evidence. 

Mr. K e l l a h i n . 

MR. KELLAHIN: Thank you, Mr. Examiner. 
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C R O S S - E X A M I N A T I O N 

BY MR. K E L L A H I N : 

Q. Mr. Tower, do you happen t o have a copy of 

the a p p l i c a t i o n t h a t your a t t o r n e y f i l e d f o r the 

compulsory p o o l i n g unorthodox l o c a t i o n a p p l i c a t i o n 

b e f o r e the Examiner today? 

A. Yes, I do. Right here. 

Q. Would you t u r n w i t h me, s i r , t o page 2 of 

t h a t a p p l i c a t i o n , and examine w i t h me paragraph 5. 

A. (Witness r e f e r r e d t o document.) 

Ok ay. 

Q. Paragraph 5 says, "The a p p l i c a n t seeks 

ap p r o v a l t o d r i l l a w e l l at an unorthodox l o c a t i o n 600 

f e e t from the n o r t h l i n e . " I s t h a t a t y p o g r a p h i c a l 

e r r o r , or i s t h a t what you have proposed f o r the w e l l 

1ocat i on ? 

A. Oh, I'm s o r r y . The i n t e n t of t h a t i s 660 

f e e t . I b e l i e v e t h a t i s a t y p o g r a p h i c a l e r r o r . 

Q. The proposed unorthodox l o c a t i o n 660 then 

from the n o r t h l i n e and 660 from the east l i n e of 

Sect i o n 22, d i d you p a r t i c i p a t e as a landman i n the 

f o r m u l a t i o n o f the d e c i s i o n by which t o l o c a t e a w e l l 

i n t h i s s e c t i o n ? 

A. To some e x t e n t , yes; however, as our 

g e o l o g i c a l w i t n e s s w i l l t e s t i f y , the predominant 
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c o n s i d e r a t i o n was based on the g e o l o g i c a l and the 

e n g i n e e r i n g f a c t o r s , and p r i m a r i l y the geology. 

Q. As a landman, d i d you determine i f t h e r e 

were any s u r f a c e issues t h a t a f f e c t e d or i n f l u e n c e d 

Santa Fe's p i c k of the l o c a t i o n ? 

A. Could you rephrase the q u e s t i o n ? I'm not 

sure I understand what you're a s k i n g . 

Q. Yes, s i r . As a landman, you would 

p o t e n t i a l l y be r e s p o n s i b l e f o r d e t e r m i n i n g whether or 

not t h e r e were any s u r f a c e or t o p o g r a p h i c a l 

r e s t r i c t i o n s t h a t your company would have t o cope w i t h 

i n l o c a t i n g a w e l l w i t h i n the s e c t i o n , would you not? 

A. G e n e r a l l y I'm informed about those. 

However, our d r i l l i n g e n g i n e e r i n g and d r i l l i n g 

department handles the a c t u a l s u r f a c e i n s p e c t i o n s and 

d e t e r m i n a t i o n s l i k e t h a t on the ground. 

Q. As a landman, would you be f a m i l i a r then 

w i t h whether or not t h e r e were any le a s e h o l d 

r e s t r i c t i o n s on the o r i e n t a t i o n or spacing of w e l l s or 

whether or not the agencies t h a t issued those leases 

p l a c e d any r e s t r i c t i o n s on the l o c a t i o n of the w e l l s 

or the o r i e n t a t i o n of the spacing? 

A. Yes, g e n e r a l l y , I would be. 

Q. When I look at the map, i t appears t h a t 

some p o r t i o n of Se c t i o n 22 i s i n f a c t one or more 
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f e d e r a l l e a s e s ; i s i t not? 

A. Yes, i t i s . 

Q. Was a d e c i s i o n made by your company 

a f f e c t e d by how the BLM made a judgment f o r you on the 

d e t e r m i n a t i o n of the o r i e n t a t i o n of t h a t spacing u n i t ? 

A. I'm not sure I understand. Could you 

rephrase the q u e s t i o n ? 

Q. W i t h i n t h a t s e c t i o n , were you r e q u i r e d t o 

o r i e n t the spacing u n i t so t h a t i t o v e r l a y one s i n g l e 

governmental lease? 

A. I t h i n k t h e g e n e r a l r u l i n g or the r u l i n g by 

the f e d e r a l government s t a t e s t h a t when you have one 

le a s e , you cannot develop i t i n d e p e n d e n t l y of a 

separate l e a s e . Then you have some problems other 

than your geology w i l l a l l o w f o r some e x c e p t i o n s . But 

g e n e r a l l y t h e y r e q u i r e you t o d r i l l i t 

one l e a s e , yes. 

Q. And was t h a t an issue w i t h i n S e c t i o n 22? 

A. I n t h i s case, i t ' s not because we have --

Santa Fe -- as t o the breakdown of the i n d i v i d u a l 

lease i n the east h a l f , S e c t i o n 22, Santa Fe owns 100 

per c e n t of the r e c o r d t i t l e i n t e r e s t i n the n o r t h e a s t 

q u a r t e r and has a c o n t r a c t u a l r i g h t on the northwest 

q u a r t e r of -- the southeast q u a r t e r of Sec t i o n 22. 

There's an agreement -- th r o u g h our Amoco agreement, 
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we were assigned the n o r t h e a s t q u a r t e r , and, 

t h e r e f o r e , t h a t lease i s b a s i c a l l y going t o be a 

segregated l e a s e . 

Q. I t h i n k you've answered my q u e s t i o n . Am I 

c l e a r i n u n d e r s t a n d i n g t h a t , as a landman, t h e r e i s 

not e i t h e r a t o p o g r a p h i c a l reason, as you understand 

i t , or a l e a s e h o l d issue t h a t has determined where the 

w e l l i s t o be l o c a t e d ? 

A. No. The d e t e r m i n a t i o n i s based on the 

geo1ogy. 

Q. I n your response t o Mr. Bruce, you 

i n d i c a t e d t h a t your i n i t i a l f i r s t c o n t a c t w i t h Harvey 

Yates and these other p a r t i e s t o be pooled was your 

l e t t e r of October 18, 1989? 

A. A c t u a l l y , the f i r s t c o n t a c t was 

ap p r o x i m a t e l y October 10th or somewhere i n t h e r e . I t 

was p r i o r t o th e l e t t e r b e i ng s e n t . 

Q. Was i t on or be f o r e October 10th? 

A. I t was -- I don't r e c a l l e x a c t l y . I t was 

somewhere around t h a t p e r i o d of t i m e . I don't know 

the exact d a t e . 

Q. My copy of the compulsory p o o l i n g 

a p p l i c a t i o n , Mr. Tower, i n d i c a t e s a date stamp of 

r e c e i p t by the O i l C o n s e r v a t i o n D i v i s i o n of October 

10, some e i g h t days p r i o r t o the l e t t e r you sent t o 
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Heyco. 

A. Yes. The l e t t e r was hand d e l i v e r e d . When 

we advised Heyco of t h i s , I had a meeting i n Roswell 

the f o l l o w i n g week, and we agreed, i n s t e a d of m a i l i n g 

out the documents, we would j u s t meet p e r s o n a l l y . I 

would b r i n g an o p e r a t i n g agreement, p r o p o s a l l e t t e r --

I b e l i e v e we faxed an AFE the date we t a l k e d , around 

October 1 0 t h , w i t h the f o l l o w - u p paper t o be 

ha n d - d e l i v e r e d t o be discussed w i t h Heyco i n person. 

Q. Do you have a recommendation on b e h a l f of 

your company as t o the p e n a l t y t o be assessed a g a i n s t 

the w e l l at the unorthodox l o c a t i o n i f the Examiner 

should approve t h a t language? 

A. We'll s t a t e i t i n our d i s c u s s i o n . We d i d 

have a few d i s c u s s i o n s w i t h M i t c h e l l and the 

predominent o f f s e t owner t o the n o r t h and the ea s t , 

and t h e y had expressed concern, s a i d t h e y would 

c o n t e s t t h i s . So when we found out those concerns, we 

o f f e r e d as a s e t t l e m e n t t o ta k e p e n a l t y on t h i s w e l l . 

And, w i t h o u t g e t t i n g i n t o t h e s p e c i f i c s of the 

p e n a l t y , our e n g i n e e r i n g w i t n e s s w i l l t e s t i f y as t o 

the amount and the c a l c u l a t i o n s and so f o r t h . 

Q. You do have a proposed p e n a l t y t o plac e on 

the w e l l ? 

A. Yes. 
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Q. And t h a t ' s the s u b j e c t of another w i t n e s s ' s 

t e s t i m o n y ? 

A. That i s c o r r e c t . And we b a s i c a l l y o f f e r e d 

t h a t t o M i t c h e l l , and they chose not t o accept i t . 

MR. KELLAHIN: Thank you, Mr. Tower. 

HEARING EXAMINER: Mr. Carr. 

CROSS-EXAMINATION 

BY MR. CARR: 

Q. Mr. Tower, what i s the s t a t u s of Santa Fe's 

ownership i n the n o r t h e a s t q u a r t e r of Se c t i o n 22? 

A. Okay. We c u r r e n t l y -- t h e r e ' s been an 

assignment f i l e d , but we own -- or Santa Fe Energy 

P a r t n e r s owns 100 pe r c e n t of the r e c o r d t i t l e 

i n t e r e s t . 

Q. You have 100 pe r c e n t of the work i n g 

i n t e r e s t i n t h a t --

A. Yes. Northeast q u a r t e r . 

Q. I t h i n k , i n a response t o a q u e s t i o n from 

Mr. K e l l a h i n , you i n d i c a t e d you had, I thought you 

s a i d , a c o n t r a c t u a l l i n e i n the northwest q u a r t e r ? 

A. No, no, no. I was r e f e r r i n g t o the 

northwest q u a r t e r of the southeast q u a r t e r , w i t h i n the 

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

Q. What i s the s t a t u s of the ownership i n the 

northwest q u a r t e r of the s e c t i o n ? 
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A. Okay. I n the nort h w e s t q u a r t e r , as w e l l as 

the balance of the west h a l f , Santa Fe and Amoco 

j o i n t l y own an i n t e r e s t over t h e r e . Again, Santa Fe 

has -- t h e r e ' s an assignment due, i t hasn't been 

f i l e d , on p a r t of i t , t o Santa Fe from Amoco, w i t h the 

balance being under a c o n t r a c t u a l n a t u r e under a l a r g e 

agreement w i t h Amoco. 

Q. Would Santa Fe re p r e s e n t 100 pe r c e n t of the 

wor k i n g i n t e r e s t i n the nort h w e s t q u a r t e r of 22? 

A. The answer i s yes; however, we have a 

pending d e a l w i t h Yates Energy, where we have, on a 

s e l e c t t r a d e , agreed t o l e t them a c q u i r e a percentage. 

However, t h a t ' s not been done at t h i s p o i n t . I t ' s a 

v e r b a l t r a d e . 

Q. Could you have d e s i g n a t e d the n o r t h h a l f of 

22 t o a w e l l i n the n o r t h h a l f w i t h o u t being r e q u i r e d 

t o go t o f o r c e d p o o l i n g ? 

A. I f the choice was t o l a y i t down, and, 

ag a i n , the t e s t i m o n y on the t e c h n i c a l s i d e w i l l 

j u s t i f y why we do not want t o do t h a t , b u t , t o answer 

your q u e s t i o n , s u b j e c t t o t h a t , yes, we c o u l d . 

Q. And t h e r e i s no e x i s t i n g Morrow w e l l at 

t h i s time i n Se c t i o n 22; i s t h e r e not? 

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

MR. CARR: That's a l l I have. Thank you. 
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CROSS-EXAMINATION 

BY HEARING EXAMINER: 

Q. Mr. Tower, can you gi v e me a breakdown of 

the amount of i n t e r e s t t h a t each of the poolees --

A. Yes. Harvey E. Yates Company w i l l have 

31.875 p e r c e n t . E x p l o r e r s Petroleum C o r p o r a t i o n w i l l 

have 2.8125 p e r c e n t . And S p i r a l , I n c . , w i l l have 

2.8125 p e r c e n t , which c o l l e c t i v e l y should add up t o 

37-1/2 p e r c e n t . 

Q. Those are the on l y t h r e e other i n t e r e s t 

owners besides Santa Fe i n the p r o r a t i o n u n i t ? 

A. At t h i s t i m e , Yates Energy, the plans are 

t h a t t h e y w i l l be i n v o l v e d w i t h 12-1/2 p e r c e n t , and 

Santa Fe would r e t a i n 50; however, t h a t t r a d e ' s 

c u r r e n t l y pending; so i t ' s our a n t i c i p a t i o n t h a t Yates 

Energy C o r p o r a t i o n w i l l have 12-1/2 p e r c e n t taken out 

of Santa Fe's 62-1/2. We do not seek t o f o r c e p o o l 

Yates Energy. 

Q. Do you a n t i c i p a t e an agreement w i t h any of 

those other t h r e e p a r t i e s at t h i s p o i n t ? 

A. Not at t h i s t i m e . We've discussed i t w i t h 

them, but at t h i s p o i n t we have no v o l u n t e e r 

agreement. 

Q. The agreement t h a t you c i t e d t h a t you had 

w i t h Amoco as t o the overhead r a t e s , can you e x p l a i n 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

20 

t h a t t o me? 

A. Those are j u s t -- b a s i c a l l y , under t h i s 

c o n t r a c t u a l agreement w i t h Amoco, those are the set 

r a t e s i n t h a t p a r t i c u l a r agreement, based on 

n e g o t i a t i o n s of Amoco's versus Santa Fe's r a t e s . And 

I w i l l say t h a t g e n e r a l l y we go by Ernst & Whinney, 

and these may be a l i t t l e b i t h i g h e r , but they are 

normal r a t e s we've seen i n c e r t a i n areas. 

Q. Do you know what the Ernst & Whinney r a t e s 

ar e ? 

A. I b e l i e v e the Ernst & Whinney would be 

about $5500 on our d r i l l i n g w e l l r a t e and 

ap p r o x i m a t e l y $500 — or $550, excuse me -- on 

pr o d u c i n g o i l r a t e s . Our attempt was t o keep those 

r a t e s i n l i n e w i t h the e x i s t i n g c o n t r a c t s i n the area; 

however, we would not be opposed t o u s i n g Ernst & 

Whinney r a t e s i f the Commission f e l t t h a t was 

app1i c a b l e . 

Q. W e l l , t h e r e ' s no c o n t r a c t u a l agreement 

c o n c e r n i n g the east h a l f , i s t h e r e ? 

A. Not at t h i s t i m e , no. We have s u b m i t t e d 

those same r a t e s , the $6400 and the $575, t o the t h r e e 

p a r t i e s b e ing f o r c e p o o l e d , and, t o my knowledge, 

t h e r e was no o b j e c t i o n t o those r a t e s . 

HEARING EXAMINER: Mr. Bruce, w i l l your 
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g e o l o g i c w i t n e s s go i n t o more d e t a i l on the r i s k 

p e n a l t y ? 

MR. BRUCE: Yes, s i r . 

HEARING EXAMINER: I have no f u r t h e r 

q u e s t i o n s of the w i t n e s s . 

MR. BRUCE: C a l l Mr. Thoma. 

JOHN THOMA, 

the w i t n e s s h e r e i n , a f t e r h a v i n g been p r e v i o u s l y 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 : 

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q. W i l l you please s t a t e your f u l l name and 

c i t y of r e s i d e n c e . 

A. My name i s John Thoma, and my residence i s 

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

Q. Who do you work f o r and i n what c a p a c i t y ? 

A. I'm a g e o l o g i s t f o r Santa Fe Energy 

O p e r a t i n g P a r t n e r s . 

Q. Have you p r e v i o u s l y t e s t i f i e d as a 

g e o l o g i s t b e f o r e the OCD? 

A. Yes, I have. 

Q. And are you f a m i l i a r w i t h the g e o l o g i c a l 

m a t t e r s i n v o l v e d i n Case 9796? 

A. Yes, I am. 
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MR. BRUCE: Mr. Examiner, are the w i t n e s s ' s 

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

HEARING EXAMINER: They are. 

Q. (BY MR. BRUCE) Mr. Thoma, I r e f e r you t o 

E x h i b i t No. 5, and dis c u s s these c o n t e n t s . 

A. E x h i b i t No. 5 i s a p r o d u c t i o n map f o r the 

immediate area s u r r o u n d i n g t h e proposed l o c a t i o n i n 

Section 22. The pr o d u c i n g w e l l s are col o r - c o d e d by 

pr o d u c i n g f o r m a t i o n . The red w e l l s denote Morrow 

p r o d u c t i o n , u n d i f f e r e n t i a t e d Morrow p r o d u c t i o n ; the 

p u r p l e i n d i c a t e s Atoka p r o d u c t i o n ; the green, Wolfcamp 

p r o d u c t i o n ; and the orange, Seven R i v e r s and Delaware 

p r o d u c t i on. 

The two w e l l s of p a r t i c u l a r i n t e r e s t i n 

t h i s case are the Manzano w e l l , l o c a t e d i n the 

northw e s t q u a r t e r of the southwest -- I'm s o r r y -- the 

n o r t h e a s t q u a r t e r of the southeast q u a r t e r of Se c t i o n 

15, and the M i t c h e l l Energy Sapphire Federal w e l l , 

l o c a t e d i n the northwest of the southeast q u a r t e r of 

Sect i o n 23. 

Q. Thank you. Would you please move on t o 

E x h i b i t No. 6, the c r o s s - s e c t i o n , and disc u s s t h i s 

map . 

A. E x h i b i t No. 6 i s a c r o s s - s e c t i o n which 

t r a v e r s e s t h e pr o s p e c t area, crosses the proposed 
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l o c a t i o n , and proves w e l l s on e i t h e r s i d e as the 

proposed l o c a t i o n , those b e i n g the M i t c h e l l Energy 

Sapphire Federal i n 23, the Pan American Laguna P l a t a 

Federal No. 1 i n Se c t i o n 22, and the Manzano Wynell 

Federal i n Se c t i o n 15. 

The sands, which I w i l l be d i s c u s s i n g i n a 

moment, are h i g h l i g h t e d on t h i s c r o s s - s e c t i o n . The 

two sands of p a r t i c u l a r i n t e r e s t t o Santa Fe Energy 

O p e r a t i n g P a r t n e r s i n t h i s p r o s p e c t i s the Morrow 

Lower Sapphire Sand, which i s h i g h l i g h t e d i n y e l l o w at 

the bottom of the map, and the Atoka Wynell Sand, 

which i s h i g h l i g h t e d i n y e l l o w i n the upper p o r t i o n of 

the c r o s s - s e c t i o n . 

The s t r u c t u r e map, which 1*11 be r e f e r r i n g 

t o i n a moment, was c o n s t r u c t e d on the middle Morrow 

marker, which i s a dashed l i n e w i t h i n the Morrow 

sect i on. 

Q. Thank you. Would you please move on t o 

E x h i b i t No. 7. 

A. E x h i b i t No. 7 i s an isopach map of the 

Lower Sapphire Sand. What I'm mapping i s sand, clean 

sand w i t h i n t h i s i n t e r v a l , l e s s than or equal t o 60 

gamma ray u n i t s . 

The i n t e r p r e t a t i o n shows a 

no r t h w e s t - s o u t h e a s t t r e n d i n g Morrow channel, which 
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crosses t h r o u g h the Sapphire Federal w e l l and runs 

n o r t h w e s t across the n o r t h e a s t q u a r t e r of Sec t i o n 22. 

We're i n t e r p r e t i n g the Morrow sand i n t h i s p o s i t i o n t o 

be a channel sand d e p o s i t e d i n a f l u v i a l environment. 

Q. I s the Morrow the p r i m a r y t a r g e t of Santa 

Fe's w e l l ? 

A. Yes, i t i s . 

Q. What other w e l l s produce from the Morrow or 

were t e s t e d from the Morrow i n t h i s area? 

A. W e l l , as I mentioned, the M i t c h e l l Energy 

w e l l i s completed w i t h i n the Morrow. My u n d e r s t a n d i n g 

i s t h a t i t ' s completed across s e v e r a l sands, the 

Wynell Sapphire being one of tho s e . 

The Laguna P l a t a Federal No. 1 i n Se c t i o n 

22 d i d t e s t , both by d r i l l stem t e s t and thr o u g h 

p e r f o r a t i o n s . The Lower Sapphire Sand, however, 

proved noncommercial and was plugged back and 

subsequently completed i n the Wolfcamp. 

There i s no other p r o d u c t i o n , t o my 

knowledge, from the Sapphire sand, as I have 

c o r r e l a t e d i t , i n t h i s area. 

Q. Does the Manzano w e l l i n S e c t i o n 15 produce 

from the Sapphire sand? 

A. No, i t does n o t . 

Q. Please move on t o the s t r u c t u r e map, 
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E x h i b i t 3. 

A. T h i s i s a s t r u c t u r e map c o n s t r u c t e d on the 

middle Morrow marker, and i t e s s e n t i a l l y shows two 

n o r t h - s o u t h p l u n g i n g s t r u c t u r a l a n t i c l i n e s , one which 

crosses Sections 14, 23 and 26 on the east side of the 

mapped area, the other on the west s i d e of the mapped 

area t h r o u g h S e c t i o n s 16, 21 and 28. The l o c a t i o n , as 

we have i t p o s i t i o n e d i n S e c t i o n 22, i s the most 

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

on Santa Fe Energy l e a s e h o l d i n Se c t i o n 22. 

Q. I s t h e r e a secondary o b j e c t i v e of Santa 

Fe 1 s w e l l ? 

A. Yes, t h e r e i s . 

Q. Would you please r e f e r t o E x h i b i t No. 9, 

and d i s c u s s the secondary o b j e c t i v e . 

A. The secondary o b j e c t i v e i s the Atoka Wynell 

Sand, which we i n t e r p r e t as a marine bar sand w i t h a 

no r t h e a s t - s o u t h w e s t o r i e n t a t i o n . P r o d u c t i o n from t h i s 

sand t o date i s l i m i t e d t o the Wynell Federal w e l l , 

which i s l o c a t e d , a g a i n , i n S e c t i o n 15. However, 

p r o s p e c t i v e p r o d u c t i o n t e s t s t h r o u g h a DST were 

achieved i n the Sun B r i g h t F e deral No. 1 i n Se c t i o n 

21 , southwest of the p r o s p e c t area. They d i d achieve 

commercial r a t e s d u r i n g a d r i l l stem t e s t from the 

Wynell sands i n t h a t w e l l . 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

The l o c a t i o n i n Se c t i o n 22 was p o s i t i o n e d 

where i t i s i n the n o r t h e a s t q u a r t e r i n the Atoka, 

p r i m a r i l y because i n the Laguna Federal w e l l -- I'm 

s o r r y -- the Laguna P l a t a Federal No. 1, w h i l e t h e r e 

i s f o u r f e e t of sand i n t h a t w e l l , t h e r e i s no 

p o r o s i t y p r e s e n t ; t h e r e f o r e , the sand i s t i g h t i n t h a t 

w e l l . And i t was our d e s i r e t o d i s t a n c e o u r s e l v e s 

from t h a t w e l l , not r e a l l y having a good f e e l f o r how 

the p o r o s i t y i s d i s t r i b u t e d around t h a t w e l l . 

Q. So, t o summarize, your o p i n i o n i s Santa 

Fe's proposed l o c a t i o n i s the optimum l o c a t i o n f o r 

d r i l l i n g t h i s Morrow t e s t w e l l ? 

A. The optimum l o c a t i o n f o r t h i s t e s t w e l l i s 

i n the n o r t h e a s t - n o r t h e a s t of Se c t i o n 22. 

Q. Now, r e g a r d i n g the compulsory p o o l i n g 

aspect of t h i s case, do you have an o p i n i o n as t o the 

r i s k p e n a l t y which should be assessed a g a i n s t 

nonconsenting i n t e r e s t o p e r a t o r s ? 

A. Yes. I b e l i e v e t h a t the p e n a l t y should be 

cost p l u s 200 p e r c e n t . 

Q. And on what do you base t h a t ? 

A. On s e v e r a l f a c t o r s . F i r s t , l o o k i n g at the 

Morrow, the nearest Morrow p r o d u c t i o n i s one m i l e 

away, a p p r o x i m a t e l y one m i l e away i n the M i t c h e l l 

Sapphire F e d e r a l . And from p r e s s u r e t e s t s which we've 
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r e c e n t l y r e c e i v e d i n f o r m a t i o n on from M i t c h e l l , 

t h e r e ' s a s i g n i f i c a n t p r e ssure draw down i n t h a t w e l l 

which c o u l d be i n t e r p r e t e d t o be i n d i c a t i n g a l i m i t e d 

r e s e r v o i r . 

Based on t h a t and on the f a c t t h a t t h e r e i s 

no other p r o d u c t i o n from t h a t Sapphire sand i n t h i s 

area, we f e e l t h a t ' s one reason t h a t the r i s k i n the 

Morrow i s f a i r l y c o n s i d e r a b l e i n t h i s area. 

Two, the Morrow, both t o the n o r t h , at 

l e a s t i n the Sapphire i n t e r v a l , goes t o the n o r t h end 

of the south of the proposed l o c a t i o n . I t ' s 

e s s e n t i a l l y t i g h t . We have sand present i n the Wynell 

F e d e r a l and some present i n the Laguna P l a t a w e l l . I t 

has not been proven t o be p r o d u c t i v e and does not 

appear t o be p r o d u c t i v e i n the Wynell Federal from l o g 

a n a l y s i s and i n the Laguna P l a t a w e l l i t has been 

t e s t e d and i s not p r o d u c t i v e . I t has proven t o be not 

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

w e l l c o n t r o l i n S e c t i o n 22 and i n Se c t i o n 15 and over 

i n t o S e c t i o n 2 1 , a b u t t i n g Santa Fe l e a s e h o l d from the 

Morrow, and t h i s adds r i s k as w e l l . 

And, f i n a l l y , the depth of the t e s t , 13,800 

f e e t , r e p r e s e n t s c o n s i d e r a b l e investment of Santa Fe 

money, and t h e r e a r e , c e r t a i n l y , mechanical r i s k s 

i n v o l v e d i n d r i l l i n g a w e l l t o such a depth. We f e e l 
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t h a t those f a c t o r s , w i t h i n the Morrow i t s e l f , lend 

w e l l , b a s i c a l l y we f e e l t h a t those f a c t o r s combined 

should a l l o w us t o -- I'm not making myself v e r y 

c l e a r . E s s e n t i a l l y , we f e e l t h a t those f a c t o r s should 

r e q u i r e a p e n a l t y of s i g n i f i c a n t p r o p o r t i o n from 

p a r t i e s who are i n t e r e s t e d i n t h i s u n i t . 

Q. Are t h e r e many Atoka w e l l s i n t h i s g e n e r a l 

ar ea ? 

A. From our assessment, t h e r e are f i v e 

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

l o c a t i o n . Two of those w e l l s appear t o be commercial 

p r o d u c e r s . The other two at t h i s p o i n t appear t o be 

noncommercial. 

Q. I n your o p i n i o n , i s the g r a n t i n g of t h i s 

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

p r e v e n t i o n of waste, and the p r o t e c t i o n of c o r r e l a t i v e 

r i g h t s ? 

A. Yes. 

Q. And were E x h i b i t s 5 th r o u g h 9 prepared by 

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

A. Yes, they were. 

MR. BRUCE: Mr. Examiner, I move the 

admission of E x h i b i t s 5 t h r o u g h 9. 

HEARING EXAMINER: E x h i b i t s 5 th r o u g h 9 

w i l l be a d m i t t e d as evidence. 
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MR. BRUCE: Pass the w i t n e s s . 

HEARING EXAMINER: Mr. K e l l a h i n . 

MR. KELLAHIN: Thank you, Mr. Examiner. 

CROSS-EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Thoma, I want you t o look at E x h i b i t 

Number 5, which i s the p r o d u c t i o n map. I t i n d i c a t e s 

t h a t you prepared t h i s on about August 31st of t h i s 

year ? 

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

Q. What was the purpose t h a t you prepared the 

d i s p l a y , s i r ? 

A. The d i s p l a y was prepared as p a r t of a 

r e g i o n a l -- not a p r o d u c t i o n a n a l y s i s , but we were 

do i n g i t on a l l h o r i z o n s . 

Q. I s t h a t the same approximate time t h a t you 

prepared the r e s t of your d i s p l a y s ? I t h i n k t h e y ' r e 

a l l dated about t h a t t i m e . 

A. Yes. A c t u a l l y , l e t me back up and make a 

c o r r e c t i o n . That i s why the maps were d r a f t e d . The 

p r o d u c t i o n map a c t u a l l y was prepared p r o b a b l y p r i o r t< 

t h a t . The maps were p r o b a b l y prepared i n August, 

e a r l y August, l a t e J u l y . 

Q. When d i d you, s i r , f i r s t begin your 

i n v e s t i g a t i o n and study of the geology f o r the 
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d e t e r m i n a t i o n of the l o c a t i o n f o r the w e l l i n Se c t i o n 

22 ? 

A. The a c t u a l study of the Morrow i n t h i s area 

t h a t I undertook began p r o b a b l y i n August 1987. 

Q. A l l r i g h t . Look i n the area i d e n t i f i e d i n 

a l l these d i s p l a y s , am I c o r r e c t i n u n d e r s t a n d i n g t h a t 

Santa Fe Energy does not operate any of the Morrow 

w e l l s shown on these d i s p l a y s ? 

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

Q. Do you have any work i n g i n t e r e s t i n any of 

the Morrow w e l l s shown on these d i s p l a y s ? 

A. No, we do n o t . 

Q. Do you have o p e r a t i o n s or wor k i n g i n t e r e s t s 

i n any of the Atoka producers on the d i s p l a y ? 

A. Not on t h i s d i s p l a y , we do n o t . 

Q. I n r e a d i n g the a p p l i c a t i o n t h a t was f i l e d 

i n t h i s case, the a p p l i c a t i o n , i n paragraph No. 5 --

and 1*11 share t h a t w i t h you. T h i s i s my only copy, 

Mr. Thoma. I t says, "The a p p l i c a n t seeks a p p r o v a l t o 

d r i l l i t s Amethyst 22 Fed e r a l Comm. No. 1 w e l l at an 

unorthodox l o c a t i o n , 660 from the n o r t h , 660 from the 

e a s t . I n order t o d r i l l i t , the most s t r u c t u r a l l y 

advantageous p o s i t i o n i s i n an area more l i k e l y t o 

i n t e r c e p t the Morrow channel sands and th e r e b y 

i n c r e a s e the l i k e l i h o o d of o b t a i n i n g commercial 
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p r o d u c t i o n . " 

A. C o r r e c t . 

Q. I s i t your o p i n i o n t h a t the s t r u c t u r a l 

p o s i t i o n of the Morrow channel w i t h i n S e c t i o n 22 i s 

the c r i t i c a l g e o l o g i c f a c t o r by which you judge where 

t o l o c a t e the w e l l ? 

A. I t h i n k i t i s a c r i t i c a l f a c t o r . 

Q. Are t h e r e any other f a c t o r s expressed i n 

paragraph No. 5? 

A. I b e l i e v e so. I t says, " I n an area more 

l i k e l y t o i n t e r c e p t the Morrow channel." The p o s i t i o n 

of the channel i s e q u a l l y i m p o r t a n t . 

Q. When you look at the s t r u c t u r e map, Mr. 

Thoma, your E x h i b i t Number — I've l o s t t r a c k . I 

t h i n k i t ' s 7? 8? The Morrow s t r u c t u r e map, s i r ? 

A. Um-hm. 

Q. Number 8? 

A. That's c o r r e c t . That's 8. 

Q. The method by which you chose t o map the 

s t r u c t u r e on the middle Morrow marker, would t h a t be 

the same way t h a t you would map the s t r u c t u r e f o r 

l o o k i n g at what would be the s t r u c t u r a l p o s i t i o n f o r 

an Atoka p e n e t r a t i o n ? 

A. I f I i n t e r p r e t your q u e s t i o n c o r r e c t l y , 

you're a s k i n g me e s s e n t i a l l y i f t h i s s t r u c t u r e map 
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r e f l e c t s Atoka s t r u c t u r e at the Atoka l e v e l ? 

Q. Yes, s i r . 

A. I b e l i e v e t h a t t h i s would v e r y c l o s e l y 

r e f l e c t s t r u c t u r e at the Atoka l e v e l , a l t h o u g h I have 

not mapped s t r u c t u r e s p e c i f i c a l l y at the Atoka l e v e l . 

Q. When we look at the s t r u c t u r e map, one of 

the p r e d i c a t e s t o j u s t i f y the unorthodox l o c a t i o n i s 

t o gain s t r u c t u r e i n the Morrow channel; i s t h a t not 

t r ue ? 

A. Yes. 

Q. When we look at the s t r u c t u r e map, your 

unorthodox l o c a t i o n i s plac e d at a m i d p o i n t between 

the -9500 and the -9450 l i n e , I b e l i e v e . Did I read 

t h a t r i g h t , or i s t h a t backwards? 

A. That's backwards. 

Q. The heavy dashed l i n e t o the west of the 

w e l l l o c a t i o n i s a -9500 contour l i n e ; i s i t not? 

A. Yes. Yes, i t i s . 

Q. To the east of the w e l l l o c a t i o n i s a 

50-foot contour l i n e which i s at -4950; i s i t not? 

A. -9450. 

Q. -9450. Okay. The o b j e c t i o n t h e n , or the 

goal you're seeking t o accomplish i s t o get at a h i g h 

s t r u c t u r a l p o i n t i n the channel; i s i t not? 

A. The h i g h e s t a c h i e v a b l e s t r u c t u r a l p o i n t on 
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our l e a s e h o l d i s i n S e c t i o n 22, yes. 

Q. M a i n t a i n i n g the same s t r u c t u r a l p o s i t i o n as 

you have w i t h the unorthodox w e l l l o c a t i o n , f o l l o w 

t h a t contour down, and can you not m a i n t a i n the same 

s t r u c t u r a l p o s i t i o n by going 1,980 from the n o r t h l i n e 

and 660 from the east l i n e of the s e c t i o n ? 

A. S t r u c t u r a l l y , you c o u l d . You are moving 

c l o s e r t o a lower w e l l . That i s t r u e . Based on t h i s 

i n t e r p r e t a t i o n , you could move so u t h . 

Q. Look at the Lower Sapphire Sand isopach 

map. And y o u ' l l have t o h e l p me again because my 

copies are not numbered w i t h e x h i b i t numbers. 

When we look at t h i s Lower Sapphire Sand, 

Mr. Thoma, t h a t ' s o n l y a p a r t of the Morrow channel; 

i s i t not ? 

A. I t i s a p a r t of the Morrow complex. 

Q. W i l l the isopach map change i n any m a t e r i a l 

way i f you had used the same c r i t e r i a t h a t mapped the 

e n t i r e Lower Morrow Sand r a t h e r than j u s t s e l e c t t h i s 

p o r t i o n t h a t you've i d e n t i f i e d as the Sapphire Sand? 

A. No, i t p r o b a b l y would not change 

a p p r e c i a b l y ; however -- you know, I r e a l l y can't 

answer t h a t q u e s t i o n i n a l l f a i r n e s s because I have 

not mapped the e n t i r e lower s e c t i o n . So, you know, 

you're a s k i n g me t o sp e c u l a t e on something on a map 
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which I have not pre p a r e d . 

Q. When we look then on the isopach t h a t you 

d i d p r e p a r e , I b e l i e v e the c r i t e r i a you i d e n t i f i e d i n 

d e s c r i b i n g t h e d i s p l a y was a 60 gamma ray c u t o f f ? 

A. Yes. 

Q. Why d i d you use a gamma ray c u t o f f as 

opposed t o some p o r o s i t y c u t o f f ? 

A. Because g e n e r a l l y I've found t h a t a 

p o r o s i t y c u t o f f -- r a t h e r , a gamma ray c u t o f f i s more 

u s e f u l i n d e f i n i n g the d e p o s i t i o n a l t r e n d of any given 

sand r a t h e r than the p o r o s i t y . 

Q. Did you prepare an isopach u s i n g a p o r o s i t y 

c u t o f f or va l u e and see how t h a t might be compared t o 

an isopach u s i n g the gamma ray c u t o f f ? 

A. No, but I can t e l l you based on what I do 

know about the Sapphire sand i n these w e l l s t h a t the 

Laguna P l a t a w e l l would be t h i n n e r than i t i s , the 

Sapphire Federal p r o b a b l y would not change 

a p p r e c i a b l y , and the Wynell w e l l would p r o b a b l y be 

t h i n n e r than i t i s at f o u r f e e t . 

Q. Would you then look at E x h i b i t No. 7. We 

can move t h a t w e l l l o c a t i o n south and s t i l l s t a y 

w i t h i n the 4 0 - f o o t or g r e a t e r t h i c k n e s s contour 

i n t e r v a l w i t h i n the d i s p l a y ; can we not? 

A. C o r r e c t . W i t h i n the clean sand, you can; 
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1 however, you are moving c l o s e r t o a w e l l which has 

2 cl o s e t o 20 f e e t of clean sand which was 

3 n o n p r o d u c t i v e , and you are moving out of the h e a r t of 

4 the channel. 

5 And i t i s our o p i n i o n t h a t the best Morrow 

6 w e l l s and the best p o r o s i t y development w i t h i n the 

7 Morrow, w i t h i n any given channel w i t h i n the Morrow, i s 

8 l o c a t e d at the h e a r t of the channel. And t h a t i s a 

9 c r i t i c a l element i n choosing t h i s l o c a t i o n . You can 

10 move i t south and s t i l l have 40 f e e t , but (a) you're 

11 moving c l o s e r t o a n o n p r o d u c t i v e w e l l w i t h low 

12 p o r o s i t i e s ; and (b) you're moving out of the h e a r t of 

13 the channel. 

14 Q. The w e l l you're moving away from i n the 

15 southeast q u a r t e r of S e c t i o n 22, what's the w e l l name, 

16 please? 

17 A. The Pan American Laguna P l a t a Federal No. 

18 1. 

19 Q. Have you determined by any method, whether 

20 i n your assessment or the number of acres t h a t 

21 u n d e r l i e the east h a l f of S e c t i o n 22 t h a t would be 

22 i n c l u d e d i n the Morrow r e s e r v o i r ? 

23 A. We have. That w i l l be addressed by another 

24 w i t n e s s . 

25 Q. Did you a i d the engineer i n p r e p a r i n g the 
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g e o l o g i c d i s p l a y s by which he can make h i s v o l u m e t r i c 

c a l c u l a t i o n s ? 

A. He based them on these i n t e r p r e t a t i o n s . 

Q. Which ones? 

A. On the E x h i b i t No. 7. 

Q. No. 7? 

A. E x h i b i t No. 7. 

Q. So the e n g i n e e r i n g w i t n e s s ' s c a l c u l a t i o n s 

are p r e d i c a t e d then upon your g e o l o g i c i n t e r p r e t a t i o n s 

of the Lower Sapphire Sand isopach map? I s t h a t what 

you gave him t o work w i t h ? 

A. That i s some of the data t h a t he 

i n c o r p o r a t e d i n t o h i s reserve a n a l y s i s , yes. 

Q. Did you a l s o a i d the engineer i n making an 

assessment of the reserve p o t e n t i a l of the Atoka 

Wynell Sand? 

A. Yes. 

Q. And was your i s o p a c h , your E x h i b i t No. 9, 

prepared by you and p r o v i d e d t o the engineer f o r the 

purpose of making those type of c a l c u l a t i o n s ? 

A. Yes. 

Q. When we look at E x h i b i t No. 7, which i s the 

isopach of the Lower Sapphire Sands, what i n your 

judgment as a g e o l o g i s t r e p r e s e n t s the e x t e n t of the 

r e s e r v o i r w i t h i n the east h a l f of the s e c t i o n ? 
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A. Could you repeat the q u e s t i o n , p l e a s e . 

Q. Yes, s i r . When we look at the east h a l f of 

the S e c t i o n 22 on D i s p l a y 7, t h a t whole east h a l f i s 

not u n d e r l a y i n g by the r e s e r v o i r , i s i t ? You've got a 

zero l i n e . 

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

Q. I f we look at t h a t d i s p l a y and we see at 18 

f e e t the Laguna P l a t a w e l l i s not a success, what i s 

your judgment as a g e o l o g i s t about what t h i c k n e s s you 

need i n order t o have sand t h a t i s going t o c o n t r i b u t e 

t o a w e l l i n the east h a l f of the s e c t i o n ? 

A. W e l l , a l l of the sand w i l l c o n t r i b u t e t o 

the w e l l . The Laguna P l a t a had p r o d u c t i v e r a t e s . 

That w e l l t e s t e d , from my i n f o r m a t i o n , at r a t e s of 

358,000 c u b i c f e e t a day. So you w i l l d r a i n reserves 

from as f a r out -- you w i l l d r a i n reserves p o t e n t i a l l y 

out t o t h a t zero l i n e . 

That may not be c o r r e c t , assuming c e r t a i n 

parameters. We're g e t t i n g i n t o t h e areas beyond my 

e x p e r t i s e . What I can say i s t h a t e v e r y t h i n g I am 

showing the east h a l f of 22 I was having sand 

t h i c k n e s s -- w i l l c o n t r i b u t e , or can p o t e n t i a l l y 

c o n t r i b u t e p r o d u c t i o n t o a given w e l l i n the east 

h a l f . 

Q. Can we f i n d w i t h i n the area i n v e s t i g a t e d by 
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you on these d i s p l a y s s u c c e s s f u l Morrow completions 

w i t h l e s s than 18 f e e t of sand? 

A. There are Morrow c o m p l e t i o n s , not 

n e c e s s a r i l y from the Sapphire sand. There are Morrow 

comp l e t i o n s i n t h i s map area, s u c c e s s f u l Morrow 

comp l e t i o n s from l e s s than 15 f e e t of sand, yes. 

Q. I n f a c t , when we look t o the west i n 

Sec t i o n 2 1 , i n the northwest q u a r t e r of t h a t s e c t i o n , 

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

15 f e e t of sand. 

A. That i s p r o d u c i n g from a lower Morrow sand, 

not the same mapped here. That 15 f e e t i s from the 

Sapphire, and i t has not been t e s t e d i n t h a t zone t o 

da t e . 

Q. So an o p e r a t o r can be s u c c e s s f u l w i t h the 

Morrow attempt i n t h i s immediate area w i t h l e s s than 

40 f e e t of sand? 

A. One can be s u c c e s s f u l w i t h l e s s than 40 

f e e t of sand; however, we are i n a s i t u a t i o n here 

where we have a w e l l w i t h 18 f e e t of sand which i s 

n o n p r o d u c t i v e . So t h e r e may be something p e c u l i a r t o 

t h i s p a r t i c u l a r Morrow d e p o s i t which r e q u i r e s g r e a t e r 

t h i c k n e s s t o achieve a commercial c o m p l e t i o n . 

Q. What are the r i s k assessment parameters 

used by your company t o determine whether or not 
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t h e y ' r e going t o d r i l l a pr o s p e c t t h r o u g h the Atoka or 

Morrow i n southeast New Mexico? 

MR. KELLAHIN: Mr. Examiner, may the r e c o r d 

r e f l e c t t h a t Mr. Bruce i s t a k i n g the o p p o r t u n i t y t o 

have an o f f - t h e - r e c o r d d i s c u s s i o n w i t h h i s w i t n e s s 

d u r i n g my c r o s s - e x a m i n a t i o n . 

MR. BRUCE: I would o b j e c t i n s o f a r as any 

i n f o r m a t i o n t h a t Mr. Thoma's being requested t o gi v e 

may be c o n f i d e n t i a l and p r i v i l e g e d i n f o r m a t i o n f o r 

Santa Fe Energy, and request t h a t he not be r e q u i r e d 

t o d i v u l g e such i n f o r m a t i o n . 

MR. KELLAHIN: I t h i n k i t ' s r e l e v a n t , Mr. 

Examiner. 

MR. STOVALL: Would you l i k e t o o f f e r , Mr. 

K e l l a h i n , the purpose f o r us? 

MR. KELLAHIN: C e r t a i n l y . By way of 

e x p l a n a t i o n , Mr'. S t o v a l l , I'm i n t e r e s t e d t o know what 

the g e o l o g i c f a c t o r s or c r i t e r i a are t h a t Mr. Thoma 

may or may not u t i l i z e f o r assessing the r i s k , and 

whether a l o c a t i o n i s d r i l l a b l e w i t h i n the s e c t i o n . I 

want t o know what parameters he or any other 

e x p l o r a t i o n g e o l o g i s t does t o decide t h a t he cannot 

d r i l l t he c l o s e s t standard l o c a t i o n and needs a more 

unorthodox l o c a t i o n from which h i s own d i s p l a y s 

demonstrate t h a t i t looks l i k e you could d r i l l a 
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s t a n d a r d l o c a t i o n . And I want t o know what the 

f a c t o r s are t h a t make him judge the d i f f e r e n c e between 

the magnitude of moving from a standard t o an 

unorthodox l o c a t i o n . I t h i n k i t ' s a f a i r , r e l e v a n t 

quest i o n . 

MR. STOVALL: Are you as k i n g t h a t as a 

matter of Santa Fe's company p o l i c y , or are you aski n g 

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

MR. KELLAHIN: His p r o f e s s i o n a l g e o l o g i c 

o p i n i o n w i t h regards t o whether or not they c o u l d 

adequately develop the reserves t h a t u n d e r l i e t h i s 

t r a c t at a more c o n v e n t i o n a l standard l o c a t i o n . I 

thought t h a t ' s what the purpose of h i s t e s t i m o n y was. 

I'm t e s t i n g t h e competency of the w i t n e s s . The 

wi t n e s s should be all o w e d t o answer t h a t q u e s t i o n . 

THE WITNESS: I don't have a problem 

answering t h a t q u e s t i o n . 

HEARING EXAMINER: Do you remember the 

quest i on ? 

THE WITNESS: Yes, I more f u l l y understand 

the q u e s t i o n now. 

I mentioned p r e v i o u s l y t h a t one of the 

i m p o r t a n t parameters t o us i n l o c a t i n g and d e t e r m i n i n g 

whether or not we have a v i a b l e Morrow o b j e c t i v e a t 

any l o c a t i o n i s where the p a r t of the channel i s 
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t h a t ' s where we f e e l the best p l a c e t o l o c a t e the 

lowest r i s k p l a c e , t o l o c a t e any given e x p l o r a t o r y 

w e l l . That's where we've l o c a t e d here. I n a d d i t i o n , 

we've l o c a t e d i t i n a s t r u c t u r a l l y -- i n as 

advantageous a p o s i t i o n as we coul d l o c a t e or f i n d on 

our l e a s e . The two c o i n c i d e -- those two f a c t s or 

elements c o i n c i d e or come t o g e t h e r i n the 

n o r t h e a s t - n o r t h e a s t . 

Q. (BY MR. KELLAHIN) I understand. I t ' s a 

q u e s t i o n of degree, Mr. Thoma. I understand what your 

p o s i t i o n i s , t h a t you want t o be at the s t r u c t u r a l l y 

h i g h e s t or most advantageous p o s i t i o n at the g r e a t e s t 

t h i c k n e s s . 

My q u e s t i o n i s : Q u a n t i f y f o r me the degree 

of change i n s t r u c t u r e and t h i c k n e s s between the 

c l o s e s t s t a n d a r d l o c a t i o n and the unorthodox l o c a t i o n , 

and t e l l me why your company won't d r i l l the c l o s e s t 

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

A. The c l o s e s t s t a n d a r d l o c a t i o n would put us 

at a p o s i t i o n of l e s s than 40 f e e t , a p p r o x i m a t e l y l e s s 

than 40 f e e t of sand, out of the he a r t of the channel. 

What happens when you get out of the he a r t 

of the channel, i f you look at the c r o s s - s e c t i o n , you 

move from sand development such as you have i n the 

M i t c h e l l Energy Sapphire No. 1 where you have 
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e x c e l l e n t p o r o s i t y development and a v e r y t h i c k , clean 

sand. You have e s s e n t i a l l y 30-plus f e e t of continuous 

p o r o s i t y w i t h i n the Morrow. 

Moving over t o the Pan American w e l l , you 

can see you have clean sand, but i t ' s broken up i n t o 

s t r i n g e r s . You're e s s e n t i a l l y l o o k i n g at overbank 

d e p o s i t s w i t h i n the Morrow. 

So w h i l e the t h i c k n e s s may be r o u g h l y the 

same, when you step out of the channel, the center of 

the c h a n n e l , you move from channel center d e p o s i t s 

i n t o overbank d e p o s i t s . And the d i f f e r e n c e i s t h a t 

r a t h e r than having one c o n t i n u o u s , t h i c k , porous 

r e s e r v o i r , you have a s e r i e s of stacked t h i n n e r , lower 

q u a l i t y r e s e r v o i r s . 

That's the p r i m a r y reason f o r want i n g t o 

l o c a t e i t i n the h e a r t of the channel, as I have i t 

now, r a t h e r than moving i t i t s e l f and compromising 

what look s t o be v e r y l i t t l e n u m e r i c a l l y , or 

q u a n t i t a t i v e l y . Q u a l i t a t i v e l y , i t could be a 

s i g n i f i c a n t d i f f e r e n c e . 

Q. I'm c o r r e c t , t h e n , i n u n d e r s t a n d i n g your 

E x h i b i t 8 and E x h i b i t 7, t h a t you could move t o a 

stand a r d l o c a t i o n , s t i l l m a i n t a i n the same s t r u c t u r a l 

r e l a t i o n s h i p , and t h a t the t r a d e - o f f i s t h a t you might 

be at 30 f e e t of t h i c k n e s s or g r e a t e r , as opposed t o 
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b e i n g at 40 f e e t of t h i c k n e s s or g r e a t e r ? 

A. I n terms of t h i c k n e s s , t h a t ' s c o r r e c t , b u t , 

a g a i n , I have the s i t e t h a t you are moving out of the 

center of the channel. 

Q. And your c o n t r o l s , your g e o l o g i c c o n t r o l 

f o r d e t e r m i n i n g your i n t e r p r e t a t i o n of the l o c a t i o n of 

the c e n t e r of t h a t channel i s p r e d i c a t e d on the 

i n f o r m a t i o n a v a i l a b l e from the Manzano w e l l i n Sec t i o n 

15 and the Laguna P l a t a w e l l i n Sec t i o n 22, p l u s the 

a d d i t i o n a l w e l l i n 23? 

A. Plus the M i t c h e l l Sapphire w e l l , t h a t ' s 

cor r e c t . 

Q. Now, you w i l l agree w i t h me t h a t the 

d i s c i p l i n e s of your p r o f e s s i o n are not going t o gi v e 

you the degree of accuracy t h a t you s u b s c r i b e t o the 

d i sp1 ay ? 

A. No, I would never argue t h a t . But what I 

can say i s t h a t every time I recommend a l o c a t i o n , I 

put f o r w a r d what I b e l i e v e t o be the best 

i n t e r p r e t a t i o n t h a t I can g i v e the area based on my 

un d e r s t a n d i n g . And t h a t ' s what I'm p r e s e n t i n g here. 

We d r i l l and pl a c e our w e l l s based on t h a t 

a n a l y s i s . C e r t a i n l y t h e r e i s a wide range of 

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

Q. And based on these i n t e r p r e t a t i o n s , you and 
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other g e o l o g i s t s sometimes s u c c e s s f u l l y d r i l l 

commercial w e l l s and sometimes d r i l l d r y holes? 

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

Q. When we look at the s t r u c t u r e map now, the 

b a s i s or the data upon which you have c o n s t r u c t e d the 

s t r u c t u r e map i s the subsurface g e o l o g i c i n f o r m a t i o n 

from an exami n a t i o n of the logs? 

A. Yes. 

Q. Did you i n t e g r a t e or u t i l i z e any seismic 

i n f o r m a t i o n t o he l p you r e f i n e or d e f i n e the 

s t r u c t u r e ? 

A. No, we have n o t . 

Q. When we look at E x h i b i t No. 9, t h i s i s the 

isopach on the Atoka Wynell sand? Can you t e l l me, 

s i r , whether or not you would have a m a t e r i a l l y 

d i f f e r e n t isopach i f you had mapped the e n t i r e Atoka 

i n t e r v a l as opposed t o c o n f i n i n g your examination t o 

t h i s Wynell sand? 

A. I cannot t e l l you what an isopach of the 

e n t i r e Atoka i n t e r v a l would look l i k e . 

Q. I s n ' t t h i s Atoka p o t e n t i a l the r e a l p r i m a r y 

o b j e c t i v e f o r the w e l l as opposed t o the Morrow, Mr. 

Thoma ? 

A. No. 

Q. The unorthodox w e l l l o c a t i o n moves c l o s e r 
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t o t h e on l y Atoka producer i n the immediate v i c i n i t y ; 

does i t not? 

A. Yes, i t does. But i f the Atoka was the 

pr i m a r y o b j e c t i v e , we could have avoided t h i s whole 

process by going w i t h a lay-down, and our drainage 

would not be -- we would be d r a i n i n g a p p r o x i m a t e l y the 

same area. And we may get i n t o t h i s l a t e r . T h i s i s , 

a g a i n , beyond my area of e x p e r t i s e . But we m i g h t , i n 

f a c t , be d r a i n i n g --

Q. W e l l , l e t me suggest t h a t you don't t e s t i f y 

beyond your e x p e r t i s e about d r a i n a g e . 

A. A l l r i g h t . 

Q. When we look at the f o u r f e e t of t h i c k n e s s 

on t h i s isopach i n E x h i b i t No. 9 a t t r i b u t a b l e t o the 

Laguna P l a t a w e l l --

A. Yes. 

Q. -- was t h a t t e s t e d i n t h i s Atoka Wynell 

sand ? 

A. No, i t was n o t . 

Q. The op e r a t o r chose t o abandon t h a t w i t h o u t 

even t e s t i n g i t ? 

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

a n a l y s i s i n d i c a t e s t h a t the zone i s t i g h t . 

Q. What i s your judgment as a g e o l o g i s t about 

the number of net t h i c k n e s s t h a t you need i n t h i s 
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Wynell sand t o make a commercial w e l l out of the 

Atoka? 

A. C l e a r l y , e i g h t f e e t i s a reasonable number. 

The Wynell w e l l appears at p r e s e n t , t o our knowledge, 

t o be a commercial Atoka p r o d u c e r . 

Q. Do you, Mr. Thoma, have a recommendation as 

a g e o l o g i s t about a p e n a l t y f a c t o r t o assess a g a i n s t 

the w e l l t h a t you propose t o l o c a t e i n Se c t i o n 22? 

A. Yes. I b e l i e v e I a l r e a d y t e s t i f i e d t o 

t h a t . 

Q. I have confused you. The p e n a l t y was the 

r i s k f a c t o r p e n a l t y i n a p o o l i n g case. My q u e s t i o n , 

s i r , i s w i t h regards t o the unorthodox n a t u r e of the 

w e l l , b e i ng 660 from the n o r t h l i n e as opposed t o 

1,980. Did you p a r t i c i p a t e i n f o r m u l a t i n g an o p i n i o n 

or a c o n c l u s i o n w i t h regards t o any p o t e n t i a l r i s k 

f a c t o r p e n a l t y -- I'm s o r r y -- l o c a t i o n p e n a l t y ? 

A. That was e s s e n t i a l l y l e f t up t o the 

engineer . 

Q. Help me understand the process by which you 

a s s i s t the engineer i n p r e p a r i n g the type of g e o l o g i c 

d i s p l a y t h a t he needs t o conduct h i s work t o determine 

the amount of reserves i n pla c e u n d e r l y i n g a t r a c t . 

What do you gi v e him? 

A. He used the isopach map be f o r e you, E x h i b i t 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

47 

9 . 

Q. E x h i b i t No. 9, i f I understand c o r r e c t l y , 

i s an isopach t h a t has not i n c o r p o r a t e d --

A. Let me back up. I p r e f e r t o beg out of 

t h i s because he w i l l go i n t o a l l t h i s and e x p l a i n how 

he made h i s c a l c u l a t i o n s and what the b a s i s was. He 

w i l l answer these q u e s t i o n s . 

Q. I want t o know your p a r t i c i p a t i o n though. 

Why d i d you not g i v e the engineer a net pay p o r o s i t y 

map from which he can conduct h i s c a l c u l a t i o n s ? 

A. No p a r t i c u l a r reason. No p a r t i c u l a r 

reason. 

Q. But you d i d not g i v e him a net pay p o r o s i t y 

map ? 

A. No, I d i d not g i v e him a net pay p o r o s i t y 

map . 

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

CROSS-EXAMINATION 

BY MR. CARR: 

Q. Mr. Thoma, I have j u s t a couple of 

q u e s t i o n s . I ' l l t r y not t o repeat a n y t h i n g t h a t Mr. 

K e l l a h i n has covered. 

I f I've understood your t e s t i m o n y , your 

isopachs, your s t r u c t u r e map were based on w e l l 

c o n t r o l i n f o r m a t i o n ; i s t h a t c o r r e c t ? 
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A. C o r r e c t . 

Q. And you d i d n ' t have the b e n e f i t of seismic 

t o i n t e g r a t e i n t o these p l a t s ; i s t h a t r i g h t ? 

A. Yes , s i r . 

Q. I f we take a look at the isopach on the 

Wynell sand r which i s your E x h i b i t No. 9, coul d you 

t e l l me what you i n t e n d t o show by the area t h a t you 

have shaded i n y e l l o w ? 

A. What am I showing? 

Q. Yes. 

A. You mean w i t h the c o l o r ? 

Q. Yes. 

A. Simply t h a t t h a t i s the t h i c k e s t 

a n t i c i p a t e d development of the Wynell sand i n t h a t 

area. 

Q. And then the area t h a t i s shaded i n orange 

shows what? 

A. I t ' s not showing a n y t h i n g s p e c i f i c a l l y 

g e o l o g i c . I t ' s s i m p l y t o show the p a t t e r n of the 

channel and where the d e p o s i t i o n a l a x i s i s . The 

y e l l o w would show e s s e n t i a l l y the a x i s . 

Q. And i f I understood your t e s t i m o n y , i t was 

your o p i n i o n t h a t a n y t h i n g w i t h i n your zero l i n e on 

the isopach map coul d c o n t r i b u t e p r o d u c t i o n t o a w e l l 

at the proposed l o c a t i o n ? 
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A. That's r i g h t . That's c o r r e c t . 

Q. I f I look at where you've pl a c e d your 

1 0 - f o o t contour on E x h i b i t No. 9, what data were you 

us i n g i n p l a c i n g t h a t 1 0 - f o o t contour? 

A. L i c e n s e . Geologic l i c e n s e . 

Q. And you were --

A. Let me back up. Regional mapping i n the 

area suggests and does i n d i c a t e t h a t t h i s p a r t i c u l a r 

sand develops upwards of 15 t o 20 f e e t t h i c k n e s s , or 

can. The way I've mapped t h i s shows a c o n s i d e r a b l e 

area f o r p o t e n t i a l a d d i t i o n a l development of the sand 

between the Wynell and the Laguna P l a t a . And based on 

t h a t , I added one a d d i t i o n a l contour which t h e r e i s 

not s p e c i f i c j u s t i f i c a t i o n , w e l l c o n t r o l j u s t i f i c a t i o n 

f o r . 

Q. And so t h i s i s j u s t b a s i c a l l y your 

i n t e r p r e t a t i o n based on t h e , I guess, l o g i n f o r m a t i o n 

on the Laguna P l a t a w e l l i n 22, and, I guess, r e a l l y 

no other i n f o r m a t i o n u n t i l you get up t o the w e l l i n 

15 ; i s t h a t r i g h t ? 

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

Q. When I look at your placement of the zero 

l i n e , i f we look at i t as i t goes across the southern 

or the southeast q u a r t e r of S e c t i o n 10, a g a i n , what 

data have you u t i l i z e d i n p l a c i n g t h a t where you di d ? 
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A. The zero? 

Q. Yes. 

A. A v a i l a b l e w e l l c o n t r o l . 

Q. Which would be the w e l l i n --

A. The Sapphire F e d e r a l , S e c t i o n 23. 

Q. I n 23? 

A. C o r r e c t . 

Q. I s t h e r e any p a r t i c u l a r reason t h a t when 

you p u l l the zero l i n e , you tak e i t almost t o the 

Sapphire w e l l i n 23, i n s t e a d of more or l e s s s p l i t t i n g 

the d i f f e r e n c e between t h a t and the nearest w e l l t h a t 

shows the f o r m a t i o n ? 

A. There i s no p a r t i c u l a r reason, no. 

Q. Would i t be j u s t as reasonable t o p u l l t h a t 

back, say, perhaps halfway between t h a t and the Laguna 

P l a t a w e l l ? 

A. Sure. 

Q. And i f you d i d t h a t , t h e r e would be l e s s 

r e s e r v o i r , would t h e r e n o t , under the southeast 

q u a r t e r of 22 t h a t would c o n t r i b u t e p r o d u c t i o n t o your 

proposed w e l l ? 

A. No, t h e r e r e a l l y wouldn't be. 

Q. I f you moved your zero l i n e ? 

A. H o n e s t l y , i f you moved the zero l i n e --

because I've made s e v e r a l d i f f e r e n t i n t e r p r e t a t i o n s on 
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t h i s -- i f you move the zero l i n e o f f of t h a t Sapphire 

w e l l , you r e a l l y don't a p p r e c i a b l y change the drainage 

area i n S e c t i o n 22. 

Q. And so you would leave the zero l i n e i n 22 

where you p l a c e i t , no matter how you honor the data 

on the w e l l i n 23; i s t h a t what you are saying? 

A. E s s e n t i a l l y . You coul d move t h a t w e l l t o 

the n o r t h w e s t i n 23, but you j u s t a f f e c t the drainage 

area i n 23, p r i m a r i l y because of the f o u r f e e t i n the 

Laguna P l a t a w e l l . 

Q. When you t a l k about the Laguna P l a t a w e l l 

as b eing n o n p r o d u c t i v e , you mean t h a t i t i s 

noncommercial; i s n ' t t h a t what you mean? 

A. As f a r as I know, i t i s , yes. I t i s 

n o n p r o d u c t i v e , noncommercial. I t wasn't t e s t e d ; so I 

don't know t h a t you can say i t ' s noncommercial. I t ' s 

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

Q. Do you b e l i e v e t h e r e would be reserves 

though t h a t c o u l d i n f a c t be produced by the w e l l at 

the proposed l o c a t i o n ; i s n ' t t h a t r i g h t ? 

A. There c o u l d be, yes. 

Q. When d i d you t e l l Mr. K e l l a h i n you 

i n i t i a l l y s t a r t e d s t u d y i n g t h i s area? 

A. I n August of 87. 

Q. And p r i o r t o the p r e p a r a t i o n of these 
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p a r t i c u l a r isopach maps, d i d you prepare other maps on 

the area, or were these the f i r s t isopach maps t h a t 

you prepared? 

A. I'm not q u i t e sure what you're a s k i n g me. 

We prepared other maps on the area. 

Q. Or d i d your e a r l i e r i n t e r p r e t a t i o n --

A. Ohr I see. On the Atoka Wynell i n t h i s 

area, the Wynell sand, no. Th i s sand -- t h i s map was 

pr o b a b l y the f i r s t i n t e r p r e t a t i o n i n t h i s area. 

Q. What about the Lower Sapphire Sand? Did 

you make e a r l i e r i n t e r p r e t a t i o n s of t h i s ? 

A. Yes. 

Q. Did you b r i n g them w i t h you? 

A. No. 

Q. I f I look at j u s t the maps t h a t you've 

p r e p a r e d , i f we look now at the isopach of the Lower 

Sapphire Sand, g e n e r a l l y the s o u t h e a s t e r n p o r t i o n of 

the southeast q u a r t e r of 22 c o u l d not be expected t o 

c o n t r i b u t e r eserves t o a w e l l f o r a proposed l o c a t i o n ; 

i s n ' t t h a t r i g h t ? 

A. From the southwest of the southeast? 

Q. Yes. 

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

Q. I f you had proposed a lay-down u n i t , you 

would have the southwest of the n o r t h e a s t t h a t 
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wouldn't be c o n t r i b u t i n g based on t h i s i n t e r p r e t a t i o n 

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

A. Could you repeat the q u e s t i o n ? 

Q. I'm s o r r y . I f you have a lay-down i n the 

n o r t h h a l f , the southwest of the northwest wouldn't b 

c o n t r i b u t i n g , would i t ? 

A. Not from the Sapphire sand, no. 

Q. I f we look at the Atoka, however, i f you 

had a lay-down u n i t i n the n o r t h h a l f , the e n t i r e 

p r o r a t i o n u n i t c o u l d be expected t o c o n t r i b u t e 

reserves t o the proposed w e l l ? 

A. Yes. 

Q. I b e l i e v e you t e s t i f i e d t h a t the l o c a t i o n 

was necessary t o enable you t o best d r a i n your l e a s e . 

I s t h a t a c o r r e c t statement of your p o s i t i o n ? 

A. I n the Morrow, yes. 

Q. Would t h a t a l s o apply t o the Atoka-Wynell 

sand ? 

A. To my knowledge, yes. 

Q. By moving t o t h i s l o c a t i o n t h a t best 

enabled you t o d r a i n your l e a s e , you're a l s o l o c a t i n g 

i n the w e l l t h a t enables you t o b e t t e r d r a i n the 

r e s e r v o i r on lands t h a t are not covered by your lease 

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

A. I'm answering q u e s t i o n s here t h a t r e a l l y 
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are not i n my realm of e x p e r t i s e . I'm answering. I ' r 

going t h r o u g h and answering them, but I'm t h i n k i n g I 

r e a l l y s h o u l d n ' t be answering these q u e s t i o n s . 

Q. W e l l , do you have an o p i n i o n as t o whether 

or not t h i s l o c a t i o n b e t t e r enables you t o d r a i n your 

lease ? 

A. I b e l i e v e t h a t t h i s l o c a t i o n best enables 

us t o d r a i n our lease i n the Morrow, which i s the 

p r i m a r y o b j e c t i v e . 

Q. And then l e t me s h i f t my next q u e s t i o n a 

l i t t l e and ask you i f i t doesn't b e t t e r enable you t o 

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

A. I'm s o r r y ? 

Q. Doesn't t h i s l o c a t i o n b e t t e r enable you t o 

d r a i n the r e s e r v o i r as w e l l as j u s t your lease? 

HEARING EXAMINER: You're a s k i n g about the 

Mor r ow ? 

Q. (BY MR. CARR) Yes. We'll say f i r s t the 

Mor r ow. 

A. Yes. O v e r a l l , i t w i l l . 

Q. And i t b e t t e r enables you t o d r a i n the 

Atoka t o o -- the Wynell sand; i s n ' t t h a t c o r r e c t , by 

moving t o t h i s l o c a t i o n ? 

A. I n the Atoka i t r e a l l y doesn't matter i f 

you're comparing between t h i s e x c e p t i o n a l l o c a t i o n or 
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an unorthodox l o c a t i o n on a lay-down l o c a t i o n . I f 

you're comparing i t between the unorthodox l o c a t i o n 

and t h e orthodox stand-up l o c a t i o n , the l o c a t i o n where 

we have i t b e t t e r enables us t o d r a i n --

Q. The r e s e r v o i r ? 

A. -- the Atoka r e s e r v o i r . 

Q. And as you have mapped the r e s e r v o i r , the 

s u b s t a n t i a l p o r t i o n s of the r e s e r v o i r -- as you have 

mapped i t i n the Atoka, i t extends t o the south h a l f 

of S e c t i o n 15; i s n ' t t h a t c o r r e c t ? 

A. Yes, i t does. 

Q. And by moving t o t h i s l o c a t i o n then you're 

b e t t e r able t o d r a i n reserves from the south h a l f of 

Sec t i o n 15 as w e l l as your own t r a c t ; i s n ' t t h a t 

c o r r e c t ? 

A. Yes, but t h e r e w i l l be t e s t i m o n y presented 

l a t e r on t h a t w i l l attempt t o q u a n t i f y t h i s f a c t . 

Q. And by moving t o the unorthodox l o c a t i o n i n 

the Morrow, you a l s o are b e t t e r able t o d r a i n reserves 

from the Morrow from the south h a l f of 15; i s n ' t t h a t 

a l s o c o r r e c t ? 

A. To the e x t e n t t h a t t h e y may e x i s t t h e r e . 

MR. CARR: That's a l l I have. 

HEARING EXAMINER: R e d i r e c t ? 

REDIRECT EXAMINATION 
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BY MR. BRUCE: 

Q. Mr". Thoma, Mr. K e l l a h i n asked you a couple 

q u e s t i o n s about Santa Fe Morrow w e l l s i n t h i s area. 

O v e r a l l i n southeast New Mexico how many Morrow w e l l s 

has Santa Fe d r i l l e d or p a r t i c i p a t e d i n sinc e 1983? 

MR. KELLAHIN: O b j e c t i o n . I r r e l e v a n t . 

MR. BRUCE: A p p a r e n t l y , b e f o r e he was 

q u e s t i o n i n g Santa Fe's c a p a b i l i t y i n p l a t t i n g and 

d r i l l i n g Morrow w e l l s . 

HEARING EXAMINER: Go ahead, Mr. Bruce. 

THE WITNESS: Santa Fe has d r i l l e d 

a p p r o x i m a t e l y 51 Morrow w e l l s i n southeast New Mexico 

i n t h i s area. 

Q. (BY MR. BRUCE) And Santa Fe d r i l l s these 

w e l l s i n l a r g e p a r t based upon the recommendations of 

i t s g e o l o g i s t ; does i t not? 

A. Yes, i t does . 

Q. Looking at any one of the p l a t s , what i s 

the approximate d i s t a n c e between the Manzano-Mitchell 

Wynell w e l l and Santa Fe's proposed l o c a t i o n ? 

A. The approximate d i s t a n c e would be 2,000 t o 

2,100 f e e t . 

Q. I s n ' t i t t r u e t h a t i f you look at Se c t i o n 

14 -- r e f e r t o E x h i b i t No. 9. I f someone d e s i r e d t o 

d r i l l a west h a l f stand up form or west h a l f stand-up 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

57 

u n i t i n the west h a l f of S e c t i o n 14, they could d r i l l 

an o f f s e t w e l l t o the Manzano w e l l , which would only 

be a p p r o x i m a t e l y a q u a r t e r of a m i l e away from the 

Manzano w e l l ? 

A. Yes. 

Q. One t h i n g I do want t o c l a r i f y on E x h i b i t 

9, i s i t c o r r e c t , i n response t o Mr. Carr's 

q u e s t i o n i n g , t h a t based upon your mapping of the 

Atoka, t h e r e are s e v e r a l other l o c a t i o n s f o r the Atoka 

i n the n o r t h h a l f of S e c t i o n 22 t h a t are j u s t as 

f a v o r a b l e , maybe even more f a v o r a b l e than Santa Fe's 

proposed l o c a t i o n ? 

A. Yes. 

MR. BRUCE: I have n o t h i n g f u r t h e r , Mr. 

Examiner. 

HEARING EXAMINER: I have no q u e s t i o n s of 

the w i t n e s s . He may be excused. 

MR. BRUCE: I c a l l Mr. F u l t o n t o the s t a n d . 

WILLIAM D. FULTON, 

the w i t n e s s h e r e i n , a f t e r h a v i n g been p r e v i o u s l y 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 : 

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Would you please s t a t e your f u l l name and 
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c i t y of r e s i d e n c e , p l e a s e . 

A. My name i s W i l l i a m D. F u l t o n , and I r e s i d e 

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

Q. And who do you work f o r and i n what 

c a p a c i t y ? 

A. I work f o r Santa Fe Energy O p e r a t i n g 

P a r t n e r s , L.P., and I'm a r e s e r v o i r engineer. 

Q. And 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 

the OCD as a r e s e r v o i r engineer? 

A. No, I have n o t . 

Q. Would you please o u t l i n e your e d u c a t i o n a l 

and work e x p e r i e n c e . 

A. Yes. I graduated i n 1980 from Texas Tech 

U n i v e r s i t y w i t h a Bachelor of Science degree i n 

pet r o l e u m e n g i n e e r i n g . I worked o r i g i n a l l y f o r P e t r o l 

U.S. C o r p o r a t i o n f o r s i x - a n d - a - h a l f y e a r s , t h r o u g h 

February of 87. I then went t o work f o r Hondo O i l and 

Gas Company i n Ros w e l l , New Mexico. I was t h e r e 

a p p r o x i m a t e l y two-and-a-half y e a r s . I've been w i t h 

Santa Fe sinc e the f i r s t of October. 

Q. Does your area of r e s p o n s i b i l i t y i n c l u d e 

southeast New Mexico? 

A. Yes, i t does. 

Q. And are you f a m i l i a r w i t h the e n g i n e e r i n g 

m a t t e r s i n v o l v e d i n Case 9796? 
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A. Yes , I am. 

MR. BRUCE: Mr. Examiner, are the w i t n e s s ' s 

c r e d e n t i a l s a cceptable? 

HEARING EXAMINER: They are. 

Q. (BY MR. BRUCE) Mr. F u l t o n , would you f i r s t 

p l ease o u t l i n e your o p i n i o n , b e f o r e we get i n t o the 

f i g u r e s i n the e x h i b i t s -- please o u t l i n e your o p i n i o n 

as t o any p e n a l t y which Santa Fe may recommend on the 

unorthodox l o c a t i o n ? 

A. Yes. We f e e l , f i r s t , i n the Morrow 

f o r m a t i o n t h a t since t h e r e i s no p r o d u c t i o n , c u r r e n t 

p r o d u c t i o n o f f s e t t i n g us t o the n o r t h nor t o the 

n o r t h e a s t , we f e e l no a l l o w a b l e p e n a l t i e s should be 

is s u e d . We f u r t h e r f e e l t h a t an orthodox l o c a t i o n as 

a stand-up would d r a i n more acreage i n Sec t i o n 23 than 

our unorthodox l o c a t i o n . 

Q. And as t o the Atoka, what i s your o p i n i o n ? 

A. The Atoka, by v a r i o u s methods t h a t we have 

c a l c u l a t e d , which I ' l l go i n t o l a t e r , we f e e l an 

e q u i t a b l e p e n a l t y would be i n the range of 18 t o 29 

per c e n t . 

Q. Would you please now r e f e r t o E x h i b i t s 10A 

and 10B, and j u s t b r i e f l y d i s c u s s them f o r the 

Examine r . 

A. E x h i b i t 10A i s a blown-up p o r t i o n of a land 
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p l a t w i t h w e l l s and proposed l o c a t i o n s s p o t t e d on i t . 

You can see the Wynell F e d e r a l No. 1, which i s an 

Atoka p r o d u c i n g w e l l , i n S e c t i o n 15. I n Se c t i o n 22 

you see our proposed unorthodox l o c a t i o n 

n o r t h e a s t - n o r t h e a s t of t h a t s e c t i o n . You a l s o see a 

l e g a l stand-up l o c a t i o n i n the southeast of the 

n o r t h e a s t i n S e c t i o n 22. And Sapphire Federal No. 1, 

which i s a Morrow p r o d u c i n g w e l l operated by M i t c h e l l 

i n S e c t i o n 2 3. 

The purpose of the i l l u s t r a t i o n i s t o show 

the acreage based on t h e o r e t i c a l r a d i a l d r a i n a g e , 320 

acr e s , w i t h a r a d i u s of 2,106 f e e t . The acreage t h a t 

would be d r a i n e d by the proposed unorthodox l o c a t i o n 

over and above what i s p e r m i t t e d at the l e g a l 

l o c a t i o n . And t h i s would be i n e i t h e r f o r m a t i o n . 

What we have done i s then gone i n t o E x h i b i t 

10B as a c a l c u l a t i o n of an a l l o w a b l e f a c t o r based on a 

double c i r c l e method which has been used i n p r e v i o u s 

Commission h e a r i n g s . Among ot h e r o r d e r s , Order No. 

R-7952 was used t o c a l c u l a t e i d e n t i c a l l y t o the way 

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

Would you l i k e f o r me t o go ahead and go 

throug h those? 

Q. Yes. Just b r i e f l y o u t l i n e what t h a t 

p e n a l t y i s . 
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Q. Okay. That p e n a l t y comes out t o 29 perc e n t 

or an a l l o w a b l e f a c t o r , which would be a p r o d u c t i o n 

l i m i t a t i o n o f 71 p e r c e n t . I t ' s based on t h r e e 

f a c t o r s . The f i r s t f a c t o r b e i n g an east f o o t a g e 

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

l i m i t a t i o n , not a p e n a l t y , but an a l l o w a b l e or 

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

because we are not unorthodox w i t h respect t o the east 

l i n e . 

The n o r t h f o o t a g e f a c t o r i s 0.33 or 

o n e - t h i r d , and t h a t i s a r r i v e d at by saying t h a t i f 

the proposed unorthodox l o c a t i o n i s t w o - t h i r d s c l o s e r 

t o t h e lease l i n e t o the n o r t h than a l e g a l l o c a t i o n 

would be, the acreage encroachment f a c t o r i s 

c a l c u l a t e d by t a k i n g the area o u t s i d e of the p r o r a t i o n 

u n i t t h a t i s d r a i n e d by the unorthodox l o c a t i o n over 

and above what i s p e r m i t t e d at a l e g a l l o c a t i o n . And 

t h a t f a c t o r would be 109 acre s , shaded i n the t a n , 

minus the 43 acres shaded i n y e l l o w . That acreage i s 

66 ac r e s . And s u b t r a c t i n g t h a t from 320 acres gives 

254 acres or a p p r o x i m a t e l y 79 pe r c e n t of the 

t h e o r e t i c a l d r ainage l y i n g w i t h i n the area p e r m i t t e d . 

Those f a c t o r s added up and d i v i d e d by t h r e e , g i v i n g 

each one equal w e i g h t , g i v e s the a l l o w a b l e f a c t o r of 

71 p e r c e n t or an a l l o w a b l e p e n a l t y of 29 p e r c e n t . 
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Q. Have you made some a l t e r n a t e c a l c u l a t i o n s 

on p e n a l t i e s on Atoka p r o d u c t i o n f o r t h i s year? 

A. Yes, we have. 

Q. And are they based on assuming t h a t r a d i a l 

d r a i n a g e would appear? 

A. That's r i g h t . We f e e l i t ' s an ac c e p t a b l e 

t h e o r y . I t ' s the b a s i s f o r pressure t r a n s i e n t 

a n a l y s i s , and, i n t h i s case, w i t h the a v a i l a b i l i t y of 

data t h a t we have i t ' s the best t h e o r y t h a t we have t o 

use . 

Q. Would you please r e f e r t o E x h i b i t No. 11 

and d i s c u s s your proposed p e n a l t y on Santa Fe's 

unorthodox l o c a t i o n as t o the Atoka f o r m a t i o n . 

A. Another way t o c a l c u l a t e t h i s i s by drawing 

the t h e o r e t i c a l r a d i a l d r a i n a g e areas f o r a l l of the 

a f f e c t e d w e l l s . The Wynell Federal No. 1 was used. 

I t i s the on l y p r o d u c i n g Atoka w e l l i n t h i s immediate 

ar ea. 

Our proposed unorthodox l o c a t i o n i s again 

shown i n i t s r a d i a l d r a i n a g e area as w e l l as a l e g a l 

l o c a t i o n b e i n g , a g a i n , southeast q u a r t e r of the 

n o r t h e a s t q u a r t e r of S e c t i o n 22. 

The o v e r l a p between t h e Wynell Federal No. 

1 and our proposed unorthodox l o c a t i o n t o t a l l y l i e s 

o u t s i d e the area of the p e r m i t t e d l e g a l l o c a t i o n . 
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That area, when i t was p l a n i m e t e r e d , came out t o be 59 

acres. 

Q. And f o r t h a t 59 acres you're t a l k i n g about 

t h a t f o o t b a l l shaped area between the c i r c l e s of 

ov e r l a p between the Wynell and Santa Fe as w e l l ? 

A. That's c o r r e c t . Extending from S e c t i o n 15 

even i n t o S e c t i o n 14. The other p o r t i o n -- w e l l , t h a t 

59 acres d i v i d e d by, a g a i n , a t h e o r e t i c a l r a d i a l 

d r a inage area of 320 acres would y i e l d a p e n a l t y i n 

the neighborhood of 18.4 p e r c e n t . 

Q. Okay. Assuming the Wynell e x i s t e d and al s o 

t h e r e was a w e l l i n Se c t i o n 14, what do your 

c a l c u l a t i o n s come up w i t h ? 

A. There i s no w e l l i n Se c t i o n 14, but 

assuming a w e l l was d r i l l e d i n S e c t i o n 14 at a l e g a l 

l o c a t i o n 1,980 from the west l i n e , 660 from the south 

l i n e , again u s i n g t h e r a d i a l d r a i n a g e t h e o r y on 320 

acre s , the t o t a l acreage, i n c o r p o r a t i n g the Wynell 

o v e r l a p , the f o o t b a l l shape w i t h the acreage l i n e 

o u t s i d e of the p e r m i t t e d p r o r a t i o n u n i t or the 

p e r m i t t e d l e g a l l o c a t i o n i s i n t o t a l 91 acre s . And 

t h a t would be the e n t i r e shaded p o r t i o n minus a ve r y 

t h i n f o o t b a l l - s h a p e d p i e c e l y i n g w i t h i n the area 

p e r m i t t e d by l e g a l l o c a t i o n . 

Q. Why d i d you choose f o r a Se c t i o n 14 w e l l a 
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w e l l l o c a t e d l r 9 8 0 from the west l i n e and 660 from the 

south l i n e ? 

A. W e l l , t h e r e were two reasons i n doing t h a t . 

The f i r s t would be t h a t i f the -- w i t h no spacing 

a l r e a d y d i c t a t e d f o r S e c t i o n 14, t h a t u n i t c o u l d be 

e i t h e r a stand-up or lay-down -- t h e r e would be t h r e e 

p o s s i b l e l o c a t i o n s . 

A l o c a t i o n i n the northwest of the 

southwest q u a r t e r would o n l y be 1,320 f e e t from the 

Wynell Federal and would encroach h e a v i l y upon i t s 

p r o d u c t i o n . We d i d n ' t f e e l t h a t t h a t was a l i k e l y 

case . 

The most l i k e l y case we f e l t was -- and, 

a l s o , I might add, the hardest case as f a r as a 

c a l c u l a t i o n o f a l l o w a b l e p e n a l t y would be 1,980 from 

the west l i n e and 660 from the east l i n e . 

Q. Do you mean l e a s t f a v o r a b l e t o Santa Fe? 

A. Least f a v o r a b l e t o Santa Fe. 

Q. Okay. So you are recommending a p e n a l t y 

from 18-1/2 t o 29 or so pe r c e n t on the Atoka; i s t h a t 

c o r r e c t ? 

A. R i g h t . That 91 ac r e s , I might say, i s 

d i v i d e d , a g a i n , by 320 ac r e s , and would y i e l d a 

p e n a l t y of a p p r o x i m a t e l y 28.4 p e r c e n t . So we're s t i l l 

w i t h i n t h e range of the 18 t o 29 p e r c e n t . 
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Q. And i n your o p i n i o n should the p e n a l t y be 

based upon the w e l l ' s d e l i v e r a b i l i t y ? 

A. Yes, i t s h o u l d . 

Q. And, i n your o p i n i o n , would the d r a i n i n g of 

t h i s a p p l i c a t i o n w i t h the p e n a l t y you have recommended 

be i n the i n t e r e s t of c o n s e r v a t i o n , and the p r e v e n t i o n 

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

A. Yes, i t would. 

Q. And were E x h i b i t s 10A and 10B and 11 

prepared by you? 

A. Yes, they were. 

MR. BRUCE: Mr. Examiner, I move the 

admission of E x h i b i t s 10A, 10B and 11. 

HEARING EXAMINER: 10A, 10B and 11 w i l l be 

ad m i t t e d as evidence. 

MR. BRUCE: I pass the w i t n e s s . 

CROSS-EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. F u l t o n , you've e x p l a i n e d t o the 

Examiner your recommendation t h a t the unorthodox 

l o c a t i o n of your w e l l w i t h regards t o the Morrow 

should not be p e n a l i z e d because t h e r e i s an absence of 

a p r o d u c i n g Morrow w e l l i n e i t h e r 15 or 14. Was t h a t 

your t e s t i m o n y ? 

A. That i s c o r r e c t . 
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Q. And i s t h a t your p o s i t i o n ? 

A. I n an adj a c e n t p r o r a t i o n ? 

Q. Yes, s i r . 

A. Yes. 

Q. Can you give me an example of any p r i o r 

Commission d e c i s i o n by e i t h e r the Commission or the 

D i v i s i o n i n which they have chosen not t o p e n a l i z e a 

w e l l because t h e r e was an absence of a pr o d u c i n g w e l l 

as you have d e s c r i b e d ? 

A. I cannot. 

Q. When we look at Mr. Thoma's E x h i b i t No. 7, 

which i s h i s isopach of the Morrow -- and l e t me share 

one of those w i t h you, s i r -- when you look at E x h i b i t 

7, i s t h e r e any doubt i n your mind as a r e s e r v o i r 

engineer t h a t i n f a c t the Morrow w i t h a t h i c k n e s s of 

at l e a s t 40 f e e t extends up i n t o S e c t i o n 15? 

A. No, I b e l i e v e i t does show t h a t i t does 

extend i n t o S e c t i o n 15. 

Q. Have you examined the i n f o r m a t i o n a v a i l a b l e 

f o r the Wynell Federal No. 1 w e l l t o determine whether 

or not i t has p r o d u c t i o n p o t e n t i a l w i t h i n the Morrow 

i n t e r v a l i n t h a t w e l l ? 

A. I have o n l y seen the CNL-FDC l o g t h a t i s on 

the c r o s s - s e c t i o n i n the Wynell w e l l . 

Q. And t h a t l o g shows s u f f i c i e n t p o t e n t i a l 
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t h a t i t ought t o be p e r f o r a t e d at some p o i n t p r i o r t o 

the o p e r a t o r abandoning t h a t w e l l ; i s t h a t not t r u e ? 

A. I would have t o look at i t . I n the lower 

Morrow Sapphire sand, p o r o s i t y i s a p p r o x i m a t e l y 8 

perc e n t over f o u r f e e t of c l a y . Probably would be a 

co m p l e t i o n attempt at some p o i n t down the road, yes, 

s i r . 

Q. When I look at your E x h i b i t 10B, i t says 

double c i r c l e method, but i n f a c t t h i s i s the fo r m u l a 

t o some e x t e n t u t i l i z e d by the D i v i s i o n when they 

e n t e r e d t h a t P e n n z o i l order you c i t e d t o , which was 

7951, I t h i n k , was the number. 

A. 7952. 

Q. 7952. That's where you got the proposed 

method of c a l c u l a t i n g t h i s p e n a l t y shown on E x h i b i t 

10B? 

A. Um-hm. 

Q. When we look at E x h i b i t 10A — do you have 

t h a t b e f o r e you, s i r , your E x h i b i t 10A? 

A. Yes, I do. 

Q. I n coming up w i t h the acreage encroachment 

f a c t o r , t h e 66 a c r e s , am I c o r r e c t i n u n d e r s t a n d i n g 

you took the 109 acres i n brown, s u b t r a c t e d the 43 

acres i n y e l l o w , and got the 66 acres? 

A. That's c o r r e c t . 
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Q. They d i d n ' t do t h a t i n the P e n n z o i l o r d e r , 

d i d they? 

A. Based on the amount based on what we had 

and going back and t r y i n g t o r e c a l c u l a t e , i t appears 

t h a t they d i d . 

Q. The P e n n z o i l order took the s c r i b e d c i r c l e 

f o r a 320-acre area, the 2,106-feet r a d i u s , s c r i b e d 

the c i r c l e around the c l o s e s t s t a n d a r d l o c a t i o n , then 

took t h a t same r a d i u s , put the p o i n t at the unorthodox 

l o c a t i o n , and s c r i b e d a second c i r c l e ; d i d i t not? 

A. We d i d n ' t f e e l t h a t t h a t ' s what i t d i d , 

onl y because we d i d n ' t have a l l the data from 

P e n n z o i l . We had the order and the wording of the 

order i t s e l f , but I d i d not see e x a c t l y how t h a t was 

done . 

Q. Did you examine the t r a n s c r i p t or any of 

the e x h i b i t s p r esented i n t h a t case? 

A. Not the t r a n s c r i p t , j u s t the f i n a l o r d e r s . 

Q. I f we use your proposed 29 pe r c e n t p e n a l t y , 

Mr. F u l t o n , and I look on your E x h i b i t No. 10A, what 

w i l l t h a t do t o the d r a i n a g e p a t t e r n of your w e l l i f 

your l o c a t i o n i s approved w i t h the 29 per c e n t on your 

p r o d u c i n g r a t e ? What's going t o happen t o the 

d r a i n a g e r a t e s ? 

A. W e l l , i f a p e n a l t y i s assigned t o i t --
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a g a i n , you s t i l l have t o go w i t h the r a d i a l d r a inage 

t h e o r y -- i t would make the dra i n a g e r a d i u s s m a l l e r t o 

the n o r t h s i d e because we're i n a c o m p e t i t i v e 

s i t u a t i o n w i t h the Wy n e l l . 

Q. Have you attempted t o q u a n t i f y the volume 

of gas reserves t h a t would be reduced w i t h a p e n a l t y 

of 29 p e r c e n t ? 

A. No, s i r . That cannot be done unless you 

know what r a t e a t which the w e l l i s capable of 

p r o d u c i n g . 

Q. I f you presumed a c o m p e t i t i v e r a t e w i t h the 

Wynell Federal No. 1 w e l l , and used t h a t as a b a s i s 

f o r p r o j e c t i n g the r a t e f o r the unorthodox l o c a t i o n 

w e l l , you co u l d make a c a l c u l a t i o n l i k e t h a t ; c o u l d 

you not? 

A. Yes, you can. 

Q. Have you attempted t o c a l c u l a t e the no f l o w 

boundary t h a t would e x i s t between the two p r o p e r t i e s ? 

A. No. 

Q. Have you attempted t o q u a n t i f y the volume 

of gas i n p l a c e i n the east h a l f of S e c t i o n 22 f o r the 

Morrow f o r m a t i o n ? 

A. For the Morrow f o r m a t i o n ? 

Q. Yes, s i r . 

A. No, I've not done t h a t . 
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Q. Have you attempted t o q u a n t i f y 

v o l u m e t r i c a l l y the volume of gas i n p l a c e f o r the 

Atoka f o r m a t i o n i n the east h a l f of 22? 

A. No f because we d i d not have the data t o 

a r r i v e a t a volume i n e i t h e r the Morrow or the Atoka. 

I w i l l say, e s p e c i a l l y i n the Morrow 

f o r m a t i o n , I t h i n k you w i l l f i n d t h a t other f a c t o r s 

t h a t cannot be re p r e s e n t e d v o l u m e t r i c a l l y appear i n 

t h i s r e s e r v o i r s i m i l a r t o th e pressure b u i l d u p t h a t 

was run on the Sapphire w e l l . That p a r t i c u l a r w e l l , 

i f you used 43 f e e t of net pay i n a v o l u m e t r i c 

c a l c u l a t i o n , would p r o b a b l y y i e l d q u i t e a b i t g r e a t e r 

v o l u m e t r i c r e c o v e r y than i t w i l l a c t u a l l y a c h i e v e , 

knowing what k i n d of pressure drawn-down i t has over 

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

Q. What i s t h i s w e l l going t o cost? What does 

a completed w e l l cost l i k e t h i s ? 

A. I b e l i e v e $890,000. 

Q. What's your assessment of the volume of gas 

t h a t you need t o produce i n order t o make t h i s w e l l 

economi c ? 

A. Volume of t o t a l gas would be somewhere i n 

the neighborhood of 1.2 Bcf, more than l i k e l y . 

Q. Do you have an o p i n i o n as a r e s e r v o i r 

engineer whether or not your a b i l i t y t o recover t h a t 
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volume of gas would m a t e r i a l l y change i f you moved t o 

a sta n d a r d l o c a t i o n ? 

A. V o l u m e t r i c a l l y ? 

Q. You t e l l me, Mr. F u l t o n . 

A. Okay. I f you b r i n g i n -- moving t o a 

stand a r d l o c a t i o n s o u t h , i t would appear t h a t you 

would be moving c l o s e r t o the Laguna P l a t a w e l l . I n 

the Morrow we f e e l t h a t ' s a d e t r i m e n t because t h e r e i s 

no p o r o s i t y i n the -- or v e r y l i t t l e p o r o s i t y i n the 

Morrow i n the Laguna P l a t a w e l l . That would g r e a t l y 

a f f e c t the amount of reserves t h a t you could produce 

i n the Morrow. 

Q. Have you attempted t o q u a n t i f y f o r the 

Morrow p r o d u c t i o n the d i f f e r e n c e i n volume of gas 

produced between a w e l l at the proposed unorthodox 

l o c a t i o n and the c l o s e s t s t andard l o c a t i o n ? 

A. No, we have n o t . 

Q. Have you attempted t o do t h a t f o r the 

Atoka? 

A. No, we have n o t . That would be because we 

don't have a l l the a v a i l a b l e data t o make t h a t 

dete rmi n a t i on. 

Q. Do you have a n y t h i n g a v a i l a b l e t o you t o 

t e l l you t h a t the presumed or assumed dr a i n a g e r a d i u s 

of 2,106 f e e t f o r 320 gas spacing i s o t h e r than 
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a p p r o p r i a t e ? 

A. No, I do n o t . 

Q. The presumption t h a t we need t o make w i t h 

the c u r r e n t a v a i l a b l e data i s t h a t a w e l l , r e g a r d l e s s 

of where i t i s l o c a t e d , i s going t o be presumed t o be 

able t o d r a i n unless l i m i t e d by the r e s e r v o i r some 

2,000 f e e t ? 

A. Based on r a d i a l d r a i n a g e , t h a t ' s the on l y 

assumption you can make. 

MR. KELLAHIN: Thank you. 

(Thereupon, a recess was taken.) 

HEARING EXAMINER: C a l l the h e a r i n g back t 

or d e r , and t u r n i t over t o Mr. Carr. 

CROSS-EXAMINATION 

BY MR. CARR: 

Q. Mr. F u l t o n , d i d you review the g e o l o g i c a l 

p r e s e n t a t i o n s prepared by Mr. Thoma? 

A. Yes, I hav e . 

Q. I f I look at your E x h i b i t No. 10A and 

compare t h a t t o Mr. Thoma's E x h i b i t No. 7, which i s 

h i s isopach on the Morrow, when I compare the area 

t h a t i s shaded brown on E x h i b i t A, t h a t ' s the 

a d d i t i o n a l d r a i n a g e area t h a t i s gained by moving a 

w e l l t o t h e proposed unorthodox l o c a t i o n ; i s n ' t 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. And i f I compare t h a t t o E x h i b i t No. 7, i t 

appears t o me t h a t a l l the areas shaded i n brown on 

10A would l i e over acreage t h a t i s shaded e i t h e r 

y e l l o w or orange on Mr. Thoma's map; i s t h a t c o r r e c t ? 

A. Yes, I b e l i e v e t h a t would be r i g h t . 

Q. So i s i t f a i r t o say t h a t a l l of t h a t 

a d d i t i o n a l d r a i n a g e area i s a c t u a l l y based on the 

g e o l o g i c a l data a v a i l a b l e t o you u n d e r l a i n by 

commercial or lands t h a t could c o n t r i b u t e Morrow 

p r o d u c t i o n t o th e w e l l at the unorthodox l o c a t i o n ? 

A. I f I understand your q u e s t i o n r i g h t , t h a t 

was not a d e t e r m i n i n g f a c t o r i n how we drew the 

c i r c l e . 

Q. But i f we go the other d i r e c t i o n and look 

at the c i r c l e and go back t o your geology, the 

a d d i t i o n a l d r a i n a g e area i n c l u d e s acreage, a l l of 

which you would reasonably expect t o be p r o d u c t i v e i n 

the Morrow? 

A. That's c o r r e c t , t o d i f f e r e n t degrees, yes. 

Q. And you are s u g g e s t i n g t h a t t h e r e should be 

no p e n a l t y i n the Morrow because t h e r e i s no 

o f f s e t t i n g Morrow p r o d u c t i o n t o the n o r t h and the 

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

A. We are not c u r r e n t l y a f f e c t i n g any Morrow 
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p r o d u c t i o n . And the Wynell w e l l , i f i t i s i n f a c t 

spaced on the n o r t h h a l f , i s the l o c a t i o n at which 

they would c u r r e n t l y most l o g i c a l l y complete t h a t zone 

at some p o i n t i n t i m e . 

Q. But my q u e s t i o n i s t h i s : You are 

recommending no p e n a l t y on the Morrow; i s n ' t t h a t 

cor r e c t ? 

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

Q. And i t i s because you're not a f f e c t i n g , as 

you s t a t e d , any Morrow p r o d u c t i o n t o the n o r t h or the 

n o r t h e a s t , because t h e r e i s none at t h i s time? 

A. That i s a p o r t i o n o f the reason, yes. 

Q. And i f we look at E x h i b i t No. 7, you would 

agree w i t h me, however, t h a t t h e r e are Morrow reserves 

under the t r a c t s t o the n o r t h and the n o r t h e a s t ? 

A. According t o the map, yes. 

Q. And t h i s i s the map prepared by your 

g e o l o g i s t ; c o r r e c t ? 

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

Q. Do you have any reason t o t h i n k t h i s i s n ' t 

a c c urate ? 

A. No, I have n o t . 

Q. A l l r i g h t . And i f we go t o your E x h i b i t 

No. 10A, we can see t h a t a l l of the a d d i t i o n a l 

d r a i n a g e area you have mapped t h a t i s i n a 320-acre 
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r a d i u s would be p r o d u c t i v e at the Morrow based on the 

data you have presented? 

A. Please repeat the q u e s t i o n . 

Q. W e l l , a l l of the area shaded brown i s 

p r o d u c t i v e i n the Morrow; r i g h t ? 

A. I s p o t e n t i a l l y p r o d u c t i v e i n the Morrow. 

Q. And, based on your geology, should have 

Morrow reserves under i t ? 

A. Yes. Whether or not they would be 

produced from the Wynell w e l l or not i s a q u e s t i o n I 

can * t answer. 

Q. But whether or not they would be produced 

from the w e l l t h a t you're p r o p o s i n g , i f i t d r a i n s 320 

acres , you would assume i t would produce from the w e l l 

at the unorthodox l o c a t i o n ; i s n ' t t h a t r i g h t ? 

A. Yes. 

Q. And you're not s u g g e s t i n g t h a t the reserves 

are not t h e r e on the o f f s e t t i n g t r a c t , are you? 

A. No, I'm not s u g g e s t i n g t h a t . 

Q. And you're not s u g g e s t i n g t h a t you coul d 

produce any of those reserves i n the area shaded brown 

on 10A w i t h a w e l l at a sta n d a r d l o c a t i o n , are you? 

A. No, we're n o t . 

Q. And so by moving t o t h i s unorthodox 

l o c a t i o n i n the Morrow, you are p r o d u c i n g the reserves 
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under the area shaded brown, and those are reserves 

owned by somebody e l s e ; i s n ' t t h a t r i g h t ? 

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

A. And they are reserves t h a t you c o u l d n ' t 

produce i f you were at a stan d a r d l o c a t i o n ; i s n ' t t h a t 

r i ght ? 

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

Q. And so you are g a i n i n g advantage on the 

o f f s e t t i n g o p e r a t o r by bei n g able t o produce those 

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

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

Q. And yet you t h i n k no p e n a l t y should be 

ap p l i e d ? 

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

Q. How have you i n t e g r a t e d Mr. Thoma's geology 

i n t o your c a l c u l a t i o n s ? At a l l ? 

A. No we haven't. 

Q. And so i f I understood your answer t o Mr. 

K e l l a h i n , you have not made any v o l u m e t r i c 

c a l c u l a t i o n s t o determine what reserves could be 

produced from a w e l l at a standard l o c a t i o n i n Se c t i o n 

22 as opposed t o the reserves t h a t would be produced 

by a w e l l at the unorthodox l o c a t i o n i n 22. Was t h a t 

what you t o l d Mr. K e l l a h i n ? 

A. Yes, i t was. And we have no dat a . You 
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don't know t h a t u n t i l you get a w e l l . 

Q. You won't know what? 

A. You won't know what v o l u m e t r i c reserves 

w i l l be produced from e i t h e r l o c a t i o n u n t i l you d r i l l 

the w e l l and f i n d out what your p o r o s i t y and your 

s a t u r a t i o n i s going t o be. 

Q. And so you can't even e s t i m a t e based on the 

i n f o r m a t i o n a v a i l a b l e t o you what reserves could be 

produced i f you i n t e g r a t e t h i s geology i n t o your 

e n g i n e e r i n g s t u d y , and determine what you ought t o be 

able t o produce from a w e l l at the unorthodox l o c a t i o n 

as c o n t r a s t e d w i t h a w e l l at the standard l o c a t i o n ? 

A. I f you make some assumptions, yes, you can. 

Q. And as an en g i n e e r , when you e v a l u a t e 

p r o s p e c t s , haven't you been c a l l e d on p e r i o d i c a l l y t o 

make assumptions c o n c e r n i n g w e l l s t h a t have not yet 

been d r i l l e d i n t o r e s e r v o i r s ? 

A. Yes. 

Q. And you've made assumptions about 

t e m p e r a t u r e , haven't you, on o c c a s i o n , and f a c t o r s 

l i k e t h a t ? W e l l , i n t h i s case you have the l o g s , 

don't you, on the w e l l s i n the area? 

A. Yes. 

Q. You have pr e s s u r e d a t a , do you not? 

A. We on l y have p r e s s u r e data on the Sapphire 
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w e l l . 

Q. And you have an isopach map? 

A. Yes, we do. 

Q. From t h i s , u s i n g standard e n g i n e e r i n g 

assumptions, c o u l d n ' t you make some v o l u m e t r i c 

c a l c u l a t i o n s t h a t would t e l l you what the reserves 

might be produced from a w e l l at the proposed 

unorthodox l o c a t i o n ? 

A. You c o u l d , but you'd have t o have p o r o s i t y . 

That's the one m i s s i n g f a c t o r t h a t you do not have. 

Q. And you cannot come up w i t h any i n f o r m a t i o n 

you have a v a i l a b l e a p o r o s i t y f i g u r e ? 

A. Not at t h a t l o c a t i o n . You can make some 

assumptions a g a i n , but not at t h a t l o c a t i o n . 

Q. And i n your experience as a petro l e u m 

e n g i n e e r , have you, i n making v o l u m e t r i c c a l c u l a t i o n s 

i n the p a s t , made p o r o s i t y assumptions? 

A. Yes. 

Q. And you coul d have done t h a t here; c o u l d 

you not? But you d i d not do t h a t ? 

A. We d i d not do t h a t . 

Q. And so you don't have v o l u m e t r i c 

c a l c u l a t i o n s on the w e l l t h a t would show you i n f a c t 

what you e s t i m a t e i t might be abl e t o produce i n terms 

of volume f i g u r e s ? 
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A. Not i n f r o n t of me, no, s i r . 

Q. Now, I ' d l i k e t o t a k e a look at E x h i b i t No 

11. And I've got t o t e l l you going i n I don't 

understand i t , I don't t h i n k . Mr. K e l l a h i n doesn't 

t h i n k I understand i t . 

I f you d r i l l e d a w e l l at a standard 

l o c a t i o n 1,980 f e e t from the n o r t h l i n e of Sec t i o n 22 

and 660 f e e t from the east l i n e of 22, t h a t would be 

w e l l l o c a t e d i n the ce n t e r of the lowermost c i r c l e on 

E x h i b i t No. 11; i s t h a t c o r r e c t ? 

A. C o r r e c t . 

Q. Okay. 

A. I t ' s the same c i r c l e on E x h i b i t 10A. 

Q. Okay. And t h a t c i r c l e i n c l u d e s , i f I 

understand t h i s , the acreage t h a t would be 320 ac r e s , 

and you're assuming r a d i a l d r a i n a g e ; i s t h a t r i g h t ? 

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

Q. And then we go t o the w e l l t o the n o r t h , 

the c i r c l e due n o r t h of t h a t , and i t i s centered 

around the proposed l o c a t i o n ? 

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

Q. And i t again i n c l u d e s 320 acres? 

A. That's r i g h t . 

Q. I f the w e l l i s d r i l l e d at a standard 

l o c a t i o n , t h a t c i r c l e goes o f f the p r o r a t i o n u n i t ; 
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i s n ' t t h a t c o r r e c t ? 

A. S l i g h t l y , yes, s i r . 

Q. S l i g h t l y t o t h e n o r t h . I f you go t o the 

one at the unorthodox l o c a t i o n , i t goes o f f the 

p r o r a t i o n u n i t t o the n o r t h s u b s t a n t i a l l y more? 

A. Yes, s i r . 

Q. The area you shaded brown on t h i s e x h i b i t , 

i s t h a t the area upon which a p e n a l t y should be based? 

I don't understand the area shaded brown. What i s 

t h a t designed t o show? 

A. There are two t h i n g s , as I've p r e v i o u s l y 

s a i d , t h a t the p o r t i o n of the acreage shaded i n brown, 

be i n g j u s t the p o i n t at which -- or j u s t the area at 

which the c i r c l e around the Wynell and the orthodox -•-

or the unorthodox l o c a t i o n , which i s shaped i n the 

form of a f o o t b a l l , i s r o u g h l y 59 acres. The 

remaining acreage o u t s i d e of the lowermost c i r c l e at a 

l e g a l l o c a t i o n i s -- w e l l , you have t h a t c i r c l e at the 

l e g a l l o c a t i o n and t h a t i s -- you're p e r m i t t e d t h a t t o 

d r a i n o f f of your lease l i n e a t a l e g a l l o c a t i o n under 

the r u l e s and r e g u l a t i o n s of the State of New Mexico. 

You a l s o have a p o r t i o n of the area shaded 

i n brown, which i s an o v e r l a p between t h a t p e r m i t t e d 

area and a t h e o r e t i c a l c i r c l e i f a w e l l were d r i l l e d 

at an orthodox l o c a t i o n i n Se c t i o n 14. S u b t r a c t i n g -•-
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the t o t a l area i n brown i s 104 acre s , and s u b t r a c t i n g 

o f f the area overlapped from the l e g a l l o c a t i o n i n 

Sect i o n 22 and the l e g a l p o t e n t i a l l o c a t i o n i n 14, you 

a r r i v e at 91 acre s . 

Q. The 104-acre number t h a t i s set f o r t h i n 

t h i s brown area down i n the southeast of 14, does t h a t 

i n c l u d e a l l of the acreage t h a t i s shaded brown on 

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

A. Yes, i t does. 

Q. How are you u t i l i z i n g t h a t 104-acre f i g u r e 

i n computing a p e n a l t y ? 

A. I'm n o t . 

Q. At a l l ? 

A. Not at a l l . I'm t a k i n g r o u g h l y 14 -- 13.5 

acres from -- t h a t i s the o v e r l a p , a g a i n , between the 

l e g a l l o c a t i o n of 22 and a proposed or a p o t e n t i a l 

l e g a l l o c a t i o n i n 14. That o v e r l a p i s 13-1/2 a c r e s . 

Taking t h a t o u t , t h a t i s the area -- t h a t ' s the o n l y 

area t h a t i s a f f e c t e d by the unorthodox l o c a t i o n over 

and above what's a l l o w e d at a l e g a l l o c a t i o n t h a t 

o v e r l a p s the two t h e o r e t i c a l c i r c l e s from the Wynell 

and the p o t e n t i a l l o c a t i o n i n 14. 

Q. T e l l me what s i g n i f i c a n c e these t h e o r e t i c a l 

c i r c l e s around the Wynell and the proposed unorthodox 

l o c a t i o n have. 
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A. W e l l , i f you assume r a d i a l d r a i n a g e , and 

you assume t h a t each w e l l i s going t o d r a i n 320 acre s , 

as i s the p r e s c r i b e d p r o r a t i o n u n i t f o r b o t h zones, 

the o v e r l a p of those c i r c l e s would be the encroachment 

t h a t our w e l l at an unorthodox l o c a t i o n would a f f e c t 

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

which may be d r i l l e d at some p o i n t i n t i m e . But I 

s t r e s s maybe. I t ' s not t h e r e y e t . 

Q. Then take me t o the next s t e p . T r a n s l a t e 

t h a t i n t o a p e n a l t y . Did you use any of t h i s 

i n f o r m a t i o n i n p r o j e c t i n g a p e n a l t y ? 

A. Yes. That 91 ac r e s , which i s the 104 acres 

minus 13-1/2 acres d i v i d e d by 320 ac r e s , y i e l d s a 28 

per c e n t p e n a l t y . 

Q. And so my c o n f u s i o n i s coming from how we 

handle the s m a l l area t h a t i s f o o t b a l l - s h a p e d coming 

r i g h t o f f the corner where 14, 15, 22 and 23 meet. 

A. That's r i g h t . 

Q. So you use the 91-acre f i g u r e i n computing 

the p e n a l t y ? 

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

Q. So, i n o t h e r words, i f we go i n t o t h e 

southeast of 15, t h e r e i s an area t h a t i s w i t h i n the 

c i r c l e around the proposed l o c a t i o n t h a t i s not shaded 

i n brown. I t i s the south h a l f of the south h a l f , 
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A. W e l l , i t would be a p p l i e d a g a i n s t or as an 

a l l o w a b l e p e n a l t y t h a t would be c a l c u l a t e d as a 

p e n a l t y on d e l i v e r a b i l i t y of the w e l l . 

Q. And so you're recommending t h a t the p e n a l t y 

be assessed a g a i n s t the d e l i v e r a b i l i t y t e s t ? 

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

Q. And how o f t e n do you t h i n k the 

d e l i v e r a b i l i t y t e s t should i n f a c t be taken on the 

w e l l ? 

A. I t h i n k once every s i x months i s 

reasonable. That was what was ordered i n the 7952. 

Q. Have you made any k i n d of c a l c u l a t i o n s or 

est i m a t e s as t o what s o r t of d e l i v e r a b i l i t y you would 

a n t i c i p a t e from a w e l l at t h i s l o c a t i o n ? 

A. No, we -- a g a i n , i f -- you have t o make 

assumptions. I f you make the assumption t h a t i t ' s 

e x a c t l y l i k e the Wynell w e l l , t h e y t e s t e d r a t e s up t o 

6.4 m i l l i o n on a f o u r - p o i n t t e s t . 

Q. And i f you u t i l i z e t h a t and apply your 

recommended p e n a l t y , do you have any e s t i m a t e as t o 

what s o r t of a p r o d u c i n g r a t e you're l o o k i n g at based 

on your recommendation t o the Examiner? 

A. W e l l , 20 per c e n t of 6.4, or 80 percent of 

6.4 m i l l i o n i s going t o be ro u g h l y 5 m i l l i o n . These 

a r e n ' t exact f i g u r e s . And 30 p e r c e n t , r o u g h l y , of 6.4 
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p r o b a b l y , of the s o u t h e a s t , and i t i s a nonshaded 

p i e c e . You are not s u g g e s t i n g t h a t any p e n a l t y f a c t o r 

should be a t t r i b u t e d t o t h a t acreage which i s not 

shaded brown; i s t h a t r i g h t ? 

A. T h i s i s o n l y used as another method. That 

i s s a y i n g t h a t based on a 320-acre r a d i a l d r a i n a g e , 

the Wynell w i l l not d r a i n t h a t acreage e i t h e r . 

Q. And yet you are not s u g g e s t i n g , are you, 

t h a t -- a g a i n , we're g e t t i n g back s o r t of t o the 

q u e s t i o n s t h a t I had on 10A -- t h a t t h e r e are reserves 

under t h a t area t h a t i s n ' t shaded brown? 

A. No, I'm not s u g g e s t i n g t h a t at a l l . 

Q. And t h a t those are reserves t h a t you are 

able t o produce o n l y by v i r t u e of the f a c t t h a t you're 

i n an unorthodox l o c a t i o n ? 

A. That i s c o r r e c t . But, a g a i n , they w i l l not 

be produced from the Wynell w e l l e i t h e r . 

Q. But those are reserves t h a t you can now 

produce o f f of your neighbor's t r a c t by moving t o the 

unorthodox l o c a t i o n ? 

A. Yes. 

Q. You, Mr. F u l t o n , are recommending a 

p e n a l t y , and the q u e s t i o n I have i s a g a i n s t what do 

you propose t h i s p e n a l t y be a p p l i e d ? How does i t 

work ? 
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m i l l i o n -- I guess 70 per c e n t of 6.4 m i l l i o n i s going 

t o be 4.3 m i l l i o n . 

Q. I f we look at the geology on the Morrow 

f o r m a t i o n , i f the geology i s c o r r e c t , don't you expect 

a s u b s t a n t i a l l y b e t t e r w e l l at the proposed unorthodox 

l o c a t i o n than the Wynell w e l l ? 

A. Than the Wynell w e l l ? 

Q. I s n ' t t h a t the one you were comparing i t 

t o ? Wouldn't you expect a s u b s t a n t i a l l y b e t t e r w e l l 

at t h i s l o c a t i o n i f i n f a c t the geology i s c o r r e c t ? 

A. Yes. 

Q. And the same would apply i n the Atoka, 

would i t n o t , i f we look at the geology t h a t ' s been 

made a v a i l a b l e on the Atoka? 

A. I t would depend on -- l i k e the Morrow, i t 

would depend on the p o r o s i t y , p e r m e a b i l i t y , t h i n g s 

l i k e t h a t . 

Q. But i f we look at j u s t the isopach and 

n o t h i n g e l s e , i t would suggest t h a t the proposed 

l o c a t i o n w i l l be b e t t e r than the Wynell w e l l ; i s n ' t 

t h a t f a i r ? 

A. I n r e f e r r i n g t o the map, yes, s i r . 

Q. Have you attempted t o c a l c u l a t e or es t i m a t e 

what s o r t of a p r o d u c i n g r a t e you would need t o be 

able t o produce the 1.2 Bcf you s a i d was necessary t o 
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j u s t i f y the w e l l ? 

A. I f the w e l l were d r i l l e d , and i t were --

logs came i n , f o r i n s t a n c e , s i m i l a r t o the Wynell 

w e l l , you could produce 1.2 Bcf w i t h a r a t e of 

pr o b a b l y 2 m i l l i o n a day. 

Q. And i n what p e r i o d of time would you get t o 

t h a t ? 

A. I ' d hate t o s p e c u l a t e on t h a t . I t would be 

something over seven y e a r s , I would imagine, based on 

l i k e d e c l i n e s of other w e l l s i n the area. We have no 

data on the Wynell w e l l ; so i t ' s hard f o r me t o say 

what 

MR. CARR: A l l r i g h t . I have n o t h i n g 

f u r t h e r . 

HEARING EXAMINER: Anythin g f u r t h e r , Mr. 

Bruce ? 

MR. BRUCE: I have a few f o l l o w - u p 

q u e s t i ons. 

REDIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Mr. K e l l a h i n asked you a few qu e s t i o n s 

based on Order R-7952 and the double c i r c l e method. 

Are you basing your p e n a l t y recommendation on t h a t 

met hod ? 

A. I t was j u s t one of the methods t h a t we used 
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t o base the p e n a l t y . I t j u s t gave us a range of 

p e n a l t i e s . 

Q. And i f you added i n , and I f o r g e t the exact 

f i g u r e s , 40-sotne acres t o the f a c t o r used i n t h a t 

o r d e r , what would be the net e f f e c t on the p e n a l t y 

u s i n g t h a t method? 

A. W e l l , moving t o a l e g a l l o c a t i o n , a c l o s e s t 

l e g a l l o c a t i o n w i t h a stand-up p r o r a t i o n u n i t i n 

Sec t i o n 15, w i t h o u t a p l a n i m e t e r I c o u l d n ' t t e l l you 

what t h a t would be, but I would t h i n k i f the e n t i r e 

f o o t b a l l i s 59 acres -- excuse me, not the f o o t b a l l , 

but the area bounded i n Se c t i o n 15 i s 66 acres --

moving 330 f e e t south t o the c l o s e s t l e g a l l o c a t i o n , 

i f a w e l l were t o be d r i l l e d t h e r e , i t might recover 

another 40 acres or see an a d d i t i o n a l 40 acres 

encroachment. And t h a t , when put back i n t o the 

p e n a l t y , I don't t h i n k would a f f e c t the p e n a l t y by 

more than 4 p e r c e n t . Now, t h a t ' s j u s t s p e c u l a t i o n . 

But I don't t h i n k i t would have a tremendous e f f e c t , 

because t h a t ' s j u s t one of t h r e e f a c t o r s used i n 

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

Q. For t h i s p a r t i c u l a r s i t u a t i o n f o r t h i s 

w e l l , i n your o p i n i o n , i s v o l u m e t r i c s the onl y t o o l t o 

use ? 

A. No. V o l u m e t r i c s i s c e r t a i n l y one of them, 
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p r o v i d e d you are c o m f o r t a b l e w i t h a l l the data you 

have. The d e c l i n e curve a n a l y s i s of w e l l s i n the area 

can a l s o be used t o do a s t a t i s t i c a l c a l c u l a t i o n o f 

what you f e e l those reserves might be i f you base i t 

p u r e l y on s t a t i s t i c s . 

Q. Can you get erroneous r e s u l t s by usi n g 

v o l u m e t r i c s , f o r i n s t a n c e , the presence of a l i m i t e d 

r e s e r v o i r ? 

A. Sure, you can, because i t doesn't take i n t o 

account a l l of the f a c t o r s unless you're able t o 

determine where your boundaries are from your pressure 

b u i l d u p d a t a . 

Q. Are t h e r e other i n s t a n c e s of l i m i t e d Morrow 

r e s e r v o i r s i n Lea County or Eddy County? 

A. Yes . 

Q. Mr. K e l l a h i n a l s o asked you about the 

Morrow i n the Wynell w e l l . Can you t e l l from the l o g 

whether t h e r e ' s gas s a t u r a t i o n i n the Morrow i n the 

Wynell? 

A. I n the Morrow f o r m a t i o n ? 

Q. Morrow. 

A. You see no gas e f f e c t on the CNL-FDC l o g 

such as you have i n the Sapphire w e l l . You see 

i n d i c a t i o n s of p o r o s i t i e s , but you don't see the gas 

e f f e c t t h a t you see, f o r i n s t a n c e , i n the Sapphire 
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w e l l . I t may a l s o mean t h a t -- i t could p o t e n t i a l l y 

mean t h a t you would have a -- change even. 

Q. Mr. K e l l a h i n and Mr. Carr were both 

b a s i c a l l y t r y i n g t o get you t o say t h a t an unorthodox 

l o c a t i o n would o n l y harm the o f f s e t o p e r a t o r s . Now, 

t h e r e ' s no w e l l e i t h e r at Atoka or Morrow i n t h i s 

S e c t i o n 14, i s t h e r e ? 

A. No, t h a t ' s c o r r e c t . 

Q. There's no Atoka or Morrow w e l l i n the west 

h a l f of Se c t i o n 23, i s t h e r e ? 

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

Q. So i f Santa Fe d r i l l s a s u c c e s s f u l w e l l 

e i t h e r i n the Atoka or the Morrow at i t s l o c a t i o n , i t 

w i l l , i n e f f e c t , help prove up t h a t acreage on i t ? 

A. Yes, i t w i l l . 

MR. BRUCE: I have n o t h i n g f u r t h e r , Mr. 

Examiner. 

HEARING EXAMINER: Witness may be excused. 

MR. KELLAHIN: Gentlemen, on b e h a l f of 

M i t c h e l l Energy C o r p o r a t i o n and Manzano O i l 

C o r p o r a t i o n , I ' d l i k e t o c a l l Mr. Ted Gawloski, who 

s p e l l s h i s l a s t name G-a-w-l-o-s-k-i. Mr. Gawloski i s 

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

TED GAWLOSKI, 

the w i t n e s s h e r e i n , a f t e r h a v i n g been p r e v i o u s l y sworn 
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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 : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Gawloski, f o r the r e c o r d , would you 

please s t a t e your name and o c c u p a t i o n . 

A. My name i s Ted Gawloski. I'm a pe t r o l e u m 

g e o l o g i s t f o r M i t c h e l l Energy. 

Q. Would you g i v e us some of your background 

and d e s c r i b e when and where you ob t a i n e d your v a r i o u s 

degrees i n geology. 

A. Yes, s i r . I o b t a i n e d my B.S. degree i n 

geology i n 1978 from Baylor U n i v e r s i t y , and a master's 

degree i n geology i n 1981, a l s o from Baylor 

U n i v e r s i t y . 

Q. Subsequent t o g r a d u a t i o n , Mr. Gawloski, 

would you d e s c r i b e f o r us what has been your 

employment experience as a g e o l o g i s t ? 

A. I worked t h r e e - a n d - a - h a l f years f o r Amoco 

P r o d u c t i o n Company, and then I've been employed f o r 

M i t c h e l l Energy f o r a l i t t l e over f i v e y e a r s . 

Q. Dur i n g t h a t p e r i o d of employment w i t h 

M i t c h e l l Energy, would you d e s c r i b e f o r us what has 

been your p e r s o n a l involvement w i t h e x p l o r i n g f o r and 

d r i l l i n g w e l l s i n t o the Atoka and Morrow f o r m a t i o n s i n 

Lea County, New Mexico? 
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A. For the e n t i r e time t h a t I've been wo r k i n g 

at M i t c h e l l Energy, I have been w o r k i n g Lea County and 

the Atoka and the Morrow and the other h o r i z o n s i n 

t h a t area. 

Q. When we look w i t h you at the s p e c i f i c 

g e o l o g i c d i s p l a y s t h a t you have prepared today, what 

was the source of the i n f o r m a t i o n u t i l i z e d f o r those 

d i sp1 ays ? 

A. We used a l l a v a i l a b l e l o g data i n here t o 

c o n s t r u c t the s t r u c t u r e maps and the isopachs. I n 

a d d i t i o n t o t h a t , i n the s t r u c t u r e maps we used 

seismic t h a t we had a v a i l a b l e . I b e l i e v e t h e r e ' s 

seven l i n e s of seismi c t h a t we have on the s t r u c t u r e 

map t h a t we used. 

Q. I s t h i s a g e o l o g i c i n t e r p r e t a t i o n or 

i n v e s t i g a t i o n t h a t you commenced a f t e r r e c o g n i z i n g 

t h a t Santa Fe was seeking an unorthodox w e l l l o c a t i o n 

i n S e c t i o n 22? 

A. No, s i r . For the past couple of ye a r s , our 

management has been w o r k i n g , s p e c i f i c a l l y w o r k i n g on a 

r e g i o n a l Morrow, Atoka Morrow study i n Lea County, and 

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

f a c t , the Sapphire w e l l was d r i l l e d u s i n g t h i s data 

t h a t we have here. 

Q. When we look at the Sapphire M i t c h e l l w e l l 
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i n S e c t i o n 23, t h a t ' s the one you're d i s c u s s i n g ? 

A. Yes , s i r . 

Q. That was d r i l l e d based upon your 

recommendations as a g e o l o g i s t , was i t n o t , s i r ? 

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

Q. Did your company or any other company d r i l l 

any other p r o s p e c t s t o the Atoka or Morrow f o r m a t i o n 

i n t h i s area d e s c r i b e d on your E x h i b i t No. 1 i n which 

you have recommendations about the w e l l l o c a t i o n ? 

A. Yes, s i r . The Manzano Wynell Federal No. 

1, which M i t c h e l l has a m a j o r i t y i n t e r e s t i n , was 

p a r t i c i p a t e d i n by M i t c h e l l Energy under my 

recommendation. 

Q. L e t ' s look at E x h i b i t No. 1. I s t h i s a 

g e o l o g i c d i s p l a y t h a t you have prepared based upon 

your f i l e of i n t e r p r e t a t i o n of geology i n t h i s g e n e r a l 

ar ea ? 

A. Yes, i t i s . 

Q. And based upon your s t u d y , have you reached 

c e r t a i n c o n c l u s i o n s and recommendations t o the 

Examiner t h a t apply t o t h i s p a r t i c u l a r a p p l i c a t i o n ? 

A. Yes, I have. 

MR. KELLAHIN: At t h i s t i m e , Mr. Examiner, 

we tender Mr. Gawloski as an expert p e t r o l e u m 

g e o l o g i s t . 
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HEARING EXAMINER: He i s so q u a l i f i e d . 

Q. (BY MR. KELLAHIN) Let me have you take a 

moment, s i r , and take E x h i b i t No. 1 and i d e n t i f y i t 

f o r us. 

A. E x h i b i t Number 1 i s a s t r u c t u r e map t h a t 

was c o n s t r u c t e d on the top of the Morrow f o r m a t i o n and 

i n and around t h e East Gem F i e l d area. 

Q. When we look at the d i s p l a y and we see the 

area t h a t ' s shaded i n the y e l l o w hatch l i n e s , what 

does t h a t r e p r e s e n t ? 

A. That r e p r e s e n t s M i t c h e l l Energy's l e a s e h o l d 

i n t e r e s t i n the area. 

Q. The area i d e n t i f i e d by the green o u t l i n e i s 

the spacing u n i t t h a t Santa Fe's seeking f o r t h i s 

w e l l ? 

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

Q. You have a l i n e of c r o s s - s e c t i o n . What's 

the purpose of the c r o s s - s e c t i o n l i n e t h a t you have 

shown on the d i s p l a y ? 

A. The c r o s s - s e c t i o n w i l l g i v e a g r a p h i c a l 

r e p r e s e n t a t i o n of t h i s s t r u c t u r e map and the isopach 

maps t h a t w i l l be the g e o l o g i c a l e x h i b i t s . 

Q. On t h i s d i s p l a y i n the southwest corner of 

Sec t i o n 14, t h e r e i s t h i s f l u o r e s c e n t orange arrow. 

Do you see t h a t ? 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

94 

A. Yes, s i r . 

Q. What does t h a t r e p r e s e n t ? 

A. That i s a proposed Atoka Morrow w e l l t h a t 

M i t c h e l l Manzano has s t a k e d , and we w i l l c u r r e n t l y be 

d r i l l i n g b e f o r e the end of the month. 

Q. Mr. Gawloski, have you had an o p p o r t u n i t y 

t o review Mr. Thoma 1s g e o l o g i c p r e s e n t a t i o n ? 

A. Yes, I have. 

Q. You saw h i s d i s p l a y s ? 

A. Yes, s i r . 

Q. You heard h i s t e s t i m o n y ? 

A. Yes, s i r . 

Q. Do you agree w i t h him? 

A. No, s i r . 

Q. I f you look at h i s g e o l o g i c i n t e r p r e t a t i o n , 

would you d r i l l the w e l l you propose t o d r i l l i n the 

southwest q u a r t e r of S e c t i o n 14? 

A. No, s i r . 

Q. What do you conclude from l o o k i n g at h i s 

e x h i b i t s about the p r o s p e c t s f o r a w e l l i n the south 

h a l f of 14? 

A. I t would be p r e t t y s c a r y . I t d i d not show 

any sand i n the Morrow, maybe j u s t a l i t t l e i n the 

Atoka, and a poor s t r u c t u r a l p o s i t i o n . 

Q. How many d r y holes have been d r i l l e d i n 
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t h i s area based upon your g e o l o g i c recommendations, 

Mr. Gawloski? 

A. None. 

Q. And your company proposes t o go ahead and 

d r i l l , based upon your geology, the w e l l i n the south 

h a l f of 14? 

A. Yes, s i r . 

Q. When we look at the s t r u c t u r e map, what 

importance i s i t t o you i n d e t e r m i n i n g whether or not 

t h e r e i s a v i a b l e , standard l o c a t i o n i n the east h a l f 

of 22 from which t o p e n e t r a t e and t e s t the Morrow 

channe1? 

A. From t h i s e x h i b i t h ere, i t would show t h a t 

t h e r e are two orthodox l o c a t i o n s l o c a t e d i n the 

northwest q u a r t e r of Se c t i o n 22 t h a t w i l l be i n a more 

s t r u c t u r a l l y f a v o r a b l e p o s i t i o n than the proposed 

unorthodox l o c a t i o n l o c a t e d i n the n o r t h e a s t - n o r t h e a s t 

of S e c t i o n 22. 

Q. Your s t r u c t u r a l i n t e r p r e t a t i o n i s 

s i g n i f i c a n t l y d i f f e r e n t than Mr. Thoma's; i s i t not? 

A. Yes, s i r , i t i s . 

Q. One of Mr. Thoma's c r i t e r i a was t o gain 

s t r u c t u r a l p o s i t i o n i n the Morrow channel; was i t not? 

A. Yes , s i r . 

Q. W e l l , why i s your map so d i f f e r e n t than 
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h i s ? 

A. One of the reasons i s t h a t we used a l o t of 

seismic s t r u c t u r a l i n f o r m a t i o n i n here, which we have 

c l o s e l y t i e d i n t o t h e w e l l c o n t r o l . 

Q. Show me i n a ge n e r a l way how you d i d t h a t . 

A. W e l l , what we would do -- i n one of the 

examples w i t h our w e l l i n S e c t i o n 23, we ran a sonic 

l o g and c o n s t r u c t e d a s y n t h e t i c t h a t we t i e d i n t o our 

seismic l o g s I mean seismi c l i n e s , t o h e l p us 

i n t e r p r e t these and c l o s e l y t i e i n w i t h the other 

w e l l s i n the area. 

Q. Are you s a t i s f i e d as a g e o l o g i s t , Mr. 

Gawloski, t h a t you have s u f f i c i e n t seismic i n f o r m a t i o n 

by which t o help d e f i n e and r e f i n e the presence of 

s t r u c t u r e s i n the Morrow i n t h i s immediate area? 

A. Yes, s i r . 

Q. To what e x t e n t have you conf i r m e d then the 

accuracy of the seismi c data w i t h w e l l i n f o r m a t i o n 

other than the w e l l i n Se c t i o n 23? 

A. We use a l l the a v a i l a b l e w e l l s i n here, and 

t h e r e ' s a w e l l i n Sec t i o n 35, which we a l s o have a 

s y n t h e t i c c o n s t r u c t e d on t h a t , which has been t i e d 

i n t o the seismic as w e l l , and the w e l l i n Sec t i o n 13. 

For your i n f o r m a t i o n , those are the w e l l s 

t h a t have the t r i a n g l e s around them. Those are w e l l s 
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t h a t we have s y n t h e t i c s on t h a t we've t i e d i n t o t h e 

se i smic. 

Q. One of Mr. Thoma's g e o l o g i c j u s t i f i c a t i o n s 

f o r h i s requested unorthodox l o c a t i o n i s t h a t he 

wanted t o maximize h i s l o c a t i o n and t h i c k n e s s w i t h i n 

the Morrow channel. Have you a l s o mapped the Morrow 

channel? 

A. Yes, s i r . 

Q. L e t ' s t u r n t o E x h i b i t No. 2. Would you 

i d e n t i f y t h a t f o r me, p l e a s e . 

A. Yes, s i r . T h i s i s a net sand isopach of a 

Morrow "C" sand, what has a l s o been phrased as the 

Lower Morrow i n t h i s area. We're u s i n g a d e n s i t y 

p o r o s i t y of 7 p e r c e n t . 

Q. Mr. Thoma a l s o mapped f o r us a p o r t i o n of 

the Lower Morrow sand which he i d e n t i f i e d as t h a t 

Sapphire sand? 

A. That would be p a r t of the next e x h i b i t ; 

t h a t would be the Morrow "B." 

Q. So when we look at Morrow "C," t h a t ' s 

mapping a Morrow sand t h a t Mr. Thoma d i d not map on 

h i s isopach? 

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

Q. Show me the s i g n i f i c a n c e t o you of your 

mapping of the Morrow "C sand on E x h i b i t No. 2. 
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A. One of the f i r s t t h i n g s t h a t you see i s a l l 

the w e l l s t h e r e w i t h the blue dots on them are Morrow 

"C" p r o d u c e r s . They produce out of sands i n t h a t 

lower p a r t of the Morrow; so t h e r e ' s s i g n i f i c a n t 

p r o d u c t i o n from t h a t p a r t i c u l a r zone i n t h i s area. 

And i t ' s one of the zones t h a t we a c t u a l l y look f o r i n 

t h i s area and i s one of the zones t h a t we p e r f o r a t e d 

i n our Sapphire Federal No. 1 w e l l . 

Q. I f you're l o o k i n g f o r t h a t as one of the 

p r i m a r y p r o d u c i n g Morrow sands i n the area, what does 

t h a t t e l l you about l o c a t i n g a w e l l i n the east h a l f 

of S e c t i o n 22? 

A. I t shows t h a t I would r a t h e r be i n the west 

h a l f of Se c t i o n 22 t o match my p o t e n t i a l i n t h i s 

Morrow "C" h o r i z o n . 

Q. Looking w i t h i n a c o n t e x t though of the east 

h a l f of 22, where would you p l a c e your w e l l ? 

A. I n an orthodox l o c a t i o n , 1,980 from the 

n o r t h and 1,980 from the e a s t . 

Q. Why would you do t h a t as opposed t o the 

unorthodox l o c a t i o n 660 out of the q u a r t e r ? 

A. The unorthodox l o c a t i o n , a c c o r d i n g t o my 

i n t e r p r e t a t i o n , would not have any p r o d u c t i v e sand i n 

the Morrow "C," and the l o c a t i o n , 1,980 from the n o r t h 

and east would have a p p r o x i m a t e l y 15 f e e t of p o t e n t i a l 
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pay. 

Q. Do you have an o p i n i o n as t o whether or not 

e i t h e r one of the two c l o s e s t standard l o c a t i o n s are 

the p r e f e r a b l e g e o l o g i c l o c a t i o n i n which t o develop 

the Morrow reserves i n the east h a l f of Se c t i o n 22? 

A. Yes , s i r . 

Q. And what i s t h a t o p i n i o n ? 

A. That you should d r i l l i n the orthodox 

l o c a t i o n s t o maximize your p o t e n t i a l f o r t h i s h o r i z o n . 

Q. L e t ' s look at the Morrow "B" map now, which 

i s your E x h i b i t No. 3. Take a moment and d e s c r i b e i n 

what ways t h i s map d i f f e r s from what Mr. Thoma mapped 

when he looked at the lower Sapphire. And I'm going 

t o hand you h i s E x h i b i t No. 7 so t h a t you have t h a t 

b e f o r e you. 

A. F i r s t of a l l , on Mr. Thoma 1s map, he was 

mapping a s i n g l e sand w i t h i n t h i s Morrow "B" zone. 

There are numerous sands w i t h i n t h i s h o r i z o n t h a t 

produce i n the area. And you can see, a g a i n , the blue 

dots r e p r e s e n t w e l l s t h a t produce out of t h i s s e c t i o n 

of the Morrow. Almost a l l the o p e r a t o r s w i l l 

p e r f o r a t e a l l the sands i n t h e r e t h a t have p o t e n t i a l 

i n i t , not j u s t one p a r t i c u l a r sand. 

As f a r as a d i f f e r e n c e between the maps go, 

they both show p r e f e r r e d d i p o r i e n t a t i o n i n here; 
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however, the t h i c k n e s s i n Se c t i o n 22 d i f f e r s b r o a d l y 

i n these i n t e r p r e t a t i o n s . My i n t e r p r e t a t i o n shows 

t h a t t h e r e w i l l be an in c r e a s e i n sand t h i c k n e s s i n 

the as you go west i n Se c t i o n 22. 

Q. Having e x t e n s i v e l y reviewed the geology i n 

t h i s area, Mr. Gawloski, what, i n your o p i n i o n , i s the 

more pr o b a b l e i n t e r p r e t a t i o n t h a t w i l l r e s u l t i n a 

commercial w e l l d r i l l e d i n the east h a l f of Sec t i o n 

22 ? 

A. I b e l i e v e the i n t e r p r e t a t i o n , i f I use 

these and the p o r o s i t y as a f a c t o r , would more c l o s e l y 

resemble a net pay map, and I would f e e l much more 

c o m f o r t a b l e u s i n g my i n t e r p r e t a t i o n based upon t h a t , 

and would d r i l l the orthodox l o c a t i o n s which would be 

much more p r e f e r a b l e l o c a t i o n s . 

Q. Have your methodology and i n t e r p r e t a t i o n s 

been used then i n the d r i l l i n g of the Manzano w e l l i n 

Sec t i o n 15, as w e l l as your w e l l i n Sec t i o n 23? 

A. Yes , s i r . 

Q. This i s the same t e c h n i q u e , same 

methodology and same a n a l y s i s ? 

A. Yes, s i r . 

Q. L e t ' s take a look at the Atoka now. Would 

you prepare any other type of s t r u c t u r e map i f you 

wanted t o examine the s t r u c t u r e i n the Atoka l i k e what 
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you prepared when you examined the s t r u c t u r e of the 

Morrow on your E x h i b i t No. 1? 

A. No, s i r . The top of the Morrow, which i s 

the top of the Morrow l i n e i n t h i s area, i s i n v e r y 

c l o s e p r o x i m i t y t o the Wynell Atoka sand pay and i s a 

ver y good r e g i o n a l marker t h a t we use i n the area. 

Q. L e t ' s look at E x h i b i t No. 4 now and have 

you i d e n t i f y and d e s c r i b e t h a t . 

A. E x h i b i t No. 4 i s a gross sand isopach of 

the Wynell F e d e r a l No. 1 Atoka sand pay. 

Q. Okay. Let me hand you Mr. Thoma's E x h i b i t 

No. 9, which i s h i s map of the Wynell p o r t i o n of the 

Atoka pay, and d e s c r i b e f o r us i n what ways those 

d i f f e r . 

A. W e l l , they a c t u a l l y show the same p r e f e r r e d 

o r i e n t a t i o n ; however, I t h i n k Mr. Thoma has s p l i t h i s 

Atoka sand, and my o r i e n t a t i o n i s a l i t t l e b i t more 

n o r t h e a s t - s o u t h w e s t than h i s i n t e r p r e t a t i o n . Other 

than t h a t , t h e y ' r e p r e t t y s i m i l a r . 

Q. L e t ' s take f o r a moment i n the examination 

of the best l o c a t i o n , r e g a r d l e s s of the Morrow, of 

where t o t e s t f o r the Atoka p r o d u c t i o n ; t h a t i s , the 

p o t e n t i a l i n the east h a l f of Se c t i o n 22. Where would 

you put the w e l l ? 

A. I would again put i t at the orthodox 
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l o c a t i o n at 1,980 from the n o r t h and e a s t , S e c t i o n 22. 

Q. Why? 

A. The sand's t h i c k e r i n t h a t d i r e c t i o n . 

Q. When you have t o i n t e g r a t e the choice t o 

maximize the p o t e n t i a l f o r b o t h the Morrow and the 

Atoka, would t h a t a l t e r your recommendation about a 

w e l l l o c a t i o n f o r the Atoka? 

A. No, s i r . You'd use a l l the a v a i l a b l e data 

you had. 

Q. I n your o p i n i o n as a g e o l o g i s t , can you 

s u c c e s s f u l l y t e s t at the optimum l o c a t i o n f o r both the 

Atoka and the Morrow i n the east h a l f of 22 by e i t h e r 

one of the standard l o c a t i o n s you've shown on your 

d i s p l a y ? 

A. Yes, s i r . 

Q. And i n each i n s t a n c e those l o c a t i o n s are 

b e t t e r f o r you as a g e o l o g i s t than Santa Fe's proposed 

unorthodox l o c a t i o n s ? 

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

Q. Let me have you t u r n t o E x h i b i t No. 5. Do 

you have t h a t ? 

A. Yes, s i r . 

Q. Would you i d e n t i f y t h a t f o r us? 

A. Thi s i s a net sand isopach of the Wynell 

F e d e r a l No. 1 Atoka pay, u s i n g a d e n s i t y p o r o s i t y of 7 
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p e r c e n t . 

Q. Why d i d you use 7 pe r c e n t ? 

A. 7 per c e n t has been our -- e s s e n t i a l l y the 

number we use t o e s t a b l i s h a pay c u t o f f f o r the 

Morrow, a p o r o s i t y pay c u t o f f . D u r i n g our r e g i o n a l 

s t u d y , we have found t h a t most of the best producers 

i n here would have t o have a d e n s i t y p o r o s i t y of 7 

p e r c e n t ; so we make our r e g i o n a l maps u s i n g t h i s 

p o r o s i t y c u t o f f . 

Q. T h i s i s the type of a map t h a t Mr. Thoma 

d i d not prepare? 

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

Q. To what purpose do you use t h i s map? 

A. W e l l , s i r , i f I was going t o d r i l l f o r --

e i t h e r the Morrow or the Atoka, I would use a net sand 

map. A gross sand map w i l l j u s t e s s e n t i a l l y t e l l me 

the o r i e n t a t i o n of the sand. I would i n f a c t do t h a t 

f i r s t , but i f I was going t o go i n t o our management 

and propose a w e l l , I would have a net map i n f r o n t of 

me because the y want t o know not on l y where the sand 

i s but where the good sand i s . 

Q. I s t h i s the k i n d of net pay sand map t h a t 

you took t o your management t o get a u t h o r i t y t o d r i l l 

the w e l l i n the southwest of 14? 

A. That's c o r r e c t . 
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Q. I f you're u t i l i z i n g t he net t h i c k n e s s 

isopach map f o r p i c k i n g a l o c a t i o n f o r the east h a l f 

of S e c t i o n 22, what does i t t e l l you? 

A. I t again t e l l s me t h a t the orthodox 

l o c a t i o n at 1,980 from the n o r t h and east i s a 

p r e f e r a b l e l o c a t i o n . 

Q. I n your o p i n i o n as a g e o l o g i s t , Mr. 

Gawlowski, i s the unorthodox l o c a t i o n necessary i n 

order t o a l l o w Santa Fe the o p p o r t u n i t y t o produce the 

Atoka-Morrow gas reserves u n d e r l y i n g the east h a l f of 

Sec t i o n 22? 

A. No, s i r . 

Q. What happens w i t h a w e l l at the unorthodox 

1 oc at i on ? 

A. What happens t o i t ? 

Q. I f t h a t ' s approved. 

A. I t would u n f a i r l y d r a i n the acreage t o the 

n o r t h and n o r t h e a s t . 

Q. G e o l o g i c a l l y speaking t h e n , the same 

r e s e r v o i r i n the Atoka and the Morrow extends up i n t o 

S e ctions 15 and 14? 

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

Q. L e t ' s examine on your net pay map the 

v a r i o u s r e l a t i o n s h i p s of the r e s e r v o i r between the 

east h a l f of 22, the east h a l f of 15, and Sec t i o n 14, 
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and i n a ge n e r a l way q u a n t i f y f o r us the r e l a t i v e 

v a lue of those spacing u n i t s one t o another. 

A. Could you rephrase t h a t f o r me, pl e a s e . 

Q. Yes, s i r . When we look at Se c t i o n 14, do 

we have a v i a b l e spacing u n i t f o r the Atoka? 

A. Yes, s i r , we do. 

Q. And i s t h a t a l s o p r o j e c t e d f o r the Morrow? 

A. Yes, s i r . 

Q. And you have s u f f i c i e n t r e s e r v o i r t h i c k n e s s 

and q u a l i t y at t h a t l o c a t i o n t o d r i l l a w e l l ? 

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

Q. And t h a t w i l l be the same r e s e r v o i r t h a t 

would be p e n e t r a t e d by the Santa Fe w e l l at i t s 

unorthodox l o c a t i o n ? 

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

Q. And g e o l o g i c a l l y t h e r e ' s no reason t o 

b e l i e v e t h a t those w e l l s are a n y t h i n g other than i n 

the same Atoka r e s e r v o i r ? 

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

Q. When we look at the p o t e n t i a l f o r the 

Wynell w e l l i n Sec t i o n 15, c u r r e n t l y p r o d u c i n g i n the 

Atoka, but what's your assessment as a g e o l o g i s t about 

the p o t e n t i a l f o r t h a t w e l l i n the Morrow? 

A. When we d r i l l e d t h a t w e l l , we ev a l u a t e d the 

Morrow as w e l l as the Atoka. Our p e t r o p h y s i c a l group 
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has pay c a l c u l a t e d i n the Morrow, but uphole we had 

DST'd the Atoka zone at a v e r y p r o l i f i c gas r a t e ; so 

i t was decided amongst a l l the p a r t n e r s i n the w e l l 

t h a t i t would be more prudent f o r us t o come uphole 

and produce the Atoka f i r s t w i t h the i n t e n t of going 

down and t e s t i n g more b e f o r e we leave the w e l l . 

Q. I f the Santa Fe unorthodox l o c a t i o n i s 

approved, what i s the p o t e n t i a l t h a t t h e y ' l l produce 

your share of the Morrow gas reserves b e f o r e you get 

the o p p o r t u n i t y t o produce those reserves? 

A. I f the Wynell produces f o r a long t i m e , 

then t h e y w i l l , i n f a c t , d r a i n some of our Morrow 

r e s e r v e s . 

Q. You don't see any g e o l o g i c reason t h a t the 

reserves i n the Morrow i n your spacing u n i t are not 

going t o extend t o the Santa Fe w e l l , do you? 

A. No, s i r . 

Q. They i n f a c t w i l l , won't they? 

A. Yes. 

Q. L e t ' s look at E x h i b i t No. 6. I t h i n k I ' l l 

have you put t h i s up on the w a l l , i f you don't mind. 

(Thereupon, a recess was taken.) 

Q. (BY MR. KELLAHIN) Mr. Gawloski, l e t me ask 

you t o go t o the d i s p l a y on the board, which i s marked 

as E x h i b i t No. 6, and i d e n t i f y and d e s c r i b e t h a t f o r 
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us . 

A. E x h i b i t No. 6 i s a s t r u c t u r a l c r o s s - s e c t i o n 

showing the East Gem area i n the west t h r o u g h the two 

orthodox l o c a t i o n s w i t h i n the n o r t h e a s t q u a r t e r of 

Sect i o n 22 th r o u g h the proposed unorthodox l o c a t i o n 

and up t o the Wynell Federal No. 1 w e l l . 

Q. Why d i d you want t o examine the s t r u c t u r a l 

r e l a t i o n s h i p of the v a r i o u s p o s s i b l e l o c a t i o n s i n the 

east h a l f of S e c t i o n 22? 

A. W e l l , s i r , as was s t a t e d even i n the 

a p p l i c a t i o n , t h a t s t r u c t u r e i s a f a c t o r t h a t ' s used i n 

here and one of the f a c t o r s t h a t we use when we t r y t o 

determine a v i a b l e l o c a t i o n f o r the Atoka and Morrow. 

Q. I f we examine the s t r u c t u r a l r e l a t i o n s h i p 

of the Santa Fe proposed unorthodox l o c a t i o n , where do 

we f i n d t h a t i n r e l a t i o n s h i p t o the two c l o s e s t 

standard l o c a t i o n s w i t h i n t h a t spacing u n i t ? 

A. I n the proposed unorthodox l o c a t i o n s i n the 

s t r u c t u r a l l y lower or u n f a v o r a b l e p o s i t i o n has t o be 

two orthodox l o c a t i o n s l o c a t e d i n the n o r t h e a s t 

q u a r t e r of S e c t i o n 22. Th i s i n t e r p r e t a t i o n i s 

f o l l o w i n g the E x h i b i t No. 1, the s t r u c t u r e map at the 

top of the Morrow. 

Q. What w e l l s d i d you use t o determine the 

s t r u c t u r a l i n t e r p r e t a t i o n on the c r o s s - s e c t i o n ? 
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A. I used a l l a v a i l a b l e w e l l s i n here. On the 

c r o s s - s e c t i o n I used the Sun B r i g h t w e l l t o the west 

and the Pan American Laguna P l a t a w e l l , S e c t i o n 22, 

and the Manzano Wynell F e d e r a l No. 1. 

Q. When we look at the Laguna P l a t a Well No. 

1, t h a t ' s the w e l l i n the east h a l f of 22, t h i s i s the 

w e l l t h a t Mr. Thoma wanted t o move away from? 

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

Q. Describe f o r us what the o p e r a t o r d i d w i t h 

t h a t w e l l . 

A. The op e r a t o r of t h i s i s Pan American. I 

b e l i e v e i t was d r i l l e d i n 1962; so i t ' s been a long 

time ago, e s p e c i a l l y as f a r as the Morrow goes. They 

d r i l l e d t h i s w e l l i n t o t h e Morrow. Both the Morrow 

"B" and "C on d r i l l stem t e s t recovered hydrocarbon 

gas on t h e i r d r i l l stem t e s t . I b e l i e v e the h i g h e s t 

r a t e added t o 576 Mcf a day on the t e s t on, I b e l i e v e , 

the Lower Morrow. 

Subsequent t o the DST, they came back and 

p e r f o r a t e d these zones down here i n the lower Morrow 

and i n the Morrow "B." They then proceeded t o f r a c 

these zones i n a v e r y unorthodox manner, and, i n my 

o p i n i o n , these zones were damaged and were not able t o 

get commercial q u a n t i t i e s of gas a f t e r t h a t . 

Q. Mr. Thoma, on at l e a s t two d i f f e r e n t 
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occasions d u r i n g h i s t e s t i m o n y s a i d t h a t he wanted t o 

move away from t h a t w e l l . Would you, as a g e o l o g i s t , 

make i t an e s s e n t i a l c r i t e r i a t o get as f a r away as 

you could from t h a t Pan Am w e l l ? 

A. No, s i r . And, as a matter of f a c t , t h i s 

was one of the w e l l s t h a t keyed us i n t o d r i l l i n g our 

Sapphire w e l l . We knew we had s i g n i f i c a n t hydrocarbon 

shows w i t h i n t h i s w e l l , and based upon our other data 

we f e l t t h a t t h i s was a s i g n i f i c a n t show of 

hydrocarbons i n the Morrow. 

MR. KELLAHIN: Mr. Examiner, t h a t concludes 

my d i r e c t e x a m i n a t i o n of Mr. Gawloski. I would move 

the i n t r o d u c t i o n o f E x h i b i t s 1 t h r o u g h 6. 

HEARING EXAMINER: E x h i b i t s 1 th r o u g h 6 

w i l l be a d m i t t e d as evidence. 

CROSS-EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Gawloski, you s a i d -- i s i t M i t c h e l l 

has staked the l o c a t i o n i n the southwest q u a r t e r of 

Sec t i o n 14? 

A. Mitchell-Manzano. I b e l i e v e Manzano i s the 

a c t u a l o p e r a t o r of t h i s area. 

Q. When was i t staked? 

A. I'm not q u i t e sure of the exact s t a k i n g 

time of t h a t or the group t h a t ' s a c t u a l l y doing the 
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s t a k i n g of t h a t w e l l . A c t u a l l y , Manzano i s doing 

t h a t . 

Q. I s t h a t on f e d e r a l acreage? 

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

Q. Are you aware t h e r e ' s a 30-day w a i t i n g 

p e r i o d between f i l i n g the a p p l i c a t i o n f o r the p e r m i t 

and the time you d r i l l the w e l l ? 

A. I'm not aware of t h a t . 

Q. Looking at t h a t Pan Am w e l l , how much gas 

d i d t h a t produce i n t o t a l ? 

A. L i k e I say, i t produced gas on the d r i l l 

stem t e s t . The p r o d u c t i o n t e s t , a f t e r the f r a c s , d i d 

not y i e l d any commercial q u a n t i t i e s of gas. And t h e r e 

i s no p r o d u c t i o n l i s t e d i n the p r o d u c t i o n books. 

Q. Looking at your E x h i b i t No. 2, are you 

b a s i c a l l y s a y i n g then t h a t t h e r e ' s no -- t h e r e ' s 

n o t h i n g w o r t h w h i l e i n the Morrow at the proposed 

unorthodox l o c a t i o n ; i s t h a t c o r r e c t ? 

A. I n t h i s h o r i z o n i n the Morrow "C." 

Q. I n the Morrow "C? 

A. Yes , s i r . 

Q. Should be a d r y hole i n the Morrow "C? 

A. At l e a s t from my i n t e r p r e t a t i o n , yes, s i r . 

Q. And i t a l s o shows t h a t the Morrow p o t e n t i a l 

f o r most of Se c t i o n 15 i s v e r y l i m i t e d , doesn't i t ? 
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A. The lower h a l f of i t . 

Q. So what's the need f o r a p e n a l t y on the 

Mor row? 

A. W e l l , you're j u s t l o o k i n g at one of the 

zones here. There's many other zones i n the Morrow 

t h a t produce i n t h i s area. 

Q. Looking at your E x h i b i t 3, t o the west of 

the Pan Am w e l l you have a 6 0 - f o o t l i n e drawn which 

covers most of the northwest q u a r t e r of Sec t i o n 22. 

What was t h a t based on? What i s the j u s t i f i c a t i o n f o r 

t h a t l i n e ? 

A. W e l l , t h a t ' s based upon -- we have a 

42 - f o o t w e l l over here and a p p r o x i m a t e l y 40 f e e t here. 

Q. F o r t y - t w o f e e t where? 

A. I n Sec t i o n 16. What i s t h a t , the southeast 

q u a r t e r of 16. Based on keeping the same isopach 

i n t e r v a l t h a t I've used i n the are a , I have p r o j e c t e d 

t h a t the sand t h i c k e n e d up t o 60 f e e t i n the west h a l f 

of Sect i o n 22 . 

Q. There c o u l d e a s i l y be much l e s s than t h a t , 

could t h e r e not? 

A. Based on my i n t e r p r e t a t i o n , I b e l i e v e i t 

would be about 60 f e e t i n t h e r e . 

Q. You won't know u n t i l you d r i l l a w e l l ? 

A. No, of course n o t . 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

112 

Q. I t a l s o shows t h a t the Morrow i s not v e r y 

— as you move f u r t h e r t o the n o r t h , the Morrow gets 

worse and worse; i s t h a t c o r r e c t ? 

A. To the due n o r t h . To the n o r t h and e a s t , 

i t ' s s t i l l a p r e t t y f a v o r a b l e p o s i t i o n . 

Q. Looking at your Atoka maps, e i t h e r one, 

based on your i n t e r p r e t a t i o n , and assuming a n o r t h 

h a l f lay-down u n i t and a w e l l at any standard 

l o c a t i o n , Santa Fe coul d p l a c e a w e l l 660 f e e t from 

the n o r t h l i n e of Sec t i o n 22; could i t not? 

A. Yeah, i f i t ' s 1,980 from the shore end of 

the p r o r a t i o n u n i t , t h a t ' s c o r r e c t . 

Q. So i t cou l d be 660 f e e t from -- as l i t t l e 

as 660 f e e t away from the u n i t c o n t a i n i n g the Wynell 

w e l l ? 

A. I f i t was a lay-down p r o r a t i o n u n i t . 

Q. What i s the o r i e n t a t i o n of the w e l l s i n 

t h i s immediate area? 

A. Wells? 

Q. Yes, the o r i e n t a t i o n of the w e l l u n i t s ? 

A. The w e l l u n i t s ? 

Q. Yes. Se c t i o n 15 , 22 , 23 , 27 . 

A. 15 i s a stand-up p r o r a t i o n u n i t . S e c t i o n 

14 i s d i c t a t e d , because of the l e a s e h o l d i n t h e r e , i t 

w i l l have t o be a stand-up p r o r a t i o n u n i t of our 
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proposed w e l l . 

Q. West h a l f stand-up? 

A. That's c o r r e c t . We do not have t h a t 

acreage -- i t ' s not shaded t h e r e i n Se c t i o n 14 under 

fa r m o u t . As f a r as s e v e r a l of the other ones t o the 

so u t h , I b e l i e v e t h e r e ' s some lay-down and some stand 

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

Q. How about the M i t c h e l l Sapphire w e l l ? 

A. That p r o r a t i o n u n i t c o u l d have e i t h e r been 

a lay-down or a stand-up. I b e l i e v e we chose t o put 

i t as a stand-up. 

Q. So t h a t means t h a t a l l of Sections 14 and 

15 and 23 w i l l have stand up u n i t s ; i s t h a t c o r r e c t ? 

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

Q. And S e c t i o n 22, i f Santa Fe d r i l l s t h i s 

w e l l ? 

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

Q. Now, l o o k i n g at both E x h i b i t s 4 and 5, what 

i s t he j u s t i f i c a t i o n f o r your t h i c k e n i n g t o t h e 

southwest i n the Atoka? 

A. W e l l , t h e r e ' s a w e l l i n E x h i b i t No. 4, a 

w e l l down t o the south i n S e c t i o n 33 t h a t has the same 

Atoka sand i n i t and gave me t h a t p r e f e r r e d 

o r i e n t a t i o n t o the southwest. I b e l i e v e i t ' s t h a t 

Union Madera No. 3 i n S e c t i o n 33. 
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Q. I b e l i e v e you a l s o s t a t e d t h a t you thought 

t h a t Santa Fe O i l would u n f a i r l y d r a i n M i t c h e l l ' s and 

Manzano 1s acreage; i s t h a t c o r r e c t ? 

A. Yes. 

Q. Are you an engineer? 

A. No. I t ' s a g e o l o g i c o p i n i o n . 

Q. So you d i d n ' t conduct any e n g i n e e r i n g 

s t u d i e s ? 

A. No, no. 

Q. Are you aware of any other p r o s p e c t s which 

Santa Fe has developed which M i t c h e l l has bought i n t o ? 

A. Yes , s i r . 

Q. And how many are you aware of? 

A. Two t h a t I've been c l o s e l y a s s o c i a t e d w i t h . 

Q. And were any w e l l s d r i l l e d on those 

p r o s p e c t s ? 

A. Yes, s i r . 

Q. And what was the r e s u l t ? 

A. One was a Bone S p r i n g o i l producer; the 

other two w e l l s are c u r r e n t l y b e i ng t e s t e d . 

Q. And they look good? 

A. Yes, s i r , t hey do. 

Q. Were those o r i g i n a l l y developed based on 

Santa Fe geology? Were the o r i g i n a l p r o s p e c t s 

developed by Santa Fe? 
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A. Yes, s i r . My management asked me t o do the 

geology b e f o r e r e n d e r i n g -- j o i n i n g i n on any of those 

o p e r a t i o n s . 

MR. BRUCE: I have n o t h i n g f u r t h e r , Mr. 

Examiner. 

CROSS-EXAMINATION 

BY HEARING EXAMINER: 

Q. Mr. Gawlowski, i n p r e p a r i n g your s t r u c t u r e 

and isopach maps, i s i t a b i g advantage as a g e o l o g i s t 

t o have seismic data a v a i l a b l e t o u t i l i z e ? 

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

Q. Have you used t h i s seismic data i n t h i s 

area i n p r e p a r i n g p r o s p e c t s ? 

A. Oh, yes, s i r . We have a p r e t t y e x t e n s i v e 

g r i d of seismi c i n t h i s p o r t i o n of Lea County which we 

use i n our p r o s p e c t i n g t h r o u g h o u t t h i s area. 

HEARING EXAMINER: That's a l l I have f o r 

the w i t n e s s . 

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

The w i t n e s s may be excused. 

MR. KELLAHIN: Mr. Examiner, I would l i k e 

t o c a l l at t h i s time Mr. Greg F r a z i e r . 

GREG FRAZIER, 

the w i t n e s s h e r e i n , a f t e r h a v i n g been p r e v i o u s 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 : 
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DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Would you please s t a t e your name and 

occupat i o n . 

A. My name i s Greg F r a z i e r . I'm a se n i o r 

s t a f f r e s e r v o i r engineer from M i t c h e l l Energy 

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

Q. Mr. F r a z i e r , would you d e s c r i b e your 

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

A. I graduated from the U n i v e r s i t y of Houston 

i n 1972 w i t h a Bachelor of Science Degree i n 

mechanical e n g i n e e r i n g . I went t o Oklahoma State and 

acq u i r e d a master's degree i n mechanical e n g i n e e r i n g 

i n 1973. I went t o work f o r Texaco Research and 

worked f o r them f o r f i v e years and took t h e i r 

development work as a r e s e r v o i r and p r o d u c t i o n 

engineer and worked i n both c a p a c i t i e s i n the f i v e 

years t h a t I was w i t h Texaco. 

I n 1978 I went t o work f o r M i t c h e l l Energy 

C o r p o r a t i o n . I've worked f o r them f o r 11 y e a r s , seven 

years nine years as a r e s e r v o i r engineer and two 

years as a p r o d u c t i o n e n g i n e e r . 

Q. I n p e r f o r m i n g your d u t i e s as a p r o d u c t i o n 

or a r e s e r v o i r engineer f o r your company, do you, i n a 

r e g u l a r course d u r i n g the performance of those d u t i e s , 
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make c a l c u l a t i o n s about p o t e n t i a l reserves f o r w e l l s ? 

A. Yes, I do. 

Q. Do you c u s t o m a r i l y as an engineer make 

c a l c u l a t i o n s t o determine the reserves i n place f o r 

Morrow and Atoka w e l l s ? 

A. Yes, I do. 

Q. I n a d d i t i o n , have you made a s p e c i f i c study 

of a recommended p e n a l t y t o be assessed a g a i n s t the 

Santa Fe proposed unorthodox l o c a t i o n i f the Examiner 

chooses t o approve t h a t l o c a t i o n ? 

A. Yes, I have. 

MR. KELLAHIN: We tender Mr. F r a z i e r as an 

expe r t r e s e r v o i r engineer. 

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

Q. (BY MR. KELLAHIN) L e t ' s , f i r s t of a l l , 

address what you d i d as a r e s e r v o i r engineer i n 

a n a l y z i n g the p o t e n t i a l r e s e r v o i r values f o r the area 

i n q u e s t i o n i n the Atoka f o r m a t i o n . What d i d you 

f i r s t do? 

A. The f i r s t t h i n g I proceeded t o do was t o do 

a b i o m e t r i c reserve c a l c u l a t i o n based on what the 

g e o l o g i s t had given me as a r e p r e s e n t a t i o n of what the 

net sand would look l i k e . 

Q. What g e o l o g i s t gave you the net sand 

r e p r e s e n t a t i o n ? 
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A. Mr. Gawloski. 

Q. And have you as a r e s e r v o i r engineer r e l i e d 

w i t h c o n f i d e n c e on h i s i n t e r p r e t a t i o n s of the net pay 

t h i c k n e s s isopachs? 

A. Yes, I have. 

Q. And have they proved a c c u r a t e i n the past? 

A. They have proved a c c u r a t e i n the p a s t . 

Q. What was the'reason f o r examining on a 

reserve b a s i s the area i n q u e s t i o n ? What d i d you want 

t o know? 

A. W e l l , the main t h i n g I wanted t o know was 

why they were w a n t i n g t o b u i l d an unorthodox l o c a t i o n . 

Would t h e y have s u f f i c i e n t reserves t o ec o n o m i c a l l y 

j u s t i f y a w e l l at an orthodox l o c a t i o n . 

Q. So you wanted i n a res e r v e a n a l y s i s , as a 

r e s e r v o i r e n g i n e e r , t o determine whether or not t h e r e 

was any m a t e r i a l d i f f e r e n c e t o Santa Fe between the 

c l o s e s t s t andard l o c a t i o n and the requested unorthodox 

1ocat i on ? 

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

Q. What was the method you used t o make the 

a n a l y s i s ? 

A. I used a b i o m e t r i c reserve c a l c u l a t i o n . 

Q. Where d i d you get the data t o p l u g i n t o the 

parameters t o make the c a l c u l a t i o n ? 
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A. F i r s t , I had the net sand isopach from Mr. 

Gawloski. Then I had i n f o r m a t i o n from Atoka, and a l s o 

I've done t h i s f o r Morrow. I had i n f o r m a t i o n from 

Atoka and Morrow producers i n the area t o come up w i t h 

what I f e l t the t y p i c a l v a l u es would be f o r an Atoka 

or a Morrow producer i n S e c t i o n 22. 

Q. I n order t o come up w i t h a c a l c u l a t i o n i n 

which you had c o n f i d e n c e , was i t necessary t o have 

a c t u a l l y d r i l l e d a w e l l at e i t h e r the standard or the 

unorthodox l o c a t i o n i n the east h a l f of 22? 

A. Once you d r i l l a w e l l , and a f t e r t h a t when 

you s t a r t p r o d u c i n g i t , you do get b e t t e r i n f o r m a t i o n , 

but at t h i s p o i n t , b e f o r e you p i c k a l o c a t i o n , t h i s i s 

the best a v a i l a b l e method t o me a t t h i s t i m e . 

Q. You had the data from the Atoka p r o d u c i n g 

w e l l i n the a d j o i n i n g S e c t i o n 15? 

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

Q. And you had data from the Morrow p r o d u c i n g 

w e l l i n a d j o i n i n g S e c t i o n 23? 

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

Q. That's as good as i t gets? 

A. That's not bad . 

Q. What d i d you f i n d out? 

A. Okay. My E x h i b i t , I guess, No. 7 --

Q. Yes , s i r . 
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A. -- the purpose of t h i s e x h i b i t was j u s t t o 

come up w i t h a u n i t r e c o v e r y f a c t o r . I've averaged 

the p r o p e r t i e s t h a t I've used i n t h i s t o come up w i t h 

t h i s u n i t r e c o v e r y f a c t o r noted on t h i s e x h i b i t : 

average p o r o s i t y , water s a t u r a t i o n , gas g r a v i t y , 

temperature and so f o r t h . But you b a s i c a l l y p l u g 

these numbers i n t o an e q u a t i o n , and you can come up 

w i t h a u n i t r e c o v e r y f a c t o r , which f o r the Atoka I'm 

us i n g -- the c a l c u l a t i o n r e s u l t i s 1,350 Mcf per acre 

f o o t of net sand f o r the Atoka r e s e r v o i r . 

Q. You've got t h a t numbered. Now, how do you 

take the a n a l y s i s t o come t o any c o n c l u s i o n s about the 

p r e f e r e n c e of the unorthodox l o c a t i o n t o e i t h e r one of 

the c l o s e s t s t andard l o c a t i o n s ? 

A. Then we have t o go t o the next e x h i b i t . 

Q. That's E x h i b i t No. 8? 

A. That's c o r r e c t . E x h i b i t No. 8 shows j u s t a 

small p o r t i o n of Mr. Gawloski's net sand i s o p a c h . 

I've drawn 320-acre d r a i n a g e c i r c l e s around the 

proposed unorthodox l o c a t i o n and one of the choices as 

an orthodox l o c a t i o n . T h i s r a d i u s i s the 2,106 f e e t 

t h a t was noted b e f o r e . 

I want t o c a l c u l a t e the volume of net sand 

t h a t e x i s t s w i t h i n those c i r c l e s a c c o r d i n g t o t h i s map 

f o r each l o c a t i o n . Once I have t h a t volume i n u n i t s 
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of acre f e e t , I then m u l t i p l y t h a t by my u n i t r e c o v e r y 

f a c t o r t h a t I determined on the p r e v i o u s e x h i b i t , and 

the p r o d u c t of those two i s my RGIP t h a t I have 

l i s t e d , the r e c o v e r a b l e gas i n p l a c e , u s i n g the 

v o l u m e t r i c method. 

The r e s u l t s of these show t h a t -- I've 

s p l i t i t out f o r the t o t a l acre f e e t w i t h i n the 

drai n a g e area of the unorthodox l o c a t i o n , the 1,024 

acre f e e t , and i t r e s u l t s i n the 1.39 Bcf r e s e r v e s . 

For the orthodox l o c a t i o n , I've come up 

w i t h a t o t a l net acre f e e t of 1,131, which r e s u l t s i n 

an expected r e s e r v e f o r the orthodox l o c a t i o n of 1.45 

Bcf . 

The other columns t h a t I show t h e r e I've 

al s o c a l c u l a t e d the net acre f e e t w i t h i n those 

drainage c i r c l e s t h a t e x i s t s w i t h i n the east h a l f of 

Sec t i o n 22, j u s t t o determine how much of t h i s r eserve 

I expect these w e l l s t o recover from the east h a l f of 

Sect i o n 22. 

And f o r the unorthodox l o c a t i o n I come up 

w i t h -- of i t s 1.39 Bcf, .59 Bcf of t h a t w i l l come 

w i t h i n the east h a l f of S e c t i o n 22. W e l l , t h a t 

r e p r e s e n t s 42 per c e n t of the reserves f o r t h a t w e l l 

comes from the east h a l f of S e c t i o n 22, which leads 

you t o b e l i e v e t h a t 58 pe r c e n t of the reserves from 
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t h a t w e l l w i l l come from o u t s i d e of t h a t east h a l f of 

Section 22 u n i t . 

For the orthodox l o c a t i o n , the same 

c a l c u l a t i o n r e s u l t s ; t h a t 48 pe r c e n t w i l l come from 

w i t h i n the u n i t i n the east h a l f of Se c t i o n 22, which 

i s a g r e a t e r percentage of t h a t gas w i l l come from 

t h a t u n i t from an orthodox l o c a t i o n than w i l l come 

from the unorthodox l o c a t i o n . And, a l s o , you have a 

b e t t e r w e l l , can expect a b e t t e r w e l l at the orthodox 

l o c a t i o n . 

Q. Santa Fe's c r i t e r i a f o r a s u c c e s s f u l w e l l 

i s judged by 1.2 Bcf, i f I remember the t e s t i m o n y . 

A. That's t r u e . 

Q. And under your a n a l y s i s , what i s your 

e s t i m a t e of the r e c o v e r a b l e gas at the c l o s e s t 

orthodox l o c a t i o n ? That's the 1.54 — 

A. 1.54 Bcf. 

Q. So what does t h a t t e l l you as a r e s e r v o i r 

engineer about your choice between the unorthodox or 

the standard l o c a t i o n ? 

A. There's no reason why they s h o u l d n ' t d r i l l 

the o rthodox l o c a t i o n , a c t u a l l y . I t ' s a b e t t e r 

l o c a t i o n . 

Q. L e t ' s now t u r n t o the Morrow. Mr. F r a z i e r , 

i n E x h i b i t No. 9 d i d you apply the same methodology t o 
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come up w i t h Mcf per acre f e e t f o r the Morrow? 

A. Yes, s i r , I have. 

Q. And you a d j u s t e d the parameters and values 

t o f i t the Morrow? 

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

Q. What d i d your c a l c u l a t i o n s show t h a t number 

t o be? 

A. On a u n i t b a s i s , I expect t o recover 512 

Mcf per net acre f o o t of r e s e r v o i r . 

Q. When we t u r n t o E x h i b i t No. 10, show us how 

you've analyzed t h a t t o determine whether or not you 

would recommend a standard versus an unorthodox 

l o c a t i o n f o r t e s t i n g the Morrow. 

A. Okay. Here I'm u s i n g the net sand isopach 

f o r the Morrow "B," the Upper Morrow. That was 

s u p p l i e d t o me by Mr. Gawloski. That's where we 

expect the bulk of the reserves from the Morrow t o 

come from; t h e r e f o r e , I've j u s t used t h a t net sand 

isopach. But doi n g a s i m i l a r a n a l y s i s and assuming 

t h a t we w i l l have 320-acre d r a i n a g e c i r c l e s about 

these w e l l s , I c a l c u l a t e t h a t from the unorthodox 

l o c a t i o n , I expect 6.45 Bcf, and from the orthodox 

l o c a t i o n , I expect 8.36 Bcf, and a l s o a g r e a t e r , much 

g r e a t e r percentage of the 8.36 Bcf w i l l come f o r the 

orthodox l o c a t i o n -- w i l l come from the east h a l f of 
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S e c t i o n 22; 68 pe r c e n t than i f t h e y were t o d r i l l the 

unorthodox l o c a t i o n ; 51 pe r c e n t of the reserves f o r a 

Morrow w e l l would come from the east h a l f of Sec t i o n 

22 . 

Q. What then i s your c o n c l u s i o n as a r e s e r v o i r 

engineer w i t h regards t o th e Morrow? 

A. For the Morrow, an orthodox l o c a t i o n i s the 

l o c a t i o n o f c h o i c e . 

Q. Mr. F u l t o n d e s c r i b e d a t h e o r e t i c a l p e n a l t y 

f o r m u l a and suggested t h a t as a p o s s i b l e p e n a l t y f o r 

h i s unorthodox l o c a t i o n . Have you examined how the 

Commission or the D i v i s i o n might come up w i t h a 

p e n a l t y by which the w e l l could be approved at t h i s 

l o c a t i o n i f t h e y choose t o ta k e t h a t r i s k , and yet 

p e n a l i z e the w e l l i n such a way t h a t t h e r e i s no 

o p p o r t u n i t y f o r uncompensated drainage between the two 

spacing u n i t s ? 

A. Yes, s i r , I hav e. 

Q. I n the absence of a p e n a l t y , w i l l t h e r e be 

uncompensated d r a i n a g e , i n your o p i n i o n ? 

A. D e f i n i t e l y . 

Q. To whose d e t r i m e n t ? 

A. To M i t c h e l l Energy C o r p o r a t i o n , Manzano, 

and a l s o the Texaco acreage i n Se c t i o n 14. 

Q. And t h a t would a l s o apply t o the acreage i n 
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S e c t i o n 15; would i t not? 

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

Q. How d i d you attempt t o address the 

r e s o l u t i o n of t h a t issue w i t h the p e n a l t y ? 

A. W e l l , i n my mind -- can we go on t o the 

next e x h i b i t ? 

Q. E x h i b i t No. 11? 

A. E x h i b i t No. 11. We have the r i g h t t o the 

gas t h a t i s w i t h i n our 320-acre drainage c i r c l e under 

a l e g a l l o c a t i o n . Nobody e l s e should be able t o 

produce any of t h a t gas, or i t would be uncompensated 

d r a i n a g e . 

Q. How are you going t o a d j u s t then a p e n a l t y 

t h a t would t a k e i n t o c o n s i d e r a t i o n the a c t u a l 

p r o b a b i l i t i e s w i t h i n the r e s e r v o i r of what the w e l l s 

w i l l do one t o another as they compete, based upon 

1 oc at i on ? 

A. You would have t o r e s t r i c t a w e l l such t h a t 

i t s o uter u n i t of drainage or i t s n o - f l o w boundary 

would not p e n e t r a t e over our dra i n a g e area, 320-acre 

drainage c i r c l e . 

Q. That's not a h i g h - t e c h e n g i n e e r i n g 

c a l c u l a t i o n , i s i t ? 

A. I t ' s p r e t t y s i m p l e . 

Q. Yes, s i r . And what d i d you do? 
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A. E x h i b i t 11 shows me -- now I'm us i n g 

E x h i b i t 11 f o r what would be the c l o s e s t orthodox 

l o c a t i o n , and t h a t would be 660 from the east l i n e and 

1,960 from the n o r t h l i n e i n Se c t i o n 22, w i t h a 

320-acre d r a i n a g e c i r c l e around t h a t w e l l I've drawn 

i n . And i t shows t h a t the n o r t h end of t h a t d r ainage 

c i r c l e i s 126 f e e t over the n o r t h l i n e of Sec t i o n 22. 

Ok ay ? 

I've a l s o drawn a 320-acre dr a i n a g e c i r c l e 

around our Wynell w e l l . I n t h i s case, they do not 

o v e r l a p . That r a d i u s i s 2,106, f e e t and they happen 

t o i n t e r s e c t v e r y c l o s e t o t h i s p o i n t , 126 f e e t n o r t h 

of the n o r t h l i n e of S e c t i o n 22. T h e r e f o r e , the 

c l o s e s t orthodox l o c a t i o n -- t h a t i s the most n o r t h e r n 

l i m i t f o r the drainage r a d i u s of t h a t w e l l . I f they 

are g r a n t e d any other a l l o w a b l e t h a t would r e s u l t i n 

l a r g e r d r ainage than t h a t , then t h e r e would be net 

uncompensated dr a i n a g e f o r our Wynell Federal w e l l . 

The hatch l i n e shows what t h e i r d r a i n a g e 

area f o r t h e i r unorthodox l o c a t i o n would be w i t h o u t a 

p e n a l t y . The small c i r c l e shows what t h e i r d r a i n a g e 

area must be i n order f o r t h e r e t o be no net 

uncompensated d r a i n a g e . 

Now t h e n , we must take t h a t d r a i n a g e c i r c l e 

and c a l c u l a t e what the p e n a l t y would be. And the way 
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I've c a l c u l a t e d t h a t , I f i r s t know t h a t d r ainage area, 

t h a t s m a l l c i r c l e has a r a d i u s of 660 from the 

okay. There i s a small e r r o r here. I have used 600 

f e e t because t h a t ' s what I saw your a p p l i c a t i o n t o 

say. I've s i n c e c o r r e c t e d i t t o what t h i s would be 

w i t h the a c t u a l 660 l o c a t i o n from the n o r t h l i n e . 

But what you see here i s a c a l c u l a t i o n 

u s i n g 600 f e e t , the w e l l spaced 600 f e e t from the 

n o r t h l i n e . I t s drainage r a d i u s , i n order t o be i n 

t h a t c i r c l e , would i n c l u d e an a d d i t i o n a l 126 f e e t . So 

i t s t o t a l d r a inage -- i t s d r a i n a g e r a d i u s would be 726 

f e e t . 

To c a l c u l a t e what i t s d r a i n a g e area would 

be i n simple geometry, I c a l c u l a t e 38 acre s . And, 

t h e r e f o r e , I b e l i e v e t h a t w e l l , i t s a l l o w a b l e p e n a l t y 

should r e s u l t i n o n l y 38 acres of drai n a g e i n order t o 

pre v e n t uncompensated drainage on our t r a c t . 

T h e r e f o r e , i t s p e n a l t y or i t s a l l o w a b l e f a c t o r would 

have t o be 38 d i v i d e d by 320 f o r an a l l o w a b l e f a c t o r 

of .119. The p e n a l t y would be 88 p e r c e n t . 

Q. I s t h a t your recommendation of the most 

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

s i t u a t i o n ? 

A. That i s c o r r e c t . I have e v a l u a t e d o t h e r s , 

but t h a t ' s the one I t h i n k would most apply i n t h i s 
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s i t u a t i o n . 

Q. L e t ' s look at some of the other ways i n 

which we might approach p e n a l t i e s . T h i s D i v i s i o n has 

discussed numerous combinations i n the p a s t , Mr. 

F r a z i e r . Let me ask you t o t u r n t o E x h i b i t No. 12, 

and ask you: The other types of p e n a l t i e s you've 

e x p l o r e d , i n what way have you examined another one 

w i t h E x h i b i t No. 12? 

A. E x h i b i t Number 12, I've used some of the 

f a c t o r s t h a t I've heard are commonly used here at the 

Commission. I've used the d i s t a n c e number of 600 f e e t 

from the n o r t h l i n e , and I've a l s o used -- f o r the 

Atoka here, I'm showing t h a t the t o t a l east h a l f of 

Sec t i o n 22 does not c o n t a i n p r o d u c t i v e sand. By Mr. 

Gaw l o s k i 1 s net sand i s o p a c h , I've c a l c u l a t e d t h a t o n l y 

221 acres out of the 320 acres are p r o d u c t i v e . So the 

two f a c t o r s I've used i n t h i s f o r m u l a are net 

p r o d u c t i v e acreage and the d i s t a n c e from the n o r t h 

l i n e . 

Q. A l l r i g h t . Let me make sure I understand. 

The 221 comes from where? 

A. I t ' s the p r o d u c t i v e area based on t h i s net 

sand isopach w i t h i n the east h a l f of S e c t i o n 22. 

Q. I f we adopt t h i s s o l u t i o n f o r p e n a l t y , why 

should we use t h a t as one of the f a c t o r s ? 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

129 

A. Because the p e n a l t y should be based, t o 

some degree, on the amount of gas or p r o d u c t i v e gas 

w i t h i n t h a t u n i t . 

Q. You have chosen a l s o t o f a c t o r i n the 

encroachment t o the n o r t h boundary l i n e . You've used 

600 f e e t . You si m p l y s u b s t i t u t e a r i t h m e t i c a l l y 660, 

and I t h i n k you come up w i t h 23 pe r c e n t a l l o w a b l e or 

79 p e r c e n t p e n a l t y , g i v e or t a k e . Why have you not 

done what Mr. F u l t o n d i d , and t h a t was f a c t o r i n or 

average i n the east-west dimension? 

A. Okay. There's a good reason f o r t h a t . 

When you have f a c t o r s t h a t are d e t r i m e n t a l t o what an 

a l l o w a b l e should be, t h e y ' r e not -- you sh o u l d n ' t 

average them. T h i s 600-feet f a c t o r i s a d e t r i m e n t a l 

f a c t o r . That has a c e r t a i n p e n a l t y a s s o c i a t e d w i t h 

i t . The f a c t t h a t i t doesn't have enough p r o d u c t i v e 

acreage w i t h i n t h a t u n i t i s an a d d i t i o n a l f a c t o r t h a t 

makes the f i r s t f a c t o r even worse. So th e y compound 

each o t h e r . They should be m u l t i p l i c a t i v e . 

When you s t a r t a v e r a g i n g i n o t h e r f a c t o r s , 

i t o n l y takes the e f f e c t of d i l u t i n g what the p e n a l t y 

should be. As lo n g as I use my p r o d u c t , I can b r i n g 

i n t h a t east h a l f f a c t o r . That a l l o w a b l e f a c t o r i s 

660 over 660. That's a c c e p t a b l e . I t ' s j u s t a product 

one times what I've done here. And as lon g as you 
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compound t h i n g s , you can b r i n g i n those other f a c t o r s . 

But once you s t a r t a v e r a g i n g f a c t o r s , i t o n l y tends 

t o d i l u t e what the r e a l issue and d e t r i m e n t a l problems 

are t h a t you have by moving the l o c a t i o n . 

Q. Let me ask i f you've prepared a d i s p l a y 

t h a t i l l u s t r a t e s the p o i n t you're t r y i n g t o make about 

f a c t o r i n g i n the dimension t h a t i s the standard 

d i s t a n c e east-west. Have you done t h a t ? 

A. Yes, I have. 

Q. Let me show you what i s marked as E x h i b i t 

No. 13, Mr. F r a z i e r . 

A. Okay. The f i r s t a l l o w a b l e f a c t o r t h a t I 

have come up w i t h i s what happens when you do average 

i n the d i s t a n c e from the east l i n e , the d i s t a n c e from 

the n o r t h l i n e , and then some acreage f a c t o r . 

Here I've used net p r o d u c t i v e acreage. I 

t h i n k Santa Fe has used the c r e s c e n t method t o come up 

w i t h acreage. But what happens here i s , when you add 

those t h r e e f a c t o r s t o g e t h e r and d i v i d e by t h r e e , you 

onl y get a p e n a l t y of -- you get an a l l o w a b l e f a c t o r 

of .66, a p e n a l t y of 34 p e r c e n t . 

Q. Let me see i f I'm c l e a r on the methodology. 

The u s i n g of the t h r e e f a c t o r s , i n aver a g i n g them 

a l l o w s a w e l l t o be t w o - t h i r d s c l o s e r t o the N 

boundary and yet on l y be reduced by a p p r o x i m a t e l y a 
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t h i r d i n terms of the p e n a l t y ? 

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

Q. Have you examined what the p e n a l t y would be 

i f Santa Fe had moved i t s l o c a t i o n t o t e n f e e t o f f the 

l i n e w i t h S e c t i o n 15 t o see what i t would get f o r an 

a l l o w a b l e ? 

A. Yes, I have. 

Q. What d i d you f i n d out? 

A. The p e n a l t y would o n l y be 43 p e r c e n t . You 

could e s s e n t i a l l y d r i l l i t on t h a t lease l i n e and have 

only a 43 pe r c e n t p e n a l t y . 

Q. As a r e s e r v o i r e n g i n e e r , do you f i n d t h a t 

a c c e p t a b l e ? 

A. I found t h a t as r a t h e r amazing. 

Q. Do you b e l i e v e i t ' s f a i r and a p p r o p r i a t e ? 

A. W e l l , i f I were them, I would a l s o put i n 

the d i s t a n c e from the south l i n e . I t ' s l e g a l from the 

south l i n e , and i t ' s l e g a l from the west l i n e . And 

I ' d t r y t o d i l u t e i t even f u r t h e r , I guess. 

Q. Same l o g i c would apply t h e n ; would i t not? 

A. Same l o g i c . I t ' s l e g a l from those two 

l i n e s as w e l l . 

Q. I n terms of the magnitude or the p o t e n t i a l 

impact of Santa Fe's proposed p e n a l t y of a p p r o x i m a t e l y 

29 p e r c e n t , have you a l s o prepared a d i s p l a y t o 
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i l l u s t r a t e what would p o t e n t i a l l y happen t o t h e i r 

d r a inage p a t t e r n w i t h t h i s p e n a l t y as they propose? 

A. Yes, I have. 

Q. Let me show you what's marked as E x h i b i t 

No. 14. Do you have t h a t ? 

A. I've got a copy. Okay. What I've shown on 

E x h i b i t 14 i s , around t h e i r proposed unorthodox 

l o c a t i o n , I've put -- f i r s t , I've put the 320-acre 

c i r c l e . Then the second c i r c l e I've drawn i s what 

t h e i r d r a i n a g e area would be i f t h e i r 29 percent 

p e n a l t y went i n t o e f f e c t . 

T h e i r d r a i n a g e area would e s s e n t i a l l y be 

reduced by 29 p e r c e n t . But because i t ' s p r o p o r t i o n a l 

t o t h e square of the r a d i u s , i t d r a i n s i n t h a t 

d r a i n a g e l i m i t v e r y l i t t l e . And I t h i n k t h a t i t would 

end up g i v i n g them the o p p o r t u n i t y t o d r a i n t h a t brown 

area t h a t they had on t h e i r map as showing t h a t t h a t 

was our acreage t o d r a i n . But by t h e i r p e n a l t y , they 

would e s s e n t i a l l y be d r a i n i n g the bulk of t h a t 

acreage. I t would l i m i t t h e i r d r a i n a g e area v e r y 

l i t t l e . 

My recommendation i s the 88 per c e n t case. 

I've shown a 79 per c e n t case, which was the case of my 

E x h i b i t No. 12, t o show t h a t i f we went w i t h something 

l i k e 79 p e r c e n t or even the 88 per c e n t t h a t we're 
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p r o p o s i n g , the dra i n a g e r a d i u s of t h a t w e l l would be 

l i m i t e d t o what i t should be. I t should not be 

allo w e d t o d r a i n acreage w i t h i n the dra i n a g e r a d i u s of 

our Wynell Federal w e l l . 

Q. L e t ' s t a l k f o r a min u t e , Mr. F r a z i e r , about 

how the p e n a l t y i s implemented. What i s your 

u n d e r s t a n d i n g of how the reduced a l l o w a b l e or p e n a l t y 

i s a c t u a l l y a p p l i e d a g a i n s t the w e l l ? 

A. W e l l , i f the p e n a l t y -- the p e n a l t y i s 

m u l t i p l i e d w e l l , one minus the p e n a l t y i s 

m u l t i p l i e d by the d e l i v e r a b i l i t y of t h a t w e l l , and 

t h a t ' s what you are a l l o w e d t o produce your w e l l a t . 

Q. I f the Santa Fe w e l l gets a d e l i v e r a b i l i t y 

i n the Atoka comparable t o what Manzano experienced i n 

the Wynell Federal No. 1 w e l l f o r i t s i n i t i a l 

p o t e n t i a l or i n i t i a l d e l i v e r a b i l i t y , what was t h a t 

d e l i v e r a b i l i t y ? 

A. We a c t u a l l y f l o a t e d up i n excess of s i x 

m i l l i o n c u b i c f e e t per day d u r i n g our f o u r - p o i n t t e s t . 

Q. I f we have s i x m i l l i o n a day times t h e 88 

perc e n t p e n a l t y , what i s s t i l l the p r o d u c i n g r a t e on a 

d a i l y b a s i s t h a t the p e n a l i z e d w e l l gets t o produce? 

A. I f we use our 88 pe r c e n t p e n a l t y ? 

Q. Yes, s i r . 

A. W e l l , t h a t would be able t o produce 12 
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p e r c e n t of t h a t s i x m i l l i o n c u b i c f e e t per day, which 

would be 720 Mcf per day. 

Q. Can you t h i n k of any other way t o apply the 

p e n a l t y as you've proposed i n order t o a v o i d 

uncompensated dr a i n a g e between the p r o p e r t i e s ? 

A. I can't t h i n k of any other way t o do i t 

t h a t would be f a i r . 

MR. KELLAHIN: Thank you, Mr. Examiner. 

We move the i n t r o d u c t i o n of E x h i b i t s 7 

t h r o u g h 14. 

HEARING EXAMINER: E x h i b i t s 7 t h r o u g h 14 

w i l l be a d m i t t e d as evidence. 

MR. CARR: I have no q u e s t i o n s . 

HEARING EXAMINER: Mr. Bruce. 

CROSS EXAMINATION 

BY MR. BRUCE: 

Q. Mr. F r a z i e r , l o o k i n g at your E x h i b i t 8, 

where you have the acre f e e t , how d i d you get the 4311 

number and 544 number? 

A. That looks l i k e a t y p o . 

Q. Could we get a c o r r e c t number? 

A. Sure. The 4311 i s the t y p o . Okay? I t 

should be 431. Sorry about t h a t . 

Q. Now, assuming r a d i a l d r a i n a g e , which you 

have done here, and which Mr. F u l t o n a l s o d i d -- i s 
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t h a t c o r r e c t ? 

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

Q. And l o o k i n g at j u s t 320 gas w e l l spaced on 

320 a c r e s , v i r t u a l l y every w e l l w i l l d r a i n , 

t h e o r e t i c a l l y , acreage o u t s i d e the u n i t s ? 

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

Q. And i f Santa Fe d r i l l e d , l e t ' s say, had a 

lay-down, d r i l l e d at a stan d a r d l o c a t i o n 660 from the 

n o r t h and 1,980 from the east l i n e of the s e c t i o n , i t 

would p r o b a b l y d r a i n a heck of a l o t more of Se c t i o n 

15 than i t w i l l at i t s proposed unorthodox l o c a t i o n ; 

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

A. And i t would l e g a l l y be a l l o w e d t o do so. 

Q. Have you done any v o l u m e t r i c c a l c u l a t i o n s 

on the Sapphire w e l l ? 

A. Yes, I have. 

Q. What d i d you come up w i t h ? 

A. That p a r t i c u l a r w e l l w i l l p r o b a b l y not 

d r a i n 320 acres. 

Q. How much w i l l i t d r a i n ? 

A. I don't remember the exact number. 

Q. Roughly. 

A. W e l l , i t ' s a f u n c t i o n of what you -- r i g h t 

now, based on the b u i l d u p , i t looks l i k e i t ' s o n l y 

going t o d r a i n , oh, l e s s than 100 acre s . The 
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assumption i s based on net sand t o determine what your 

f i n a l acreage f i g u r e i s . 

Q. So i f Santa Fe d r i l l e d i n the Morrow and 

got a s i m i l a r w e l l , i t would have much l e s s e f f e c t on 

any o f f s e t t i n g acreage than you've proposed here i n 

your e x h i b i t s ? 

A. That's not c o r r e c t . We're p r i m a r i l y 

concerned w i t h the Wynell F e d e r a l , the Atoka, reserves 

i n the Wynell F e d e r a l and the Sapphire, and the Morrow 

reserves i n the Wynell F e d e r a l . 

Q. I f the Santa Fe w e l l o n l y d r i l l e d somewhat 

under 100 a c r e s , i t wouldn't have near the e f f e c t on 

the Wynell w e l l , would i t ? 

A. W e l l , o v e r a l l the Morrow i s expected t o 

d r a i n 320 acre s , and u n t i l we show o t h e r w i s e , I'm 

going t o b e l i e v e t h a t our Wynell F e d e r a l w i l l d r a i n 

320 acres from the Morrow. 

Q. I'm sayi n g assuming Santa Fe's w e l l o n l y 

d r a i n e d 100 ac r e s . 

A. Oh. 

MR. KELLAHIN: I t h i n k t h a t ' s an 

i n a p p r o p r i a t e q u e s t i o n . I'm going t o o b j e c t . He's 

askin g t h i s t e c h n i c a l w i t n e s s t o assume the f a c t . 

I t ' s not even an issue here. The presumption i s 

320-acre gas sp a c i n g . We've t a l k e d about t h a t a l l day 
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l o n g . There's no a p p l i c a t i o n b e f o r e you t o change the 

spacing p a t t e r n --

MR. BRUCE: And he has j u s t t e s t i f i e d t h a t 

the o n l y other Morrow w e l l i n t h i s area i s o n l y 

d r a i n i n g l e s s than 100 ac r e s . 

HEARING EXAMINER: I ' l l a l l o w the q u e s t i o n , 

Mr. Bruce. 

Q. (BY MR. BRUCE) So i f you j u s t look at the 

Santa Fe w e l l -- i f Santa Fe got a s i m i l a r w e l l 

d r a i n i n g somewhat l e s s than 100 acres I'm not sure 

of the exact f i g u r e i t would have a s u b s t a n t i a l l y 

l e s s e f f e c t on Manzano's and M i t c h e l l ' s acreage i n 

Sections 14 and 15? 

A. I have not t e s t i f i e d t h a t the o n l y Morrow 

producer i n the area i s going t o d r a i n 100 acre s . 

Q. The nearest Morrow producer? 

A. The n e a r e s t , t h a t i s c o r r e c t . 

MR. KELLAHIN: Mr. Examiner, i f Mr. Bruce 

w i l l s t i p u l a t e t h a t h i s w e l l w i l l o n l y d r a i n 100 

acr e s , w e ' l l go away. I f he w i l l l i m i t h i s p r o d u c t i o n 

t o o n l y 100 ac r e s , we can leave r i g h t now. 

Object t o the l i n e of the q u e s t i o n . 

MR. BRUCE: We know the games t h a t are 

played here, Mr. Examiner. But M i t c h e l l i s c l a i m i n g 

at one p o i n t t h a t these w e l l s o n l y d r a i n l e s s than 100 
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acres, but you have t o assume t h a t Santa Fe's going t o 

d r a i n 320, and t h a t the Wynell i s going t o d r a i n 320 

i n the Morrow. 

MR. KELLAHIN: Mr. Examiner, I resent the 

i m p l i c a t i o n t h a t t h i s i s a game. Thi s i s v e r y s e r i o u s 

business w i t h v e r y s e r i o u s people f o r v e r y s e r i o u s 

money. 

HEARING EXAMINER: Mr. K e l l a h i n , l e t me 

i n t e r r u p t you. We've got an o b j e c t i o n on the f l o o r . 

I ' l l do t h e same t h i n g w i t h Mr. Bruce as we d i d w i t h 

Mr. K e l l a h i n . 

What are you t r y i n g t o prove w i t h the 

qu e s t i o n ? What i s your o b j e c t i v e ? Why are you 

askin g i t ? 

MR. BRUCE: He's a l r e a d y s t a t e d t h a t the 

c l o s e s t Morrow w e l l d r a i n s l e s s than 100 ac r e s , but he 

has based a l l of h i s c a l c u l a t i o n s on adverse e f f e c t on 

Sections 14 and 15 based on 320 acres. 

I'm merely a s k i n g t h a t i f the Santa Fe w e l l 

i s s i m i l a r , what would the e f f e c t be on the o f f s e t 

acreage. I t h i n k i t ' s a f a i r q u e s t i o n . 

HEARING EXAMINER: Mr. Bruce, i f I asked 

you t o p r o v i d e me w i t h some premises, would you reach 

the c o n c l u s i o n I seek? 

MR. BRUCE: I ' l l w ithdraw the q u e s t i o n . I 
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t h i n k the p o i n t has been made. 

Q. L e t ' s t u r n t o E x h i b i t 1 1 , Mr. F r a z i e r . I 

f i n d t h i s one q u i t e i n t e r e s t i n g . I b e l i e v e you s t a t e d 

t h a t , j u s t l o o k i n g at the Wynell w e l l , assumed t o 

d r a i n 320 ac r e s , and we're not going t o d i s p u t e you on 

t h a t , but then you s t a t e d no one should be al l o w e d t o 

d r a i n a n y t h i n g from the Wynell w e l l ' s area of 

dr a i n a g e . 

A. Well — 

Q. You s t a t e d t h a t , d i d you n o t , or words t o 

t h a t e f f e c t ? 

A. From a stand-up u n i t i n the east h a l f of 

Sec t i o n 22, t h a t i s c o r r e c t . 

Q. That's not what you s t a t e d . I don't want 

t o get i n t o an a r g u i n g match w i t h you here, but you 

s t a t e d t h a t no one should be al l o w e d t o d r a i n a n y t h i n g 

from the Wynell w e l l ' s area of d r a i n a g e ; so, i n 

e f f e c t , t h a t means i f you look at Se c t i o n 14, Manzano 

and M i t c h e l l d r i l l s a w e l l at i t s proposed l o c a t i o n i n 

the southwest q u a r t e r of S e c t i o n 14, t h a t ' s going t o 

have t o have a p e n a l t y on i t , i s n ' t i t ? 

A. I ' l l be gla d t o c o r r e c t m y s e l f . 

Q. Thank you. 

A. I meant s p e c i f i c a l l y a stand-up u n i t i n the 

east h a l f of S e c t i o n 22, as the f u e l r u l e s a l l o w , a 
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w e l l i n t h a t u n i t should not d r a i n the area w i t h i n 

t h a t 320 c i r c l e around the Wynell Federal No. 1. 

Q. What has Mr. Gawloski s t a t e d , t h a t t h e r e i s 

a new w e l l proposed by Manzano and M i t c h e l l i n the 

southwest q u a r t e r of S e c t i o n 14; 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 i s the f o o t a g e l o c a t i o n of t h a t w e l l ? 

A. There have been some minor adjustments due 

t o land problems, but i t ' s b a s i c a l l y 1,980 from the 

west l i n e and 1,980 from the south l i n e . I t ' s not 

e x a c t l y t h a t . I t h i n k i t ' s 2,000 something, but i t ' s 

b a s i c a l l y the 1,980/1,980 l o c a t i o n . 

Q. Assuming i t ' s r o u g h l y 1,980/1,980, what's 

the d i s t a n c e from t h a t proposed w e l l from the Wynell 

w e l l ? 

A. I t would be a p p r o x i m a t e l y 1,980 p l u s the 

660 t h a t the Wynell i s from the east l i n e . 

Q. So t h a t ' s a h a l f a m i l e ; r i g h t ? 

A. A p p r o x i m a t e l y . 

Q. What i s the d i s t a n c e between Santa Fe's 

proposed w e l l and the Wynell w e l l ? 

A. About the same d i s t a n c e . 

Q. So t h e y ' r e both going t o be about --

assuming Santa Fe d r i l l s i t s w e l l and Manzano d r i l l s 

i t s second w e l l , t h e y ' r e going t o be a p p r o x i m a t e l y the 
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same d i s t a n c e from the Wynell w e l l ? 

A. But our w e l l w i l l be an orthodox l o c a t i o n . 

Q. Has M i t c h e l l ever d r i l l e d a w e l l when i t ' s 

had an 88 pe r c e n t p e n a l t y assessed a g a i n s t i t ? 

A. No, I don't b e l i e v e we have. 

Q. Assuming the need arose f o r a M i t c h e l l or 

Manzano w e l l t o be unorthodox i n the southwest q u a r t e 

of S e c t i o n 14, would you recommend t o management t h a t 

a w e l l be d r i l l e d w i t h an 88 per c e n t p e n a l t y assessed 

a g a i n s t i t ? 

A. We wouldn't recommend a w e l l t o be d r i l l e d 

the r e . 

Q. You wouldn't recommend the unorthodox w e l l 

or you wouldn't recommend the 88 per c e n t -- the w e l l 

t o be d r i l l e d w i t h the 88 pe r c e n t p e n a l t y ? 

A. I wouldn't recommend t h a t l o c a t i o n i n the 

f i r s t p l a c e . 

Q. Looking at E x h i b i t 12, i f you use Santa 

Fe's geology i n s t e a d , would i t r e s u l t i n a somewhat 

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

A. Are you t a l k i n g a p e n a l t y f o r the Atoka or 

f o r the Morrow? 

Q. Th i s i s the Atoka; i s i t not? 

A. That's c o r r e c t . I don't r e c a l l . I ' d have 

t o c a l c u l a t e based on t h e i r map, but they don't even 
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have a net sand map. 

Q. We need not get i n t o t h a t , but your p e n a l t y 

c a l c u l a t i o n s , a number of your f a c t o r s here are r e a l l y 

based on M i t c h e l l ' s g e o l o g i s t , are they not? 

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

Q. And would i t be f a i r t o say t h e r e ' s q u i t e a 

d i f f e r e n c e between M i t c h e l l ' s geology and Santa Fe's 

geology ? 

A. There i s some d i f f e r e n c e . 

Q. And i f you accepted Santa Fe's i n s t e a d of 

M i t c h e l l ' s , you might come up w i t h d i f f e r e n t r e s u l t s ? 

A. But e i t h e r way you accept the geology, I 

t h i n k the p e n a l t y f o r m u l a should not be a d e l e t i n g , 

a v e r a g i n g method. 

Q. Now, when you tak e t h i s 221 c o r r e c t i v e 

acres out of -- of course, any time you m u l t i p l y 

f r a c t i o n s , you're going t o get a sm a l l e r number than 

any other f r a c t i o n t h a t you've used; r i g h t ? 

A. These are compounding e f f e c t s , compounding 

f a c t o r s . 

Q. Compounding downward? 

A. W e l l , when you have two n e g a t i v e f a c t o r s , 

when you put them t o g e t h e r , t h e y should wind up w i t h a 

bigg e r p e n a l t y . 

Q. Looking at your E x h i b i t 13, are you aware 
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of any i n s t a n c e --

A. Which e x h i b i t ? 

Q. 13 -- any i n s t a n c e on a 320-acre gas w e l l 

u n i t where the OCD all o w e d the w e l l t o be ten f e e t 

away from the lease l i n e or the s e c t i o n l i n e ? 

A. No, but i f t h i s f o r m u l a i s a l l o w e d , why 

wouldn't somebody want one t h e r e ? You're p r o b a b l y 

going t o see i t . 

Q. I n l o o k i n g at your S e c t i o n 14, I'm r e a l l y 

not q u i t e sure I understand i t . 

A. Okay. 

Q. Whether the p e n a l t y i s zero or 29 p e r c e n t , 

are you b a s i c a l l y assuming t h a t i n the area of o v e r l a p 

between the Wynell w e l l and Santa Fe's w e l l -- Santa 

Fe's proposed w e l l , t h a t Santa Fe would recover a l l 

hydrocarbons i n t h a t area of ov e r l a p ? 

A. No. 

Q. You're not ? 

A. No. There would be a c o m p e t i t i v e d r a i n a g e 

s i t u a t i o n f o r t h a t area. But t h e r e s h o u l d n ' t be a 

need, s h o u l d n ' t be g e t t i n g i n t o t h a t s i t u a t i o n f o r the 

s i t u a t i o n as i t e x i s t s out here. I don't see them t o 

have the r i g h t t o any of i t . 

Q. But ov e r l a p s almost always occur or o f t e n 

occur, I should say? 
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A. But they t r y t o be l i m i t e d where you are 

accepted o v e r l a p s i n c e r t a i n d i r e c t i o n s , but o v e r l a p 

i n a l l d i r e c t i o n s i s not a l l o w e d . 

MR. BRUCE: I have n o t h i n g f u r t h e r , Mr. 

Examine r 

Examine r 

MR. KELLAHIN: I do have one q u e s t i o n , Mr. 

REDIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Are you aware of any precedent i n the 

D i v i s i o n f o r a p p l y i n g an acreage f a c t o r p r o d u c t i o n 

l i m i t a t i o n , as w e l l as i n combination w i t h a d i s t a n c e 

f a c t o r l i m i t a t i o n i n any s i t u a t i o n s of an unorthodox 

1ocat i on ? 

A. P r o d u c t i v e acreage? 

Q. C o r r e c t , yes . 

A. I'm not f a m i l i a r w i t h any i n New Mexico, 

no. I'm f a m i l i a r w i t h o t her areas. 

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

HEARING EXAMINER: An y t h i n g f u r t h e r of t h i s 

w i t n e s s ? I f n o t , he may be excused. 

(Thereupon, a d i s c u s s i o n was held 

o f f the r e c o r d , and Case 9796 

was b r i e f l y adjourned.) 

HEARING EXAMINER: And w e ' l l get back t o 
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the o t h er case. 

Mr. Bruce, I b e l i e v e you wanted t o c a l l a 

wit n e s s . 

MR. BRUCE: I would l i k e t o r e c a l l as a 

r e b u t t a l w i t n e s s Mr. Thoma. 

R E B U T T A L 

JOHN L. THOMA, 

the w i t n e s s h e r e i n , a f t e r h a v i n g been f i r s t p r e v i o u s 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 i l o w s : 

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Thoma, d i d you l i s t e n t o Mr. Gawloski's 

t e s t i m o n y ? 

A. Yes , I d i d . 

Q. And d i d you review h i s e x h i b i t s ? 

A. Yes, I have. 

Q. One t h i n g he s t a t e d , I b e l i e v e , was t h a t 

M i t c h e l l used s e i s m i c . Does Santa Fe use seismic? 

A. We do use seismic where we f e e l i t i s 

u s e f u l . I n t e g r a t i o n of soni c and subsurface data i s 

u s e f u l , and coming up w i t h a handle on v e l o c i t y 

v a r i a t i o n s which a f f e c t the i n t e g r i t y of seismic 
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i n t e r p r e t a t i o n s . 

However, we have found, p a r t i c u l a r l y i n the 

Morrow, t h a t near s u r f a c e v e l o c i t y problems are not 

r e l i a b l y addressed on a r e g u l a r b a s i s by i n t e g r a t i o n 

of sonic and subsurface d a t a . And sinc e you are 

l i m i t e d by those means t o c o r r e c t i n g the seismic f o r 

v e l o c i t y , near s u r f a c e v e l o c i t y problems, we have 

subsequently decided t h a t t h r o u g h use, t h r o u g h t r i a l 

and e r r o r , t h a t s e i s m i c , i n our o p i n i o n , i s not a 

r e l i a b l e means of p r e d i c t i n g s t r u c t u r e i n the Morrow. 

There are f r e q u e n t l y phase v a r i a t i o n s 

w i t h i n Morrow f o r m a t i o n and at the top of the Morrow 

f o r m a t i o n caused by s t r a t i g r a p h i c v a r i a t i o n s w i t h i n 

the Morrow i t s e l f , which cause you t o i n c o r r e c t l y --

f r e q u e n t l y i n c o r r e c t l y map s t r u c t u r e because you're 

not mapping e q u i v a l e n t p o i n t s ; you're mapping 

methodology changes. 

For t h a t reason, we have not used -- we 

have e l e c t e d t o minimize the use of seismic i n the 

Morrow. 

Q. Now, l o o k i n g at M i t c h e l l ' s E x h i b i t s 1 

thro u g h 5, do you agree w i t h those i n t e r p r e t a t i o n s ? 

A. No, no. The Atoka i n t e r p r e t a t i o n I don't 

d i s a g r e e w i t h , o b v i o u s l y . Those are v e r y , v e r y 

s i m i l a r . The Morrow i n t e r p r e t a t i o n s I would 
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p e r s o n a l l y d i s a g r e e w i t h , p r o f e s s i o n a l l y d i s a g r e e 

w i t h , I guess i s the proper way t o s t a t e i t . 

Mapping groups of sands w i t h i n the 

Morrow i s a f r e q u e n t l y employed t e c h n i q u e of mapping 

p r o s p e c t i v e t r e n d s w i t h i n the Morrow, but i n terms of 

i s o l a t i n g s p e c i f i c p r o d u c i n g t r e n d s w i t h i n an area, we 

have e l e c t e d t o go t o mapping i n d i v i d u a l sands. 

C e r t a i n l y by mapping a package of sands, 

which M i t c h e l l has e l e c t e d t o do, you're s i m i l a r l y 

mapping sand t r e n d s the way I am by us i n g a clean sand 

map. They are both an agg r e s s i v e approach t o mapping 

sand t r e n d i n the Morrow, b u t , once you've i d e n t i f i e d 

a s p e c i f i c pay i n a l o c a l i z e d area, a more u s e f u l map 

i n terms of p r e d i c t i n g where t h a t sand i s d e v e l o p i n g 

and where i t ' s going i s t o map t h a t p a r t i c u l a r sand, 

and t h a t ' s what we have done w i t h our isopach map. 

That's why p r i m a r i l y we d i d n ' t show our 

maps. We have maps v e r y s i m i l a r t o t h i s , and 

c e r t a i n l y t h e r e are other sands i n the area, but i n 

t h i s s p e c i f i c area r i g h t here where we're t a l k i n g 

about d r i l l i n g , t h a t i s the o b j e c t i v e sand which has 

been proven t o be p r o d u c t i v e , and I guess t h a t ' s where 

I d i s a g r e e w i t h h i s maps i n terms of the o r i e n t a t i o n 

and whatnot; t h a t ' s j u s t a mat t e r of i n t e r p r e t a t i o n . 

But i n terms of e v a l u a t i n g what should be looked a t , 
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you know, s p e c i f i c a l l y , i n regards t o any given w e l l , 

I t h i n k you need t o tak e the i n t e r p r e t a t i o n t o a much 

more d e t a i l e d l e v e l . 

Q. F i n a l l y , Mr. Thoma, t h e r e ' s been t a l k about 

the Pan Am Laguna w e l l . Regarding the performance of 

t h a t w e l l , i s t h e r e a n y t h i n g -- and o b v i o u s l y 

performed p o o r l y -- i s t h e r e a n y t h i n g t h a t anybody can 

p o i n t t o , or i s i t a l l s p e c u l a t i o n ? 

A. I b e l i e v e i t ' s s p e c u l a t i v e . You can say 

t h a t the w e l l was damaged from the f r a c j o b . You can 

say i t was damaged because i t was d r i l l e d w i t h f r e s h 

w a t e r . Fresh water t y p i c a l l y i s n ' t used anymore. 

There are a number of d i f f e r e n t reasons, 

but t h e r e ' s a l s o numerous Morrow w e l l s w i t h sands t h a t 

look j u s t as good as t h a t t h a t have been d r i l l e d 

around the b a s i n , u s i n g proper t e c h n i q u e s , t h a t you 

can't e x p l a i n the p r o d u c i n g number, why the sand 

doesn't produce. 

So I t h i n k t h a t p o i n t i n g t o one t h i n g i n 

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

MR. BRUCE: Thank you. 

C R O S S - E X A M I N A T I O N 

BY MR. K E L L A H I N : 

Q. Mr. Thoma, you mapped o n l y one of the sands 

i n the Morrow p o o l , d i d n ' t you? 
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A. I n t h i s p a r t i c u l a r area, I presented a map 

on the sand which I thought was the o b j e c t i v e sand f o r 

the area. We have mapped other sands i n the area. 

Q. The map you pre s e n t e d today i s a map of a 

s i n g l e sand i n the Morrow? 

A. C o r r e c t . 

Q. That's the o n l y map you gave us? 

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

Q. There are numerous other pay sands i n the 

Morrow i n t h i s area? 

A. To the n o r t h and t o the s o u t h , yes. I n 

t h i s s p e c i f i c area, the t h r e e - m i l e r a d i u s or two-mile 

r a d i u s , t h e r e i s not t o d a t e . 

Q. And w i t h i n the area shown on Mr. Gawloski's 

d i s p l a y , Santa Fe has yet t o d r i l l i t s f i r s t 

Morrow w e l l ? 

A. I n an area a p p r o x i m a t e l y two m i l e s , t h r e e 

m i l e s around t h i s w e l l , Santa Fe has yet t o d r i l l i t s 

f i r s t Morrow w e l l . However, i f you go f o u r m i l e s away 

from t h i s w e l l , you w i l l f i n d a w e l l t h a t we d i d i n 

f a c t d r i l l . 

MR. KELLAHIN: Nothing f u r t h e r . 

HEARING EXAMINER: A n y t h i n g f u r t h e r of t h i s 

w i t n e s s ? I f n o t , he may be excused. 

Would counsel l i k e t o g i v e c l o s i n g 
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statements at t h i s time? 

MR. KELLAHIN: I f i t p l e a s e , Mr. Examiner 

HEARING EXAMINER: L e t ' s t r y and keep i t 

b r i e f , i f we can, Mr. K e l l a h i n . 

MR. CARR: Why don't you l e t me go f i r s t ? 

Mine's v e r y b r i e f . 

HEARING EXAMINER: Okay, Mr. Carr. 

MR. CARR: And̂ , we can l e t the r e a l p a r t i e s 

go at i t . 

Texaco Inc. is here today in opposition ert 

the a p p l i c a t i o n of Santa Fe Energy O p e r a t i n g 

P a r t n e r s . We're the owner of s u b s t a n t i a l and v a l u a b l e 

m i n e r a l i n t e r e s t i n the p r o p e r t i e s n o r t h and northwest 

of the proposed unorthodox l o c a t i o n , and we b e l i e v e 

the v e r y best data a v a i l a b l e on the area d i c t a t e s t h a t 

the w e l l should be d r i l l e d at the standard l o c a t i o n . 

I f , however, Santa Fe i n s i s t s on d r i l l i n g 

at the proposed unorthodox l o c a t i o n , we b e l i e v e the 

pr o d u c i n g r a t e from the w e l l should be p e n a l i z e d , and 

the p e n a l t y should be s u b s t a n t i a l and i n l i n e w i t h the 

recommendations made by M i t c h e l l Energy C o r p o r a t i o n . 

We b e l i e v e you should f o l l o w the 

recommendation of M i t c h e l l because t h e i r p e n a l t y i s 

based on an a n a l y s i s of the t e c h n i c a l data a v a i l a b l e 
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on the r e s e r v o i r , u n l i k e the recommendation of Santa 

Fe, which i s based on n o t h i n g whatsoever except 

s u r f a c e d i s t a n c e s - a f t e r t h e y came i n and made a 

g e o l o g i c a l p r e s e n t a t i o n , and then f o r some reason i n 

c a l c u l a t i n g p e n a l t y e l e c t e d not t o f o l l o w i t . 

We b e l i e v e i f a p e n a l t y i s not imposed i n 

l i n e w i t h what i s recommended by M i t c h e l l , 

uncompensated-for drainage i s going t o be a u t h o r i z e d 

and our c o r r e l a t i v e r i g h t s w i l l be i m p a i r e d . 

HEARING EXAMINER: Thank you, Mr. Carr. 

Mr. K e l l a h i n . 

MR. KELLAHIN: Mr. Examiner, i t i s my 

assessment of Mr. Thoma 1s g e o l o g i c c r i t e r i a t h a t he 

i d e n t i f i e d f o r us t h a t t h a t g e o l o g i c c r i t e r i a has been 

s a t i s f i e d by h i s own e x h i b i t s and can be f u l f i l l e d 

w i t h a w e l l at a stan d a r d l o c a t i o n . I f you look at 

h i s s t r u c t u r e map, you can f o l l o w the contour of the 

same s t r u c t u r a l p o i n t he seeks f o r the unorthodox 

l o c a t i o n and f i n d at a c l o s e r s t a n d a r d l o c a t i o n he 

does not l o s e s t r u c t u r e . The o n l y m a t e r i a l d i f f e r e n c e 

appears t o be the l o s s of a few f e e t of t h i c k n e s s i n 

the Morrow channel. 

I t ' s our assessment t h a t he has not proven 

thro u g h h i s t e s t i m o n y or anyone e l s e on b e h a l f of 

Santa Fe one of the b a s i c requirements f o r j u s t i f y i n g 
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the unorthodox l o c a t i o n : t h a t the unorthodox l o c a t i o n 

must show an enhanced o p p o r t u n i t y t o develop the 

spacing u n i t t h a t he cannot achieve at a standard 

l o c a t i o n . 

Santa Fe ought t o thank us, Mr. Examiner, 

f o r showing them i n f o r m a t i o n t h a t they chose not t o 

u t i l i z e or d i d not o t h e r w i s e have. Santa Fe has yet 

to d r i l l t h e i r f i r s t Morrow t e s t i n t h i s immediate 

v i c i n i t y . We have brought b e f o r e you the r e s i d e n t 

e x p e r t , at l e a s t w i t h i n t h i s p a r t i c u l a r l o c a l e , the 

e x p l o r a t i o n g e o l o g i s t t h a t has put h i s money where h i s 

mouth i s and has s u c c e s s f u l l y d r i l l e d two pr o d u c i n g 

w e l l s . He has yet t o d r i l l h i s f i r s t d r y hole i n t h i s 

area. What he i s do i n g i s about t o d r i l l h i s t h i r d 

w e l l , and he's doing i t at a standard l o c a t i o n . The 

development of these w e l l s i s at standard l o c a t i o n s 

u n t i l Santa Fe comes up and wants t o p l a y c l o s o l o g y 

and corner shoot what i s the o n l y p r o d u c i n g Atoka w e l l 

i n S e c t i o n 15. 

The sei s m i c i n f o r m a t i o n i s c r i t i c a l . Our 

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

area, and we t h i n k i t ' s a necessary t o o l t h a t he has 

s u c c e s s f u l l y u t i l i z e d and demonstrated t o you t h a t 

i t ' s a c c u r a t e . 

I f Santa Fe chooses t o go ahead w i t h the 
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r i s k of d r i l l i n g at the unorthodox l o c a t i o n , i t makes 

a b s o l u t e l y no d i f f e r e n c e at a l l t h a t the w e l l s may be 

i n f a c t s i m i l a r d i s t a n c e s a p a r t when you look at the 

area of encroachment. 

They have given you some unusual s i t u a t i o n s 

by which you then can judge the e n t i r e p r e s e n t a t i o n , 

one of which i s they t e l l you t h a t t h e r e should be no 

p e n a l t y on the Morrow because we're not yet p r o d u c i n g 

what we have proved t o be p r o d u c i b l e Morrow reserves 

i n the southeast q u a r t e r of 15. They say, "Just 

i g n o r e t h a t . " 

I have yet t o see an order b e f o r e t h i s 

D i v i s i o n t h a t you've ever chosen t o do t h a t . You 

always p r o t e c t the u n d r i l l e d acreage t o giv e the 

o p p o r t u n i t y t o those people being encroached upon t o 

p r o t e c t themselves. 

Mr. Bruce and h i s wi t n e s s e s have suggested 

the P e n n z o i l o r d e r . That's something of an a n t i q u e by 

now, Mr. Examiner. I can t e l l you about i t longer 

than you care t o do i t because I d i d i t . And i n t h a t 

case, we had some a d d i t i o n a l parameters t h a t you as an 

examiner have c e r t a i n l y not adopted, and as best I can 

f i n d have not been used i n the r e c e n t past b e f o r e t h i s 

D i v i s i o n . 

I w i l l show you, because I've gone t o the 
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t r o u b l e t o f i n d them, some of the most recent orders 

you have entered i n s i m i l a r s i t u a t i o n s . And the t h i n g 

t h a t you have not done i s t h a t you have not given them 

the w i n d f a l l of f a c t o r i n g i n the dimensions by which 

the w e l l i s s t a n d a r d . That's a goofy idea anyway. 

What you do i s you gi v e them a bonus f o r the 

encroachment. There's no sense t o t h a t . Our engineer 

demonstrated w i t h good, sound e n g i n e e r i n g t e c h n i q u e 

t h a t j u s t makes no l o g i c at a l l . 

One of the o r d e r s I ' d l i k e t o share w i t h 

you, and I ' l l p r o v i d e a set of those t o Mr. Bruce f o r 

h i s comment, the Nearburg order i s not one t h a t you 

d i d , but I s e l e c t e d i t as an example because i t i s one 

t h a t Mr. Stogner d i d , and Mr. Stogner e n t e r e d the 

P e n n z o i l order upon which Santa Fe place d such g r e a t 

r e l i a n c e the Nearburg order o n l y f a c t o r e d i n the 

dimension towards which the w e l l was unorthodox. 

The second order i n the package of orders 

i s one t h a t you d i d e n t e r i n the Reed & Stevens case. 

Again, what you d i d i n t h a t case i s you f a c t o r e d i n 

the one dimension i n which the w e l l was enc r o a c h i n g . 

Look at the Santa Fe E x p l o r a t i o n order t h a t 

you e n t e r e d on A p r i l 12, 1989, i n a s i m i l a r s i t u a t i o n , 

more f a c t o r i n g i n the dimensions i n which the w e l l i s 

unorthodox, and we don't g i v e them a bonus or a 
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w i n d f a l l f o r m a i n t a i n i n g the d i s t a n c e t h a t i s 

st a n d a r d , and we suggest t h a t i t ' s t o t a l l y 

i n a p p r o p r i a t e t o do so i n t h i s case. 

You and I and everybody i n t h i s room t h a t 

p r a c t i c e s r e g u l a r l y b e f o r e you has s t r u g g l e d t o f i n d 

an a c c e p t a b l e l o c a t i o n f o r these type of cases or a 

p e n a l t y f o r these type of cases, and I t h i n k we've got 

a f r e s h idea here from Mr. P r a z i e r t h a t m e r i t s some 

c o n s i d e r a t i o n . That's the one where on h i s E x h i b i t 

No. 1 1 , he at t e m p t s t o apply e n g i n e e r i n g methodology 

t o come up w i t h what r e a l l y w i l l be r e a l w o r l d 

p e n a l t i e s , and t h a t ' s t h a t no f l o w boundary 

c a l c u l a t i o n , the 88 p e r c e n t . 

The r e c o r d i s s u b s t a n t i a l b e f o r e you, and I 

t h i n k you're j u s t i f i e d i n e n t e r i n g such a p e n a l t y . 

What's i n t e r e s t i n g about a l l these 

p e n a l t i e s i s t h i s i s a case where t h e r e ' s o p p o r t u n i t y 

t o the a p p l i c a n t t o achieve a s u b s t a n t i a l advantage 

because the way the p e n a l t y works i s not r e a l l y going 

t o a f f e c t i t . 

For example, i f t h e y get a w e l l t h a t ' s got 

the d e l i v e r a b i l i t y p o t e n t i a l of the Wynell w e l l of 6 

m i l l i o n a day, apply any k i n d of p e n a l t y a g a i n s t t h a t , 

even i f i t ' s an 88 pe r c e n t p e n a l t y , t h e y get t o 

produce a t a s i g n i f i c a n t r a t e . 
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And t h e r e i n l i e s the f l a w i n the system i s 

t h a t t h e r e i s not an i n t e g r a t i o n o f the p e n a l t y w i t h 

the a c t u a l p r o d u c i n g r a t e s of the w e l l s upon which 

t h a t l o c a t i o n encroaches. 

I t h i n k i t ' s a f a t a l f l a w , and I t h i n k what 

Mr. F r a z i e r gives us i s a w o n d e r f u l o p p o r t u n i t y t o 

apply some science t o what i s r e a l l y a t h e o r e t i c a l , 

h y p o t h e t i c a l , sometimes meaningless a r i t h m e t i c 

s o l u t i o n f o r a p e n a l t y . And when he has c a r e f u l l y and 

t h o r o u g h l y c a l c u l a t e d no f l o w boundary f o r the 

encroaching w e l l , I t h i n k t h e r e ' s some science t o 

t h a t . There's some s u b s t a n t i a l evidence t o j u s t i f y 88 

pe r c e n t p e n a l t y . And I t h i n k you can do so i n t h i s 

case w i t h the comfort t o r e a l i z e t h a t the best 

g e o l o g i c evidence shows t h a t t h e y can d r i l l i n the 

stan d a r d l o c a t i o n , and t h a t ' s where they ought t o be. 

So i f you choose t o gr a n t the o p p o r t u n i t y 

t o g r a n t t h i s l o c a t i o n , we would r e q u e s t , i n order t o 

p r o t e c t us and our c l i e n t s , t h a t you impose an 88 

per c e n t p e n a l t y , because w i t h o u t d oing so, i t s i m p l y 

w i l l not be f a i r . 

HEARING EXAMINER: Thank you, Mr. 

Ke l 1 a h i n . 

Mr. Bruce. 

MR. BRUCE: Mr. Examiner, Santa Fe has the 
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r i g h t under the s t a t u t e s and the r e g u l a t i o n s t o seek 

t h i s unorthodox l o c a t i o n . I n f a c t , i t may have a 

l e g a l o b l i g a t i o n t o do so t o p r o t e c t the r i g h t s of the 

i n t e r e s t owners i n the u n i t . 

Now, i t ' s a matter of d i s p u t e what matter 

should be con s i d e r e d i n an unorthodox w e l l l o c a t i o n . 

I f you look at the s t a t u t e 70-2-16, and Rule 104G, i t 

b a s i c a l l y says, "The D i v i s i o n may gi v e e q u i t a b l e 

c o n s i d e r a t i o n t o such p e r t i n e n t f a c t o r s as may from 

time t o ti m e e x i s t . " 

I t ' s e q u i t a b l e ; so a mathematical or 

a r i t h m e t i c f o r m u l a i s r e a l l y not a l l t h a t necessary, 

nor i n t h i s case d e s i r a b l e . 

Mr. F r a z i e r p r e s e n t e d a l o t of n i c e 

numbers, but we don't t h i n k they bear any r e l a t i o n s h i p 

t o t h e f a c t s of t h i s case. 

Now, we do agree t h a t a p r i m a r y f a c t o r t o 

conside r i s c o r r e l a t i v e r i g h t s , but the D i v i s i o n must 

al s o look at the r i g h t s not o n l y of Manzano, not o n l y 

of M i t c h e l l , not o n l y of Texaco, but a l s o look at the 

r i g h t s of Santa Fe. Santa Fe does have the r i g h t t o 

d r i l l a w e l l and recover i t s f a i r share of 

hydrocarbons. We b e l i e v e w i t h o u t t h i s l o c a t i o n i t 

w i l l not recover i t s f a i r share of hydrocarbons. 

Regarding the o r d e r , we d i d use the 
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P e n n z o i l o r d e r , but our p e n a l t y recommendation i s n ' t 

based on t h a t . That was r e a l l y more used as a 

y a r d s t i c k as a n y t h i n g e l s e . Mr. K e l l a h i n says t h a t ' s 

a r e l i c . Maybe i t s h o u l d n ' t be used anymore. W e l l , 

i t ' s s t r i k i n g l y s i m i l a r t o one of the p e n a l t y methods 

used by Mr. F r a z i e r , and i f the P e n n z o i l method i s 

a r c h a i c , then I b e l i e v e so i s t h a t method. 

J u s t l o o k i n g at the magnitude of the 

p e n a l t y suggested, I h i g h l y doubt t h a t anyone would 

d r i l l around here w i t h an 88 percent p e n a l t y . I n 

another s i t u a t i o n , I'm not sure of the t o t a l f a c t s of 

the case, but Mr. K e l l a h i n i s now ap p e a l i n g de novo 

f o r Marathon a case where an 80 per c e n t p e n a l t y has 

been i s s u e d . 

We b e l i e v e , at l e a s t as f a r as the Atoka, a 

p e n a l t y i s f a i r , but I t h i n k i t has t o bear some 

r e l a t i o n s h i p t o economic r e a l i t y i n t h i s case. 

Now, we s t i l l a s s e r t t h a t t h e r e ' s r e a l l y no 

need t o g i v e a p e n a l t y i n the Morrow. There's no 

e f f e c t on Se c t i o n 23, and r e a l l y the e f f e c t on Se c t i o n 

14 i s t o prove up t h a t acreage as t o the Morrow, we 

b e l i e v e . You're t a l k i n g about e x p e r t s i n t h i s area. 

Santa Fe has d r i l l e d 50 Morrow w e l l s i n southeast New 

Mexico. I f anyone i s the e x p e r t , Santa Fe i s , and we 

b e l i e v e t h a t t h e i r geology should be p e r s u a s i v e i n 
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t h i s case as a r e s u l t . Santa Fe's geology shows t h a t 

t h e i r l o c a t i o n i s the optimum l o c a t i o n f o r t h e i r 

Morrow t e s t , which i s the p r i m a r y t a r g e t of the w e l l . 

The l o c a t i o n i s a l s o n e c e s s i t a t e d by the need t o get 

away from the Pan Am w e l l , and t o move away from the 

poor sand q u a l i t y i n the Pan Am w e l l . And, t h e r e f o r e , 

Santa Fe does recommend t h a t the Morrow unorthodox 

l o c a t i o n be approved w i t h no p e n a l t y . 

As t o the Atoka, we don't b e l i e v e t h a t t h i s 

can be looked at i n a vacuum. I f we were 1,000 f e e t 

or 800 f e e t away from another w e l l , you know, t h e r e 

would be s e r i o u s concerns, but t h i s w e l l i s h a l f a 

mi l e away. That's a common d i s t a n c e . Many standard 

l o c a t i o n w e l l s can be c l o s e r t o the Wynell w e l l than 

Santa Fe's proposed l o c a t i o n . T h e r e f o r e , I t h i n k you 

have t o look at c e r t a i n f a c t o r s : the h a l f - m i l e 

d i s t a n c e ; the f a c t t h a t , once a g a i n , i f Santa Fe 

d r i l l s a good w e l l at t h i s l o c a t i o n , a l t h o u g h Santa Fe 

admits t h e r e w i l l be an e f f e c t on the Atoka i n Se c t i o n 

14, i t w i l l a l s o , we b e l i e v e , h e l p prove up the 

acreage i n S e c t i o n 14. I t ' s r e a l l y l i k e t h e r e ' s not 

any b e n e f i t at a l l t o M i t c h e l l and Manzano by not 

having t h e i r acreage approved. 

Then I t h i n k i f you look at the d r a i n a g e 

p a t t e r n s , you see t h a t t h e r e r e a l l y i s r e l a t i v e l y 
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small o v e r l a p between the proposed Santa Fe l o c a t i o n 

and the Manzano w e l l . We're t a l k i n g r o u g h l y 90 t o 95 

acres , and i f you f a c t o r t h a t i n , you get r o u g h l y a 

28, 29 pe r c e n t p e n a l t y . We t h i n k something i n t h a t 

range i s f a i r and would p r o p e r l y compensate Manzano 

f o r any i l l e f f e c t t h a t may occur -- Manzano and 

M i t c h e l l f o r any i l l e f f e c t t h a t may occur from Santa 

Fe d r i l l i n g the w e l l . 

Mr. K e l l a h i n has su b m i t t e d some re c e n t 

orders here. I was not a p a r t y t o any of these 

cases. I do understand t h a t the Santa Fe E x p l o r a t i o n 

case was unique because t h e r e was a f a u l t i n v o l v e d i n 

t h a t case. I can't t e l l from the Nearberg p r o d u c i n g 

case whether t h e r e were any other w e l l s d r i l l e d i n the 

area, and the placement of those w e l l s w i t h r e s pect t o 

the unorthodox l o c a t i o n , e t c . 

A l s o , Mr. K e l l a h i n would have you b e l i e v e 

t h a t Santa Fe i s going t o get a 6 m i l l i o n or 7 m i l l i o n 

c u b i c - f e e t - a - d a y w e l l . Nobody knows. They r e a l l y 

need t h i s unorthodox l o c a t i o n i n order t o giv e them a 

good chance a t g e t t i n g a good w e l l . But even i f t h e y 

get a good w e l l , p e n a l i z e d at 90 p e r c e n t , i t r e a l l y 

doesn't make economic sense. So we would recommend 

t h a t a 20 t o 30 pe r c e n t p e n a l t y be assessed a g a i n s t 

the Atoka. Thank you. 
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HEARING EXAMINER: Thank you, Mr. Bruce. 

Anything further in t h i s case? I f not, 

Case 9796 w i l l be taken under advisement. 

This hearing i s adjourned. 
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