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1 P R O C E E D I N G S 

2 HEARING EXAMINER: At t h i s time I ' l l c a l l the next 

3 case, No. 10035, which i s the a p p l i c a t i o n of Enron O i l and Gas 

4 Company f o r compulsory pooling, Eddy County, New Mexico. Ca l l 

5 f o r appearances. 

6 MR. CARR: May i t please the Examiner, my name i s 

7 Will i a m F. Carr w i t h the law f i r m of Campbell & Black, P.A. of 

8 Santa Fe. We represent Enron O i l and Gas Company and I have 

9 two witnesses. 

10 HEARING EXAMINER: Are there any other appearances? 

11 W i l l the witnesses please stand to be sworn. 

12 PATRICK TOWER, 

13 the witness herein, a f t e r having been f i r s t duly sworn upon h i s 

14 oath, was examined and t e s t i f i e d as fo l l o w s : 

15 HEARING EXAMINER: You may be seated. Mr. Carr. 

16 MR. CARR: At t h i s time we c a l l Mr. Tower. 

17 EXAMINATION 

18 BY MR. CARR: 

19 Q. W i l l you sta t e your f u l l name and place of 

20 residence. 

21 A. Patri c k Tower, and I reside i n Midland, Texas. 

22 Q. Mr. Tower, by whom are you employed and i n what 

23 capacity? 

2 4 A. Enron O i l and Gas Company as a landman. 

25 Q. Have you previously t e s t i f i e d before the O i l 
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1 Conservation D i v i s i o n and had your crede n t i a l s as a landman 

2 accepted and made a matter of record? 

3 A. Yes, I have. 

4 Q. Are you f a m i l i a r w i t h the a p p l i c a t i o n f i l e d i n t h i s 

5 case on behalf of Enron O i l and Gas Company? 

6 A. Yes, s i r , I am. 

7 Q. Are you f a m i l i a r w i t h the subject area? 

8 A. Yes. 

9 MR. CARR: Are the witness's q u a l i f i c a t i o n s 

10 acceptable? 

11 HEARING EXAMINER: Mr. Tower i s so q u a l i f i e d . 

12 Q. (BY MR. CARR) Mr. Tower, would you b r i e f l y s t a t e 

13 what Enron seeks w i t h t h i s a p p l i c a t i o n . 

14 A. Enron hereby makes a p p l i c a t i o n f o r an order pooling 

15 a l l the mineral i n t e r e s t s from 5,000 f e e t to the base of the 

16 Bone Spring formation, f o r a l l formations developed on 40-acre 

17 spacing i n the Northeast Quarter of the Northwest Quarter of 

18 Section 18, Township 18 South, Range 31 East, i n Eddy County, 

19 New Mexico. 

20 Q. Have you prepared c e r t a i n e x h i b i t s f o r presentation 

21 i n t h i s case? 

22 A. Yes, I have. 

23 Q. Would you r e f e r to what has been marked f o r 

24 i d e n t i f i c a t i o n as Enron E x h i b i t No. 1. I d e n t i f y t h i s and then 

25 review i t f o r Mr. Stogner. 
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1 A. Yes. Ex h i b i t No. 1 i s a land p l a t d e p i c t i n g i n 

2 yellow the spacing u n i t f o r the proposed w e l l . And also the 

3 w e l l l o c a t i o n f o r the w e l l which i s to be c a l l e d the Canadian 

4 Kenwood Federal No. 2 w e l l . 

5 Q. Is t h i s w e l l proposed at a standard location? 

6 A. Yes, i t i s . 

7 Q. Does t h i s p l a t also show the o f f s e t t i n g ownership? 

8 A. Yes, i t does. 

9 Q. And the primary o b j e c t i v e i n the w e l l was the Bone 

10 Springs? 

11 A. Yes. 

12 Q. Could we go now to what has been marked as Exh i b i t 

13 No. 2 and would you i d e n t i f y and review t h a t . 

14 A. Ex h i b i t No. 2 i s an Exh i b i t A to an operating 

15 agreement which sets f o r t h the p a r t i e s t h a t have j o i n t l y agreed 

16 to develop t h i s p a r t i c u l a r area. There i s two d i f f e r e n t 

17 categories. The f i r s t category i s the before payout i n t e r e s t 

18 of the i n i t i a l w e l l . And the i n i t i a l w e l l being the Canadian 

19 Kenwood Federal Com No. 1, which i s i n a before payout status 

20 c u r r e n t l y south of the proposed l o c a t i o n . And i d e n t i f i e s the 

21 p a r t i e s w i t h ownership being Enron O i l and Gas Company w i t h 5 0 

22 percent, Hondo D r i l l i n g Company w i t h 25 percent, and Lawbar 

23 Petroleum, Incorporated w i t h 25 percent. 

24 Q. Mr. Tower, has Hondo D r i l l i n g Company executed an 

25 operating agreement w i t h Enron? 
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1 A. Yes, they have. 

2 Q. And at t h i s time i s i t appropriate to dismiss Hondo 

3 D r i l l i n g Company from the pooling application? 

4 A. Yes. 

5 Q. What i s the status of Lawbar Petroleum, Inc.? 

6 A. Lawbar Petroleum, Inc. c u r r e n t l y i s i n Chapter 11 

7 bankruptcy. And there i s some question as to whether they can 

8 commit t h e i r i n t e r e s t under the operating agreement at t h i s 

9 time. Therefore i n continuing to d r i l l the w e l l Enron seeks to 

10 force pool Lawbar as a p r o t e c t i o n matter. I f Lawbar i s capable 

11 of executing the operating agreement they n a t u r a l l y the pooling 

12 order w i l l have no e f f e c t on them. 

13 Q. But again they have been unable to advise whether or 

14 not they can execute the operating agreement. 

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

16 Q. Now, l e t ' s go to the a f t e r payout status on t h i s 

17 w e l l . Could you explain to the Examiner what the ownership 

18 would be at t h a t p o i n t i n time. 

19 A. Yes. I n the a f t e r payout category you have Enron 

20 O i l and Gas Company w i t h 25 percent work i n t e r e s t , Hondo 

21 D r i l l i n g Company w i t h 12 and a h a l f percent working i n t e r e s t , 

22 Lawbar Petroleum Incorporated w i t h 12 and a h a l f percent 

23 i n t e r e s t , Canadian Kenwood Company w i t h 40.378349 percent work 

24 i n t e r e s t , southland Royalty Company w i t h 6.69 8821 percent 

25 working i n t e r e s t , and the T. R. Parker Estate w i t h 2.92283 
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1 percent working i n t e r e s t . 

2 Q. You've already reviewed the status of the 

3 r e l a t i o n s h i p w i t h Hondo and Lawbar. Could you review f o r 

4 Mr. Stogner where your negotiations stand w i t h Canadian 

5 Kenwood, Southland, and T. R. Parker Estate once you get to an 

6 a f t e r payout status. 

7 A. At t h i s p o i n t we've had numerous negotiations. 

8 However we have not come to any w r i t t e n agreement as to 

9 handling of t h a t i n t e r e s t . 

10 Q. And i n an a f t e r payout status Enron needs to have 

11 the p r o t e c t i o n of a pooling order to assure t h a t a l l of these 

12 i n t e r e s t s are i n f a c t committed to --

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

14 Q. Could you i d e n t i f y what has been marked as Exh i b i t 

15 No. 3. 

16 A. Ex h i b i t No. 3 i s the AFE th a t has been proposed f o r 

17 the d r i l l i n g of t h i s w e l l . I t i d e n t i f i e s on the back the t o t a l 

18 d r i l l i n g w e l l costs, estimated d r i l l i n g cost being $270,300, 

19 and the t o t a l completed w e l l cost of $511,400. 

20 Q. Are these costs i n l i n e w i t h what's being charged by 

21 other operators f o r s i m i l a r wells i n the area? 

22 A. Yes, they are. 

23 Q. Mr. Tower, before we go to Ex h i b i t No. 4, Ex h i b i t 4 

24 does contain also a copy of the AFE; i s t h a t correct? 

25 A. Yes, i t does. 
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1 Q. Could you explain to the Examiner the d i f f e r e n c e 

2 between the AFE marked E x h i b i t 3 and the one contained i n 

3 E x h i b i t No. 4. 

4 A. Yes. The one i n E x h i b i t 4 was prepared -- there was 

5 some question as to the i n t e r e s t under t h i s w e l l . I n i t i a l l y i t 

6 was set out -- the only d i f f e r e n c e i s t o t a l costs are the same. 

7 I t was j u s t as to Enron's working i n t e r e s t , p a r t i c u l a r l y at the 

8 top. 

9 Q. Ex h i b i t No. 3 r e f l e c t s Enron's working i n t e r e s t at 

10 50 percent. That's before payout of the f i r s t well? 

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

12 Q. And the other AFE shows i t at 2 5 percent which would 

13 be a f i g u r e representing a f t e r payout? 

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

15 Q. The numbers contained on the AFE are i d e n t i c a l ; i s 

16 t h a t r i g h t ? 

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

18 Q. And the AFE w i t h each of the f i g u r e s as depicted on 

19 both e x h i b i t s has previously been submitted to those owners who 

2 0 you are seeking approval? 

21 A. Yes. 

22 Q. A l l r i g h t . Let's go now to E x h i b i t No. 4. And I'd 

23 ask you to i d e n t i f y t h a t f o r Mr. Stogner, and then reviewing 

24 t h a t e x h i b i t summarize the e f f o r t s you've made to obtain 

25 voluntary j o i n d e r of a l l owners of t h i s t r a c t . 
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1 A. Okay. E x h i b i t No. 4 represents two separate 

2 l e t t e r s . The f i r s t l e t t e r dated May 22nd, 1990, wherein Enron 

3 proposed the d r i l l i n g of t h i s w e l l w i t h a l l the p a r t i e s 

4 involved. The second l e t t e r , a d d i t i o n a l correspondence i n 

5 there, w i t h A l l e n & I s b e l l f i r m which represents Hondo 

6 D r i l l i n g , i s to i d e n t i f y some of the negotiations f o r t h i s 

7 proposed w e l l . Also i n any case Hondo, when they agreed t o 

8 p a r t i c i p a t e i n t h i s w e l l , and some a d d i t i o n a l correspondence 

9 from Canadian Kenwood involved i n n e g o t i a t i n g i n t h i s w e l l . 

10 The f i n a l l e t t e r , July 24, 1990, i s the l a s t w r i t t e n e f f o r t t o 

11 obtain the w r i t t e n approval of the p a r t i e s t h a t we're seeking 

12 to force pool. 

13 Q. Attached to these l e t t e r s are there r e t u r n -- copies 

14 of r e t u r n receipts showing t h a t they i n f a c t were mailed and 

15 delivered to the p a r t i e s whom you are seeking to pool? 

16 A. Yes. 

17 Q. I n a d d i t i o n to these w r i t t e n -- to these l e t t e r s , 

18 have you been i n communication w i t h each of the parties? 

19 A. Yes. I have had numerous conversations dating back 

2 0 to May. And I would say approximately w i t h each separate party 

21 there have been at l e a s t f i v e t o ten separate conversations, 

22 v e r b a l l y negotiations t r y i n g to come to volunteered agreement. 

23 Q. Have you agreed to or reached any kind of an 

24 agreement w i t h Canadian Kenwood at t h i s time? 

2 5 A. No, we have not. 
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1 Q. With Southland Royalty? 

2 A. No. 

3 Q. And w i t h T. R. Parker Estate? 

4 A.. No. 

5 Q. I n your opinion have you made a good f a i t h e f f o r t t o 

6 locate a l l i n t e r e s t owners i n t h i s property and to obtain t h e i r 

7 voluntary joinder? 

8 A. Yes, we have. 

9 Q. Would you i d e n t i f y now what has been marked as 

10 E x h i b i t No. 5. 

11 A. Ex h i b i t No. 5 i s the notice a f f i d a v i t prepared by 

12 Wil l i a m F. Carr, attorney representing Enron O i l and Gas. 

13 Q. Does t h i s a f f i d a v i t confirm t h a t notice of today's 

14 hearing has been provided as required by OCD rules? 

15 A. Yes, i t does. 

16 Q. Does Enron seek to be designated operator of the 

17 proposed well? 

18 A. Yes, we do. 

19 Q. Mr. Tower, have you made an estimate of overhead and 

20 a d m i n i s t r a t i v e costs to be incurred while d r i l l i n g t h i s w e l l 

21 and also while producing the w e l l i f i t i n f a c t i s successful? 

22 A. Yes, we have. And what we have done, Enron operates 

23 approximately 12 wells i n t h i s p a r t i c u l a r area. And in c l u d i n g 

2 4 the Canadian Kenwood No. 1. The overhead rates a c t u a l l y being 

25 charged to the p a r t i e s , which some are the same p a r t i e s 
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1 involved here, have been escalated w i t h the current rates being 

2 b i l l e d at a d r i l l i n g w e l l r a t e of $6,827 and a current 

3 producing w e l l r a t e of $683. 

4 Q. Are these costs contained i n the operating agreement 

5 between you and Hondo? 

6 A. Yes. 

7 Q. These are the costs which are also i n e f f e c t i n the 

8 e x i s t i n g agreement f o r the No. 1 w e l l w i t h Lawbar? 

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

10 Q. Are they i n l i n e w i t h what's being charged by other 

11 operators i n the area? 

12 A. Yes. 

13 Q. Do you recommend t h a t these costs be incorporated 

14 i n t o any order which r e s u l t s from today's hearing? 

15 A. Yes, we do. 

16 Q. I s Enron going to c a l l a geological witness who can 

17 testify to risk involved in drilling this well? 

18 A. Yes, we are. 

19 Q. Were Exh i b i t s 1 through 5 e i t h e r prepared by you or 

2 0 compiled under your d i r e c t i o n or supervision? 

21 A. Yes, they were. 

22 Q. So at t h i s time the case stands seeking pooling of 

23 a l l the i n t e r e s t owners i n the w e l l you i d e n t i f i e d on Ex h i b i t 

24 No. 2, both before payout and a f t e r payout, w i t h the exception 

25 of Hondo D r i l l i n g who can now be dismissed from the case? 
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1 A. That i s c o r r e c t . 

2 MR. CARR: Mr. Stogner, at t h i s time I would move 

3 the admission of Enron Exh i b i t s 1 through 5. 

4 HEARING EXAMINER: Ex h i b i t s 1 through 5 w i l l be 

5 admitted i n t o evidence at t h i s time. 

6 MR. CARR: That concludes my d i r e c t examination of 

7 Mr. Tower. 

8 HEARING EXAMINER: Thank you, Mr. Tower. 

9 Mr. S t o v a l l . 

10 EXAMINATION 

11 BY MR. STOVALL: 

12 Q. Mr. Tower, I have some questions here regarding 

13 s p e c i f i c a l l y the a p p l i c a t i o n of the r i s k penalty. I don't 

14 t h i n k f o r the purpose of my questions we care what the l e v e l of 

15 t h a t r i s k penalty i s . 

16 F i r s t l e t me ask you, am I correct i n i n t e r p r e t i n g 

17 t h a t the back-in a f t e r payout working i n t e r e s t s are derived 

18 equally from the Enron, Hondo, and Lawbar i n i t i a l working 

19 interests? 

20 A. Would you re s t a t e t h a t . 

21 Q. Yeah, l e t me t r y t h a t . What i s the leasehold 

22 s i t u a t i o n i n west h a l f of Section 18? Can you describe th a t 

23 lease i n general f o r me. 

24 A. Yeah. Just i n general there was a working i n t e r e s t 

25 u n i t put i n e f f e c t i n covering the west h a l f , i n v o l v i n g a l l the 
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1 p a r t i e s f o r the d r i l l i n g of No. 1 w e l l , d r i l l e d as a Morrow 

2 w e l l . That w e l l has subsequently been recompleted. And i n the 

3 Bone Spring formation, however, the con t r a c t u a l agreements were 

4 l e f t i n place among the p a r t i e s . 

5 Q. Okay. So the west h a l f i s not covered by a single 

6 lease, but by d i f f e r e n t leases? 

7 A. There are three separate Federal leases involved. 

8 Q. And what i s the r e l a t i o n s h i p between the back-in 

9 i n t e r e s t owners and the, I ' l l c a l l them i n i t i a l w e l l i n t e r e s t 

10 owners? 

11 A. Okay. For the Canadian Kenwood Federal Com No. 1 

12 w e l l , the p a r t i e s w i t h the back-in i n t e r e s t s or a f t e r payout 

13 i n t e r e s t s farmed out to the p a r t i e s i n the before payout 

14 category f o r the d r i l l i n g of No. 1 w e l l . However, the No. 1 

15 w e l l has not paid out at t h i s time. I t could occur at a p o i n t 

16 where i t would a f f e c t the No. 2 w e l l . 

17 Q. Were the back-in i n t e r e s t s , Canadian, Southland, and 

18 Parker Estate, were they the o r i g i n a l lessees or working 

19 i n t e r e s t owners? 

20 A. Yes, they were. 

21 Q. And the Enron, Hondo, and Lawbar i n t e r e s t s are 

22 s t r i c t l y by v i r t u e of the farm-out? 

23 A. I n i t i a l l y they were. However, w i t h the d r i l l i n g of 

24 the f i r s t w e l l assignments were made of operating r i g h t s 

25 wherein the three before payout p a r t i e s now own 100 percent of 
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1 the operating r i g h t s i n the t r a c t t h a t we're going to d r i l l , 

2 subject to the rev i s i o n a r y i n t e r e s t . 

3 Q. Now, you said there were three separate leases; i s 

4 that correct? 

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

6 Q. Did Canadian, Southland, and Parker each own a 

7 common i n t e r e s t i n a l l three leases, or di d they own separately 

8 three leases? 

9 A. Southland, they are somewhat divid e d . Generally i n 

10 the Northwest Quarter you had common ownership between T. R. 

11 Parker Estate and Canadian Kenwood. I n the Southwest Quarter 

12 you had somewhat of a common ownership between a l l three. 

13 Q. Now, d i d Enron, Hondo, and Lawbar enter i n t o a 

14 common farm-out agreement w i t h the o r i g i n a l working i n t e r e s t 

15 owners or were they separate? 

16 A. They were three separate farm-out agreements. 

17 Q. Let me back up and ask you again. Let's j u s t deal 

18 w i t h what's c a l l e d Canadian j u s t f o r i l l u s t r a t i v e purposes. 

19 On a farm-out w i t h Canadian Kenwood d i d Enron, 

2 0 Hondo, and Lawbar enter i n t o a common farm-out agreement w i t h 

21 Canadian? 

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

23 Q. And then those three e n t i t i e s entered i n t o another 

2 4 common farm-out w i t h Southland? 

25 A. That i s c o r r e c t . 
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1 Q. And then li k e w i s e w i t h Parker Estate? 

2 A. Yes. 

3 Q. I t ' s not possible, i f I i n t e r p r e t what you are 

4 saying c o r r e c t l y , f o r Canadian, Southland, and Parker Estate t o 

5 pay t h e i r share of the costs and j o i n i n the w e l l ; i s th a t 

6 correct? 

7 A. That would be -- at t h i s p o i n t that's c o r r e c t . 

8 However, tha t i s subject to change depending on the No. 1 we l l 

9 and those agreements. Therefore Enron i s seeking j u s t to 

10 p r o t e c t t h e i r i n t e r e s t s i n the event t h a t would happen. 

11 Q. Okay. How would you propose th a t any penalty which 

12 i s applied to a nonconsenting working -- we're t a l k i n g about 

13 Lawbar at t h i s p o i n t , I believe; i s that correct? 

14 A. Yes. 

15 Q. How would you propose th a t such a penalty apply to 

16 the back-in i n t e r e s t ? How are you going to c o l l e c t that? 

17 A. At t h i s p o i n t we are only proposing t h a t i t attach 

18 to the before payout i n t e r e s t . However, i f the a f t e r payout 

19 i n t e r e s t s become e f f e c t i v e , they are going to become e f f e c t i v e 

20 before the d r i l l i n g of t h i s w e l l . So what we are proposing i s 

21 to attach i t at the consummation of t h i s w e l l . 

22 Q. The we l l t h a t ' s c u r r e n t l y being d r i l l e d , i s t h a t the 

23 one we're t a l k i n g about? 

24 A. Yes, the one t h a t i s proposed, r i g h t . 

25 Q. Oh, the one that's proposed. 
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1 A. There are some contr a c t u a l matters t o be resolved, 

2 and those determinations w i l l be made p r i o r to the d r i l l i n g of 

3 t h i s w e l l . 

4 Q. I s i t reasonably safe to say t h a t payout of the w e l l 

5 under the farm-out agreement f o r the purposes of back-in i s 

6 going to be roughly the same amount of recovery as the 100 

7 percent cost recovery upon which the penalty p r o v i s i o n would be 

8 based? 

9 A. That would be c o r r e c t . 

10 Q. So a f t e r 100 percent of the costs have been 

11 recovered Canadian, Southland, and Parker would back i n t o the 

12 w e l l at t h e i r respective inter e s t s ? 

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

14 Q. And they would not then be subject to any penalty; 

15 i s th a t correct? 

16 A. No. 

17 Q. And then so any penalty t h a t would be recovered from 

18 Lawbar would then be recovered from t h e i r 12 and a h a l f percent 

19 as opposed to t h e i r 25 percent. I s tha t your intent i o n ? I s 

20 t h a t what you would propose? 

21 A. I f I understand th a t c o r r e c t l y , what we are 

22 attempting to do i s we're s t a t i n g t h a t the a f t e r payout 

23 i n t e r e s t may become e f f e c t i v e p r i o r to d r i l l i n g the w e l l . I n 

24 the event t h a t happens we are seeking i n t h i s case i t would be 

25 the 12 and a h a l f percent, and the nine percent would attach t o 
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1 only t h a t 12 and a h a l f percent of Lawbar. I n the event i t ' s 

2 d r i l l e d on a before payout basis then the nine percent would 

3 prescribe to the 25 percent of Lawbar, i f th a t makes sense. 

4 Q. I f i t ' s d r i l l e d on an a f t e r payout basis would 

5 Canadian, Southland, or Parker be responsible f o r d r i l l i n g 

6 costs? 

7 A. At t h a t p o i n t , yes. 

8 Q. So i t ' s possible they could become working i n t e r e s t 

9 owners before the w e l l i s d r i l l e d ? 

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

11 Q. But i f they don't, i f i n f a c t they are i n the w e l l , 

12 i f you w i l l , on an a f t e r payout -- on a before payout basis 

13 u n t i l payout, and then back i n t o the w e l l under the provisions 

14 of the farm-out, they would not be subject to any penalty 

15 provisions; i s tha t correct? 

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

17 Q. And so what would happen i s tha t Lawbar's i n t e r e s t , 

18 assuming t h a t they do go under the nonconsent p r o v i s i o n of a 

19 forced pooling order, they would share 25 percent of the 

2 0 revenue stream u n t i l payout. And they would i n f a c t not 

21 receive t h a t because t h a t would apply to t h e i r c a r r i e d 

22 i n t e r e s t . Lawbar i t s e l f would not receive i t ; i s t h a t correct? 

23 A. Would you r e s t a t e t h a t . I am not sure I followed 

2 4 you. 

2 5 Q. Okay. I am assuming Hondo and Enron are going to 
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1 p a r t i c i p a t e i n the w e l l at t h i s p o i n t . 

2 A. (Witness nodding head.) 

3 Q. I am assuming at t h i s p o i n t t h a t Canadian, 

4 Southland, and Parker Estate w i l l not have any working i n t e r e s t 

5 i n the w e l l u n t i l a f t e r payout. 

6 A. (Witness nodding head.) I f tha t determination i s 

7 made, r i g h t . That's possible, yes. 

8 Q. Then Lawbar would then presumably, because they 

9 don't have the a b i l i t y to consent and p a r t i c i p a t e , are going to 

10 be a nonconsenting --

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

12 Q. -- owner under the order. And t h e i r i n t e r e s t i s 

13 going to be subject to a penalty, whatever l e v e l the d i v i s i o n 

14 assigns? 

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

16 Q. So Lawbar would receive nothing on p r i o r t o payout, 

17 they would receive -- th a t would a l l go to those p a r t i e s t h a t 

18 c a r r i e d Lawbar's i n t e r e s t ? 

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

20 Q. Out of 25 percent. Then a f t e r payout Lawbar's 

21 i n t e r e s t would be reduced by 50 percent. 

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

23 Q. Is th a t correct? 

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

25 Q. And they would continue to not receive money u n t i l 
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1 payout of the penalty; i s t h a t correct? 

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

3 Q. So i n other words, the payout time of the penalty, 

4 i f you w i l l , would a c t u a l l y be twice as long because there i s 

5 now h a l f as much i n t e r e s t paying i t out. I s th a t how you 

6 a n t i c i p a t e t h a t t h i s would happen? 

7 A. You are suggesting t h a t the penalty come out of 12 

8 and a h a l f percent and thereby extend the l i f e of the penalty? 

9 Q. Yes. 

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

11 Q. The penalty i s based upon the same cost, but now 

12 there i s a reduced revenue i n t e r e s t payment? 

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

14 MR. STOVALL: Now, I am going to suggest, 

15 Mr. Examiner, at t h i s p o i n t t h a t we put t h i s one on Mr. Carr's 

16 back and he's going to have to help us d r a f t an order. 

17 MR. CARR: I knew you were going to do t h a t . 

18 MR. PADILLA: Mr. Examiner I would l i k e t o enter an 

19 appearance at t h i s time f o r Hondo D r i l l i n g Company. I have no 

20 witnesses and I have no questions. 

21 MR. STOVALL: State your name f o r the repor t e r . 

22 MR. PADILLA: My name i s Ernest L. P a d i l l a w i t h the 

23 law f i r m of P a d i l l a & Snyder f o r Hondo D r i l l i n g Company. 

2 4 HEARING EXAMINER: Mr. P a d i l l a . 

25 Thank you, Mr. S t o v a l l . And I am going to 
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1 appreciate your rough d r a f t order, Mr. Carr. 

2 I s there any f u r t h e r questions of t h i s witness? I f 

3 not he may be excused at t h i s time. 

4 Mr. Carr. 

5 MR. CARR: At t h i s time I would c a l l Mr. P a r r o t t . 

6 MR. STOVALL: Mr. Carr, you might encourage your 

7 c l i e n t to get a l l s i x i n t e r e s t s t o p a r t i c i p a t e . 

8 MR. CARR: We've been doing everything we can. The 

9 questions th a t you raise are the kinds of questions we've been 

10 going round and round w i t h . 

11 HEARING EXAMINER: Mr. Carr, you may continue. 

12 EMERY W. PARROTT, 

13 the witness herein, a f t e r having been f i r s t duly sworn upon his 

14 oath, was examined and t e s t i f i e d as f o l l o w s : 

15 EXAMINATION 

16 BY MR. CARR: 

17 Q. Would you sta t e your f u l l name f o r the record, 

18 please. 

19 A. Emery W. P a r r o t t . 

2 0 Q. Would you s p e l l your l a s t name. 

21 A. P- a - r - r - o - t - t . 

22 Q. Mr. P a r r o t t , where do you reside? 

23 A. Midland, Texas. 

2 4 Q. By whom are you employed and i n what capacity? 

25 A. At the present time I am consul t i n g geologist. 
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1 Pr i o r to January of t h i s year I was employed by Enron -- I am 

2 going to have to get some water probably -- as a senior p r o j e c t 

3 geologist. This area i n question was d i r e c t l y under my 

4 supervision. 

5 MR. CARR: Could we take j u s t a b r i e f recess. 

6 MR. STOVALL: I ' l l j u s t get him some water. 

7 THE WITNESS: A l l r i g h t . Thank you very much. I do 

8 t h i s . 

9 HEARING EXAMINER: I f you need a break u n t i l then, 

10 u n t i l he comes back? 

11 THE WITNESS: No. I think i t w i l l come back i f I 

12 j u s t t a l k a l i t t l e b i t and get a swallow. 

13 HEARING EXAMINER: I f you need a break j u s t l e t me 

14 know. 

15 THE WITNESS: I ' l l y e l l . 

16 Q. (BY MR. CARR) Prior to your retirement from Enron 

17 you were the geologist responsible f o r t h i s area? 

18 A. Yes, s i r , d i r e c t l y responsible f o r t h i s area from 

19 the time i t s t a r t e d w i t h the completion of the Roche No. 2 i n 

2 0 the Bone Springs sand. 

21 Q. Have you previously t e s t i f i e d before the O i l 

22 Conservation Division? 

23 A. Yes, s i r . 

24 Q. And at that time were your c r e d e n t i a l s as a 

25 geologist accepted and made a matter of record? 
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1 A. Yes, s i r . 

2 Q. Are you f a m i l i a r w i t h the a p p l i c a t i o n f i l e d f o r 

3 Enron O i l and Gas Company i n t h i s case? 

4 A. Yes, s i r . 

5 Q. And are you f a m i l i a r w i t h the subject area? 

6 A. Yes, s i r . 

7 MR. CARR: Are the witness's q u a l i f i c a t i o n s 

8 acceptable? 

9 HEARING EXAMINER: They are. 

10 Q. (BY MR. CARR) Mr. P a r r o t t , are you prepared to make 

11 a recommendation to the Examiner as to the r i s k penalty th a t 

12 should be assessed against the nonconsenting i n t e r e s t owners i n 

13 t h i s well? 

14 A. I th i n k , yes, s i r . 

15 Q. And what i s t h a t recommendation? 

16 A. I t would be at l e a s t 200 percent. 

17 Q. And have you prepared a geological study i n support 

18 of that recommendation? 

19 A. Yes, s i r . 

2 0 Q. Would you r e f e r to what has been marked f o r 

21 i d e n t i f i c a t i o n as Enron E x h i b i t No. 6. I d e n t i f y t h a t and 

22 review i t f o r the Examiner. 

23 A. A l l r i g h t . That's the isopach, r i g h t ? 

24 Q. That i s the isopach on the second Bone Spring sand. 

25 A. Thank you very much. A c t u a l l y I'd l i k e f o r you to 
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1 look at the EUR map along w i t h i t which i s E x h i b i t 7. 

2 Q. Exh i b i t 7. 

3 A. As I stated, the o r i g i n a l completion i n t h i s p o r t i o n 

4 of the Bone Springs play was a recompletion of the Roche No. 1 

5 located i n the northwest of the southeast of Section 7. I t 

6 kicked o f f t h i s play and i t i s an excellent w e l l . As you can 

7 see, the EUR's i n t h i s sand body which we c a l l the Roche, which 

8 i s i n the lower p o r t i o n of the Bone Springs sand, second sand, 

9 are rather e r r a t i c . The engineers consider th a t i t takes from 

10 38 to 40,000 b a r r e l s to pay out these wells i n the sand zone. 

11 And looking at the map you can see that as we go southwest 

12 towards the proposed l o c a t i o n your sand zone i s t h i n n i n g and 

13 t i g h t e n i n g . The two o f f s e t l o c a t i o n s to the east, Texaco's 

14 No. 1, Kincaid and Enron's No. 1 Roche have about 39 t o 4 0 

15 f e e t , and the Enron Canadian Kenwood i s down to 15. So any 

16 l o c a t i o n going towards t h a t you are increasing your r i s k f o r 

17 the second sand. 

18 Q. A l l r i g h t . Now l e t ' s go to Enron Ex h i b i t s 8 and 9. 

19 I would ask you to i d e n t i f y and review those f o r Mr. Stogner. 

2 0 A. They are an isopach map and an EUR map of the 

21 carbonate zone i n the second Bone Springs sand, which i s the 

22 best zone. I t ' s an excel l e n t zone. As you know i n the whole 

23 trend of the Bone Springs from Young to Tomano across t o 

2 4 Shugart. And looking a t the isopach map of the neutron 

25 p o r o s i t y which we f i g u r e i s one of the keys you have t o use i n 

CUMBRE COURT REPORTING 
(505)984-2244 



25 

1 t h i s carbonate zone. You can see t h a t the -- look at the two 

2 o f f s e t wells t h a t are ex c e l l e n t w e l l s , the one i n the northeast 

3 of the -- northwest of the northeast of 18, and the one i n the 

4 southeast of the -- southwest of the southeast of seven are 

5 both wells t h a t are flo w i n g top allowable from the carbonate. 

6 The w e l l i n the southeast of the southwest i s presently 

7 completing i n the sand. I t w i l l be completed i n the carbonate, 

8 i f the logs and so f o r t h are t e l l i n g us the t r u t h . 

9 From t h i s map you can again see t h a t Enron No. 1 

10 Canadian Kenwood has no po r o s i t y i n t h i s zone. I n f a c t i t i s a 

11 limestone. And anytime you get a limestone instead of a 

12 dolomite you are dead i n the water. So any w e l l going i n that 

13 d i r e c t i o n has a higher r i s k . However, the proposed l o c a t i o n i s 

14 a d i r e c t o f f s e t to two top allowable wells and needs t o be 

15 d r i l l e d to p r o t e c t the i n t e r e s t i n the west h a l f of Section 18. 

16 Q. Mr. P a r r o t t , are you ready to go to your 

17 cross-section of --

18 A. I would l i k e to show you the cross-section. 

19 Q. Would i t be easier to put i t up on the w a l l , do you 

2 0 think? 

21 A. Possibly, because i t ' s such a bed sheet th a t you 

22 might have tr o u b l e g e t t i n g i t on your t a b l e . And we t r i e d to 

23 get i t down but we fi g u r e d you had to see i t so we l e f t i t t h a t 

24 size. We reduced i t b e t t e r than h a l f what we f e l t l i k e from 

2 5 the character of the formation. For what we needed to show you 
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1 we needed these logs t h i s size. 

2 As you can see on your e x h i b i t , t h i s cross-section 

3 runs more or less northeast-southwest. And i t runs from the 

4 Texaco to Kincaid w e l l on the northeast, which i s presently 

5 completing. I have j u s t t a l k e d to Texaco. They had perfor a t e d 

6 the Roche zone, which i s the lower zone, and i t pumped, 

7 swabbed, and so f o r t h 66 b a r r e l s of o i l , about 100 b a r r e l s of 

8 load when they came back up to the carbonate zone. They set 

9 the plug, acidized the carbonate zone w i t h 21,000 gallons of 

10 acid. And as of yesterday they had p u l l e d the plug. Because 

11 t h a t zone, the l a s t ten-hour gauge swabbed s i x b a r r e l s of o i l 

12 and about 12 b a r r e l s of load. So the zone i s t i g h t as i t shows 

13 to be. And as you can see from the cross-section i t i s above 

14 the normal zone as developed i n the two good w e l l s . You know 

15 the zone moves i n t h i s t h i n g , but i n t h i s area the good wells 

16 have a l l been i n the basin u n i t of t h i s carbonate. 

17 So what we have here are two good w e l l s , d i r e c t 

18 o f f s e t , and then we go south to the Canadian Kenwood 1. I n the 

19 carbonate zone i t ' s Tomstown and limestone again as I showed 

20 you. But that's what I wanted to show you on the l o g . I t ' s 

21 j u s t nothing i s there i n the carbonate. And as you go down to 

22 the Roche zone i t i s t h i n and t i g h t . 

23 We do not have i n my log or any samples on t h i s 

24 w e l l . But from the log i t looks to be dol o m i t i c , a dolomitic 

25 sand. So what t h i s section and everything i n d i c a t e s , as we 
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1 move i n t h i s d i r e c t i o n we're increasing our r i s k . But as I 

2 said, because of o f f s e t s to those two wells I think t h i s w e l l 

3 needs to be d r i l l e d to pr o t e c t drainage and so f o r t h . 

4 HEARING EXAMINER: You are . i n d i c a t i n g a southwestern 

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

6 THE WITNESS: Yes, s i r . 

7 Q. (BY MR. CARR) Mr. P a r r o t t , i n your opinion could 

8 Enron d r i l l a w e l l to a proposed l o c a t i o n t h a t would not be a 

9 commercial success? 

10 A. Yes, s i r . I n the Bone Springs you can d r i l l a 

11 non-commercial w e l l almost anywhere. 

12 Q. I n your opinion granting t h i s a p p l i c a t i o n enable 

13 Enron to attempt to develop the reserves under t h a t t r a c t ? 

14 A. Yes, s i r . 

15 Q. W i l l i t be -- approval of the a p p l i c a t i o n be i n the 

16 best i n t e r e s t of conservation and prevention of waste and 

17 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 ? 

18 A. Yes, s i r . Yes, s i r . 

19 Q. Were Exh i b i t s 6 through 10 prepared by you, or have 

20 you reviewed them and can you t e s t i f y as to the reasonableness 

21 of the i n t e r p r e t a t i o n ? 

22 A. They were. The o r i g i n a l maps were prepared by me. 

23 And as you can see, since January they've been updated. But I 

24 have gone over t h a t updating w i t h the geologist who d i d them 

25 and have been con s u l t i n g f o r Enron, yes. 
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1 MR. CARR: At t h i s time, Mr. Stogner, we would move 

2 the admission of Enron Ex h i b i t s 6 through 10. 

3 HEARING EXAMINER: Ex h i b i t s 6 through 10 w i l l be 

4 admitted i n t o evidence. 

5 MR. CARR: That concludes my examination of t h i s 

6 witness. 

7 HEARING EXAMINER: Mr. P a d i l l a , do you have any 

8 questions? 

9 MR. PADILLA: I don't have any questions, 

10 Mr. Examiner. 

11 EXAMINATION 

12 BY THE HEARING EXAMINER: 

13 Q. Mr. P a r r o t t , I am r e f e r r i n g to E x h i b i t 6 and 7. You 

14 r e f e r r e d to a Roche w e l l i n which got t h i s place s t a r t e d . 

15 Which w e l l was that again? 

16 A. Roche No. 2 which i s i n the northwest of the 

17 southeast of Section 7. 

18 Q. A l l r i g h t . And what i s the present status of that 

19 w e l l that's i n the Southeast Quarter of the Southwest Quarter? 

2 0 I t has no marking on i t , and you mentioned that as being 

21 completed. 

22 A. The Southeast Quarter? 

23 Q. Of the Southwest Quarter of Section 7. 

24 A. Oh. 

25 Q. I t has no designation. 
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1 A. Oh. I t i s the Enron No. 4 sand seven and they are 

2 i n the process of completing. They perforated and fr a c ' d the 

3 Roche zone and are now swabbing back t h a t load. As soon as 

4 they get the w e l l cleaned up, they w i l l come back to the 

5 carbonate. From a l l geological evidence i t w i l l make a good 

6 w e l l i n the carbonate. I t f i t s the c r i t e r i a we t r y to use down 

7 there. We had a good sample show, we had good dolomite, we had 

8 good separation on the l a t t e r log, and some i n d i c a t i o n of 

9 p o r o s i t y . And we ran a scanner, one of these scanners, and i t 

10 indicates we've got some f r a c t u r i n g and some vugs. So we thin k 

11 we're i n the b a l l p a r k w i t h t h a t l o c a t i o n . I t looks l i k e i t 

12 should make a top allowable w e l l i n the carbonate. 

13 Q. Was t h i s w e l l d r i l l e d p r i o r to the Kenwood No. 1? 

14 A. Which well? 

15 Q. The Enron 4 sand No. 7. Is that how you --

16 A. No, th a t w e l l i s j u s t f i n i s h e d . That's a brand new 

17 w e l l . 

18 Q. So that was d r i l l e d a f t e r the No. 1 Canyon Kenwood? 

19 A. Yes, s i r . Now the Canadian Kenwood was d r i l l e d as a 

2 0 Morrow w e l l back i n 19 80. 

21 Q. When was the Canadian Kenwood --

22 A. Recompleted i n the sand? 

23 Q. Yes, s i r . 

24 A. 1987 or ea r l y '88. I would have to go back to the 

25 records to see. I've got something. 
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1 Q. That's close enough. That should be close enough. 

2 A. A l l r i g h t , s i r . 

3 March of '88 was the f i r s t production out of sand. 

4 HEARING EXAMINER: Does anybody have any f u r t h e r 

5 questions of Mr. Parrott? I f not he may be excused. 

6 Mr. Carr, do you have anything f u r t h e r ? 

7 MR. CARR: Nothing f u r t h e r , Mr. Stogner. 

8 HEARING EXAMINER: Does anybody else have anything 

9 f u r t h e r i n t h i s case? 

10 MR. STOVALL: I have nothing. 

11 HEARING EXAMINER: I n that case I ' l l take Case 

12 No. 10035 under advisement and I ' l l be expecting a rough d r a f t 

13 order, Mr. Carr. 

14 MR. CARR: Yes, s i r . 

15 HEARING EXAMINER: Let's take about a 15 t o 20 

16 minute recess at t h i s p o i n t . 

17 (Thereupon, a recess was taken.) 

18 

19 
I do hen: ;y ce :i fs' that the foregoing 19 

20 a co • •. •. c-.ore or ths proceedings In 
the Examiner hearing of Case No. /ex>J£> 

21 heard by me on_ 
2 2 ~ y ^ ^ ^ ^ ^ ^ ^ ^ s ^ ~ ^ "^Examiner 

Oil Conservation Division 

23 

24 

25 
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