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WHEREUPON, the f o l l o w i n g proceedings were had 

at 9:37 a.m.: 

EXAMINER CATANACH: At t h i s time w e ' l l c a l l 

Case 10,684. 

MR. STOVALL: A p p l i c a t i o n of SDX Resources, 

I n c . , f o r approval of a wa t e r f l o o d p r o j e c t , Eddy 

County, New Mexico. 

EXAMINER CATANACH: Are th e r e appearances i n 

t h i s case? 

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 and K e l l a h i n , 

appearing on behalf of the A p p l i c a n t , and I have one 

witness t o be sworn. 

EXAMINER CATANACH: Any other appearances? 

W i l l the witness please stand and be sworn 

in? 

(Thereupon, the witness was sworn.) 

MR. STOVALL: Now you can ask him any 

question you want t o . 

CHUCK MORGAN. 

the witness h e r e i n , a f t e r having been f i r s t d u l y sworn 

upon h i s oath, 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. Morgan, f o r the record would you please 

CUMBRE COURT REPORTING 
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s t a t e your name and occupation? 

A. My name i s Chuck Morgan and I'm an engineer 

w i t h SDX Resources. 

Q. On p r i o r occasions have you t e s t i f i e d as an 

engineer before the O i l Conservation D i v i s i o n ? 

A. No, s i r . 

Q. Summarize f o r us when and where you obtained 

your engineering degree. 

A. I got my engineering degree a t Las Cruces, a t 

New Mexico State U n i v e r s i t y . 

Q. I n what year? 

A. I n 1980. 

Q. What are your c u r r e n t r e s p o n s i b i l i t i e s 

i n s o f a r as t h i s A p p l i c a t i o n f o r SDX Resources, I n c . , i s 

concerned? 

A. A l l r i g h t , on t h i s A p p l i c a t i o n I was 

responsible b a s i c a l l y f o r s u b m i t t i n g w r i t i n g and 

su b m i t t i n g t h i s A p p l i c a t i o n and l o c a t i n g these 

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

p r o j e c t . 

Q. As p a r t of executing those d u t i e s , have you 

completed the C-108 and a l l the i n f o r m a t i o n , as best 

you know of , as requ i r e d by the D i v i s i o n f o r purposes 

of t h i s hearing? 

A. Yes, I have. 

CUMBRE COURT REPORTING 
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MR. KELLAHIN: We tender Mr. Morgan as an 

expert petroleum engineer. 

EXAMINER CATANACH: Mr. Morgan i s so 

q u a l i f i e d . 

Q. (By Mr. Ke l l a h i n ) To o r i e n t the Examiner as 

t o what you inten d t o accomplish, Mr. Morgan, l e t me 

d i r e c t your a t t e n t i o n t o E x h i b i t Number 1. On t h a t 

d i s p l a y i d e n t i f y f o r us what you have i n d i c a t e d w i t h 

the w e l l s shown by the blue t r i a n g l e s . 

A. Okay, the blue t r i a n g l e s are b a s i c a l l y o f f s e t 

operators who have i n j e c t i o n w e l l s and water f l o o d s , 

b a s i c a l l y a l l around us i n the immediate area, i n t he 

same — 

Q. What formation are they f l o o d i n g ? 

A. They're the Grayburg/San Andres formations. 

Q. And what do you propose t o flood? 

A. The Grayburg/San Andres. 

Q. When we look a t your p r o j e c t area, how i s 

t h a t i d e n t i f i e d and described on the d i s p l a y ? 

A. Okay, the p r o j e c t area t h e r e i s o u t l i n e d i n 

yel l o w , b a s i c a l l y i n the n o r t h h a l f of 33. 

Q. North h a l f of 33 and the n o r t h h a l f of the 

southwest quarter of t h a t same section? 

A. Yes, s i r . 

Q. What i s the ownership of t h a t acreage? How 
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i s i t configured? 

A. Okay, t h a t acreage i s owned by SDX Resources. 

Q. And i t c o n s i s t s of what types of leases? 

A. B a s i c a l l y o i l and gas leases. 

Q. With f e d e r a l , s t a t e or fee? 

A. B a s i c a l l y f e d e r a l leases. 

Q. Okay, t h i s c o n s i s t s of two f e d e r a l leases? 

A. Yes, s i r . 

Q. I n order t o consolidate w a t e r f l o o d operations 

f o r a lease cooperative p r o j e c t , have you contacted the 

Bureau of Land Management t o o b t a i n t h e i r approval f o r 

a cooperative lease w a t e r f l o o d p r o j e c t f o r t h i s 

p r o j e c t ? 

A. Yes, I have. 

Q. And from what i n d i v i d u a l a t the BLM d i d you 

o b t a i n your approval? 

A. I v i s i t e d w i t h Armando Lopez. 

Q. And he has approved the c o n s o l i d a t i o n of 

these leases f o r the waterflood? 

A. Yes, s i r , he i n d i c a t e d t o me t h a t t h e r e 

should be no problem. 

Q. Use t h i s d i s p l a y and summarize f o r Mr. 

Catanach what i t i s t h a t you propose t o do. 

A. B a s i c a l l y what we propose t o do i s put i n a 

small p i l o t here w i t h two i n j e c t i o n w e l l s . 

CUMBRE COURT REPORTING 
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SDX has r e c e n t l y d r i l l e d a new w e l l i n the 

area, the Leonard "B" Number 5, which i s spott e d on 

E x h i b i t 1. 

B a s i c a l l y — Let's see, i t ' s 990 from the 

n o r t h , 2310 from the east. 

Q. I s the producer approximately e q u i d i s t a n t 

between the two proposed i n j e c t o r s ? 

A. Yes, s i r , and the two proposed i n j e c t o r s 

t h e r e are the Leonard "B" Number 1, loc a t e d i n U n i t B 

as marked on your map the r e , and the Leonard Number 3 

locat e d i n Un i t F. 

Q. What i s the st a t u s of those two well s ? 

A. Those two w e l l s are c u r r e n t l y a c t i v e 

producers. 

Q. And what do you propose t o do? 

A. B a s i c a l l y , as i n d i c a t e d i n the C-108, we 

propose t o convert those t o i n j e c t i o n i n t h e Premier 

and, i f p o s s i b l e , down i n the San Andres. 

Q. Have you made a fo r e c a s t or an engineering 

p r o j e c t i o n of the volume of a d d i t i o n a l o i l t h a t may be 

recovered i f the D i v i s i o n approves your A p p l i c a t i o n ? 

A. Yes, s i r , we have. B a s i c a l l y we t h i n k t h a t 

the Leonard "B" p o r t i o n of the lease w i l l c o n t r i b u t e an 

a d d i t i o n a l 140,000 b a r r e l s , i f we get a good response, 

and the Leonard — the Leonard p o r t i o n of the lease, 
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probably 340,000 b a r r e l s . 

Q. Let's t u r n now t o E x h i b i t Number 2, Mr. 

Morgan. There i s a large copy of t h a t d i s p l a y on the 

hearing room w a l l . There are reduced copies of t h a t 

same i n f o r m a t i o n before the Examiner. I t ' s marked as 

E x h i b i t Number 3. E x h i b i t Number 2 — Let's i d e n t i f y 

t h a t f o r the record. E x h i b i t Number 2 i s the C-108? 

A. C-108, yes, s i r . 

Q. And t h a t c o n s t i t u t e s the f i l i n g t h a t you've 

made i n t h i s case? 

A. Yes, s i r . 

Q. Let's come back t o t h a t , and l e t ' s go now t o 

E x h i b i t Number 3, which i s the c r o s s - s e c t i o n . 

As i n d i c a t e d , you have put a l a r g e r copy of 

t h a t same d i s p l a y on the w a l l of the hearing room. And 

so the Examiner can see what you propose t o do i n terms 

of the a c t u a l p o r t i o n of the pool t o be flooded, would 

you t e l l us what t h a t plan is? 

A. Would you — 

Q. Yes, s i r . Where do you want t o put t h e 

i n j e c t i o n f l u i d s ? 

A. Okay, the i n j e c t i o n f l u i d s , b a s i c a l l y , we 

would — we ki n d of have a two-phase p l a n t h a t we would 

l i k e t o get approved here today. 

We have one problem w e l l t h a t i s i n d i c a t e d on 
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the c r o s s - s e c t i o n t h e r e . I t ' s the Tenneco 33 Number 2. 

I t ' s spotted e s s e n t i a l l y halfway between — w e l l , I 

can't read i t . 

Q. Well, l e t ' s do t h i s again. Hang on a minute. 

A. A l l r i g h t . 

Q. Let's go back t o E x h i b i t Number 1. 

A. A l l r i g h t . 

Q. The problem w e l l t h a t we w i l l address on 

E x h i b i t 1 i s located where and i d e n t i f i e d how? 

A. Okay, i t ' s the Tenneco 33 Number 2, and i t ' s 

l o c a t e d midway between the Leonard Number 4 and the new 

w e l l , the Leonard "B" Number 5. 

Q. I s i t the dryhole symbol or i s i t the gas 

w e l l symbol i n t h a t l o c a t i o n ? 

A. I t ' s the dryhole symbol. 

Q. A l l r i g h t . The dryhole symbol i s the o l d 

Tenneco 33 Number 2? 

A. Yes, s i r . 

Q. Immediately adjacent t o i t , s l i g h t l y t o the 

n o r t h and east, i s the o l d Tenneco 33 Number 1? 

A. Yes, s i r . 

Q. And i n your o p i n i o n , the 33 Number 1 has been 

p r o p e r l y plugged and abandoned and cemented? 

A. The 3 3 Number 1 b a s i c a l l y has surface 

casing — or intermediate casing down t o 32 00 f e e t , 
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which i s w e l l below any depth t h a t we propose t o i n j e c t 

i n , so i t ' s no problem. I don't b e l i e v e t h a t i t ' s — I 

be l i e v e i t ' s an a c t i v e producer. 

Q. Okay, but i t ' s not the problem w e l l t h a t 

you've i d e n t i f i e d ? 

A. No, s i r . 

Q. A l l r i g h t . The problem w e l l , then, i s the 

dryhole symbol shown on E x h i b i t Number 1? 

A. Yes, s i r . 

Q. A l l r i g h t . Keeping t h a t p o i n t i n mind, go 

back now t o E x h i b i t Number 3 and t e l l us the i n j e c t i o n 

zones. 

A. Okay, the i n j e c t i o n zones t h a t we propose t o 

i n j e c t i n are b a s i c a l l y the Premier, which i s i n the 

neighborhood of from 2 600 f e e t down t o about 2750, and 

we would also l i k e t o i n j e c t i n t o the "A" zone of the 

San Andres. We f e e l l i k e we can recover a d d i t i o n a l 

reserves by i n j e c t i n g i n t o the "A" zone of t h e San 

Andres. 

Q. A l l r i g h t . I n order t o accomplish t h a t , 

i d e n t i f y f o r us what you perceive as an engineer t o be 

the problem w i t h the problem w e l l . 

A. Okay, the problem t h a t we have run i n t o , the 

33 Number 2 w e l l has intermediate casing set t o 2800 

f e e t and cemented. 
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I f we stay s t r i c t l y i n the Premier zone, our 

i n j e c t i o n i n t e r v a l w i l l be 2600 t o probably 2700 p l u s . 

That should not create any problems i f we — 

Q. So i n the Premier zone the w e l l i s not a 

problem; i t ' s covered and protected? 

A. Yes, s i r . 

Q. When you move i n t o the San Andres p o r t i o n of 

the p r o j e c t — 

A. Yes, s i r . 

Q. — t h a t wellbore poses a p o t e n t i a l r i s k ? 

A. Yes, s i r , t h i s wellbore i s b a s i c a l l y 

t e m p o r a r i l y abandoned, and the top of cement i s 

i n d i c a t e d by a cement bond l o g a t 6800, approximately, 

and you have 5 1/2 casing exposed from 6800 t o the 

surface. 

Q. A l l r i g h t . Now, what i s your recommendation 

t o the Examiner as a s o l u t i o n t o t h a t issue? 

A. What we would l i k e t o do, b a s i c a l l y , i s begin 

t h i s p r o j e c t w i t h permission t o i n j e c t i n t o t he 

Premier, and we'd l i k e t o a d j u s t our two i n j e c t i o n 

w e l l s a ccordingly t o where we're i n j e c t i n g only i n the 

Premier. 

And we would l i k e t o i n the f u t u r e , i f we're 

able t o gain access t o t h i s w e l l and c o r r e c t t h i s 

problem, e s s e n t i a l l y r a i s e the cement top i n i t . 
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And we're i n the process of n e g o t i a t i o n s t o 

do t h a t now. I f we get t h a t done, we'd l i k e t o have 

permission t o go ahead and i n j e c t i n t o the "A" zone of 

the San Andres. 

Q. What i s your proposal t o the Examiner as t o 

how y o u ' l l keep the i n j e c t i o n w e l l s separated between 

the Premier and the San Andres u n t i l you f i x the San 

Andres i n t e r v a l s i n the o l d Tenneco w e l l ? 

A. What I ' d l i k e t o do i s set r e t r i e v a b l e b r i d g e 

plugs i n the two i n j e c t i o n w e l l s r i g h t below the 

Premier. 

Q. Have you i d e n t i f i e d those w e l l s and 

determined t h a t you have enough v e r t i c a l space between 

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

r e t r i e v a b l e plug? 

A. Yes, s i r , I have. I can run through those 

depths i f you'd l i k e me t o . 

Q. A l l r i g h t . I n p a r t of your research, have 

you i d e n t i f i e d any other problem w e l l w i t h i n t he h a l f -

m i l e radius? 

A. No, s i r , I have not. There's one i n d i c a t e d 

i n the C-108, the American Republic w e l l . 

Q. Yes, s i r . 

A. And i t i s — I t was i n c o r r e c t l y r e p o r t e d , and 

i t i s a c t u a l l y i n Section 35 and not Section 34. 
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Q. A l l r i g h t . So when we go through a l l t h e 

i n f o r m a t i o n you've presented today, we come back t o the 

p o i n t t h a t you f i n d only t h i s Tenneco w e l l t h a t we've 

been d e s c r i b i n g t o be a problem w e l l f o r you? 

A. Yes, s i r . 

Q. A l l r i g h t . As p a r t of your p r e p a r a t i o n of 

the C-108, d i d you i d e n t i f y and l o c a t e any o f f s e t 

operators t h a t might be a f f e c t e d by your p r o j e c t ? 

A. Probably the one o f f s e t operator t h a t would 

be immediately a f f e c t e d would be Mack Energy. 

Q. Okay. And where would t h e i r i n t e r e s t s be 

loc a t e d , Mr. Morgan? 

A. Okay, they're located b a s i c a l l y i n the south 

h a l f of Section 28. 

Q. And have you received any o b j e c t i o n or 

comments from them concerning your A p p l i c a t i o n ? 

A. No, s i r , no o b j e c t i o n s . I have v i s i t e d w i t h 

a couple of them on previous occasions. They're aware 

of what we're doing and have made no o b j e c t i o n s . 

Q. Let's t u r n now t o — I b e l i e v e i t ' s E x h i b i t 

Number 4. That should be the two-page e x h i b i t t h a t 

shows the proposed conversion t o i n j e c t i o n . 

Would you i d e n t i f y those f o r the record, 

please? 

A. These are b a s i c a l l y two approved Sundry 
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Notices. As p a r t of the procedure, we submitted Sundry 

Notices t o the BLM d e t a i l i n g what we pla n t o do t o 

these two f e d e r a l w e l l s i n the process of c o n v e r t i n g 

them t o i n j e c t o r s , and these were approved by the BLM. 

Q. A l l r i g h t , s i r . And E x h i b i t Number 5 i s 

what, s i r ? 

A. E x h i b i t Number 5 b a s i c a l l y i s a compensated 

neutron l i t h o d e n s i t y log of the Leonard "B" Number 5, 

which i s the new w e l l located between the i n j e c t o r s . 

Q. As p a r t of your e f f o r t as an engineer, d i d 

you make c a l c u l a t i o n s of a l l the cement tops w i t h i n the 

h a l f - m i l e radius of i n v e s t i g a t i o n ? 

A. Yes, I d i d . 

Q. Let me show you E x h i b i t Number 6 and ask you 

t o i d e n t i f y t h a t e x h i b i t . 

A. Yes, s i r , t h a t ' s my c a l c u l a t i o n s of a l l the 

cement tops of the w e l l s i d e n t i f i e d i n the C-108. 

Q. Without going through i t i n d e t a i l , g i v e us 

an understanding of how t o read the spreadsheet and 

what c a l c u l a t i o n s you've used. 

A. Okay, b a s i c a l l y the w e l l s are l i s t e d by name 

and operator i n the same order as they're l i s t e d i n 

t a b u l a r form i n the C-108, l i s t e d t he depth the casing 

was s e t , casing s i z e s , the hole sizes and the amount of 

cement used, used the — the cement y i e l d f a c t o r s are 
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l i s t e d that I used, and the height, t o t a l height t o the 

cement column, and basically cement top, 100-percent 

e f f i c i e n c y , 70-percent e f f i c i e n c y and 50-percent 

e f f i c i e n c y . 

Q. I f you use the safety factor of a 50-percent 

e f f i c i e n c y , w i l l you have adequate protection on a l l 

wells with the exception of the Tenneco w e l l t h a t we've 

discussed? 

A. Yes, s i r , I f e e l l i k e we w i l l . 

Q. Okay. Direct your a t t e n t i o n now t o Exhibit 

Number 7. Would you i d e n t i f y and describe th a t 

exhibit? 

A. Yes, s i r , t h i s i s a — basically a — one of 

the early reporting forms f o r an S.P. Yates w e l l , the 

Leonard Number 1, which i s located — I f y o u ' l l look 

back on your map, i t ' s located i n Unit l e t t e r D of 

Section 34. 

Basically, there are no records that I can 

f i n d anywhere that d e t a i l the plugs set, when t h i s w e l l 

was plugged. 

This well l i e s exactly one-half mile away 

from the nearest proposed i n j e c t o r . 

And t h i s report was f i l e d i n 1948, and 

basical l y j u s t says P-and-A'd, 12-31-1948. 

That's the extent of our records. 
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Q. I n between your nearest i n j e c t o r and t h a t 

w e l l , are the r e any producing w e l l s i n t h e pool? 

A. Yes, s i r , we have the Leonard "B" Number 3, 

loc a t e d i n U n i t A of Section 33. 

Q. While t h i s w e l l i s r i g h t on the h a l f - m i l e -

r a d i u s - o f - i n v e s t i g a t i o n c i r c l e ? 

A. Yes, s i r . 

Q. I f the Examiner chose t o i d e n t i f y t h i s w e l l 

as an issue w e l l , would your p r o j e c t expose t h i s 

w e l l b o r e t o any r i s k ? 

A. I don't f e e l l i k e i t would. 

Q. And why not? 

A. I t h i n k i t ' s f a r enough away t h a t i t won't 

create any problems. 

Q. And you have producers i n t h i s area — 

A. Yes, s i r . 

Q. — t h a t would bleed any pressure t h a t would 

be generated from the i n j e c t i o n w ell? 

A. Yes, s i r . 

Q. L e t 1 s go now t o E x h i b i t Number 8. Let me 

have you i d e n t i f y and describe t h a t . 

A. Yes, s i r , we discussed t h i s p r e v i o u s l y . This 

w e l l was covered i n the C-108 a p p l i c a t i o n . I t ' s t he 

Robinson 3A. 

The records a t the OCD i n A r t e s i a , the 
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completion records, i n d i c a t e d t h i s w e l l t o be i n 

Section 35 — or excuse me, Section 34, 660 from the 

n o r t h and the west, which e s s e n t i a l l y puts i t r i g h t 

t h e r e where another producer i s lo c a t e d . Further 

research revealed t h a t i n f a c t i t was lo c a t e d i n 

Section 35. 

Q. And i t ' s w e l l beyond, then, the h a l f - m i l e 

r a d i u s of i n v e s t i g a t i o n ? 

A. Yes, s i r . 

Q. A l l r i g h t . I n compiling the C-102 and 

preparing your A p p l i c a t i o n — 

MR. STOVALL: C-108, Mr. Kel l a h i n ? 

Q. (By Mr. K e l l a h i n ) I'm s o r r y , C-108, Mr. 

Morgan, i n preparing f o r your A p p l i c a t i o n , d i d you 

determine t h a t you could stay a t l e a s t i n i t i a l l y w i t h i n 

the pressure l i m i t a t i o n s of the D i v i s i o n using .2 

p . s . i . per f o o t of depth? 

A. Yes, s i r , we f e e l l i k e t h a t t h a t ' s where we 

would l i k e t o begin our operations a t . And i f 

necessary i n the f u t u r e we would — a f t e r we begin 

i n j e c t i o n , we would do some step r a t e s i f we want t h a t 

increased and apply f o r an increase a t a l a t e r date. 

Q. I n your opinion would approval of t h i s 

A p p l i c a t i o n be such t h a t i t would p r o t e c t any p o t e n t i a l 

contamination of f r e s h water sources i n the area? 
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A. Yes, s i r . 

Q. Approval of t h i s A p p l i c a t i o n would g i v e you 

and your company an op p o r t u n i t y t o recover o i l t h a t 

might not otherwise be recovered? 

A. Yes, s i r . 

Q. The l a s t e x h i b i t , Mr. Examiner, i s E x h i b i t 9, 

which i s my c e r t i f i c a t e of m a i l i n g , n o t i c e of hearing 

t o the owner a t the surface of the i n j e c t i o n w e l l s , 

Bogle Farms, and the o f f s e t operators i d e n t i f i e d t o us 

i n the C-108. 

With t h a t e x h i b i t , t h a t concludes our d i r e c t 

p r e s e n t a t i o n , and we move the i n t r o d u c t i o n of E x h i b i t s 

1 through 9. 

EXAMINER CATANACH: E x h i b i t s 1 through 9 w i l l 

be admitted as evidence. 

(Off the record) 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Morgan, i d e n t i f y f o r me, would you, which 

lease i s which, and which — what lands encompass which 

lease? 

A. Okay, the Leonard "B" lease — 

Q. Uh-huh. 

A. — i s e s s e n t i a l l y the northeast q u a r t e r of 

Section 33, 17 South, 29 East. 
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The Leonard lease i s the northwest q u a r t e r 

and the n o r t h h a l f of the southwest q u a r t e r of Section 

33. 

Q. Okay. I s the Leonard "B" Federal Number 1 — 

Do you r e c a l l the l o c a t i o n of t h a t well? 

A. Yes, s i r . The Leonard "B" Federal Number 1 

i s l ocated i n U n i t B, 330 from the n o r t h l i n e , 1650 

from the east. 

Q. Okay. On my e x h i b i t there's some acreage i n 

Section 4 t h a t ' s o u t l i n e d i n yellow. Does t h a t have 

any s i g n i f i c a n c e ? 

A. No, s i r . That's a t o t a l l y separate lease. 

Those belong t o SDX Resources, but i t i s not p a r t of 

t h i s p r o j e c t . 

Q. Okay. Are there several d i f f e r e n t 

w a t e r f l o o d s t h a t o f f s e t your proposed waterflood? 

A. Yes, s i r , there are. The primary one — 

primary one, t h e i r o f f s e t s w i l l be Mack Energy. 

I n c i d e n t a l l y , on your C-108 y o u ' l l n o t i c e 

t h a t Marbob and Mack Energy a t the time were b a s i c a l l y 

i n the process of f i l i n g t h e i r paperwork, s p l i t t i n g 

t h e i r operations, so some of those t h a t show Marbob are 

i n f a c t Mack Energy. 

Q. Okay. With regards t o E x h i b i t Number 6 on 

your c a l c u l a t e d cement tops — 
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A. Yes, s i r . 

Q. — d i d any of the w e l l s t h a t you examined, 

d i d they have any cement-bond logs or other data which 

would s u b s t a n t i a t e your c a l c u l a t i o n s ? 

A. B a s i c a l l y two of them have cement-bond logs: 

the problem w e l l t h a t we discussed, and the new w e l l 

t h a t SDX has d r i l l e d , the Leonard "B" 5. 

Those are the only two t h a t I remember seeing 

bond logs on. 

Q. How d i d the bond logs compare w i t h your 

c a l c u l a t i o n s , and what k i n d of e f f i c i e n c y would you use 

i f you — 

A. Normally i n t h i s area, I use an 80-percent 

e f f i c i e n c y , and i t seems t o j i b e r e a l l y w e l l w i t h 

cement tops. 

Q. That i s su b s t a n t i a t e d by the bond logs on 

these two w e l l s , more or less? 

A. Well, yes, s i r . The Leonard "B" Number 5 

c i r c u l a t e d cement — 

Q. Okay. 

A. — and I would say, yes, s i r , t h a t i t j i b e s 

r e a l w e l l w i t h the problem w e l l . 

Once you reach the s a l t s e c t i o n , your 

c a l c u l a t i o n s tend t o — you need t o use about 100 

percent e f f i c i e n c y — or 200 percent i n t h a t — excess 
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i n t h a t s e c t i o n . 

But none of the w e l l s c i r c u l a t e d cement 

except the Leonard "B" Number 5. 

Q. I f you use a 50-percent e f f i c i e n c y , i t looks 

l i k e some of these w e l l s are — the cement tops would 

be r e l a t i v e l y close t o the i n j e c t i o n zone. 

A. Most of them are more than 100 f e e t from i t . 

Q. With the q u a l i t y of the cement a t the top 

being probably poorer than i t would be anywhere else? 

A. Yes, s i r . B a s i c a l l y , as I s a i d e a r l i e r , I'm 

comfortable t h a t t h i s w i l l not create any problems, and 

b a s i c a l l y I stand by my number t h e r e of 80 percent 

e f f i c i e n c y , e s p e c i a l l y w i t h these o l d e r w e l l s t h a t were 

ca b l e - t o o l e d w e l l s . They had p r e t t y good boreholes 

w i t h t h e i r cable t o o l s , and 80 percent i s a p r e t t y w e l l 

proven number t h a t stands up w e l l . 

Q. Okay. Besides the one P-and-A'd w e l l t h a t we 

t a l k e d about, are there any other P-and-A'd wells? 

A. Yes, s i r , i f we can go back t o the C-108, the 

Empire South Deep Com Number 8, which i s t h e f i r s t one 

shown i n your C-108 — 

MR. KELLAHIN: I t appears on page 15, Mr. 

Examiner. 

EXAMINER CATANACH: Okay. 

THE WITNESS: — i t has i n t e r m e d i a t e set 
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through the zones of i n t e r e s t t h e r e , and i t ' s p r o p e r l y 

P-and-A'd. 

EXAMINER CATANACH: Okay. 

THE WITNESS: The next one shown i s the 

Federal 3 3 C Number 2, which was b a s i c a l l y a P-and-A'd 

w e l l , and i t ' s the problem w e l l t h a t we have discussed. 

The Leonard State "B" Number 4 i s the next 

one shown, also again, p r o p e r l y P-and-A'd w e l l . 

And then the Leonard State Number 4, which i s 

the one of S.P. Yates's w e l l s t h a t e s s e n t i a l l y has no 

records. 

Those are the only P-and-A'd w e l l s t h a t I 

i d e n t i f i e d . 

Q. (By Examiner Catanach) And you searched 

D i v i s i o n records t o t r y and f i n d some p l u g - i n data on 

tha t ? 

A. Yes, s i r , sure d i d . 

Q. Okay. 

A. More than once. 

Q. Mr. Morgan, are you f a m i l i a r w i t h any of the 

o f f s e t w a t e r f l o o d operations? 

A. I n a l i m i t e d capacity, yes, s i r . 

Q. S p e c i f i c a l l y , t o your knowledge, do you know 

of any out-of-zone water problems i n any of these 

o f f s e t floods? 
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A. There are some water flows i n the surrounding 

areas encountered when d r i l l i n g . B a s i c a l l y I don't 

know of any problem w e l l s t h a t have pressure on the 

annulus or anything of t h a t nature. 

Most of these w a t e r f l o o d — or water flows 

come from the Queen formation, could be the r e s u l t of 

water f l o o d s , could be n a t u r a l l y o c c u r r i n g or — r e a l l y 

don't know. 

Q. Any s p e c i f i c i n t e r v a l i n the Queen? 

A. No, s i r . I t ' s k i n d of e r r a t i c i n t h a t area. 

There was none encountered on t h a t Leonard Number 5, t o 

my knowledge. So sometimes you run i n t o i t , sometimes 

you don't. 

Q. Okay, i t ' s my understanding you are 

n e g o t i a t i n g w i t h the operator of the Tenneco 3 3? 

A. Yes, s i r , t h a t would be Central Resources. 

We would l i k e t o e s s e n t i a l l y buy t h a t w e l l b o r e and do 

recompletion on i t , i f p o s s i b l e , and I know they have 

contacted Central Resources, SDX has, and t h a t ' s as f a r 

as — t h a t ' s the extent of my knowledge on t h a t . 

Q. Okay. You c i t e d e a r l i e r some a d d i t i o n a l 

r e c o v e r i e s . That's beyond what you w i l l recover w i t h 

primary production on these two leases? 

A. Yes, s i r , t h a t ' s secondary recovery numbers. 

Q. About 480,000 barrel s ? 
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A. I f everything works and we get f u l l one-to-

one secondary and primary. 

Q. Do you plan a t t h i s time on c o n v e r t i n g any 

other a d d i t i o n a l w e l l s t o i n j e c t i o n on these leases? 

A. Not a t t h i s time. However, we f e e l l i k e i f 

we were t o achieve t h a t number t h a t you j u s t c i t e d , 

t h a t we probably would need another i n j e c t o r on the 

Leonard lease i t s e l f . 

Now, whether we d i d a conversion or we 

d r i l l e d an i n j e c t o r — We probably would need t o d r i l l 

t h a t i n j e c t o r . But we have not — have not discussed 

t h a t a t t h i s time. 

Q. This area t h a t we're t a l k i n g about has never 

r e a l l y been under f l o o d except from o f f s e t acreage? 

A. Not t o my knowledge. I t ' s one of the reasons 

f o r the p r o j e c t . We see p r e t t y depleted pressures i n 

our new w e l l . 

Q. I s the primary producing zone — I s t h a t the 

Premier? 

A. Both the Premier and the San Andres "A". 

Q. About equally, would you say? 

A. Oh, I ' d hate t o say, r e a l l y . Most of these 

were open-hole and both done a t the same time, very 

d i f f i c u l t t o segregate. 

Q. I s your a d d i t i o n a l recovery based on f l o o d i n g 
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both of these zones? 

A. Yes, s i r . 

EXAMINER CATANACH: I t h i n k t h a t ' s a l l I 

have. 

EXAMINATION 

BY MR. STOVALL: 

Q. I need t o ask something here. Are you 

i n t e r e s t e d i n g e t t i n g the enhanced o i l recovery t a x 

c r e d i t ? 

A. I imagine we are. 

Q. You hadn't much thought about i t before, have 

you? 

A. Every l i t t l e b i t helps f o r s t r i p p e r 

operators, i t sure does. 

Q. A couple questions and as much by way of 

expla n a t i o n — I t appears t o me t h a t you have not 

researched t h i s thoroughly and — 

A. No, I have not, sure haven't. Not on the 

t a x - c r e d i t s i t u a t i o n , no. 

Q. Let me ask you, now, your p r o j e c t area i s 

o u t l i n e d there w i t h the yellow, r i g h t ? 

A. Yes, s i r . 

Q. Are you going t o e f f e c t i v e l y going t o enhance 

pro d u c t i o n throughout the area w i t h these two 

i n j e c t o r s , do you t h i n k ? 

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 

^ 27_ 

A. With these two we f e e l l i k e c o s t - e f f e c t i v e l y 

we're going t o get our best shot, w i t h o u t adding a 

t h i r d i n j e c t o r , which we discussed e a r l i e r would 

probably be necessary f o r the f u l l e f f e c t . 

Q. Now, are you aware of the — again, I'm going 

t o guess you probably aren't — but aware of th e 

requirements t o q u a l i f y f o r the c r e d i t ? 

A. No, I'm not. Not completely, no, s i r . 

Q. Okay, l e t ' s run t h a t r e a l q u i c k l y so you know 

what you've got t o do. 

The f i r s t t h i n g i s , you've got a new p r o j e c t , 

and I assume i t ' s — you don't — obviously you don't 

consider premature; I t h i n k your testimony i n d i c a t e s 

t h a t . 

A. Yes, s i r . 

Q. How soon do you i n t e n d t o begin i n j e c t i o n ? 

A. Probably r e l a t i v e l y soon a f t e r we get 

approved. 

Q. So you're not lo o k i n g a t any lengthy delay? 

A. No, s i r . 

Q. The way the process works i s , a f t e r t h e 

D i v i s i o n approves the p r o j e c t and c e r t i f i e s i t t o you 

as an EOR-qualified p r o j e c t , you have f i v e days from 

t h a t date — t h i s i s — being a secondary recovery 

p r o j e c t — i n which t o apply f o r c e r t i f i c a t i o n of a 
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p o s i t i v e production response. 

What t h a t means i s t h a t you're going t o have 

t o come i n and, because we don't have d e c l i n e curves 

here or baseline production, you're going t o have t o 

demonstrate — and i t ' s something y o u ' l l need t o do a t 

the s t a r t of the w a t e r f l o o d — 

A. Yes, s i r . 

Q. — i s what i s your baseline d e c l i n e , what i s 

your production? 

And then a t some p o i n t , as soon as you get a 

p o s i t i v e response and e s t a b l i s h t h a t as a — over a 

pe r i o d of time, not j u s t , you know, one month's 

pr o d u c t i o n but — 

A. Yes, s i r . 

Q. — a couple months — 

A. Right. 

Q. — you must a c t u a l l y apply t o us w i t h i n f i v e 

years from the date of the c e r t i f i c a t e , and the 

c e r t i f i c a t e w i l l have a date s p e c i f i c on i t . 

A. Okay. 

Q. Wi t h i n f i v e years from t h a t date you must 

apply t o us and come back and prove t h a t p o s i t i v e 

p r o d u c t i o n response, prove t h a t you have, i n f a c t — 

recove r i n g more o i l than you would have w i t h o u t the 

secondary recovery e f f o r t 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 

29 

At t h a t time w e ' l l c e r t i f y the p r o j e c t t o 

Taxation and Revenue. We may reserve the r i g h t a t t h a t 

time t o i d e n t i f y only t h a t area which has a c t u a l l y 

shown a b e n e f i t from the w a t e r f l o o d , so i t may not be 

the e n t i r e p r o j e c t area. 

A. Yes, s i r . 

Q. Okay. From t h a t time, a c t u a l l y , y o u ' l l be 

e n t i t l e d t o the reduced t a x r a t e , r e t r o a c t i v e t o the 

date t h a t we determine as the i n i t i a l p o s i t i v e 

p r o d u c t i o n response date — 

A. Okay. 

Q. — and i t ' s about 50 percent of the t a x on 

a l l of the o i l produced from t h a t time, so i t ' s worth a 

few cents. 

A. Sure i s . 

Q. So assuming from what you're saying t h a t 

you're ready t o begin f l o o d i n g f a i r l y q u i c k l y — 

A. Yes, s i r . 

Q. — i t appeared t o me t h a t we can c e r t i f y i t 

as of the date the Order approving the p r o j e c t i s 

issued, r a t h e r than delay c e r t i f i c a t i o n . 

A. A l l r i g h t , w e ' l l get some baseline 

i n f o r m a t i o n t o — 

Q. Some baseline numbers f o r p r o d u c t i o n . 

And then j u s t as I say, your next c r i t i c a l 
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t h i n g i s t o make sure you don't f o r g e t t h a t f i v e - y e a r 

date, because i f you miss t h a t , you're — That's not 

get a response w i t h i n then, but t o a c t u a l l y have had an 

a p p l i c a t i o n i n t o us by — 

A. Wi t h i n f i v e years you need t o come back and 

demonstrate your p o s i t i v e response; i s t h a t c o r r e c t ? 

Q. Right. 

A. Okay. 

Q. But you should do i t — Obviously, i t ' s i n 

your i n t e r e s t t o do i t as soon as you get a good 

es t a b l i s h e d p o s i t i v e production. 

I f you get i t i n a year or two, you can begin 

g e t t i n g the c r e d i t a t t h a t time. Don't w a i t t he f i v e 

years. 

A. Yes, s i r . I ' l l r e l a y t h a t on. I'm sure SDX 

w i l l be very i n t e r e s t e d i n t h a t . 

MR. KELLAHIN: Mr. Examiner, i s i t p o s s i b l e 

t o have those appropriate f i n d i n g s included i n t h i s 

Order w i t h o u t amending or r e - a d v e r t i s i n g our 

Ap p l i c a t i o n ? 

MR. STOVALL: I'm not sure t h a t — I'm not — 

I mean, t h i s came i n as an a d m i n i s t r a t i v e A p p l i c a t i o n . 

I t was docketed by the Commission. 

I'm not sure t h a t there's any r e a l n o t i c e 

requirement, because i t doesn't a f f e c t anybody else's 
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i n t e r e s t , i t has no e f f e c t on c o r r e l a t i v e r i g h t s , so 

we're — I t has some e f f e c t on waste, o b v i o u s l y ; i t ' s 

t o encourage prevention o f. 

MR. KELLAHIN: You oc c a s i o n a l l y see i t 

n o t i c e d on the docket, but I'm not aware t h a t t h a t ' s 

r e q u i r e d . 

MR. STOVALL: I f i t ' s included i n an 

a p p l i c a t i o n , we u s u a l l y put i t i n the n o t i c e and on the 

docket, but I don't t h i n k i t ' s a c r i t i c a l element t o 

t h i s — t o g r a n t i n g t h a t A p p l i c a t i o n , because t h e r e are 

— i t has no e f f e c t on anybody else. 

MR. KELLAHIN: I n p o i n t of procedure, do we 

need t o request f o r a d m i n i s t r a t i v e f i n d i n g s as t o t h a t 

issue, or can they be incorporated i n t o t he w a t e r f l o o d 

order? 

MR. STOVALL: I t may in c o r p o r a t e i t i n t o 

the — What we do i s , the way we've done i t now i s , we 

inc o r p o r a t e the f i n d i n g s t h a t i t q u a l i f i e s i n t o t he 

Order, and then we issue a separate c e r t i f i c a t e t h a t 

says t h i s p r o j e c t i s q u a l i f i e d , and then i t i d e n t i f i e s 

the p r o j e c t area. 

MR. KELLAHIN: On behalf of the A p p l i c a n t , we 

would so request t h a t t h a t be accomplished i n t h i s 

case. 

Thank you, Mr. Examiner. 
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MR. STOVALL: And then a t the time we get the 

p o s i t i v e production response w e ' l l a c t u a l l y i d e n t i f y 

the s p e c i f i c w e l l s which q u a l i f y f o r the c r e d i t , as 

w e l l as the area. 

MR. KELLAHIN: A l l r i g h t , I understand how 

t h a t process works, and I can t e l l Mr. Morgan how t o 

accomplish t h a t . 

We had simply overlooked the f a c t t h a t we 

could f i n d i n g s i n t h i s f l o o d order t h a t would r a i s e t he 

issue and s a t i s f y the p r e r e q u i s i t e s f o r the enhanced 

o i l recovery b e n e f i t s . 

MR. STOVALL: Yeah, I t h i n k there's no 

requirement f o r an a d d i t i o n a l hearing or any a d d i t i o n a l 

— The basic evidence r e q u i r e d here i s what's needed. 

FURTHER EXAMINATION 

BY EXAMINER CATANACH: 

Q. Let me j u s t ask you, Mr. Morgan, the 

ownership of the two leases i n question — 

A. Yes, s i r . 

Q. — i s t h a t common? 

A. Yes, s i r , t o my knowledge i t i s . 

Q. Working i n t e r e s t ? 

A. Yes, s i r . 

Q. And r o y a l t y i n t e r e s t i s probably the same 

also — 
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A. I be l i e v e so. 

Q. — i n these two f e d e r a l leases? 

A. Yes, s i r , I bel i e v e so. 

EXAMINER CATANACH: Okay, t h a t ' s a l l I have. 

Anything f u r t h e r , Mr. Kel l a h i n ? 

MR. KELLAHIN: No, s i r , not from t h i s 

witness. 

EXAMINER CATANACH: There being n o t h i n g 

f u r t h e r , Case 10,684 w i l l be taken under advisement. 

(Thereupon, these proceedings were concluded 

a t 10:16 a.m.) 

* * * 
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