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MR. STAMETS: We'll c a l l next 

Case 8731. 

MR. TAYLOR: The a p p l i c a t i o n of 

Lynx Petroleum Consultants, Incorporated, f o r an unorthodox 

gas w e l l l o c a t i o n , compulsory p o o l i n g , and a dual comple­

t i o n , Lea County, New Mexico. 

MS. AUBREY: Karen Aubrey, Kel­

l a h i n and K e l l a h i n , r epresenting the a p p l i c a n t . 

MR. BATEMAN: Ken Bateman, 

White, Koch, K e l l y , and McCarthy, representing Texaco. 

MR. STAMETS: Any other appear­

ances i n t h i s case? 

I presume we have some witnes­

ses i n t h i s case? 

MS. AUBREY: Mr. Stamets, I 

have two witnesses t o be sworn. 

MR. STAMETS: Ken, how about 

you? 

MR. BATEMAN: Yes, s i r , I have 

two witnesses, a l s o . 

MR. STAMETS: W i l l a l l those 

stand and be sworn at t h i s time, please? 

(Witnesses sworn.) 
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MR. STAMETS: Any time you're 

ready, Ms. Aubrey. 

MS. AUBREY: Thank you. 

I'd l i k e t o make a b r i e f open­

in g statement, Mr. Stamets. 

This case i s here on a de novo 

a p p l i c a t i o n f i l e d by Lynx Petroleum i n connection w i t h the 

Geraldine Doughty No. 1 Well, which i s a Paddock o i l pro­

ducer . 

The case came on e a r l y t h i s 

year before Examiner Stogner and a t the time the case was 

heard by the Examiner the only r e a l issue between the par­

t i e s was the a l l o c a t i o n of w e l l costs between the present 

producing Paddock formation and the proposed recompletion i n 

the Queen. 

At t h a t time Lynx presented 

testimony of a c t u a l w e l l costs a t t r i b u t a b l e t o both the Pad­

dock and the proposed Queen recompletion, and suggested t o 

the Examiner t h a t Texaco had an o b l i g a t i o n t o pay i t s pro­

p o r t i o n a t e share of the cost of d r i l l i n g the w e l l t o the 

base of the Queen, t o about 4000 f e e t . 

Texaco's p o s i t i o n a t the Exami­

ner Hearing was t h a t i t was not o b l i g a t e d t o pay any money 

to get down t o 4000 f e e t . 

The Examiner order was based 
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upon salvage value of the equipment i n the wellbore t o 4000 

f e e t . 

Today we are going t o present 

testimony t o you t o show t h a t salvage value was not an ap­

p r o p r i a t e method of compensating Lynx Petroleum f o r having 

d r i l l e d the w e l l t o the Paddock and t o compensate them f o r 

the value of the wellbore t o 4000 f e e t t o Texaco, who w i l l 

r eceive 50 percent of the gas from t h a t formation i f the 

w e l l i s s u c c e s s f u l l y recompleted i n the Queen. 

Gary Fonay w i l l t e s t i f y and Joe 

Ramey w i l l t e s t i f y f o r Lynx. 

That's a l l . 

MR. STAMETS: Mr. Bateman, be­

for e Ms. Aubrey begins, l e t me confirm t h a t indeed today we 

are only looking a t an appropriate a l l o c a t i o n of w e l l costs. 

Is t h a t your understanding? 

MR. BATEMAN: That's c o r r e c t . 

That's the issue. 

MR. STAMETS: Fine. You may 

proceed. 

MS. AUBREY: So the record i s 

complete, since we are on a de novo a p p l i c a t i o n , i f you wish 

I w i l l go through the testimony on the forced p o o l i n g , unor­

thodox l o c a t i o n , and/or completion issues. I f not, we can 

skip t h a t and simply t a l k about w e l l costs. 
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MR. STAMETS: I presume t h a t we 

can s t i p u l a t e t h a t the only issue i s w e l l costs and other 

issues as t o r i s k f a c t o r s , overhead charges, and the acreage 

i n question a l l w i l l be as i n the o r i g i n a l order. 

MR. BATEMAN: Let me c o r r e c t 

myself. Risk penalty c e r t a i n l y i s an issue. 

MR. STAMETS: Okay. 

MS. AUBREY: I be l i e v e the dual 

completion i s a t issue, too, so i f we're going t o t a l k about 

r i s k f a c t o r , the dual completion, and the w e l l costs w i l l be 

brought up. 

MR. STAMETS: A c t u a l l y we ought 

t o cover the whole t h i n g and as q u i c k l y as po s s i b l e . 

GARY FONAY, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MS. AUBREY: 

Q Would you s t a t e your name and occupation 

f o r the record please? 

A Gary Fonay. I'm co-owner of Lynx Petro­

leum. 
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Q And, Mr. Fonay, where does Lynx Petroleum 

operate? 

A Our only o f f i c e i s i n Hobbs, New Mexico, 

and we operate s o l e l y i n southeast New Mexico. 

Q Do you have a p r o f e s s i o n a l degree, Mr. 

Fonay? 

A Yes, I have a BS i n petroleum engineering 

from Colorado School of Mines. 

Q Are you pr e s e n t l y employed as a petroleum 

engineer? 

A Yes, I am. 

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 of 

Lynx Petroleum f o r forced p o o l i n g , dual completion, and an 

unorthodox gas w e l l l o c a t i o n f o r the Geraldine Doughty No. 

1? 

A Yes, I am. 

Q Have you t e s t i f i e d p r e v i o u s l y before the 

O i l Conservation Commission and had your q u a l i f i c a t i o n s made 

a matter of record? 

A I have. 

MS. AUBREY: Mr. Commissioner, 

are the witness' q u a l i f i c a t i o n s acceptable? 

MR. STAMETS: They are. 

Q Mr. Fonay, would you give a b r i e f h i s ­

t o r y , s t a r t i n g w i t h the forced pooling i n September and Oct-
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tober of 1984 f o r the Geraldine Doughty No. 1? 

A Okay. Might r e f e r t o E x h i b i t One. 

Here's a l i t t l e b e t t e r E x h i b i t One than t h a t Xerox, i f the 

Examiner would l i k e t o look at t h a t . I t might be a l i t t l e 

c l e a r e r to read. 

Q we w i l l s u b s t i t u t e t h i s e x h i b i t . 

A Lynx Petroleum and Southern Union Explor­

a t i o n began le a s i n g the north h a l f of the southwest quarter 

and the south h a l f of the northwest quarter of Section 25, 

16 South, 36 East, Lea County, t o d r i l l a w e l l t o approxi­

mately 6350 f e e t f o r a Paddock t e s t about July of 1984, a 

l i t t l e before t h a t . 

we completed acreage a c q u i s i t i o n i n there 

f o r the most p a r t w i t h a few small leaseholders r e f u s i n g to 

e i t h e r lease or j o i n i n the d r i l l i n g of t h a t Paddock w e l l , 

the northeast of the southwest quarter t o be dedicated t o 

t h a t w e l l . 

In September, 1984, Lynx Petroleum ap­

p l i e d here a t t h i s Commission f o r forced p o o l i n g f o r those 

f r a c t i o n a l i n t e r e s t s i n t h a t 40 acres and force pooled a l l 

minerals from surface t o the base of the Paddock. We asked 

f o r a cost plus 200 percent r i s k penalty on t h a t w e l l and 

overhead charges of $3500 a month wh i l e d r i l l i n g and $350 a 

month wh i l e operating a producing w e l l . 

That case was heard and the order was 
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w r i t t e n as we had asked and the w e l l was d r i l l e d and a c t u a l ­

l y completed the end of 1984 and began i n January, 1985, 

from the Paddock form a t i o n . 

Q When d i d Lynx f i r s t propose a recomple­

t i o n of the Geraldine Doughty No. 1 i n the Queen? 

A We wrote a l e t t e r dated January 15th, 

j u s t two weeks a f t e r we had s t a r t e d producing the Paddock, 

to both Texaco and Tenneco, asking them t o p a r t i c i p a t e w i t h 

t h e i r leased or owned mineral r i g h t s i n t h a t recompletion. 

Q Could you e x p l a i n f o r the Commission what 

the i n t e r e s t of Tenneco and Texaco are i n the 160 acres? 

A I n the 160 acres t h a t we're asking t o de­

dic a t e t o the Queen w e l l , which would be the southwest quar­

t e r of Section 25, Tenneco would have 50 percent of t h a t 160 

acres and Tenneco would have 25 percent. 

MR. STAMETS: Would you run 

t h a t by me again? I s Texaco 50 percent? 

A Yes, s i r . 

MR. STAMETS: And Tenneco i s 

how much? 

A 25. 

MR. STAMETS: Thank you. 

Q And what i s Lynx' i n t e r e s t i n the w e l l 

(not c l e a r l y understood)? 

A Lynx i s the r e s t , 25; Lynx, et a l , we've 
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got some partners but t h a t ' s — i t ' s our i n t e r e s t . We speak 

f o r t h a t 25. 

Q Let me have you s k i p over E x h i b i t Number 

Two, Mr. Fonay, and r e f e r t o what we've marked as E x h i b i t 

Number Three. 

A E x h i b i t Number Three i s a l e t t e r dated 

February 1, 1985, which i s the second time I mailed t h a t 

l e t t e r t o Texaco. I t got misplaced or l o s t or never — Tex­

aco never received i t . 

The February 1 l e t t e r i s a l e t t e r t o Tex­

aco proposing the possible dual completion of the Geraldine 

i n the Paddock and Queen. This l e t t e r went t o both Texaco 

and Tenneco. I t o f f e r s them an o p p o r t u n i t y to p a r t i c i p a t e 

i n the w e l l or i f they chose not t o p a r t i c i p a t e , they could 

lease or farm out t h e i r i n t e r e s t t o Lynx, i f they would de­

l i v e r Lynx a 75 net lease. 

Q Has Texaco had any i n t e r e s t i n the Pad­

dock production i n t h i s w e l l ? 

A No, they do not. 

Q Was Texaco force pooled when Lynx f i l e d 

i t s compulsory pooling a p p l i c a t i o n i n connection w i t h the 

Paddock o i l zone? 

A No, they were not. 

Q I n your E x h i b i t Number Three you i n d i c a t e 

t h a t you have received some i n d i c a t i o n of possible Queen 
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production when you were completing the Geraldine Doughty 

No. 1 i n the Paddock. 

Can you e x p l a i n t h a t f o r the Commission? 

A The -- the Queen, when we were d r i l l i n g 

the w e l l , we had a mud logger on the w e l l and had a f a i r mud 

log show d r i l l i n g through the Queen formation. 

Also, upon running open hole logs, the 

p o r o s i t y t o o l , CNL/FDC showed f a i r crossover on t h a t l o g , 

i n d i c a t i n g possible gas production. Open hole logs were, 

although not o v e r l y o p t i m i s t i c , looked l i k e i t had a reason­

able chance of production i n the Queen fo r m a t i o n , and our 

i n t e n t here was t o maximize our cash fl o w from the w e l l ; i n 

a d d i t i o n t o the Paddock,to t r y and get some a d d i t i o n a l pro­

duct i o n from the Queen. 

Q Let me have you look back at E x h i b i t Num­

ber One, Mr. Fonay, does t h a t e x h i b i t show the other w e l l s 

i n the area which are producing from the Queen formation? 

A Yes. E x h i b i t One i s a copy of a lease 

ownership map w i t h the Geraldine Doughty roughly i n the mid­

dle of t h a t map. 

The nearest Queen producer t o the Geral­

dine i s the Amoco w e l l i n Unit l e t t e r P of Section 1, 17, 

36, shown by the arrow. That w e l l i s approximately two 

miles from the Geraldine and t h a t ' s the nearest Queen pro­

ducer, and the only Queen producer on t h i s map. 
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That w e l l has been a f a i r Queen producer. 

I t has a cumulative recovery of about 3 0 0 - m i l l i o n cubic f e e t 

and makes about 50 MCF a day. 

Q Are there w e l l s shown on the map which 

were dry holes? 

A Yes, there are. I n Section 26 two w e l l s 

were d r i l l e d t o the Queen form a t i o n . Both of those w e l l s 

t e s t e d the Queen and both t e s t e d the Queen as nonproductive; 

a c t u a l l y produced water. Both those w e l l s are down s t r u c ­

t u r e from the Geraldine. 

General s t r u c t u r e i n the area, there's a 

high located about a t the township corner there w i t h a 

v a r i e t y of horizons productive across t h a t high, dropping 

o f f t o water and nonproductive on the edge. 

Q Do you know what w e l l s i n the area shown 

by your E x h i b i t Number One had gas shows i n the Queen but 

are not c u r r e n t l y producing from the Queen formation? 

A we know t h a t there's a number of w e l l s 

across t h i s general s t r u c t u r e , i n Section 36, Section 1, 

Section 31. I don't know of each w e l l t h a t d i d or d i d not 

show a gas show or d i d r e p o r t a gas show. 

No other w e l l i n Section 25 reported a 

gas show w i t h the Commission records. There are several 

w e l l s down i n Section 36 t h a t i n d i c a t e d gas shows when they 

were d r i l l e d , but the Queen i s a sand formation and perme-
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a b i l i t y seems t o somewhat come and go across t h a t s t r u c t u r e 

and some may be pro d u c t i v e , some not. I t ' s not a continuous 

productive sand across t h a t high. At spots where peremabil-

i t y i s such i t might be prod u c t i v e ; spots where i t i s n ' t . 

None of the we l l s are producing up there on t h a t c r e s t . 

Q Can you draw a conclusion f o r the Commis­

sion about the r i s k f a c t o r which Lynx Petroleum i s e n t i t l e d 

t o f o r the completion of t h i s w e l l i n the Queen formation? 

MR. STAMETS: Excuse me, j u s t a 

minute. 

Gentlemen, i t ' s — i t ' s s o r t of 

d i s t r a c t i n g , you know, I don't mind you holdi n g conversa­

t i o n s but i f you could move t o the back of the room t h a t 

would be most appreciated. Thank you. Sorry. 

THE REPORTER: Would you ask 

your question again? Let's go over t h a t again. 

Q Mr. Fonay, can you draw a conclusion from 

the i n f o r m a t i o n t h a t you have given the Commission and the 

in f o r m a t i o n contained on your E x h i b i t Number One about the 

r i s k f a c t o r which should be ap p l i e d i n t h i s case t o the com­

p l e t i o n of the w e l l i n the Queen formation? 

A Yes, I can. As p r e v i o u s l y I noted, the 

nearest producer i s s l i g h t l y over two miles away and the 

nearest a c t u a l t e s t s i n the Queen are nonproductive. Our 

open hole logs would be encouraging but a t the same time i t 
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i n d i c a t e s the zone i s somewhat t i g h t on our d u o l a t e r a l and I 

t h i n k the chance, the r i s k of commercial production i s very 

r e a l and s u b s t a n t i a l , and I t h i n k t h a t cost plus 200 i s very 

reasonable and t h a t r i s k has already been assigned t o the 

w e l l i n a previous forced p o o l i n g hearing. 

Q I n a d d i t i o n t o the r i s k you j u s t t e s t i ­

f i e d t o , are you aware of any mechanical r i s k s i n v o lved i n 

re - e n t e r i n g the wellbore and recompleting the w e l l i n the 

Queen? 

A Yes. There's always mechanical r i s k s 

working on a w e l l . We'll p o s s i b l y lose water t o the Paddock 

formation. There's always a p o s s i b i l i t y of damage t h e r e . 

We have several r e t r i e v a b l e bridge plugs over the Paddock; 

p e r f o r a t i n g the Queen; there's always a chance of damage t o 

the lower zone; problems w i t h downhole t o o l s on the upper 

zone; j u s t r i s k s i n h e r e n t i n working on a w e l l would be i n ­

cluded here and would also be -- be r e a l s u b s t a n t i a l . 

Q At the l a s t hearing on t h i s matter before 

the Examiner, Texaco presented testimony t h a t they believed 

t h a t an appropriate r i s k f a c t o r i n t h i s case was 25 percent. 

Do you have an opinio n about t h a t ? 

A Well, i t ' s my opinion t h a t there's never 

a sure t h i n g . We could o f f s e t t h a t Queen w e l l down there i n 

Section 1 and might not have got a Queen producer. 

Two miles from the nearest producer i s 
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s u b s t a n t i a l r i s k , even though we've already got the geologic 

data, the mud log and open hole l o g , and I j u s t — j u s t f e e l 

t h a t t h a t ' s not r e a l i s t i c a t a l l , the r i s k t h a t would be as­

sociated, and the r i s k s we've already taken i n d r i l l i n g the 

wel 1. 

Q Let me have you look at the next set of 

e x h i b i t s , Mr. Fonay. Since we are, as I understand i t , not 

d i r e c t l y d e a l i n g w i t h the forced pooling issue, I ' l l ask 

you t o deal w i t h those together, E x h i b i t s Four through Nine 

I b e l i e v e represent correspondence between Lynx Petroleum 

and Texaco w i t h regard t o the v o l u n t a r y p a r t i c i p a t i o n of 

Texaco i n the w e l l i n the Queen. 

A Well, E x h i b i t Four i s a l e t t e r from Tex­

aco t o Lynx dated June 11th. That l e t t e r i s a c t u a l l y , pro­

bably, i n the wrong order. 

Q These E x h i b i t s Four through Nine are a l l 

l e t t e r s which deal w i t h the e f f o r t s t h a t Lynx made t o o b t a i n 

the v o l u n t a r y p a r t i c i p a t i o n of Texaco i n the Queen forma­

t i o n . 

A That's r i g h t . There were several c o r r e s ­

pondences back and f o r t h between Lynx and Texaco, the f i r s t 

being t h i s l e t t e r dated February 1 from Lynx t o Texaco ask­

in g them to p a r t i c i p a t e or farm out. Texaco dec l i n e d . 

The second l e t t e r to Texaco would be Ex­

h i b i t Seven, dated A p r i l 17th, i n which Lynx o f f e r e d a much 
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more a t t r a c t i v e terms on the farmout, o f f e r e d not only a 

l / 8 t h o v e r r i d i n g r o y a l t y t o Texaco, but i n a d d i t i o n t o t h a t 

a 25 percent working i n t e r e s t a f t e r payout, which we f e l t 

was p r e t t y a t t r a c t i v e o f f e r , would be a more a t t r a c t i v e o f ­

f e r than, you know, we'd o f t e n o f f e r . 

E x h i b i t Four was t h e i r — no, E x h i b i t 

Eight was t h e i r response t o t h a t , t h a t they d e c l i n e d . 

And there were several telephone conver­

sations w i t h Mr. Clark about t h i s matter i n a d d i t i o n t o t h i s 

w r i t t e n correspondence. 

Q Did you send AFE's to Texaco i n connec­

t i o n w i t h t h i s course of correspondence f o r the recompletion 

work from the Paddock t o the Queen, as w e l l as an AFE f o r 

the Queen completion? 

A Yes, we d i d . Those AFE's went w i t h the 

l e t t e r t h a t i s E x h i b i t Number Three, and t h a t E x h i b i t Three 

discusses these AFE's. They received both those AFE's, a 

copy of them. 

Q Did you correspond w i t h Tenneco O i l Com­

pany — 

A Tenneco — 

Q — i n connection w i t h the recompletion i n 

the Queen and send AFE's t o Tenneco, also? 

A The i d e n t i c a l l e t t e r , E x h i b i t Three, an 

i d e n t i c a l l e t t e r went t o Tenneco i n San Antonio, Texas, the 
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same l e t t e r ; had several telephone conversations w i t h t h e i r 

people a f t e r they received t h a t l e t t e r . They thought the 

proposal q u i t e reasonable and signed the AFE t o pay t h e i r 

p r o p o r t i o n a t e share of a c t u a l d r i l l i n g costs t o the base of 

the Queen. 

Q Let's look r i g h t now at E x h i b i t Number 

Ten, Mr. Fonay, which i s a two-page e x h i b i t . 

W i l l you e x p l a i n t o the Commission what 

t h a t i s ? 

A E x h i b i t Number Ten i s a l e t t e r from Ten­

neco O i l Company t o Mrs. Aubrey w i t h the attached AFE which 

they signed and agreed t o . 

This AFE i s ac t u a l costs based on i n ­

voices t h a t Lynx spent d r i l l i n g the Geraldine Doughty t o the 

base of the Queen form a t i o n . I n other words, we used a c t u a l 

footage costs; i t s share of mud; i t s share of cement; we 

took each i n v o i c e and took what the — what were costs t h a t 

w e l l t o d r i l l 4075 f e e t , which i s s u f f i c i e n t t o t e s t the 

Queen and provide a small amount of r a f f l e (?) and Tenneco 

agreed t o t h i s . Tenneco a c t u a l l y thought t h i s was a good 

deal because they were able t o p a r t i c i p a t e i n the — 

MR. BATEMAN: Your Honor, I ob­

j e c t t o the hearsay t h a t ' s being put i n the record here. 

I t h i n k the f a c t t h a t they 

signed the AFE i s s u f f i c i e n t i n i t s e l f . 
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w i l l s u s t a i n your o b j e c t i o n . 

Q Do you know when Tenneco signed the AFE? 

A Not s p e c i f i c a l l y , no. I t would have been 

approximately March. 

Q Your l e t t e r t o them went out February 1st 

or January 15th? 

A January 15th. 

Q And the 25 percents i n t e r e s t of Tenneco 

i n the Queen formation would r e s u l t i n a cost t o them of 

$45,0175, i s t h a t r i g h t ? 

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

Q And Texaco's share of t h i s AFE would be 

twice t h a t , i s t h a t r i g h t ? 

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

Q Let's look a t the AFE which i s attached 

t o E x h i b i t Ten. Can you t e l l the Commission what you have 

included i n terms of recovery of costs from Tenneco i n t h i s 

AFE, breaking i t out by i n t a n g i b l e and t a n g i b l e costs? 

A Well, as I said e a r l i e r , t h i s was ac t u a l 

i n v o i c e cost f o r d r i l l i n g i n t a n g i b l e s . We s p l i t out i t s 

cost of cement, mud, logging, and su p e r v i s i o n , and i t s share 

of t a n g i b l e s , which would be the 8-5/8ths and 4,075 f e e t of 

the 5-1/2. 

Q Are you aware of any dispute by Tenneco 
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w i t h any of these p a r t i c u l a r costs t h a t are included on the 

AFE? 

A No, none. 

Q would you e x p l a i n t o the Commission what 

i n your opini o n your present c o n t r a c t u a l arrangement w i t h 

Tenneco i s w i t h regard t o the $45,000 they have agreed t o 

pay under the AFE? 

A I t would be my understanding t h a t i f we 

came t o agreement w i t h Texaco t o form the 160-acre p r o r a t i o n 

u n i t and recomplete the w e l l i n the Queen, t h a t Tenneco 

would pay t h a t amount to Lynx Petroleum. 

Q I n exchange f o r 25 percent of the produc­

t i o n . 

A Yes, uh-huh. 

Q Let me have you look now at E x h i b i t Num­

ber Ten-A. Can you e x p l a i n what t h a t i s ? 

A Southern Union E x p l o r a t i o n i s a small 

partner w i t h Lynx Petroleum i n the d r i l l i n g venture of the 

Geraldine Doughty and t h i s i s a l e t t e r from Southern Union 

E x p l o r a t i o n simply supporting Lynx i n t h i s a p p l i c a t i o n . 

Q P a r t i c u l a r l y w i t h respect t o the a l l o c a ­

t i o n of w e l l costs. 

A Yes, ma'am. 

Q Let's look now a t E x h i b i t Number Eleven, 

which appears t o be an AFE. Is t h i s the AFE f o r the Paddock 
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completion? 

A That was the o r i g i n a l AFE t o d r i l l and 

equip the Geraldine Doughty i n the Paddock form a t i o n . 

Q Do you know what the ac t u a l completion 

costs of the Geraldine Doughty i n the Paddock were? 

A Actual costs t o d r i l l , complete, and set 

surface f a c i l i t i e s f o r the Geraldine Doughty was approxi­

mately $315,000. 

Q So the w e l l came i n under AFE i n the Pad­

dock . 

A Yes, i t d i d . 

Q Included on t h a t e x h i b i t , E x h i b i t Number 

Eleven, are both d r i l l i n g t a n g i b l e s and i n t a n g i b l e s . 

A Yes, there i s . 

Q And t h a t would be the t o t a l cost t o 6350. 

A That's r i g h t . Right i f you d r i l l e d i t t o 

6350. 

Q Let me have you look at E x h i b i t Number 

Twelve. Can you e x p l a i n what t h a t i s t o the Commission? 

A This i s the same AFE we t a l k e d about a t ­

tached t o the Tenneco l e t t e r , we've t a l k e d about several 

times. I t ' s the a c t u a l costs of i t s share of j u s t d r i l l i n g , 

d r i l l i n g and casing to the base of the Queen. 

Q And these again are ac t u a l w e l l costs, 

are they not? 
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A Actual w e l l costs. 

Q Let me have you now look a t E x h i b i t Num­

ber T h i r t e e n . What i s t h a t ? 

A E x h i b i t Number Thirt e e n i s an AFE t o r e ­

complete the w e l l , the Geraldine, from the Paddock t o the 

Queen. This i s j u s t an estimated cost of what Lynx t h i n k s 

i t would cost us t o t e m p o r a r i l y plug back and t e s t the Queen 

formation. 

Q And t h a t ' s i n the amount of $50,000. 

A Yes, i t i s . 

Q With regard t o E x h i b i t s Eleven, Twelve, 

and T h i r t e e n , which are the three AFE's, were you present a t 

the Examiner Hearing when Texaco t e s t i f i e d t h a t they be­

l i e v e d t h a t these costs were not out of l i n e and t h a t they 

were not o b j e c t i n g t o the cost f i g u r e s on those three AFE's? 

A Yes, t h a t ' s the way I r e c a l l i t , t h a t the 

cost of those AFE's was not i n question. 

Q We need t o t a l k about the dual comple­

t i o n , Mr. Fonay. Would you look a t E x h i b i t Number Fourteen? 

A E x h i b i t Fourteen i s a proposed wellbore 

sketch of the Geraldine showing the possible dual completion 

between the Paddock and the Queen. 

The Paddock c u r r e n t l y makes approximately 

210 b a r r e l s of o i l per month, about the same water, and gas 

has been too small t o measure. 
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We t r i e d t o get the w e l l connected and 

simply d i d n ' t make s u f f i c i e n t gas t o connect. 

So we f e e l t h a t the Paddock could ade­

quately be pumped below a packer w i t h o u t any, you know, 

problem as f a r as making the same production. 

The Queen, as was p r e v i o u s l y t e s t i f i e d , 

based on mud log data and e v a l u a t i o n of open hole logs, we 

f e e l would be a r e l a t i v e l y dry gas w e l l . 

What we would l i k e t o do i s t o be able t o 

produce, continue t o produce the Paddock. I t ' s generating 

some revenue and we'd l i k e t o continue t o produce t h a t Pad­

dock and we'd also l i k e t o produce the Queen, i f i t proves 

prod u c t i v e . And what we propose here t o do t h a t i s a dual 

completion and i f the Queen was s u f f i c i e n t l y dry t o flow up 

t h a t back s i d e , t h a t ' s what we'd l i k e t o do. 

I f the Examiner would wish, we'd make 

t h a t dual completion subject t o approval by the l o c a l Dis­

t r i c t Supervisor, Mr. Sexton, you know, subject t o a pending 

t e s t of t h a t Queen t o prove t h a t i t would be able t o flow up 

t h a t back side w i t h o u t any waste or loading up. 

I f the Queen d i d make s u f f i c i e n t l i q u i d s 

t h a t i t would not adequately fl o w up the back si d e , then 

Lynx would, and w i t h i t s p a r t n e r s , would have t o make a de­

c i s i o n t o go back and remain i n the Paddock or p o s s i b l y r e ­

main i n the Queen f o r some time and l a t e r t r y t o downhole 
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commingle, or depends on the production t e s t , of course. 

Q Are you asking f o r an order from the Com­

mission which would allow you work w i t h the l o c a l D i s t r i c t 

O f f i c e i n connection w i t h the dual completion of the Queen 

based upon how dry t h a t gas i s and allow you do d u a l l y com­

p l e t e i t i f the l o c a t D i s t r i c t O f f i c e approves t h a t w i t h o u t 

coming back t o another hearing? 

A That's e x a c t l y the reason. We j u s t 

d i d n ' t want t o have t o come back f o r a hearing j u s t f o r dual 

i f i t proved t h a t was a prudent choice. 

Q Let me have you look at the next three 

e x h i b i t s together, Mr. Fonay, E x h i b i t s F i f t e e n , Sixteen, and 

Seventeen. 

A E x h i b i t F i f t e e n i s a l i s t i n g of parame­

t e r s determined from open hole log data. 

E x h i b i t Sixteen i s a copy of the p o r o s i t y 

log across the Paddock horizon. 

And E x h i b i t Seventeen i s an economic run 

on the subject w e l l , j u s t showing discounted net present 

value of the Paddock reserves. 

Before going f u r t h e r I need t o discuss a 

l i t t l e on the completion of the Paddock. 

The Paddock zone was st i m u l a t e d i n two 

separate i n t e r v a l s . The f i r s t i n t e r v a l s t i m u l a t e d was t h a t 

zone from 6257 t o 6306. We broke t h a t zone down on acid and 
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attempted t o sand f r a c t h a t i n t e r v a l . The f r a c job sanded 

out and our swab rates out of t h a t zone were somewhat disap­

p o i n t i n g ; swabbed, oh, less than a b a r r e l an hour w i t h a 

good o i l c u t ; i t was almost a l l o i l , but a t a r e a l low r a t e . 

We went ahead and set a r e t r i e v a b l e 

bridge plug over t h a t zone and decided the prudent choice 

would be an acid f r a c r a t h e r than a sand f r a c , and we aci d 

traced the upper zone and t h a t zone swabbed a t about four 

times the r a t e of t h a t lower zone, although we f e l t t h a t the 

log i n d i c a t e d somewhat poorer q u a l i t y . 

Our f e e l i n g was t h a t we'd have a b e t t e r 

w e l l i f we r e s t i m u l a t e d t h a t lower zone but we decided a t 

t h a t time the t h i n g t o do would be go head and put the w e l l 

on pump and see what i t would make and then make any f u r t h e r 

decisions subsequent t o t h a t . 

Put the w e l l on pump and s t a r t e d out 

reasonable and declined and now c u r r e n t l y makes about 210 

b a r r e l s of o i l a month, which i s less than we would l i k e i t 

to make. 

We f e e l t h a t w i t h r e s t i m u l a t i o n on t h a t 

lower zone we might be looking at a r a t e close t o about 400 

b a r r e l s a month r a t h e r than the 210, or 350, you know, no 

one can be sure on something l i k e t h a t ; but i t would be 

higher. 

That i s — 
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Q Let me i n t e r r u p t you. Do you propose t o 

do t h a t r e s t i m u l a t i o n a t the time t h a t you re-enter the w e l l 

t o complete i t i n the Queen? 

A That's e x a c t l y — we — we intended t o do 

i t a l l along as soon as we went t o the Queen, and what has 

happened i s we j u s t k i n d of went along here and been some­

what longer than we expected g e t t i n g t o the Queen and we 

j u s t continued t o w a i t t i l l we get a u n i t on the w e l l t o do 

t h a t r e s t i m u l a t i o n . 

But the volumetric c a l c u l a t i o n s are there 

and you can see the numbers, 48 f e e t of pay; 4-1/2 average 

p o r o s i t y ; 23 average s a t u r a t i o n ; the drainage area, 30 ac­

res; estimated V-sub-0 ( s i c ) of 1.15; and then 10 percent 

recovery of the o r i g i n a l o i l i n place. 

We f e e l these numbers are reasonable t o 

conservative. This would i n d i c a t e t h a t the Geraldine would 

have an u l t i m a t e recovery of 37,000 b a r r e l s of o i l . At i t s 

c u r r e n t r a t e i t would take some time t o recover t h a t , w i t h 

j u s t a l i t t l e b i t of a d d i t i o n a l s t i m u l a t i o n t h a t 37 i s a 

very r e a l i s t i c number and what E x h i b i t Seventeen shows, t h a t 

a w e l l t h a t would Cam 37,000 b a r r e l s w i t h f l a t o i l p r i c e s 

and an operating cost of $600 a month, j u s t about our cur­

r e n t o p erating cost, t h a t t h a t would have a discounted net 

present value of $311,000. 

Probably wouldn't have been a super i n -
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vestment. We t h i n k t h i s Paddock i s a v i a b l e producer, or we 

know i t ' s a v i a b l e producer, i t ' s a moneymaker month to 

month, and i t ' s a r e l a t i v e l y — good p o t e n t i a l t o be a r e l a ­

t i v e l y decent w e l l . 

Q Can you draw a conclusion from these ex­

h i b i t s t h a t the Geraldine Doughty No. 1 as i t ' s p r e s e n t l y 

completed i n the Paddock i s an economic w e l l ? 

A Yes, no question, month-to-month i t ' s a 

moneymaker. 

Q Is i t your o p i n i o n t h a t i n the event you 

re-enter the Geraldine Doughty No. 1 and r e s t i m u l a t e the 

Paddock t h a t you w i l l increase your o i l production? 

A I t h i n k t h a t ' s a very, very strong l i k e ­

l i h o o d . 

Q Would i t be economic t o re-enter the 

w e l l s o l e l y f o r the purpose of r e s t i m u l a t i n g the Paddock 

formation? 

A Oh, no question, i f we run i n t o t r o u b l e 

on the Queen and decided not t o do i t , we'd do i t r i g h t 

away. 

Q Mr. Fonay, what formula are you proposing 

t h a t the O i l Conservation Commission use t o a l l o c a t e the 

cost of the Geraldine Doughty No. 1 between the Queen and 

Paddock formations? 

A We're proposing t h a t we use ac t u a l i n -
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voice w e l l costs t o d r i l l t h a t w e l l t o base the Queen, which 

seems the most prudent choice. 

Q And you have provided those t o Texaco and 

the Commission i n the AFE's which are e x h i b i t s today? 

A Yes, I have. 

Q Those AFE's include both i n t a n g i b l e 

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

A Oh, yeah. 

Q Are the t a n g i b l e costs i n those AFE's i n 

there a t salvage value or at the cost t o Lynx? 

A Cost. 

Q Do you want t o e x p l a i n your j u s t i f i c a t i o n 

f o r i n c l u d i n g them at t h a t f i g u r e ? 

A Well, the w e l l was d r i l l e d less than 

year ago. We have e s s e n t i a l l y a — or e s s e n t i a l l y we do 

have a new wellbore. 

Texaco or Tenneco would have the oppor­

t u n i t y t o p a r t i c i p a t e here i n what e s s e n t i a l l y i s a new 

d r i l l i n g venture. We see no reason we shouldn't be i n 

there a t cost. 

Q Do you have an opinio n as t o whether or 

not salvage value of the casing and tub i n g i n and of i t s e l f 

compensates Lynx f o r the cost of d r i l l i n g the Geraldine 

Doughty No. 1 t o the base of the Queen? 

A No, I don't t h i n k i t ' s s u f f i c i e n t compen­

sa t i o n at a l l . 
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s a t i o n at a l l . 

Q Okay, I r e f e r you now back to your AFE's 

and l e t ' s see i f we can put i n the record what the i n t a n ­

g i b l e costs were t o the base of the Queen. 

I t h i n k you need to look at E x h i b i t s Ele­

ven, Twelve, and T h i r t e e n . 

A E x h i b i t Number Twelve, Examiner, i s the 

AFE based on a c t u a l i n v o i c e t o the base of the Queen. 

In t a n g i b l e s and t a n g i b l e s are broken down on t h a t AFE sheet 

showing i n t a n g i b l e costs of $137,206. 

Q And the t o t a l t a n g i b l e costs are on t h a t 

AFE? 

A $43,094. 

Q And those are costs which are s o l e l y a t ­

t r i b u t a b l e t o the Queen for m a t i o n , i s t h a t c o r r e c t ? 

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

Q Now, Mr. Fonay, i f you examined the num­

bers on your AFE i n terms of footage, depth of the forma­

t i o n , do you know where you come out i n terms of comparison 

w i t h the AFE which i s your E x h i b i t Number Twelve? 

A Very s i m i l a r ; very s i m i l a r . 

Q And t h a t ' s based on roughly 4000 versus 

roughly 6000 f e e t of depth. 

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

Q were E x h i b i t s One through Seventeen pre-
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pared by you or under your supervision and d i r e c t i o n ? 

A Oh, yes. 

Q W i l l the g r a n t i n g of the Lynx Petroleum's 

a p p l i c a t i o n , p a r t i c u l a r l y the a l l o c a t i o n of w e l l s costs and 

the r i s k f a c t o r of 200 percent, p r o t e c t c o r r e l a t i v e r i g h t s , 

promote conservation, and prevent waste? 

A Yes, i t w i l l . 

MS. AUBREY: Mr. Stamets, I o f ­

f e r E x h i b i t s One through Twenty and tender the witness f o r 

cross examination. 

MR. STAMETS: Without o b j e c t i o n 

the e x h i b i t s w i l l be admitted. 

Are there questions of the w i t ­

ness? 

MR. BATEMAN: Yes, Mr. Commis­

sioner . 

CROSS EXAMINATION 

BY MR. BATEMAN: 

Q Mr. Fonay, you t e s t i f i e d t h a t you i n 

d r i l l i n g the Geraldine Doughty encountered a show of Queen 

production based on a mud log during the d r i l l i n g , i s t h a t 

c o r r e c t ? 

A Yes, i t i s . 

Q Had you had an i n t e r e s t i n the Queen pro-
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duction p r i o r t o the d r i l l i n g of t h i s w e l l ? 

A Yes, we d i d . The w e l l i n Unit l e t t e r P 

of Section 26, i f y o u ' l l r e f e r t o E x h i b i t One, the Velma 

Petroleum w e l l — 

Q That's i n s e c t i o n — 

A 26, Unit l e t t e r P. 

Q Uh-huh. 

A That's a — was a Velma Petroleum Sin­

c l a i r State No. 1. That i s a State lease c u r r e n t l y under 

lease t o Mr. Moncrief. 

Lynx Petroleum attempted r e - e n t r y of t h a t 

w e l l i n J u l y of 1984 f o r Paddock and possible Queen produc­

t i o n , and t h a t r e - e n t r y was unsuccessful. We never could 

t i e the 5-1/2 back. 

And i t was based on our work here i n t h i s 

area along w i t h t h a t Queen show and t h a t Moncrief w e l l t h a t 

we thought t h a t was possible back-up zone, you know, over i n 

the Geraldine, I'm t a l k i n g about. 

Q A l l r i g h t . 

A We d i d some work across t h a t area. 

Q So i n the Velma w e l l you don't know 

whether the Queen i s productive or not, you weren't able — 

A We were not able t o r e - e n t e r , t h a t ' s 

r i g h t . 

Q But there's geologic evidence t h a t i t i s , 
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A Well, they — they reported a gas show 

when they d r i l l e d through t h a t w e l l and so there's some e v i ­

dence i t might be pr o d u c t i v e , although when i t was plugged 

nobody made an attempt t o produce the Queen. 

Q So you had i t i n mind as a, you t e s t i ­

f i e d , a back-up zone, i s t h a t c o r r e c t ? 

A Possibly. 

Q But nevertheless you d i d n ' t contact Texa­

co or Tenneco or anybody else concerning t h a t production 

p r i o r t o d r i l l i n g the Geraldine Doughty, i s t h a t c o r r e c t ? 

A Well, Tenneco, we d i d , because we had t o 

lease the Paddock r i g h t s from Tenneco t o d r i l l the Geral­

dine, so Tenneco was somewhat aware of our plans, although 

Texaco, I d i d not t a l k t o Texaco p r i o r to d r i l l i n g the Geral­

dine . 

Q So Tenneco does have an i n t e r e s t i n the 

Paddock production? 

A No, they don't. Well, they're a r o y a l t y ; 

a r o y a l t y owner. 

Q Texaco does not. 

A Texaco does not. 

Q Nevertheless you d i d t e s t i f y t h a t you d i d 

not contact Texaco u n t i l a f t e r you completed the w e l l , i s 

t h a t c o r r e c t ? 
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A Uh-huh. 

Q Now you've t e s t i f i e d t h a t — concerning 

the geology of the area i n the Queen t h a t i n your o p i n i o n 

t h a t p e r m e a b i l i t y comes and goes i n the sand formation and 

i t ' s not continuous i n t h i s area. 

A Well, I — 

Q Any place e l s e . 

A Well, the sand i s continuous. Y o u ' l l see 

a Queen sand everywhere but i t does not appear t o have the 

same c h a r a c t e r i s t i c s on the logs everywhere and I t h i n k pro­

bably the p e r m e a b i l i t y v a r i e s w i d e l y , j u s t based on review­

ing logs i n the area. 

Q Those logs are somewhat dated, aren't 

they? 

A Oh, yeah, they're a l l o l d gamma ray neut­

ron; you r e a l l y can't get a s o l i d handle on what's there but 

I t h i n k you can get a general o p i n i o n on c l e a n l i n e s s of t h a t 

Queen sand and on the neutron c h a r a c t e r i s t i c on the poro­

s i t y . 

Q The only produced you're t e s t i f i e d i s 

some two miles t o the south, i s t h a t c o r r e c t ? 

A Uh-huh. 

Q That's the only one you can r e a l l y draw 

any c o r r e c t conclusions from, i s t h a t c o r r e c t ? 

A S o l i d , t h a t ' s t r u e . 
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Q Now, w i t h respect t o the r i s k f a c t o r , you 

t e s t i f i e d t h a t you thought t h a t t h i s was a h i g h l y r i s k y ven­

t u r e , i s t h a t c o r r e c t ? 

A Or c e r t a i n l y there's s u b s t a n t i a l r i s k . 

Q You st a t e d t h a t i t was — w e l l , you 

d i d n ' t s t a t e , but l e t me ask you, do you consider i t t o be 

equally as r i s k y as the i n i t i a l w e l l t h a t you d r i l l e d t o the 

Paddock? 

A Rephrase t h a t ; I'm not sure what you're 

asking. 

Q The i n i t i a l w e l l was d r i l l e d t o the Pad­

dock as a r e s u l t of a compulsory pool i n g a p p l i c a t i o n i n 

which you were given a 200 percent r i s k penalty. 

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

Q Do you consider the proposal you now make 

to recomplete i n the Queen eq u a l l y as r i s k y as the r i s k t h a t 

you were faced w i t h when you d r i l l e d the w e l l o r i g i n a l l y ? 

A Yes, I t h i n k we deserve the same. Yes, I 

do. 

Q You consider i t e q u a l l y as r i s k y given 

the i n f o r m a t i o n t h a t you have, the geologic information? 

A Well, I t h i n k we deserve the same penalty 

because we're out there t a k i n g t h a t r i s k . Yes, I do. 

Q Well, you say you ought to have the r i s k 

because you're -- the penalty because you're t a k i n g the 
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r i s k , i s t h a t your point? 

A I t h i n k so, yes. 

Q Disregarding the f a c t t h a t you have an 

enormous amount of i n f o r m a t i o n about the geology i n t h a t 

wellbore t h a t you d i d n ' t have i n i t i a l l y . I s t h a t c o r r e c t ? 

A I'm s o r r y , I'm a l i t t l e b i t confused. 

Q You're asking the Commission t o d i s r e ­

gard the f a c t t h a t you have geologic i n f o r m a t i o n concerning 

the Queen production t h a t you c e r t a i n l y d i d n ' t have before 

you d r i l l e d the w e l l . 

A No, I wouldn't ask the Commission t o d i s ­

regard t h a t , no. 

Q Do you t h i n k t h a t ' s a f a c t o r i n determin­

ing what the r i s k i s ? 

A No, not r e a l l y , w e l l , somewhat, but not 

r e a l l y , no. 

Q So you'd r a t h e r have them disregard i t , 

i s t h a t c o r r e c t ? 

A No, I'd r a t h e r not have them disregard 

i t . I t ' s a f a c t , you know, and we've presented t h a t . I 

don't int e n d them t o di s r e g a r d t h a t , no. 

Q And mechanical r i s k , why don't you expand 

on t h a t a l i t t l e b i t f o r me? I'm not sure I understand. Is 

t h i s a complicated procedure, t o recomplete i n the Queen? 

A Not o v e r l y complicated, no. 
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Q Is i t complicated by the f a c t t h a t you 

intend t o s t i m u l a t e the lower zone of the Paddock at the 

same time? 

A No, t h a t wouldn't complicate the Queen 

any. 

Q You don't consider t h a t t o be a f a c t o r i n 

determining mechanical r i s k i n what you propose? 

A No, t h a t , of course, Lynx would have t o 

bear any r i s k as f a r as r e s t i m u l a t i n g the Paddock a l l on 

t h e i r own. 

Q You int e n d t o do i t a t the same time, i s 

t h a t r i g h t ? 

A Probably would. 

Q Now does Tenneco have any o f f s e t produc­

t i o n i n the Paddock or any other zones? 

A Yeah, Tenneco has some producers i n Sec­

t i o n 30 i n the Paddock of Township 16 South, 37 East. I'm 

a f r a i d they're blocked out by my n o t a t i o n of the subject 

wel 1. 

Q Do you know where — what zone they're 

producing from? 

A Yes, they're from the Paddock 

Q From the Paddock. 

A I'm so r r y I've b l o t t e d the w e l l s out 

there w i t h my n o t a t i o n "subject w e l l " . They would l i e 
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d i r e c t l y underneath t h a t . 

Q I see some i n d i c a t i o n i n the northwest 

q u a r t e r , i s t h a t r i g h t ? 

A I beieve they're i n the n o r t h h a l f of the 

southwest q u a r t e r ; however, I'm not sure, as I cannot see on 

t h a t map. 

Q Okay. Has Tenneco signed an operating 

agreement or any other k i n d of a document besides the AFE? 

A They agreed t o sign an operating agree­

ment i f we managed t o , you know, come t o terms here and 

everybody get together and we could get the Queen w e l l . 

We have not submitted an operating agree­

ment t o them. 

Q How d i d they agree t o t h a t , o r a l l y or i n 

w r i t i n g ? 

A Just o r a l l y , j u s t t a l k i n g t o me. 

Q With respect o t the dual completion, you 

t e s t i f i e d t h a t you would work w i t h the Commission o f f i c e i n 

Hobbs. What do you propose t o do i f the gas production 

i s n ' t dry? 

A Well, i f the gas production i s not dry, 

and say i t made s u f f i c i e n t f l u i d t o r e q u i r e pumping, then we 

would have a d e c i s i o n , along w i t h our partners i n the w e l l , 

i s t h a t we'd e i t h e r have t o come up w i t h a s i n g l e i n the 

Queen or we'd have t o squeeze i t o f f and go back t o the Pad-
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dock. That d e c i s i o n would have t o r e s t w i t h the owners and 

depend t o a large extent on production. You know, i f i t ' s a 

15 MCF a day w e l l , we'd, I'm sure, give up on i t and go 

downhole. I f i t was a h a l f m i l l i o n a day, you know, or 

something l i k e t h i s , w i t h some o i l , we'd probably stay there 

and save the Paddock f o r , you know, some f u t u r e production. 

I t j u s t depends on the t e s t , would r e a l l y have t o be the 

t e l l i n g s t o r y . 

Q The r e s t i m u l a t i o n of t h a t lower zone you 

expect an increase production of some 400 b a r r e l s a day? 

A No, no, no, 400 b a r r e l s a month. 

Q Excuse me, per month? 

A Yes. I'd say 350 t o 400 would be a 

reasonable estimate. 

Q I t swabbed only one b a r r e l per hour, you 

said? 

A Uh-huh. 

Q How do you come t o the conclusion t h a t 

you can increase production by t h a t f a c t o r ? 

A Well, the upper zone, which we f e l t was 

somewhat le s s , looked less a t t r a c t i v e on the open hole logs, 

which I'm sure you a l l agree, swabbed at a r a t e of about 4 

b a r r e l s an hour, and the w e l l i s s t a b l e down here t o about 7 

b a r r e l s a day. 

And the lower zone, I r e a l l y b e l i e v e , 



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 

41 

should give up about as much as t h a t upper zone, and i t ' s 

our f e e l i n g t h a t t h a t lower zone i s c o n t r i b u t i n g probably-

very l i t t l e , based on those poor swab r a t e s , and so you f i ­

gure you get another 5 b a r r e l s a day out of t h a t lower zone, 

i t ' s 12 b a r r e l s a day o r , you know, 400 b a r r e l s a month. 

Q Is there a reason why you d i d n ' t stimu­

l a t e t h a t a t the time you completed the w e l l ? 

A Well, we d i d , but i t sanded out. 

Q So apparently you (not c l e a r l y under­

stood) 7 b a r r e l s per day p roduction. Is t h a t (not c l e a r l y 

understood) i n i t i a l production? 

A Uh-huh, but i t ' s been s t a b l e at t h a t now 

f o r I'd say about s i x or seven months and I t h i n k what w e ' l l 

have there i s t h a t 7 b a r r e l s a day a t an extremely low de­

c l i n e r a t e f o r a long time i f we d i d n ' t do anything t o the 

wel 1. 

I t h i n k i t would l a s t , you're probably 

looking at 15-year l i f e there i f you don't r e s t i m u l a t e the 

lower zone; j u s t , you know, eke out there f o r along time. 

Q Have you done any studies t o determine 

when the w e l l w i l l pay out a t t h a t r a t e , i f ever? 

A Yeah, I d i d look a t payout i f we never 

r e s t i m u l a t e d the lower zone and at t h a t r a t e the w e l l may 

not pay out; i f i t d i d , i t would be i n excess of ten years. 

But i t might. Of course, a l l depends on 
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o i l p r i c e s and operating costs; might pay out. 

Q The economics would be helped, of course, 

i f you had somebody else t o p a r t i c i p a t e i n the t w o - t h i r d s of 

the cost of d r i l l i n g t o the Paddock, wouldn't i t ? 

A Are you t a l k i n g about the Queen? 

Q Yes. 

A w e l l , yes. Of course, you know, our i n ­

t e n t a l l along here has been t r y i n g t o , you know, improve 

the p r o d u c t i v i t y of the w e l l and the Queen looked l i k e our 

best chance t o do t h a t . 

Q One of the way t o do t h a t , then, i s t o 

a l l o c a t e the cost of d r i l l i n g from the surface t o the Queen 

to somebody e l s e , i s t h a t c o r r e c t ? 

A w e l l , j u s t p r o p o r t i o n a t e t o t h e i r reve­

nue, of course. 

Q Proportionate t o t h e i r revenue or depth? 

A Their share of the revenue. 

Q I understood your proposal was propor­

t i o n a t e t o the depth. 

A Well, i f they — 

Q (Not c l e a r l y audible.) 

A Well, yeah, the cost t o d r i l l t o 4000 

f e e t was $180,000, we would ask Texaco to pay f o r h a l f t h a t 

cost because they would share i n h a l f the cost of revenue 

from the Queen. 
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Q Right. But my p o i n t i s t h a t you then 

take out of the economics i n the Paddock t h a t amount of 

money, i s n ' t t h a t c o r r e c t ? 

A w e l l , the Paddock would stand on i t s own 

along w i t h the Queen. 

Q Less the amount of money you recovered 

from Texaco and Tenneco, i s t h a t r i g h t ? 

A Well, of course, they — they — t h a t 

would be t h e i r payment f o r t h e i r sharing i n cost o f , you 

know, they're t o get t h e i r share of the revenue from the 

Queen. 

Q You don't propose t o a l l o c a t e any of 

those costs back t o the people who have already paid i f you 

recover them from Texaco (not c l e a r l y understood)? 

A I t would be a l l o c a t e d e q u a l l y t o those 

partners t h a t p a r t i c i p a t e d i n the Paddock, which included a 

couple of f r a c t i o n a l mineral owners. I t sure would. That 

would go back t o — because they're l o s i n g t h a t p a r t of the 

wellbore. 

Q Well, unless I misundertand, we're t a l k ­

ing about t w o - t h i r d s of the cost of d r i l l i n g the w e l l , es­

s e n t i a l l y , you j u s t used the footage, 4000 f e e t compared t o 

6000 f e e t , and you've gone back and a l l o c a t e d — 

A Well, i t would be closer t o h a l f . 

Q A l l r i g h t , l e t ' s use h a l f , then. Now, 
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the proposal t h a t I understand you're making, then, i s the 

i n d i v i d u a l s who are now burdened w i t h paying the cost of 

d r i l l i n g the w e l l from the surface down to the Queen, w e ' l l 

say h a l f of the c o s t , would be r e l i e v e d of t h a t burden. 

A w e l l , no, they wouldn't be r e l i e v e d of 

t h a t burden by any means, because they would s t i l l be paying 

f o r a p a r t of t h a t cost. They c e r t a i n l y wouldn't be r e ­

l i e v e d of i t . 

Q w e l l , they'd be r e l i e v e d of the cost t h a t 

you're now recovering from Texaco, would they not? 

A Yeah, whatever we recovered, they'd be 

r e l i e v e d of t h a t f r a c t i o n c e r t a i n l y . 

Q That f r a c t i o n , 50 percent of one-half. 

A Well, whatever i t would be. 

Q 50 percent of one-half i f 25 percent, i s 

t h a t r i g h t ? 

A I t h i n k t h a t ' s probably about r i g h t . 

Q Let me ask you a question about the 

your statement t h a t you're asking the Commission t o adopt a 

formula, or proposing a formula which i s based on a c t u a l i n ­

voiced w e l l costs. 

Your statement was t h a t t h a t was the most 

prudent choice because i t had been d r i l l e d less than a year 

ago and you've taken the cost. 

Let's presume h y p o t h e t i c a l l y t h a t i t had 
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been d r i l l e d f i f t e e n , twenty years ago, what would your pro­

posal be then? 

MS. AUBREY: I'm going t o ob­

j e c t t o t h a t , Mr. Stamets. We're not t a l k i n g about a w e l l 

t h a t was d r i l l e d f i f t e e n years ago; we're t a l k i n g about one 

t h a t was d r i l l e d and completed i n 1984. 

MR. BATEMAN: I t ' s germane, i f 

I may say so, because we're asking you t o adopt a formula i n 

a s i t u a t i o n t h a t as f a r as I know i s somewhat unique, force 

pooling or compulsorily p o o l i n g a d d i t i o n a l i n t e r e s t s i n a 

wellbore t h a t ' s already been d r i l l e d . 

MR. STAMETS: Mr. Bateman, I 

t h i n k you can develop t h a t l i n e of testimony w i t h your w i t ­

ness . 

MR. BATEMAN: Thank you. 

Q Now, you t a l k e d about salvage value as 

being an inaccurate or, I guess, an u n f a i r way t o compensate 

you. 

A Inaccurate, uh-huh. 

Q What i s the — your estimate of the s a l ­

vage value of the equipment i n the w e l l which would be a l l o ­

cated t o the Queen? 

A Well, r e a l l y I j u s t don't see where s a l ­

vage values enters i n here. We've t a l k e d about the Paddock 

some. Whether you're successful or unsuccessful i n stimu-
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l a t i n g the lower zone, the Paddock i s a v i a b l e , economic 

produced month t o month, w i l l be f o r some time. I f Lynx 

Petroleum never comes t o the Queen w e ' l l be producing the 

Paddock f o r years t o come; have no i n t e n t i o n of being i n a 

salvage s i t u a t i o n , and i t r e a l l y won't matter. 

Q Well, l e t me ask you another question. 

Have you produced a document i n which you've i d e n t i f i e d what 

you say are these salvage values of the equipment i n the 

hole? 

A What we d i d i s submitted a l i s t of a l l 

t a n g i b l e costs t o Mr. Stogner w i t h a cover l e t t e r saying 

t h a t of course only a p o r t i o n of t h a t would be — would be 

salvagable. 

Q Let me show you what we've — has been 

marked as Texaco's E x h i b i t Number Six, somewhat out of or­

der, and ask you i f t h a t ' s t h i s document t h a t you t e s t i f i e d 

to? 

A Yes. See, as I say here, these p r i c e s 

shown are l i s t p r i c e s and t h i s equipment would be worth less 

than t h a t and the only casing t h a t could be recovered would 

be 3000 f e e t (not c l e a r l y understood). 

Q That l a s t meaning, what, 85 percent of 

cost? 

A Uh-huh. You know, i f you p u l l e d i t and 

had t o go out and s e l l i t , you know, t h a t would be a reason-
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able number a t t h i s time. 

Q State again f o r the record why you don't 

t h i n k recovering salvage value of the equipment t h a t ' s going 

to be used i n the production of the Queen i s a f a i r way t o 

compensate Lynx Petroleum. 

A Well, we have no i n t e n t i o n of salvaging 

or s e l l i n g t h i s equipment. I t ' s i n the w e l l and we int e n d 

to use i t r i g h t where i t ' s a t ; you know, we're not going to 

be i n a salvage s i t u a t i o n ; c e r t a i n l y hope not. 

Q The proposal i s not t o salvage i t . I'm 

asking you why you don't f e e l t h a t being reimbursed f o r the 

salvage value by those i n t e r e s t s t h a t are being compulsorily 

pooled i n the Queen i s a f a i r way t o compensate Lynx? 

A Well, I j u s t — based on salvage value, 

i f i t was a bust i n the Queen, they'd get a l l t h e i r money 

back, you know, you'd salvage i t and s e l l i t and they'd be 

i n there f o r , you know, f o r nothing. You know, t h i s i s j u s t 

what you'd get i f you went out there and p u l l e d i t and sold 

i t . I t ' s j u s t — I j u s t don't see where i t enters i n . 

Q Do you f e e l t h a t volumetric c a l c u l a t i o n s 

are accurate when they're made i n a w e l l t h a t ' s o f f s e t t i n g a 

waterflood? 

A Well, i t c e r t a i n l y complicates matters 

but bottom hole pressure there t h a t would i n d i c a t e we're 

about 18-1900 pounds bottom hole pressure, i n t h a t range, 
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and probably haven't seen any appreciable response from t h a t 

w a t e r f l o o d , and, of course, I'd drop the acreage t h a t we 

might d r a i n there from what be considered a t y p i c a l 40 t o a 

30, and then I've only included 10 percent of what would be 

o r i g i n a l o i l i n place there as recoverable, and I t h i n k 

those numbers would r e f l e c t a r e a l i s t i c recovery. 

Q Has your water production gone up sub­

s t a n t i a l l y ? 

A No, i t hasn't. 

Q What i s i t ? 

A I honestly don't have a s o l i d number. I 

t h i n k i t ' s i n the neighborhood of 10 b a r r e l s a day. 

Q I t ' s s t a b i l i z e d a t 10 b a r r e l s ? 

A That's what we've been r e p o r t i n g every --

MR. BATEMAN: Thank you, Mr. 

Commissioner. I have no f u r t h e r questions. 

CROSS EXAMINATION 

BY MR. STAMETS: 

Q Mr. Fonay, d i d I understand you t o say i n 

response t o one of Mr. Bateman's questions t h a t the salvage 

value of the m a t e r i a l was 85 percent of the o r i g i n a l costs? 

A Well, t h a t was j u s t a personal estimate. 

I f i t was salvaged, the equipment being so new t h a t I t h i n k 

t h a t i f you made an e f f o r t t o s e l l t h a t , I t h i n k you could 
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recover t h a t much cost. 

Q That 85 percent, i s t h a t on the surface 

of the ground or i s t h a t i n the hole? 

A That would be l a y i n g on the ground. 

Q Okay. 

MR. STAMETS: Are there any 

other questions of t h i s witness? 

He may be excused. 

JOE D. RAMEY, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MS. AUBREY: 

Q Would you s t a t e your name, your place of 

employment, and your p r o f e s s i o n a l degrees f o r the record? 

A My name i s Joe D. Ramey. I l i v e i n 

Hobbs, New Mexico. I guess I'm employed i n Hobbs, New 

Mexico. I'm an o i l and gas co n s u l t a n t . I have a Bachelor 

of Science degree i n petroleum engineering from the 

U n i v e r s i t y of Kansas. 

Q Mr. Ramey, have you t e s t i f i e d p r e v i o u s l y 

before the O i l Conservation Commission? 

A Yes, I have. 
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Q And had your q u a l i f i c a t i o n s made a matter 

of record. 

A Yes. 

MS. AUBREY: Mr. Stamets, I 

tender Mr. Ramey as an expert witness. 

MR. STAMETS: He i s considered 

q u a l i f i e d . 

Q Have you reviewed and 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 of Lynx Petroleum f o r compulsory pool­

i n g , unorthodox l o c a t i o n , and dual completion of the Geral­

dine Doughty No. 1? 

A Yes, I have. 

Q And p a r t i c u l a r l y w i t h regard t o the a l l o ­

c a t i o n of costs i n connection w i t h a proposed recompletion 

of the Queen fo r m a t i o n , are you f a m i l i a r w i t h t h a t issue? 

A Yes, I am f a m i l i a r w i t h i t . 

Q Have you reviewed the e x h i b i t s which have 

pr e v i o u s l y been tendered here t h i s morning, p a r t i c u l a r l y the 

AFE's tendered t o Texaco i n connection w i t h the recompletion 

and AFE tendered t o Texaco i n connection of the costs of 

d r i l l i n g the w e l l t o 4000 feet ? 

A Yes, I have. 

Q Let me have you p o l l those out, Mr. 

Ramey, so you have those i n f r o n t of you. 

A What are those e x h i b i t numbers? 
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Q Those are E x h i b i t s Eleven, Twelve, and 

Th i r t e e n . 

A Okay. Eleven i s the AFE f o r the t o t a l 

cost of the w e l l t o the Paddock and Twelve i s the AFE f o r 

the a c t u a l cost i n d r i l l i n g t o 4075 or through the Queen pay 

and then the Number Th i r t e e n i s the AFE f o r the workover to 

make a Queen completion. 

Q Do you have any o p i n i o n , Mr. Ramey, as t o 

whether the costs included on those three documents are f a i r 

and reasonable costs and i n l i n e w i t h costs i n southeast New 

Mexico f o r d r i l l i n g w e l l s t o these formations? 

A Well, except f o r Number Eleven. I t h i n k 

t h a t Mr. Fonay t e s t i f i e d t h a t $315,000 was the t o t a l cost 

and not $385,000 but the E x h i b i t Number Twelve, I t h i n k , i s 

completely accurate; t h a t i t r e f l e c t s the a c t u a l cost of 

d r i l l i n g and s e t t i n g casing through the — through the Queen 

pay. 

The E x h i b i t T h i r t e e n i s , of course, i s an 

estimated amount t h a t would be necessary t o do the comple­

t i o n work on the Queen. I t could be more; could be le s s , 

but I t h i n k i t ' s a reasonable, reasonable f i g u r e c e r t a i n l y . 

Q I n connection w i t h the a l l o c a t i o n of 

costs between two zones i n a we l l b o r e , do you have an opin­

ion as t o what costs i t i s appropriate t o include leaving 

aside f o r the moment any a l l o c a t i o n of those costs but sim-
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ply do you have an opini o n as t o what kinds of costs should 

be included? 

A I t h i n k i n t a n g i b l e s and t a n g i b l e s both 

should be considered, c e r t a i n l y should be considered. I f 

you consider only something l i k e t a n g i b l e , salvagable, or 

salvagable t a n g i b l e s , you are — you are i n essence g i v i n g 

the people who don't agree t o j o i n a f r e e r i d e . They are 

paying f o r the salvage value. They w i l l be reimbursed f o r 

the salvage value, so they are p u t t i n g nothing i n t o i t . 

Q How w i l l they be reimbursed f o r the s a l ­

vage value? Can you e x p l a i n t h a t ? 

A Well, when the w e l l i s plugged t h i s 

equipment w i l l be salvaged and they w i l l get t h e i r propor­

t i o n a t e share of i t . They paid t h e i r p r o p o r t i o n a t e share so 

they w i l l get i t back, so they have assumed no r i s k . They 

have put no money up f r o n t f o r the d r i l l i n g of the w e l l and 

i t ' s j u s t -- i t ' s j u s t a f r e e r i d e s . 

I t h i n k the i n t e n t of the law, when the 

Commission got t h i s forced p o o l i n g l e g i s l a t i o n , was t o be 

able t o form standard u n i t s and t o be able to reimburse 

those t a k i n g the r i s k , give them a penalty f a c t o r , and make 

them, you know, operators pay t h e i r p r o p o r t i o n a t e share or 

— or be penalized accordingly f o r not paying t h e i r share. 

Q Are you aware of any instances i n connec­

t i o n w i t h a forced p o o l i n g a p p l i c a t i o n where i n t a n g i b l e 
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d r i l l i n g costs have been excluded i n t h a t amount t h a t the 

a p p l i c a n t would receive or t o which the penalty would apply? 

A No, I don't know of any. 

Q would you look at E x h i b i t Number Twelve, 

s p e c i f i c a l l y at the d r i l l i n g i n t a n g i b l e s shown on there and 

I'd l i k e you t o look through them, Mr. Ramey, and t e l l the 

Commission whether or not you agree t h a t they are f o r each 

cost, an appropriate cost t o be considered i n connection 

w i t h the d r i l l i n g of the w e l l t o the 4075-foot depth? 

A Well, I haven't, you know, I haven't 

checked t o see i f these f i g u r e s are p r o p o r t i o n a t e , but I am 

c e r t a i n t h a t Mr. Fonay has — has, you know, a l l o c a t e d these 

-- these p r o p e r l y on a c t u a l i n v o i c e s , and so I t h i n k — I 

t h i n k a l l of the items l i s t e d are -- are items t h a t should 

be taken i n t o c o n s i d e r a t i o n , and i n a l l o c a t i n g — a l l o c a t i n g 

the w e l l costs t o the Queen, c e r t a i n l y . 

Q Let me c l a r i f y my question t o you. I'm 

not so much i n t e r e s t e d i n the a c t u a l numbers shown on Exhi­

b i t Twelve, but i n the category of costs --

A Oh, yes. 

Q — which are described under d r i l l i n g i n ­

t a n g i b l e s on t h i s e x h i b i t . 

Do you have an op i n i o n t h a t they are ap­

p r o p r i a t e i n t a n g i b l e d r i l l i n g costs t o be included i n con­

nection w i t h d r i l l i n g a w e l l down to the 4075-foot depth? 
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A Yes, I t h i n k so. 

Q For instance, i t would be reasonable and 

prudent i n your opini o n t o a l l o c a t e some p o r t i o n of the ex­

pense f o r the l o c a t i o n t o t h a t depth. 

A Yes. 

Q And w i t h regard t o d r i l l i n g the w e l l , 

i t ' s appropriate t o a l l o c a t e some footage cost and day work 

cost t o the depth of the w e l l . 

A Yes, as i t would be w i t h the r e s t of 

these t h i n g s ; mud, f u e l , cementing, logging, s u p e r v i s i o n , 

even miscellaneous. 

Q There are no completion costs included on 

t h i s AFE, i s t h a t c o r r e c t ? 

A No, there are completion i n t a n g i b l e s on 

t h i s AFE. That's — t h a t w i l l be covered by the other AFE 

f o r $50,000. 

Q w i t h regard t o the t a n g i b l e s t h a t are i n ­

cluded on the AFE, and I'm again not asking you t o give 

your o p i n i o n as to the pr o p o r t i o n a t e nature of the numbers 

or the numbers themselves, but simply the types of costs 

which are included under t a n g i b l e s , do you have an opinio n 

as t o whether or not those are appropriate costs t o be i n ­

cluded? 

A Yes. They j u s t — there's a p o r t i o n of 

the wellhead and a p o r t i o n of the casing, and I t h i n k those 
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are very l o g i c a l charges t h a t should be considered. 

Q Now, the Queen i f completed, w i l l be com­

pl e t e d as a gas we l l ? 

A Yes, i t w i l l be a gas w e l l . 

Q And the Paddock, p r e s e n t l y producing Pad­

dock zone i s an o i l w e l l . 

A Yes, i t i s an o i l w e l l . 

Q Are there costs which are a p p r o p r i a t e l y 

excluded because they are a t t r i b u t a b l e s o l e l y t o o i l produc­

t i o n ? 

A Yes, t u b i n g . Lynx w i l l make a standard 

dry g a s / o i l dual here. There w i l l be no tub i n g charge t o 

the Queen, only — only t h a t used during workover. I'm sure 

there would be — w e l l , I don't even see any t u b i n g r e n t a l , 

but I suppose there w i l l be r e n t a l , maybe. 

w e l l , they've got t u b i n g on the w e l l . I 

don't t h i n k there would be any charge f o r t u b i n g . 

Q So Lynx has excluded those costs from 

t h i s AFE which would be a t t r i b u t a b l e t o the o i l zone. 

A Yes. Yes, ma'am. 

Q Mr. Ramey, have you c a l c u l a t e d what you 

believe t o be a f a i r and reasonable t o Texaco t o reimburse 

Lynx Petroleum i n exchange f o r a 50 percent share of the gas 

production from the Queen formation? 

A I t h i n k I would l i k e t o r e f e r t o E x h i b i t 
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Nineteen i n t h i s case, which i s a copy of Commission Order 

No. R-7393. 

This was a forced p o o l i n g a p p l i c a t i o n i n 

which two zones w i t h d i f f e r e n t spacing were — were force 

pooled. 

The f i r s t was the Abo zone t o a depth of 

-- l e t me r e f e r t o my — 

Q Mr. Ramey, i s t h a t E x h i b i t Eighteen? 

A That's E x h i b i t Eighteen. Did I say Nine­

teen? I t ' s E x h i b i t Eighteen. 

Let me r e f e r t o my notes here. 

Okay, the estimated depth f o r t h i s case 

to the Abo was 5200 f e e t and the w e l l was going t o be 

d r i l l e d t o a depth of 6350 f e e t . 

I f you w i l l look on page three a t Finding 

No. (25), the estimated w e l l costs f o r the Abo formation 

were f i g u r e d on a formula s t r i c t l y on depth, 5200 f e e t over 

6350 or a percentage f a c t o r of 81.89 percent. 

MR. BATEMAN: Excuse me, Mr. 

Ramey, what e x h i b i t are you r e f e r r i n g to? 

A E x h i b i t Number Eighteen. 

MS. AUBREY: Eighteen, Mr. 

Bateman. 

MR. BATEMAN: Eighteen? Okay. 

A On page t h r e e , Finding No. (25). when 
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you apply t h i s same formula t h a t was approved by the Commis­

sion t o — t o the Geraldine Doughty, you'd have a depth of 

4075 and a t o t a l depth of 6360 so your f a c t o r i s 64.07 per­

cent and applying t h i s t o the a c t u a l w e l l costs of around 

$280,000, not counting completion costs, the Queen costs 

f i g u r e s out from t h i s formula $179,000. 

Of course we're not seeking an a l l o c a t i o n 

but t h i s does t r a c k w i t h our f i g u r e of $180,300 very close­

l y , which t o me i l l u s t r a t e s t h a t t h i s a good method, one 

t h a t the Commission has — has p r e v i o u s l y approved and i s a 

good method f o r a l l o c a t i n g the a c t u a l w e l l costs t o d i f f e r ­

ent — d i f f e r e n t horizons i n a w e l l b o r e . 

Q Let me have you look a t E x h i b i t s Nineteen 

and Twenty now. Mr. Bateman has asked some questions t h i s 

morning about whether or not i t i s an unusual s i t u a t i o n f o r 

an a p p l i c a n t t o come back t o the D i v i s i o n and seek t o pool 

another zone. 

Do you have an o p i n i o n as t o whether or 

not t h a t ' s an unusual s i t u a t i o n ? 

A That i s not unusual. This has happened 

many times to us, p a r t i c u l a r l y down i n Eddy County. Exhi­

b i t s Nineteen and Twenty are — are "A" orders which amended 

regul a r forced p o o l i n g orders t o include other zones. 

E x h i b i t Nineteen, the a p p l i c a n t requested 

t h a t — or they force pooled the Morrow, I b e l i e v e , and then 
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they came back l a t e r and they wanted t o force pool the en­

t i r e Pennsylvanian formation r a t h e r than j u s t the Morrow on­

l y -

I n E x h i b i t Twenty they have for c e pooled 

the Morrow formation and came back and wanted to force pool 

the wolfcamp and other Pennsylvanian formations. 

So t h i s i s , t h i s i s e s s e n t i a l l y what 

we're seeking here today. We want t o add another — another 

formation t o an o r i g i n a l forced pooling order and which has 

been done many times. This i s j u s t two examples. I'm sure 

i f I had continued t o look, I could have found a dozen, any­

way; probably more, as I remember. 

Years back there were numerous a p p l i c a ­

t i o n s of t h i s type t h a t came before the D i v i s i o n . 

Q And were granted? 

A And were granted, yes. 

Q I n forming your o p i n i o n , Mr. Ramey, of 

the reasonableness of t h i s method of a l l o c a t i n g the costs, 

was i t important t o you t h a t Tenneco O i l Company agreed t o 

the the $180,000 AFE? 

A Yes. I t h i n k — I t h i n k Tenneco agrees 

w i t h our proposal. C e r t a i n l y they have signed an AFE 

s t a t i n g t h a t they w i l l — they w i l l p a r t i c i p a t e and pay 

t h e i r 25 percent. Now I don't know what would happen i f the 

Commission would w r i t e an order saying t h i s was not proper, 
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what t h a t would do t o these c o n t r a c t o b l i g a t i o n s . Would 

Lynx have t o go back t o Tenneco and give them the same f r e e 

r i d e , i f you — i f you considered only the salvagable tang­

i b l e s t h a t Texaco i s g e t t i n g ? 

I t would — i t would create a mess and I 

t h i n k g i v i n g only, only the salvagable t a n g i b l e s , consider­

i n g those i n t h i s type of an order i s a gross v i o l a t i o n of 

my c l i e n t ' s c o r r e l a t i v e r i g h t s i n t h i s case. 

They — they are t a k i n g f u l l r i s k . Texa­

co i s i n e f f e c t not p u t t i n g up any money on the -- on the 

d r i l l i n g of the w e l l and they're only having t o put up 50 

percent of the recompletion costs. 

I t ' s — i t ' s j u s t a wonderful deal f o r 

Texaco t o go t h a t way. 

I t ' s a t e r r i b l e d e a l , a gross i n j u s t i c e 

f o r Lynx. 

Q Mr. Ramey, there's been some suggestion 

t h i s morning t h a t p o s s i b l y the forced p o o l i n g statutues 

don't cover t h i s type of s i t u a t i o n . Do you agree w i t h t h a t ? 

A No, I don't t h i n k so. I don't t h i n k i t 

s p e c i f i c a l l y s t a t e s , but I don't t h i n k any s t a t u t e can cover 

every s i t u a t i o n . 

The Commission, w i t h Order No. 7393 has 

— has a g u i d e l i n e t h a t has already been approved by the 

Commission f o r a l l o c a t i n g costs between zones, so what we 
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are asking here i s not a t a l l unusual. 

Q Mr. Ramey, E x h i b i t s Eighteen and Nineteen 

and Twenty are photocopies of orders of the O i l Conservation 

Commission and the O i l Conservation D i v i s i o n and are matters 

of p u b l i c record, i s t h a t c o r r e c t ? 

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

MS. AUBREY: Mr. Stamets, I 

tender E x h i b i t s Eighteen, Nineteen, and Twenty and pass the 

witness f o r cross examination. 

MR. STAMETS: They w i l l be 

admitted. 

Are there questions of the 

witness? 

MR. BATEMAN: Mr. Stamets, i f I 

might, I'd l i k e t o request a b r i e f recess. 

MR. STAMETS: We'll take about 

a f i f t e e n minute recess. 

(Thereupon a recess was taken.) 

you have some questions? 

MR. STAMETS: Mr. Bateman, do 

MR. BATEMAN: Yes, thank you. 
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CROSS EXAMINATION 

BY MR. BATEMAN: 

Q Mr. Ramey, you t e s t i f i e d concerning ac­

t u a l costs on E x h i b i t Twelve, a c t u a l costs of — t h a t have 

been a l l o c a t e d t o the d r i l l i n g of the w e l l from the surface 

to the Queen, i s t h a t c o r r e c t ? 

A Yes, s i r , t h a t i s c o r r e c t . 

Q You haven't made any independent v e r i f i ­

c a t i o n of these costs, have you? 

A No, I d i d not. 

Q So when you s t a t e t h a t they're a c t u a l 

costs i t ' s based on what you've been t o l d . 

A That i s c o r r e c t , yes. I assume since Mr. 

Fonay was sworn i n t h a t he was t e l l i n g the t r u t h . 

Q Now, w i t h respect t o the a l l o c a t i o n , what 

i n your opin i o n i s appropriate w i t h respect t o the Paddock? 

The Paddock now bears the burden of — or r i s k , I suppose, 

of being compensated f o r d r i l l i n g t o t h a t depth, i f there's 

no recompletion i n the Queen. 

A Yes, under our formula and the formula 

t h a t the Commission has p r e v i o u s l y approved, i t would be 

those p r o p o r t i o n a t e amounts of the — of t h e , you know, some 

of these d r i l l i n g i n t a n g i b l e s , I assume, the l o c a t i o n , road, 

and such were a l l o c a t e d on t h i s and the — 
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Q My question d i d n ' t have t o do w i t h the 

v a l i d i t y of t h i s a p p l i c a t i o n . 

My question has t o do w i t h the f a c t s as 

they are today. The f a c t s as they are today, as I under­

stand them, i s t h a t the w e l l has been d r i l l e d and completed 

i n the Paddock, (not c l e a r l y understood) d r i l l i n g 7 b a r r e l s 

a day. The costs were some $315,000 t o d r i l l and complete 

the w e l l . 

A Yes. 

Q There i s testimony of record t h a t i t i s 

d o u b t f u l t h a t the w e l l w i l l pay out at t h a t r a t e w i t h t h a t 

expense. Do you r e c a l l hearing t h a t ? 

A I t h i n k Mr. — yes, Mr. Fonay's testimony 

was t h a t w i t h the r e s t i m u l a t i o n of the lower zone there's a 

good chance the w e l l would pay out. 

Q But as i t i s now — 

A The a c t u a l — 

Q But as i t i s today, i t probably would 

not. 

A On the — on the seven b a r r e l s t h a t i t ' s 

making today, i t probably would not. 

Q Under c u r r e n t c o n d i t i o n s . 

A I t ' s an economic w e l l t o operate but i t 

may not pay the f u l l $315 -- 25, what was — $315,000, no, 

not based on the present r a t e of production. 
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Q Now i f the formula which you've t e s t i f i e d 

t o i s applied here, then, the i n t e r e s t owners i n the Paddock 

would be r e l i e v e d of a p r o p o r t i o n of t h a t $315— or excuse 

me, the $180,000 which i s a p r o p o r t i o n of the $315,000 com­

p l e t i o n c osts, i s t h a t what you propose? 

A Yes, I t h i n k the formula says 64 percent 

would be a l l o c a t e d t o the — 64 percent of the w e l l cost 

would be a l l o c a t e d to the Queen, so 36 percent of the w e l l 

cost plus the completion and what have you would then be a l ­

located t o the — t o the Paddock, yes, s i r . 

Q The Paddock would continue t o use the 

wellbore t o produce i t s production? 

A Yes, s i r . 

Q So i t w i l l be r e l i e v e d of 64 percent of 

the burden of g e t t i n g t o t h a t depth. 

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

Q Now, you've t e s t i f i e d w i t h respect t o 

c e r t a i n orders of the Commission. I note t h a t , f i r s t of 

a l l , E x h i b i t Number Eighteen, the signature on the l a s t page 

of t h a t i s Mr. Joe D. Ramey. 

Is t h a t the same Joe D. Ramey t h a t ' s t e s ­

t i f y i n g today? 

A That i s the same Joe D. Ramey, yes, t h a t 

i s ; t h a t i s c o r r e c t . 

Q And i n a p r i o r l i f e you were a member of 
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the Commission, i s t h a t c o r r e c t ? 

A Yes. 

Q Now the order which i s E x h i b i t Number 

Eighteen has t o do, as I read i t , w i t h the compulsory pool­

ing of two zones, the wolfcamp and the Abo. 

A No, i t would be the Abo and the other 

formations from the top of the wolfcamp down through the 

Precambrian. 

Q was t h i s order entered before the w e l l 

was d r i l l e d ? 

A Yes, i t was. 

Q So i t i s not an i d e n t i c a l s i t u a t i o n t o 

what we have before us today, i s t h a t c o r r e c t ? 

A I t ' s not i d e n t i c a l i n t h a t the w e l l 

the w e l l was not d r i l l e d when t h i s order was w r i t t e n , but i t 

i s , I t h i n k , i d e n t i c a l i n t h a t we have d i f f e r e n t spacing 

u n i t s and need some — some method of a l l o c a t i n g the cost, 

and I t h i n k i t ' s not i d e n t i c a l , no, but i t ' s — 

Q Well, i t ' s not i d e n t i c a l i n another r e s ­

pect. The g e o l o g i c a l r i s k of completion i n one of these 

zones had not been i d e n t i f i e d through c u r r e n t g e o l o g i c a l da­

t a , had i t ? 

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

Q And do you know i f any of these p a r t i e s 

had o f f s e t production i n the same zones? 
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A Yes, I t h i n k there was — there was, cer­

t a i n l y was o f f s e t production i n both — both zones. 

Q Owned by the same p a r t i e s ? 

A I f I r e c a l l the case, Grynberg brought 

the case and he had 100 percent of the i n t e r e s t t o the Abo 

and a 50 percent i n t e r e s t t o the deeper horizon. 

Q I n the p r o r a t i o n u n i t t h a t was a t issue. 

A And he had 100 percent of the 160-acre 

p r o r a t i o n u n i t t o the Abo and 50 percent of the 320-acre 

p r o r a t i o n u n i t t o the — t o the Wolfcamp-Precambrian. 

Q Uh-huh. 

A I n t h i s case he was the a p p l i c a n t and he 

requested t h i s and he was, of necessity, then paying — pay­

ing 100 percent of an Abo w e l l . He thought i t was eq u i t a b l e 

and I t h i n k t h a t i t i s . 

Q Was there any o p p o s i t i o n t o the a l l o c a ­

t i o n t h a t you placed i n the order? 

A No, there was not -- there was no opposi­

t i o n to the a l l o c a t i o n . 

There was an o p p o s i t i o n -- the o p p o s i t i o n 

was t h a t Yates Petroleum had a companion case t h a t I t h i n k 

wanted t o t u r n the 320 another way. Grynberg wanted i t 

e i t h e r north/south or east/west and Yates wanted the oppo­

s i t e and t h a t , as I r e c a l l , was the only — we t r i e d — we 

t r i e d t o get the t r a n s c r i p t on t h i s but th e y ' r e , u n f o r t u n -
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a t e l y , sent o f f t o be microfilmed and they're not a v a i l a b l e 

i n the Commission f i l e s here i n Santa Fe. 

Q So I conclude t h a t you had d i f f e r e n t i s ­

sues being contested i n t h i s case than we have today. 

A Yes, I t h i n k t h a t i s t r u e , but the Com­

mission back at t h i s time, t h i s was the f i r s t case t h a t 

there had been considerable discussion among the Commission, 

the D i v i s i o n employees as t o what kin d of an a l l o c a t i o n 

could be — could be made where we have d i f f e r e n t , d i f f e r e n t 

p r o r a t i o n u n i t s , d i f f e r e n t ownerships i n zones w i t h i n a com­

mon wellbore. 

I know we had some cases where the w e l l 

was d r i l l e d as a 320 Morrow and they found 40-acre Wolfcamp 

o i l and the Commission had no — no standard, no g u i d e l i n e 

to go by p r i o r t o t h i s order as t o what kind of an a l l o c a ­

t i o n could be made on d i f f e r e n t zones. 

This was the f i r s t and I don't know 

whether there's been any orders since t h i s . This was the — 

t h i s was the one t h a t stuck out i n my mind and t h i s was the 

one I looked f o r . 

Q E x h i b i t Numbers Nineteen and Twenty are 

amendments, are they not — 

A They — 

Q -- t o compulsory pooling orders previous­

l y entered by the Commission? 
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A Yes, s i r . They amend, they amend the 

o r i g i n a l orders t o include other — other formations. 

Q Do you know whether or not these orders 

were amended p r i o r t o the d r i l l i n g of the w e l l or a f t e r the 

completion of i t ? 

A These were a f t e r the completion of the 

wel 1. 

Q There's no statement i n here w i t h respect 

t o the a l l o c a t i o n of costs i n these amendments. 

A No, s i r , t h a t i s c o r r e c t . 

Q So are we t o conclude t h a t t h a t wasn't an 

issue ? 

A I t h i n k you could probably conclude t h a t , 

yes. 

Q So I would also conclude t h a t these two 

orders don't deal w i t h cases t h a t are i d e n t i c a l t o t h i s one. 

A No, they aren't i d e n t i c a l and they — 

these were j u s t an i l l u s t r a t i o n f o r the Commission's b e n e f i t 

t h a t what we are seeking i s not unusual, we want t o add an­

other zone to the o r i g i n a l — o r i g i n a l forced p o o l i n g order 

and the Commission has done t h a t many times. 

Q These a l l -- these cases a l l deal w i t h 

instances, as I understand i t , where the w e l l i s being d r i l ­

led contemporaneously w i t h the e n t r y of the order, or had 

been d r i l l e d p r e v i o u s l y , w i t h i n recent months, i s t h a t cor-
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rect ? 

A Yes, I — 

MS. AUBREY: I'd l i k e t o c l a r ­

i f y something here. I t h i n k Mr. Ramey t e s t i f i e d t h a t Order 

7393 was entered p r i o r t o the w e l l being d r i l l e d and the 

other two — 

MR. BATEMAN: Well — 

MS. AUBREY: — are amendments 

to e x i s t i n g forced p o o l i n g orders. 

MR. BATEMAN: A l l r i g h t , l e t me 

ask the question again. 

Q E x h i b i t Number Eighteen was entered p r i o r 

t o the d r i l l i n g of the w e l l . 

A Yes. 

Q Is t h a t c o r r e c t ? 

A Yes, s i r . 

Q E x h i b i t s Nineteen and Twenty were entered 

s h o r t l y t h e r e a f t e r , w i t h i n a matter of months? 

A I am not sure. Now, I can r e c a l l — I 

can r e c a l l some cases before the D i v i s i o n where the lower 

zone had been depleted. The w e l l had been produced long 

enough f o r the lower zone t o deplete and then they came i n 

and asked f o r an amendment t o the o r i g i n a l order t o move up 

the hole t o another zone, for c e pool t h a t zone, a l s o . 

So there i s — there's no time l i m i t on 
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these. I don't — I'm not sure about these. As I s a i d , we 

could not f i n d -- we could not --

Q You don't know whether they are or not? 

A No, these i n p a r t i c u l a r , but I know t h a t 

— t h a t the D i v i s i o n or Commission has amended forced pool­

ing orders a considerable time a f t e r the w e l l was d r i l l e d t o 

include the other. 

Q But you don't have an example of t h a t t o ­

day . 

A No. I t may be — i t may be one of these. 

I'm not c e r t a i n . 

Q But i f i t i s one of these, we don't have 

any evidence t h a t the formula t h a t you t e s t i f i e d t o were ap­

p l i e d i n e i t h e r E x h i b i t Nineteen or Twenty. 

MS. AUBREY: Well, excuse me, 

Mr. Ramey t e s t i f i e d t h a t the formula applied i n E x h i b i t 

Nineteen, which i s an order dated 1983, and three or four 

years more recent than the other two. 

A E x h i b i t Eighteen. 

MS. AUBREY: E x h i b i t Eighteen 

was the f i r s t time he was aware t h a t the formula had been 

ap p l i e d . 

Q So I presume the answer i s yes. 

A Please give me your question again. 

Q We don't have any evidence t h a t the f o r -
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mula you t e s t i f i e d t o as being adopted i n E x h i b i t Eighteen 

was a p p l i e d i n E x h i b i t s Nineteen and Twenty. 

A No. I'm sure i t wasn't. There i s no­

t h i n g i n the order t o — t o say t h a t i t was, so I am sure 

t h a t t h a t whatever was force pooled i n the o r i g i n a l order 

was for c e pooled i n these orders. 

Q Thank you, Mr. Ramey. 

MR. STAMETS: Any other ques­

ti o n s ? 

CROSS EXAMINATION 

BY MR. STAMETS: 

Q Mr. Ramey, i s i t possible t h a t there may 

e x i s t some order somewhere i n the Commision's f i l e s t h a t 

might have a l l o c a t e d costs on an older w e l l being recom­

p l e t e d on some other basis than you show i n t h i s E x h i b i t 

Eighteen? 

A Yes, I — i t ' s p o s s i b l e . I couldn't r e ­

c a l l one, Mr. Stamets, but, you know, when you say an older 

we 11 — 

Q Older order. Oh, I'm so r r y . 

A You d i d say an older w e l l , I t h i n k . 

Q That i s c o r r e c t , an older w e l l , one t h a t 

had been completed and then at some time l a t e r an attempt 

was made t o recomplete i n another zone and force pool 
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d i f f e r e n t p a r t i e s . 

A Well, I don't t h i n k you can consider t h i s 

an older w e l l . Now the w e l l was d r i l l e d i n the l a t t e r p a r t 

of '84, s t a r t e d producing i n e a r l y '85. I n e a r l y '85 the 

proposal was sent out t o recomplete the w e l l and we're s t i l l 

t r y i n g t o recomplete the w e l l . We're held back by the pro­

cess. 

Q So i f you measure the age of the w e l l by 

i t s o r i g i n a l completion date and the date of the f i r s t r e ­

quest f o r p a r t i c i p a t i o n i n recompletion, i t ' s not an older 

wel 1. 

A No, i t ' s w i t h i n 30 days, I t h i n k . 

Q Okay. 

A Mr. Fonay said t h a t he f i r s t contacted 

Texaco i n January or h i s records r e f l e c t t h a t he sent a l e t ­

t e r i n January t o do t h i s recompletion work, or t o t r y t o 

get them t o agree t o the recompletion work, so t h a t i s , 

t h a t ' s — you can't consider i t an o l d w e l l . 

Q I f we're t a l k i n g about a w e l l i n the ab­

s t r a c t , not t h i s w e l l but any w e l l , the — does the i n t a n ­

g i b l e cost only have a value so long as t h a t w e l l i s — i s a 

producing property? 

A Yes, e v e r y t h i n g but the — e v e r y t h i n g but 

the salvage, are i n t a n g i b l e s . Did you say i n t a n g i b l e s ? 

Q I n t a n g i b l e s . 
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A Yes. 

Q So i f you had a w e l l t h a t had a produc­

t i v e l i f e of 20 years i t might be l i k e a car b a t t e r y , you 

could prorate the i n t a n g i b l e costs over a period of years, 

and i t begins w i t h f u l l value a t f i r s t production and no 

value when the w e l l ceases t o produce. 

A I t h i n k t h a t — maybe Two D o l l a r s . You 

might get Two Do l l a r s out of a b a t t e r y t h a t you — 

But i n t h i s case, i n t h i s case t h i r t y 

days i s not — when you're looking a t a producing l i f e of 

f i f t e e n years, t h i r t y days i s — i s not even a percent, I 

don't t h i n k . 

MR. STAMETS: Any other ques­

t i o n s of t h i s witness? 

MS. AUBREY: Yes, Mr. Stamets, 

I'd l i k e t o c l a r i f y something. 

MR. STAMETS: Ms. Aubrey. 

REDIRECT EXAMINATION 

BY MS. AUBREY: 

Q Mr. Ramey, you were asked some questions 

by Mr. Stamets about older w e l l s . 

Can you e x p l a i n f o r me why there should 

be a d i s t i n c t i o n between older w e l l s and newer w e l l s i n 

terms of how you a l l o c a t e the costs? 
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A I don't know whether I can or not, Ms. 

Aubrey. 

An o l d w e l l , w e l l t h a t ' s been producing 

t h i r t y years, may not have any salvage value, f o r one t h i n g . 

I t would be hard t o — t o set some kind of d r i l l i n g cost. 

Maybe they have the records t h a t s a i d , you know, t h i s w e l l 

cost $50,000 to d r i l l back i n 1950, or something, but could 

you b r i n g those — could you ac c u r a t e l y b r i n g those costs up 

to the — up t o the present day and show a present day 

value? I j u s t don't t h i n k so. 

I f you've got an o l d w e l l perhaps, you 

know, j u s t recompletion costs would be -- would be proper, 

but i n t h i s case we've got a new w e l l . we've got a poten­

t i a l zone t h a t looks — looks v i a b l e on the l o g . 

we have assumed the r i s k i n d r i l l i n g the 

w e l l . I t j u s t does not seem f a i r t h a t an operator t h a t d i d 

not p a r t i c i p a t e should get a f r e e r i d e , and they should be 

made t o p a r t i c i p a t e . 

That's — I t h i n k t h a t ' s the i n t e n t of 

the law and i f they don't p a r t i c i p a t e , why, they should pay 

a penalty f o r not only d r i l l i n g the w e l l but an a d d i t i o n a l 

penalty f o r not coming f o r t h w i t h t h e i r money. 

Q I n connection w i t h the penalty, Mr. Bate­

man asked you some questions about instances where the geo­

l o g i c a l r i s k s had been i d e n t i f i e d . 
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Do you have an opinion as t o whether or 

not a gas show on a mud log allows you t o i d e n t i f y your geo­

l o g i c a l r i s k t o the extent t h a t you know whether or not you 

have a w e l l capable of commercial production? 

A The gas log i s merely an i n d i c a t i o n when 

you d r i l l through t h a t formation t h a t there i s gas i n t h a t 

a c t u a l 8-inch hole t h a t — or whatever the size of the hole 

was -- t h a t i s so - c a l l e d d r i l l e d up. I t i s picked up by 

the mud. The sensors on the mud-logging u n i t pick i t up and 

record i t . That — t h a t ' s an i n d i c a t i o n . I t ' s c e r t a i n l y 

not a -- not a cin c h . I t ' s another t o o l t h a t can be used, 

we have the modern day log which shows p o r o s i t y and we have 

the mud log which i n d i c a t e d gas present. we would have t o 

come up — we would have t o , you know, set a bridge plug t o 

p r o t e c t the Paddock zone. We'd have t o p e r f o r a t e , have t o 

f r a c , and a l l of these th i n g s add t o the r i s k i n v o l v e d . 

Q Do you know now whether or not you have a 

w e l l which i s capable of commercial gas production i n the 

Queen? 

A No, not even — not even i f you have an 

e x c e l l e n t log and an e x c e l l e n t mud show do you — you don't 

have an i n d i c a t i o n of a w e l l u n t i l you a c t u a l l y get i n t o 

p e r f o r a t e , t r e a t , and t e s t , and we have not done t h a t y e t . 

There's r i s k i n v o lved and not the mechanical work on the 

w e l l but also i n the geologic e v a l u a t i o n or engineering 
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e v a l u a t i o n s , whatever, t h a t has been done. There i s — i t ' s 

not a cinch; i t ' s not a gut cinch y e t . 

Q Thank you, Mr. Ramey. That's a l l I have. 

MR. STAMETS: Are there any 

other questions of the witness? 

I f not, he may be excused. 

MR. RAMEY: Thank you, Mr. Sta­

mets . 

MR. STAMETS: Mr. Bateman. 

TIMOTHY J. HUNT, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. BATEMAN: 

Q Mr. Hunt, would you s t a t e your f u l l name 

and place of employment f o r the record? 

A My name i s Timothy Hunt. I work f o r Tex­

aco i n Midland, Texas. 

Q I n what capacity are you employed w i t h 

Texaco? 

A I'm a development g e o l o g i s t . 

Q I n your capacity as a development geolo­

g i s t have you undertaken a study of the area which i s i n 
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question today? 

A Yes. 

Q Have you p r e v i o u s l y t e s t i f i e d before the 

Commission and had your educational and work experience made 

a matter of record? 

A Yes, I have. 

MR. BATEMAN: I o f f e r Mr. Hunt 

as an expert g e o l o g i s t and witness. 

MR. STAMETS: He i s considered 

q u a l i f i e d . 

Q Mr. Hunt, would you r e f e r t o what's been 

marked as Texaco E x h i b i t Number One and describe the i n f o r ­

mation t h a t ' s been placed on t h a t e x h i b i t ? 

A This i s a s t r u c t u r e map of the Lovington 

Queen F i e l d area. The s t r u c t u r e i s mapped upon the Queen 

formation marker. 

The arrow on the map points t o the pro­

posed workover w e l l , the Lynx Petroleum Consultants No. 1 

Doughty. 

The acreage colored yellow i s Texaco's 

c o n t r i b u t i o n t o the proposed Queen p r o r a t i o n . The green 

l i n e o u t l i n e s the proposed Queen p r o r a t i o n u n i t . The dashed 

l i n e on the map o u t l i n e s the Lovington Paddock Un i t . 

The w e l l s t h a t are c i r c l e d i n brown are 

Paddock producers. The w e l l s t h a t are c i r c l e d i n green are 
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Queen producers. Other production i n the area of t h i s map 

i s from the San Andres, Abo, Strawn, and Devonian. 

The red l i n e across the map i s the cut of 

the cross s e c t i o n t h a t i s E x h i b i t Number Two. 

The highest p o r t i o n of the s t r u c t u r e i s 

centered somewhat over Section 1 or the corners of the town­

ships . 

Some Queen production has been noted on 

the map i n Section 1, Spot 0 and Spot P; a w e l l i n Section 

12, Spot B. 

The two w e l l s i n — or the w e l l i n Sec­

t i o n 1 and the w e l l i n Section 12 — l e t me s t a r t over 

th e r e . 

The w e l l i n Section 1, Spot O, and the 

w e l l i n Section 12, Spot B, combine f o r a cumulative of 1.8 

b i l l i o n cubic f e e t of gas. Both those w e l l s are shut i n now 

and I believe most of the gas came from the one w e l l i n Spot 

0 of Section 1. 

The w e l l i n , the Queen w e l l i n Spot P of 

Section 1 has a cumulative r i g h t now of 3 3 5 - m i l l i o n cubic 

f e e t as of 6-1-85 and i s c u r r e n t l y producing. 

There are two more we l l s located on the 

map and I've included those j u s t t o i n d i c a t e t h a t there i s 

s u b s t a n t i a l Queen production i n the area of t h i s map. 

I'd l i k e t o r e f e r t o the cross s e c t i o n , 
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E x h i b i t Number Two. 

Q Before you do t h a t , l e t ' s t u r n to E x h i b i t 

Number One, the Geraldine Doughty i n Section 25, there's an 

i n d i c a t i o n of a dry hole o f f s e t t i n g i t — 

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

Q — t o the east. Do you know whether t h a t 

was d r i l l e d through the Queen or whether there was any show 

of gas there? 

A That w e l l immediately the east of the 

Lynx w e l l , was d r i l l e d t o San Andres depth and te s t e d the 

San Andres, or cored p a r t of the zone, p e r f o r a t e d i t and r e ­

covered only s a l t water and d i d not examine the Queen i n any 

way t h a t I can f i n d on records. 

Q The o f f s e t t i n g w e l l s t o the south, i n the 

south h a l f of the southeast quarter t h e r e , are operated by 

Texaco? 

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

Q And they are Paddock producers? 

A Right. 

Q A l l r i g h t . Proceed w i t h E x h i b i t Number 

Two. 

A E x h i b i t Number Two i s a s t r u c t u r a l cross 

se c t i o n which i s hung on the —hung on sea l e v e l , or zero 

f e e t , sea l e v e l . 

The yellow zone i s a productive Queen 
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zones which I can c o r r e l a t e across the top of the s t r u c t u r e 

over t o the Lynx Petroleum Consultants No. 1 Doughty from 

the Stanolind No. 1 State E, I bel i e v e t h a t should be Tract 

18 Well, which i s a w e l l t h a t produced i n Section 1, Spot 0. 

This zone looks l i k e i t — looks the same 

i n a l l the w e l l s I've examined across the s t r u c t u r e and 

looks l i k e i t should be, according t o the logs, as produc­

t i v e as the one t h a t produced i n Section 1. 

This cross s e c t i o n also i n d i c a t e s the 

horizon on which the s t r u c t u r a l map was made, the Queen 

horizon map. 

Q How do you associate the cross s e c t i o n 

w i t h the proposed Queen completion i n the Geraldine Doughty? 

A I f e e l t h a t the cross s e c t i o n shows t h a t 

the zone t h a t Lynx proposes t o workover i s c o r r e l a t i v e ac­

ross the s t r u c t u r e . I t i s the same zone and w i l l be pro­

d u c t i v e i n t h e i r w e l l . 

Q Is i t the same i n every respect w i t h r e s ­

pect t o p o r o s i t y , do you know? 

A Well, i t ' s d i f f i c u l t t o get a good handle 

on the p o r o s i t y because these are o l d r a d i o a c t i v i t y logs and 

i f you look at the — attempt t o get a p o r o s i t y reading o f f 

of those older logs I t h i n k they read somewhat higher. I 

r e a l l y don't put much r e l i a b i l i t y i n them. 

Q So you can't conclude anything about por 
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o s i t y from these? 

A Only t h a t the p o r o s i t y i s th e r e . 

Q What about the s t r u c t u r e ? How do you 

i d e n t i f y t h a t on E x h i b i t One? 

A How d i d I i d e n t i f y i t ? 

Q Uh-huh. 

A I i d e n t i f i e d i t by c a l c u l a t i n g subsea 

depths on the Queen horizon i n d i c a t e d on the cross s e c t i o n . 

Q A l l r i g h t , then based on your study of 

the geology of the area, p a r t i c u l a r l y the Queen, what i s 

your conclusion concerning the r i s k involved of the success­

f u l completion i n the Queen of the Geraldine Doughty? 

A I f e e l there's no geologic r i s k i n a 

Queen producer i n the Doughty because there's a w e l l i n Sec­

t i o n 26, Spot P, t h a t flowed an estimated 600,000 cubic f e e t 

of gas a day while they were d r i l l i n g , so t h a t does not i n ­

volve any s t i m u l a t i o n and I assume i t j u s t kicked on them. 

That w e l l i s down d i p and i n d i c a t e s t h a t 

the Doughty Queen — I'm s o r r y , the Lynx No. 1 Doughty 

should be j u s t as productive as t h a t w e l l . 

I f e e l t h a t i n the f u t u r e t h i s whole fea­

t u r e w i l l be developed on the Queen and t h a t a l l the -- a l l 

the w e l l s up d i p t o the Lynx No. 1 Doughty Well should be 

productive i n the Queen. 

Q Do you expect then t h a t the Paddock pro 
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ducers t h a t are i n the East Lovington Unit — 

A This i s the Lovington U n i t . 

Q Lovington U n i t , excuse me, w i l l eventual­

l y be recompleted i n the Queen? Is t h a t your testimony? 

A They don't j u s t have t o be Paddock pro­

ducers. There's Abo and San Andres w e l l s , whichever f i e l d 

would be depleted f i r s t and as wellbores would become a v a i l ­

able those w e l l s would probably be completed i n the Queen 

f i r s t . 

Q Do you have any i n f o r m a t i o n about what 

Texaco plans t o do w i t h i t s w e l l s i n t h i s area? 

A As a development g e o l o g i s t I would recom­

mend t h a t we workover these wellbores f o r the Queen as they 

become a v a i l a b l e . 

Q were E x h i b i t s One and Two prepared by you 

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

A Yes, they were. 

MR. BATEMAN: I ' l l o f f e r Exhi­

b i t s One and Two. 

MR. STAMETS: These e x h i b i t s 

w i l l be admitted. 

MR. BATEMAN: No f u r t h e r d i r e c t 

testimony. 

MR. STAMETS: Are there ques­

t i o n s of Mr. Hunt? 
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MS. AUBREY: Thank you, Mr. 

Stamets. 

CROSS EXAMINATION 

BY MS. AUBREY: 

Q Mr. Hunt, are there p r e s e n t l y any dry 

holes which have been d r i l l e d w i t h i n the Lovington Unit as 

o u t l i n e d on your E x h i b i t Number One? 

A Yes, I see some. 

Q And Texaco i s the operator of the u n i t , 

as I understand i t ? 

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

Q Does Texaxo have any plans t o t e s t those 

w e l l s i n the Queen? 

A I don't know t h a t we have the Queen 

r i g h t s on those dry holes. 

Q So you know of no present plans by Texaco 

to t e s t those dry holes i n the Queen, the wells w i t h i n the 

u n i t . 

A Are you asking do we have any plans t o 

work over any of the wells? 

Q I'm asking i f you have any plans t o work 

over any of the dry holes which are w i t h i n the boundaries of 

the Lovington Unit f o r Queen production. 

A Well, no. I f we don't have the Queen 
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r i g h t s I don't see how we can. 

Q Do you know what w e l l s shown on your Ex­

h i b i t One you have the Queen r i g h t s to? 

A I can look i t up. 

Q You don't have t h a t i n f o r m a t i o n here on 

your map. 

A No. 

Q The w e l l you r e f e r r e d t o i n the southeast 

quarter of Section 26 — 

A Right. 

Q — i s a plugged and abandoned w e l l , i s n ' t 

i t ? 

A Yes. 

Q How long d i d t h a t produce from the Queen? 

A I t d i d not produce from the Queen. I t 

gave a gas k i c k or flowed w h i l e they were d r i l l i n g i t . 

Q Was i t ever completed i n the Queen? 

A No. 

Q Is i t producing from the Paddock? 

A I b e l i e v e i t ' s plugged now. 

Q Let me r e f e r you now t o your E x h i b i t Num­

ber Two. This i s a cross s e c t i o n . 

Given the i n f o r m a t i o n on your cross sec­

t i o n can you c o r r e l a t e p r o d u c t i v i t y across the cross sec­

t i o n ? 
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A I'm not sure what you mean by p r o d u c t i v i ­

t y . 

Q You've shown t h a t the Queen i s present i n 

each f o these w e l l s . 

A Right. 

Q Were each of these w e l l s productive i n 

the Queen? 

A No. 

Q Which of these w e l l s were productive i n 

the Queen? 

A The Stanolind No. 1 State E, Tract 18. 

The p e r f o r a t i o n s are i n d i c a t e d by the red box along the 

wellbo r e . 

Q So one of these w e l l s produced from the 

Queen. 

A Right. 

Q Does your log on the Lea D r i l l i n g Company 

No. 1 State E show any p r o r o s i t y i n the Queen? 

A Yes. 

Q Does i t show p o r o s i t y at the — i n the 

yellow zone where you have mapped i t ? 

A Yes. 

Q And t h a t w e l l d i d not produce from i t . 

A I t i s now a Paddock i n j e c t i o n w e l l being 

used by the u n i t . I f t h a t wellbore were the f i r s t one t o 
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become a v a i l a b l e i n t h a t u n i t , I would recommend i t f o r 

Queen workover i f i t were our -- i f we had the acreage 

around t h a t w e l l . 

Q Let me t r y my question again, Mr. Hunt. 

Has t h a t w e l l produced from the Queen? 

A No. 

Q I be l i e v e your testimony on d i r e c t was 

t h a t there i s no g e o l o g i c a l r i s k i n d r i l l i n g t o the Queen i n 

the Geraldine Doughty No. 1. 

A Right. 

Q By t h a t d i d you mean zero? 

A Yes. 

Q I t ' s a sure thing? 

A Right. 

Q For commercial production? 

A Yes. 

Q I n the Queen. 

A Yes. 

Q Thank you, Mr. Hunt. I have no more 

questions. 

on r e d i r e c t , 

MR. BATEMAN: Just one question 

BY MR. BATEMAN: 

Q 

REDIRECT EXAMINATION 

On the cross s e c t i o n you were asked 



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 

86 

whether the Lea No. 1 State E was prod u c t i v e r i n the Queen. 

I s n ' t i t t r u e t h a t t h a t w e l l ' s never been p e r f o r a t e d i n the 

Queen or tested? 

A Yes. I t has not been te s t e d i n the 

Queen. 

Q And what about the other two wells? Ob­

v i o u s l y the Lynx hasn't been and the Ske l l y No. 6? 

A That has also not been te s t e d i n the 

Queen. 

Q Thank you. 

MR. STAMETS: Any other ques­

t i o n s of t h i s witness? 

He may be excused. 

GARY KERN, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. BATEMAN: 

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

of employment f o r the record? 

A Yes. My name i s Gary Kern. I'm the D i ­

v i s i o n P r o r a t i o n Engineer w i t h Texaco i n Midland. 

Q And as the D i v i s i o n P r o r a t i o n Engineer 
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have you made a study of the w e l l i n question and the area 

i n question today a t t h i s hearing? 

A Yes, I have. 

Q Have you p r e v i o u s l y t e s t i f i e d before the 

Commission and had your academic and work experience made a 

matter of record? 

A Yes, I have. 

MR. BATEMAN: I o f f e r Mr. Kern 

as an expert witness. 

MR. STAMETS: He's q u a l i f i e d . 

Q Mr. Kern, i f you would, would you proceed 

w i t h what's been marked as E x h i b i t Number Three and s t a t e 

what i n f o r m a t i o n you've placed on t h a t e x h i b i t ? 

A Okay. The f i r s t t h i n g I'd l i k e t o show 

i s a production versus time p l o t , and t h i s i s a p l o t of the 

Geraldine Doughty No. 1, which Lynx has t e s t i f i e d t o and i n ­

deed d i d complete i n the Lovington Paddock F i e l d , and i t 

shows t h a t i n t i a l l y the w e l l produced approximately 15 bar­

r e l s a day and I b e l i e v e , as Mr. Fonay's t e s t i f i e d t o , the 

l a s t month's production I have from the p l o t consists of 6.6 

b a r r e l s a day, or nearly 7 b a r r e l s a day from the Lovington 

Paddock. 

I might also note t h a t the water produc­

t i o n increased s u b s t a n t i a l l y from the i n i t i o n two months, or 

the i n i t i a l month from t h e i r — an average of about 3 bar-
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r e l s a day a l l the way up t o approximately 15 b a r r e l s a day. 

I took and looked at the o f f s e t t i n g Pad­

dock producers, which are i n our Lovington Paddock Uni t , and 

I got declines from these o f f s e t t i n g w e l l s i n a range of 

from a low of 4.4 percent to a high of 15 percent. 

I took the average of t h a t and the aver­

age of t h a t came out t o be 8.8 percent. 

I then declined t h a t out t o an economic 

l i m i t of one b a r r e l per day and I got a l i f e of some 20.32 

years w i t h an u l t i m a t e o i l recovery of 24,609 b a r r e l s . 

I might note t h a t the o f f s e t t i n g w e l l s 

t h a t I looked at I would c l a s s i f y as having responded to the 

i n j e c t i o n . The response was t y p i c a l l y i n the range of what 

I'm seeing here, 15 b a r r e l s a day, so i t ' s my opinio n t h a t 

t h i s w e l l i s i n an area where -- where there has -- the i n ­

j e c t i o n has taken e f f e c t and I f e e l t h a t the way t h a t I have 

ex t r a p o l a t e d out the reserves f o r the l i f e of t h i s w e l l i s a 

reasonable method of doing t h i s i n a wate r f l o o d p r o j e c t . 

One quick t h i n g , r e f e r r i g t o Lynx's Exhi­

b i t Seventeen, I don't know i f you a l l have t h a t handy i n 

f r o n t of you, but i t ' s the cash f l o w analysis f o r the 

where Lynx determined what the economics would be, and t h a t 

f i r s t year production i s some 5000 b a r r e l s . When you d i v i d e 

t h a t out, t h a t means i t has t o produce some 13.7 b a r r e l s per 

day. 
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Looking a t the curve, there's only been 

one month where t h i s w e l l has produced some 13.7 b a r r e l s per 

day, and I know he t e s t i f i e d t o the f a c t of the recomple­

t i o n , and c e r t a i n l y t h a t could be, you know, you could get 

some increase from t h a t , but wi t h o u t any f u r t h e r — w i t h o u t 

any f u r t h e r treatment, t h i s w e l l w i l l not make 5000 b a r r e l s 

i n the f i r s t year's production. 

Q Let me s u b s t i t u t e these e x h i b i t s f o r the 

ones you have. 

A Okay. 

Q A l l r i g h t . Would you proceed, Mr. Kern, 

w i t h what's been marked E x h i b i t Four? 

A Okay, E x h i b i t Four, we were supplied an 

estimate of AFE costs down t o the Queen and t h a t AFE cost i s 

shown under the Queen 4075 f o o t column. I t should be the 

exact numbers taken o f f the AFE costs from the Queen t h a t 

Lynx supplied us. 

What I then d i d i s t r y to determine how 

much the d r i l l i n g costs might have been f o r Lynx's Paddock 

completion and I came up w i t h a number w i t h the equipment 

bottom l i n e of $319,000. Mr. Fonay has t e s t i f i e d i t was 

$315,000. This, I guess t h i s e x h i b i t r e a l l y i s — I ' l l , you 

know, I don't have any problem w i t h $315,000 number. 

What I — the reason I d i d a l l t h i s was 

not j u s t t o — f o r an exer c i s e . I then went i n t o l o o k i n g , 
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r e f e r r i n g t o E x h i b i t Number Five, I ran economics on the 

w e l l w i t h the reserves scheduled out as — as I had done i n 

E x h i b i t Number Three, and w i t h the cost of $319,000. Now, 

i t ' s understood t h a t the cost i s some $4000 lower. 

But I showed w i t h a $15,000 a year 

operating cost based on our o f f s e t t i n g Lovington Paddock 

Unit production which we have a s u b s t a n t i a l amount of 

production from, t h a t the p r o j e c t would lose some $95,498 

present worth net value. 

I f e e l t h a t the — I f e e l t h a t the Lynx 

w e l l was uneconomical. There was -- they took a r i s k t o 

d r i l l the w e l l . They d i d not contact Texaco i n regard t o 

any costs t o be borne by t h i s , and the recovery of t h e i r — 

Lynx i s requesting h a l f of $180,000, which i s approximately 

$90,000 from us i n a d d i t i o n t o the $45,000 t h a t ' s going t o 

come from Tenneco, so they w i l l be recovering i n essence, 

$135,000. 

So t h i s i n t u r n w i l l take a w e l l t h a t was 

uneconomical and make i t a p r o f i t a b l e venture. 

Q Mr. Kern, w i l l you proceed w i t h what 

we've already i d e n t i f i e d as E x h i b i t Number Six? 

A Okay, E x h i b i t Number Six i s what Lynx 

Petroleum Consultants provided t o the Commission as f a r as 

equipment value, t a n g i b l e value, f o r t h e i r Geraldine Doughty 

No. 1. 
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I might make several notes t h e r e . The 

area h i g h l i g h t e d i n yellow, I may make a note t h a t since the 

we l l has been only i n service 7 months t h a t i t should be 

worth approximately 85 percent of the l i s t e d value, and on 

the value of the casing t h a t only 3000 f o o t of 5-1/2 could 

be recovered. I assume t h a t ' s because the cement top of the 

5-1/2 would be somewhere around 3000 f e e t . 

I don't -- I don't have any problems w i t h 

t h a t , w i t h t h e i r (not c l e a r l y understood.) 

Q Do you have any opinion of whether the 

costs i n d i c a t e d on page two are reasonable? 

A I t h i n k they are reasonable costs f o r the 

equipment t h a t went i n t o the w e l l . 

Q Now would you proceed then w i t h what 

you've marked E x h i b i t Seven? 

A E x h i b i t Number Seven i s b a s i c a l l y , the 

l e f t p a r t i s a r e c o n s t r u c t i o n of t h a t exact same l i s t t h a t 

-- t h a t Lynx has supplied, under the "new value" i s the 

l i s t i n g t h a t Lynx supplied. 

I then took i t a couple of steps f u r t h e r . 

I took the 85 percent value, which Lynx had i n d i c a t e d i n 

t h e i r l e t t e r and I h i g h l i g h t e d i n yellow, would be the e s t i ­

mated salvage value due t o the time of i t being a w e l l . 

That came out t o be a t o t a l of $96,493. 

What I then d i d i s took a look at a l l the 
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equipment t h a t i s i n the w e l l and determined not only what 

p a r t of i t was salvageable but also what p a r t of i t would be 

app l i c a b l e to a Queen recompletion, and the Lynx proposal i s 

to d u a l l y produce the Paddock and the Queen; t h e r e f o r e , I 

f e e l l i k e t h a t v i r t u a l l y the t u b i n g , the rods, the pump, 

t h a t welded tanks, the h e a t e r - t r e a t e r , the welded tanks, the 

15 horsepower motor and panel, would a l l be -- would a l l be 

not associated w i t h the Queen recompletion, which i s the on­

l y t h i n g Texaco has an i n t e r e s t i n . I t h i n k i t would be 

very u n f a i r f o r us t o pay f o r investment costs i n t o some­

t h i n g t h a t we have no i n t e r e s t i n and a l l t h a t investment 

cost would do would be t o depreciate. 

I took a salvage value f o r the 5-1/2 inch 

casing of 3000 f o o t , which i s e x a c t l y what Lynx had i n d i ­

cated was recoverable, and t h a t came out t o be $14,206, one 

t h i n g which I l i s t e d i n the f a r righthand column f i v e . 

I d i d include the tubing head, casing 

head, as w e l l as miscellaneous valves and f i t t i n g s . 

I d i d not include any salvage value f o r 

the 8-5/8ths, since Lynx's E x h i b i t Number Fourteen shows 

t h a t t h a t 8-5/8ths — E x h i b i t Fourteen i s a wellbore sche­

matic which showed t h a t t h a t 8-5/8ths i s cemented t o sur­

face, as I bel i e v e i s the requirement and the p r a c t i c e i n 

the area t o p r o t e c t f r e s h water. 

So there would be no salvage value there 
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because i t ' s obviously not salvageable. 

That came out t o be a number, a t o t a l 

number of $17,110, as f a r as what I f e e l i s salvage valuable 

-- value a p p l i c a b l e t o a Queen completion, which i s what 

we're t a l k i n g about here today. 

Q Proceed, then, w i t h E x h i b i t Number Eight. 

A Okay. E x h i b i t Number Eight i s a summary 

of costs and salvage value associated w i t h the Geraldine 

Doughty and associated w i t h the proposed Queen t e s t . 

The recompletion cost there of $50,000 

which was supplied t o us as one AFE, we have no problems 

w i t h . we t h i n k i t ' s f a i r and reasonable. Texaco's i n t e r e s t 

i n t h a t would be $25,000. 

The salvage value, as from my previous 

E x h i b i t Number Seven, was $17,110. I f e e l t h a t h a l f of our 

salvage value of t h a t would be $8,555. 

The plugging l i a b i l i t y , and when we buy 

i n t o t h i s w e l l I would assume t h a t we would also be respon­

s i b l e t o plug t h i s w e l l when i t — when the plugging i s r e ­

quired a t the end of i t s production l i f e , t h a t would be a 

t o t a l cost of $12,000, which once again our h a l f would be 

$6000. 

We f e e l l i k e we'd be purchasing i n t o a 

l i a b i l i t y t h ere, so t h e r e f o r e i t should be subtracted. 

That comes i n t o a t o t a l buy-in cost f o r 
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Texaco of $27,555. 

Q Mr. Kern, I n o t i c e some eyebrows being 

ra i s e d around the t a b l e as you were t e s t i f y i n g t o t h a t 

p r i c e . 

I s t h a t , i n your o p i n i o n , an unusual ap­

proach f o r p a r t i c i p a t i o n i n a recompletion? 

A No, I c e r t a i n l y do not t h i n k i t i s . I 

have been involved — p a r t of my tenure w i t h Texaco has been 

as a Midland D i s t r i c t Operations Engineer. We, I say 

r o u t i n e l y , I guess there was probably two or three cases 

where we had an e x i s t i n g wellbore which was completed, say, 

from an i n t e r v a l a t 5000 f o o t , and there was a u n i t i z e d i n ­

t e r v a l a t , say, 3000 f o o t . The wellbore had depleted i n the 

5000 f o o t i n t e r v a l . We then came up and desired to use i t 

i n the u n i t i z e d i n t e r v a l . 

What we would t y p i c a l l y charge our p a r t ­

ners f o r i n t h a t u n i t i z e d i n t e r v a l , t y p i c a l l y Texaco would 

be the operator, would be what we said the salvage value 

would be, minus the plugging l i a b i l i t y t h a t the u n i t would 

then incur when the w e l l would become plugged. 

So l e t ' s c a l l t h a t , I guess, f o r c l a r ­

i t y ' s sake, net salvage pay, and I t h i n k t h a t ' s -- I t h i n k 

t h a t ' s a reasonable -- reasonable approach t o i t , t o a s i t ­

u a t i o n where you have a w e l l t h a t was d r i l l e d to and f o r a 

deeper horizon, and then f o r whatever reason, i t ' s e i t h e r no 
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Q Mr. Kern, you have had ac t u a l experience 

w i t h an arrangement such as you suggest today? 

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

Q would you proceed w i t h what's been marked 

E x h i b i t Number Nine and describe t h a t e x h i b i t ? 

A Okay. E x h i b i t Number Nine, I took a look 

at the logs and made some c o r r e c t i o n s f o r gas s a t u r a t i o n as 

w e l l as the f a c t t h a t i t was run on a limestone matrix and 

t h i s a sandstone, I got cross p l o t t e d p o r o s i t y f o r the i n ­

t e r v a l 3988 t o 3995 of 8 percent and a cross p l o t t e d poro­

s i t y f o r the i n t e r v a l 3995 t o 4002 of 11.8 percent. 

From t h a t I c a l c u l a t e d the water satura­

t i o n , of course w i t h the -- w i t h the r e s i s t i v i t y value, and 

came up w i t h 27.45 percent, which I f e e l i s a reasonable 

water s a t u r a t i o n c a l c u l a t i o n f o r a Queen completion t h a t I 

believe t h a t we a l l a n t i c i p a t e to be dry. 

I then c a l c u l a t e d the vol u m e t r i c gas i n 

place using standard r e s e r v o i r engineering procedures, and 

came out w i t h a t o t a l recoverable gas i n place of some 954-

m i l l i o n cubic f e e t . 

I might note t h a t the cross s e c t i o n which 

Mr. Hunt has t e s t i f i e d t o , i t v e r i f i e d t h a t two w e l l s i n the 

southern p a r t of our Lovington Paddock Unit d i d indeed, be­

tween the two produce some 1.8 BCF, which i s an average of 
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some 9 0 0 - m i l l i o n cubic f e e t , so I f e e l l i k e the reserves 

t h a t I c a l c u l a t e d are reasonable. 

Q Mr. Kern, do you have an op i n i o n concern­

ing the mechanical r i s k of recompleting t h i s w e l l i n the 

Queen? 

A I f e e l l i k e the mechanical r i s k i s very, 

very low because we have v i r t u a l l y new casing. The w e l l , as 

has been t e s t i f i e d t o , was d r i l l e d i n 1984. This i s a 

ra t h e r r o u t i n e type workover. 

The only t h i n g t h a t complicates the s i t ­

u a t i o n i s the Paddock and I guess I f a i l t o see how -- why 

we should be applied a higher r i s k penalty because there's a 

zone down there which Lynx i s wanting t o keep, which Lynx 

Petroleum i s d e s i r i n g t o p r o t e c t , l e t ' s say. 

I t h i n k Mr. Fonay t e s t i f i e d t o the f a c t 

t h a t there was some p o s s i b i l i t y of damaging the formation 

and t h a t added t o r i s k . Keep i n mind t h a t we have no i n t e r ­

est i n the Paddock, and so we're — so a c t u a l l y we're t r y i n g 

to be forced on a higher r i s k penalty t o p r o t e c t something 

t h a t from t h i s forced pooling hearing has r e a l l y no a p p l i c ­

a b i l i t y . 

Q Mr. Kern, what do you t h i n k an appro­

p r i a t e r i s k penalty would be i n t h i s case? 

A I t h i n k Mr. Hunt has t e s t i f i e d to the 

f a c t t h a t we have mud logs through t h i s t h a t show a good gas 



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 

97 

k i c k . 

We have logs t h a t demonstrate crossover, 

t h a t demonstrate a gas c o r r e c t i o n when you put them i n the 

-- when you go i n t o the cross p l o t c h a r t s , i n d i c a t i n g gas. 

The w e l l i s d r i l l e d , so there i s no d r i l ­

l i n g r i s k , as t y p i c a l l y i s brought out i n most forced p o o l ­

i n g hearings. 

So I f e e l , as I t e s t i f i e d i n the o r i g i n a l 

hearing, t h a t a 25 percent r i s k penalty o v e r a l l , cost plus 

25 percent, i s a reasonable r i s k penalty because there v i r ­

t u a l l y i s no r i s k i n t h i s recompletion. 

Q Mr. Kern, i f you'd look at E x h i b i t Number 

Nine and E x h i b i t Number Eigh t , what do you a n t i c i p a t e the 

economics of t h i s proposal would be from Texaco's perspec­

t i v e i f you were permitted t o p a r t i c i p a t e f o r the p r i c e 

t h a t ' s shown on E x h i b i t Number Eight the expected recovery 

as shown on E x h i b i t Number Nine? 

A Okay, I presented -- I c o l l e c t e d costs 

from our Hobbs D i s t r i c t O f f i c e w i t h regard t o recompletion 

costs of one of our w e l l s , what t h a t would be, and we came 

up w i t h v i r t u a l l y the same number, t h a t i t would be some­

where around $50,000 f o r recompletion costs, an a d d i t i o n a l 

$50,000, p o s s i b l y , f o r equipment costs. 

Using those economics, I made an econo­

mics run w i t h the recoverable gas i n place and I presented 
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i t t o our management and i t was d e f i n i t e l y something t h a t 

they would do. At the time t h a t we would want t o recomplete 

one of our Lovington Paddock w e l l s , i t would be something we 

would want t o do. 

In a d d i t i o n , w i t h the cost t h a t I am pro­

posing here f o r what I f e e l i s f a i r , what Texaco f e e l s i s 

f a i r , i t would c e r t a i n l y also be something t h a t Texaco would 

desire to do; my p o i n t being the two costs are v i r t u a l l y 

i d e n t i c a l when you -- and t h e r e f o r e the economics are very 

close and i t i s economically v i a b l e and something t h a t Texa­

co as a company would do. 

Q I f Texaco wanted t o recomplete one of i t s 

o f f s e t t i n g w e l l s , w e l l s i n the southeast, or excuse me, 

southwest quarter of t h i s s e c t i o n , would you be prepared t o 

accept the same kind of proposal t h a t you're now making from 

other p a r t i c i p a n t s i n t h a t acreage? 

MS. AUBREY: I o b j e c t t o t h a t . 

That's not r e l e v a n t to t h i s i n q u i r y . we don't have any i n ­

formation about how o l d t h a t w e l l i s they're t a l k i n g about, 

which w e l l i t i s , when they're going to do i t , or i f they're 

going t o do i t at a l l . 

That's purely h y p o t h e t i c a l and 

asking the witness t o speculate. I don't t h i n k he's a tech­

n i c a l person who can make the decis i o n t o recomplete the 

wel 1. 
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A I presented — i f I can t a l k — 

MR. STAMETS: Mr. Bateman, do 

you have any response to the obje c t i o n ? 

MR. BATEMAN: I could expand on 

his a b i l i t y t o answer t h a t question, i f you l i k e , but I be­

l i e v e he's f u l l y q u a l i f i e d t o answer. 

MR. STAMETS: I'm going to sus­

t a i n the o b j e c t i o n . 

MR. BATEMAN: We have no f u r ­

ther questions. 

CROSS EXAMINATION 

BY MR. STAMETS: 

Q Mr. Kern, i n your opini o n would the w e l l 

be p r o f i t a b l e f o r Texaco at the costs t h a t Lynx has proposed 

f o r Texaco's p a r t i c i p a t i o n ? 

A I d i d n ' t make an economic run. Having 

not made an economic run I cannot answer t h a t question. 

Q E a r l i e r you t a l k e d about w e l l s where Tex­

aco had made t h i s s o r t of arrangement, or t h a t you had pro­

posed w i t h other operators. 

A Right. 

Q Are those w e l l s t h a t were less than a 

year o l d or were those o l d w e l l s , ten years o l d , twenty 

years old? 
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A They were, they were older w e l l s ; prob­

ably i n the range of ten t o twenty years. 

Q So they had used up some of t h e i r value 

by t h a t time, presumably. 

A I guess i n my mind i t r e a l l y becomes a 

d i s t i n c t i o n of where a w e l l becomes an o l d w e l l . 

Q Do you have an opinio n as t o when a w e l l 

becomes an o l d well? 

A No, I sure don't. 

Q Okay. Nov/, i f Lynx had proposed t h i s 

dual completion i n i t i a l l y , Texaco would have been involved 

i n the o r i g i n a l hearing, presumably. They would have been 

e i t h e r a w i l l i n g p a r t i c i p a n t or an u n w i l l i n g p a r t i c i p a n t . 

What harm w i l l come t o Texaco now i f the 

Commission goes along w i t h the Lynx proposal t h a t would not 

have been there f o r Texaco i n i t i a l l y ? 

A I t h i n k the harm t h a t comes i s t h a t — i f 

i t i s — t h a t Lynx — Lynx was going f o r the Paddock. They 

d r i l l e d the w e l l to the Paddock, They accepted the f u l l 

r i s k t o the Paddock. 

The other harm t h a t I see i s t h a t i n es­

sence $135,000, which i s $90,000 f o r Texaco and $45,000 f o r 

Tenneco, i s going t o come again, a t o t a l of $315,000 of the 

cost t o d r i l l the Paddock w e l l . 

I never heard i n the testimony, or maybe 
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I d i d n ' t understand i n the testimony, how t h i s was going to 

be reimbursed back t o people who had j o i n e d i n the o r i g i n a l 

Paddock w e l l and accepted and already paid f o r , I assume, 

the costs t o d r i l l from zero t o 4000 f e e t , as w e l l as from 

4000 to 6350 f e e t . 

Q I'm not c l e a r , s i r , how t h a t harms Texaco 

i n any way. 

A w e l l , I t h i n k i t — I t h i n k i t sets a 

precedent t h a t -- t h a t -- I t h i n k i t j u s t sets a dangerous 

precedent. 

Q I n what way? 

A Okay, i n the matter of i n essence a com­

pany pos s i b l y double-dipping; i n other words, the p o s s i b i l ­

i t y of — I'm not t r y i n g t o — I'm not t r y i n g t o a l l e g a t e 

(s i c ) here, I'm j u s t — I'm j u s t — 

Q Make your response as t o a t h e o r e t i c a l 

w e l l --

A Okay, a t h e o r e t i c a l w e l l , i t ' s j u s t , you 

know, i t ' s been t e s t i f i e d here today t h a t we would be get­

t i n g a f r e e r i d e , i n essence, I b e l i e v e by Mr. Ramey, and as 

I see t h i s , the Paddock p o r t i o n , I t h i n k you can t u r n t h a t 

very t h i n g around and say t h a t the Paddock p o r t i o n i s get­

t i n g a f r e e r i d e from zero to 4000 f e e t . 

Q How would t h a t be d i f f e r e n t , though, from 

a s i t u a t i o n where they had made t h i s a p p l i c a t i o n i n i t i a l l y ? 
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A Okay, the d i f f e r e n c e being there t h a t the 

r i s k , the o r i g i n a l forced pooling hearing and everything was 

s o l e l y on Paddock completion and was not on the Queen. 

Q I'm s t i l l unclear as t o what a d d i t i o n a l 

r i s k Texaco now bears because of the way the s i t u a t i o n has 

developed t h a t they would not have borne had Lynx made an 

a p p l i c a t i o n f o r a dual completion and dual compulsory 

pooling i n i t i a l l y . 

A Okay. Not knowing the exact working 

i n t e r e s t numbers of the people t h a t were involved i n the 

Paddock completion, l e t ' s take a -- l e t ' s take a 

h y p o t h e t i c a l s i t u a t i o n t h a t Lynx had 50 percent of t h e i r 

w e l l , 50 percent of the Paddock and someone else had 50 

percent of the Paddock. Okay, so the t o t a l d r i l l i n g cost as 

he has t e s t i f i e d to would be $315,000. 

Under t h a t arrangement Lynx's would be 

some $157,500 and someone else's would be some $157,500 f o r 

a t o t a l Paddock completion. 

Okay, i f the w e l l was d r i l l e d f o r both of 

them a t the i n i t i a l hearing, t h a t 50 percent, p a r t of the 

zero t o 4000 f o o t cost would have borne by Lynx as w e l l as 

the other operator, the other 50 percent operator, but i t 

would have been s p l i t up amongst Texaco and Tenneco i n the 

shallower zone. 

Am I making t h a t c l e a r or — 
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Q Texaco has the r i g h t t o the Queen. 

A Right. 

Q And do they have r i g h t s t o any of the 

other shallower formations i n there under -- i f they were 

o i l on 40-acres where the w e l l i s located? 

A No, not on the 40-acres where the w e l l i s 

located. 

Q So you're saying i f they d r i l l e d the 

Queen and Paddock and made a Yates completion, Texaco would 

have been paying some f o r the Yates completion t h a t they 

shouldn't have. 

A I'm p r i m a r i l y saying Texaco i s paying 50 

percent of from zero to 4000 f e e t t o t a l cost. 

Q Uh-huh. 

A Whereas, whereas, i f i t would have been 

done simultaneously, then c e r t a i n l y the people who had the 

other 50 percent i n the Paddock would have t o pay some por­

t i o n of t h a t cost from zero t o 4000 f e e t . 

Q Presumably they would even under Lynx' 

scenario and Lynx would be c o n t r i b u t i n g 25 percent of the 

cost of d r i l l i n g t o the Queen; Tenneco 25 percent. 

A Well, okay. 

Q I t h i n k I understand the answer t o my 

question — 

A Okay. 
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Q — a t t h i s p o i n t . 

MR. STAMETS: Are there other 

questions of the witness? 

MS. AUBREY: Yes, Mr. Stamets. 

I t h i n k I have a f a i r l y lengthy cross examination f o r Mr. 

Kern. 

w i t h your indulgence, could we 

break f o r lunch and s t a r t a f t e r lunch? 

MR. STAMETS: What's lengthy? 

MS. AUBREY: F o r t y - f i v e min­

utes . 

MR. STAMETS: That's lengthy. 

Okay, l e t ' s j u s t go o f f the r e ­

cord a minute. 

(Thereupon a discussion was had o f f the record.) 

(Thereupon the noon recess was taken.) 
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(Thereafter a t the hour of 1:15 o'clock p. m. 

on the same day t h i s hearing was again c a l l e d 

t o order and the f o l l o w i n g proceedings were had: 

MR. STAMETS: I'd l i k e t o apo-

logi z e t o a l l p a r t i c i p a n t s f o r the delay. Like I sa i d , I 

knew b e t t e r . 

Ms. Aubrey, I beli e v e you were 

about to cross examine what, h o p e f u l l y , w i l l be the l a s t 

witness i n Case 8631? 

MS. AUBREY: Thank you, Mr. 

Stamets. 

GARY KERN, 

resuming the witness stand, and being p r e v i o u s l y sworn and 

q u a l i f i e d , t e s t i f i e d as f o l l o w s , t o - w i t : 

CROSS EXAMINATION 

BY MS. AUBREY: 

Q Mr. Kern, on your E x h i b i t Number Nine, do 

you have t h a t i n f r o n t of you? 

A Okay. 

Q Did you c a l c u l a t e the recoverable gas i n 
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place? 

A Uh-huh. 

Q And t h a t ' s a t t r i b u t a b l e t o the Queen f o r ­

mation i n the Geraldine Doughty No. 1? 

A Yes, ma'am. 

Q And you c a l c u l a t e d recoverable gas i n 

place a t 954,943 MCF? 

A Uh-huh. Yes, ma'am. 

Q Have you c a l c u l a t e d what the value of tha 

gas i s ? 

A No, I have not. 

Q Texaco has a 50 percent i n t e r e s t i n t h a t 

gas, i s t h a t c o r r e c t ? 

A Yes, they should. 

Q I f we m u l t i p l y your recoverable gas i n 

place by a f i g u r e of $3.00 an MCF, I t h i n k we come out to 

roughly $2,864,829. Does t h a t sound about r i g h t t o you? 

A At $3.00 an MCF? Yes, i t does sound 

about r i g h t . 

Q We could d i v i d e t h a t i n h a l f t o represent 

Texaco's 50 percent i n t e r e s t . 

A Okay. 

Q I get a f i g u r e of $1,432,414. 

A Okay. 

Q I be l i e v e you t e s t i f i e d on d i r e c t t h a t 
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Texaco believes i t i s reasonable f o r i t t o buy i n t o the 

Queen formation f o r $27,555, i s t h a t c o r r e c t ? 

A That's c o r r e c t , plus equipment cost, 

which w i l l be AFE'd a t a l a t e r date, according to t h e i r 

AFEs. 

Q Do you have any idea of how much those 

would be? 

A We estimate t h a t would be up around 

$50,000. 

Q Let me l e t you look at your E x h i b i t Eight 

so we can t a l k about the same numbers. Got the $50,000 r e ­

completion cost on there? 

A Right. 

Q $25,000 i s your h a l f ? 

A Right. 

Q You f i g u r e $8,555 as your h a l f of the 

salvage value? 

A Yes, ma'am. 

Q And you take out $6000 f o r your plugging 

l i a b i l i t y ? 

A Uh-huh. 

Q So your number i s $27,555? 

A Yes, but there i s , as from the o r i g i n a l 

Lynx l e t t e r , there was — t h a t $50,000 i s only the phy s i c a l 

cost of recompleting a w e l l . I t does not include any sur-
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face equipment t h a t i s going t o be re q u i r e d t o produce a 

w e l l , so t h a t ' s where I came up w i t h my answer e a r l i e r . 

Q So t h a t ' s a d i f f e r e n t $50,000 you're 

t a l k i n g about. 

A Right, than the $50,000 t h a t i s on t h i s 

page. 

Q So you want — are you t e l l i n g me I'd add 

$25,000 t o t h a t number? 

A We don't --

Q I'm not t r y i n g t o p i n you down. 

A Yeah, I don't t h i n k Gary knows what 

th a t ' s going t o be, e i t h e r . We don't know e x a c t l y what 

th a t ' s going to be, but, yeah, $50,000 i s the t o t a l cost, 

$25,000 t o Texaco. 

Q So t h a t ' s about $52 — and I'm r e a l l y not 

t r y i n g to p i n you down — about $52,000 — 

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

Q — f o r Texaco t o get i n t o the w e l l ? 

A Correct. 

Q With an estimate of the value t o Texaco 

of the recoverable gas i n place of $1,432,000. 

A Of course, I'm sure you understand t h a t 

t h a t i s also over a period of a c e r t a i n number of years, de­

pending on and i n a d d i t i o n t o a c e r t a i n amount of operating 

cos t , so you cannot take t h a t $1.something m i l l i o n and say 
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t h a t ' s what you're going t o get, because you're going to get 

i t down the road and i t ' s not going t o be worth as much down 

the road as i t i s today. 

Q I b e l i e v e you t e s t i f i e d t h a t we were 

looking at roughly 20 years of production from t h i s w e l l , or 

t h a t was one of your assumptions from the Paddock? 

A That was from the Paddock. The assump­

t i o n , I b e l i e v e the time frame f o r the reserves as I sche­

dule amounts was somewhere i n the range of ten years f o r the 

Queen gas reserves. 

Q For the Queen gas. 

I b e l i e v e one of the questions Mr. Sta­

mets asked you was whether or not t h i s w e l l would be p r o f i t ­

able t o Texaco at Lynx' cost estimate a t t r i b u t a b l e to the 

Queen, and you s a i d , I t h i n k you s a i d , you d i d n ' t know? 

A I have not run economics so t h e r e f o r e I 

don't know. 

Q I f we take Lynx' estimated costs or ac­

t u a l w e l l costs t o the base of the Queen of $180,300, or 

$179,000 as t e s t i f i e d t o by Mr. Ramey, and we d i v i d e t h a t 

i n t o the value of the recoverable gas i n place a t t r i b u t a b l e 

to Texaco's share, and t h i s i s w i t h o u t the operating costs 

you t a l k e d about, whatever those might be, I come up w i t h a 

$10 r e t u r n t o Texaco f o r every d o l l a r invested using Lynx's 

numbers. Do you agree w i t h t h a t ? 
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A I d i d n ' t — I haven't done c a l c u l a t i o n s 

but yes, t h a t sounds — once again not t a k i n g the operating 

costs, a t the present worth value of money, yes. 

Q Taking Texaco's f i g u r e of $27,555, I c a l ­

c u l a t e your r e t u r n on investment at $51 f o r every d o l l a r i n ­

vested . 

Does t h a t sound r i g h t t o you? 

A Sounds reasonable t o me. 

Q Now you don't have any i n t e r e s t i n the 

Paddock, do you? You're not here representing any Paddock 

i n t e r e s t owners? 

A No. 

Q Mr. Hunt t e s t i f i e d e a r l i e r today t h a t i n 

his op i n i o n the r i s k was zero f o r o b t a i n i n g commercial pro­

duction i n the Queen. Do you agree w i t h t h a t testimony? 

A He t e s t i f i e d t o the ge o l o g i c a l r i s k . Mr. 

Hunt i s a g e o l o g i s t ; I'm an engineer, so I don't f e e l l i k e I 

can answer t h a t question. 

Q Do you have your own op i n i o n of what the 

r i s k of o b t a i n i n g commercial Queen production i s ? 

A I would say i t ' s very low because you 

have -- you have, as I've said before, you have good res ­

ponse on the logs, the set of open hole logs. We have a 

good s u i t e of open hole logs. 

You have good reponse on the mudlogger, 
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so the — the r i s k i s very low. 

Q I t h i n k you t e s t i f i e d on d i r e c t t h a t you 

placed t h a t a t 25 percent? 

A I placed a 25 percent r i s k , t h a t was my 

testimony, I guess, as a combination of mechanical r i s k as 

w e l l as completion r i s k , which i s r a t h e r low i n both mechan­

i c a l and from the standpoint of r e s e r v o i r being there. 

Q I n commercial q u a n t i t i e s ? You t e s t i f i e d 

on d i r e c t , Mr. Kern, and I'm not sure I got t h i s down r i g h t , 

about two or three cases i n which Texaco had been i n v o l v e d , 

or you, I'm s o r r y , you had been involved w i t h a recompletion 

of an e x i s t i n g wellbore? 

A Yes. 

Q And you t e s t i f i e d t h a t the way you f i g ­

ured i t out, what you should charge t o t h a t i s salvage value 

minus plugging l i a b i l i t y ? 

A In essence the net salvage value. The 

net salvage value. 

Q what was the age of those wellbores? 

A I b e l i e v e I t e s t i f i e d t h a t they were 

somewhere i n the range of ten t o twenty years o l d . 

I do, once again there, I do not know ex­

a c t l y the age. 

Q Do you know where those were? 

A Those were i n a w a t e r f l o o d p r o j e c t i n 
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Texas. The two t h a t I can t h i n k of were on the Penwell Unit 

i n Texas. 

But t h a t d i d not r e q u i r e a forced pooling 

hearing of any s o r t . I t was merely where we AFE'd the j o i n t 

operators and they accepted i t as being reasonable. 

Q Those -- those — the people involved 

were people who were already i n the u n i t ? 

A T y p i c a l l y i t was our w e l l and we were 

going i n t o a u n i t . I t was our 100 percent w e l l at t h a t 

depth and going i n t o a u n i t t h a t had various working i n t e r ­

est owners, so yes, they had been. 

Q Let me ask you a question about your s a l ­

vage value e x h i b i t , I t h i n k i t ' s E x h i b i t Eight. 

A Uh-huh. 

Q I'm s o r r y , I've r e f e r r e d you t o the wrong 

e x h i b i t . 

A Okay. 

Q You have zero there f o r the 8-5/8ths inch 

pipe, i s t h a t r i g h t ? 

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

Q And I believe you show on here t h a t 

t h a t ' s because you can't get i t out of the ground. 

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

Q And i t w i l l remain i n the ground i f the 

w e l l i s completed i n the Queen? 
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A I t w i l l remain i n the ground permanently 

regardless of what's done w i t h the w e l l . 

Q You don't t h i n k Texaco has any l i a b i l i t y 

t o pay f o r any pa r t of i t . 

A No, I don't. No, I don't. 

Q So Texaco gets 2100 f e e t f r e e because i t 

can't be p u l l e d out of the ground? I'm j u s t t r y i n g t o f i g ­

ure out what your testimony i s . 

A Well, i t ' s not — my testimony i n t h a t 

column i s t h a t i t ' s salvage values and i t has no salvage 

value because i t could not p h y s i c a l l y be p u l l e d out. I 

guess there would be a way t o mine i t out. I don't know. 

Q Probably cost more than the $14,000 you 

have on the r e . 

Do you know what Texaco's p o s i t i o n i n 

the Lovington Unit i s w i t h regard t o the Queen r i g h t s ? 

A No, I do not. I do know t h a t i n the sec­

t i o n -- pardon me, i n the p r o r a t i o n u n i t involved i n the 

forced pooling t h a t we own the -- we own t h a t acreage high­

l i g h t e d i n yellow on our E x h i b i t Number One. 

Q Mr. Hunt t e s t i f i e d t h a t he d i d not know 

i n which of these Paddock completions shown on h i s E x h i b i t 

Number One you had Queen r i g h t s . 

A Uh-huh. 

Q And you don't know t h a t e i t h e r . 



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 

114 

A I don't know t h a t e i t h e r . 

Q Mr. Kern, l a s t time we d i d t h i s I believe 

you t e s t i f i e d t h a t you bel i e v e t h a t the $180,300 f i g u r e f o r 

the Queen completion was a reasonable f i g u r e , reasonable 

w e l l cost. 

Reasonable cost t o d r i l l down t o the A 

Queen' 

Q Yes. 

A Yes, ma'am. 

Q Do you continue t o hold t h a t opinion? 

A Yes, ma'am, I do. 

Q And I bel i e v e you t e s t i f i e d t h a t the 

$50,000 AFE f o r recompletion from the Paddock to the Queen 

was a reasonable cost. 

A Yes, uh-huh. 

Q Is t h a t s t i l l your opinion? 

A Yes, ma'am. 

Q On your E x h i b i t Number Five you ca l c u ­

l a t e d something. Can you t e l l me what you c a l c u l a t e d here? 

A Okay. w e l l , t h i s i s the summary sheet 

o f f of what we c a l l a p r o f i t run, which i s the economics 

program t h a t we use t o analyze a l l of our p r o j e c t s and t y p i ­

c a l l y the parameters t h a t we look a t are the DCFROI, which 

i s discount cash flow r a t e t o payout; the present worth i n ­

dex; and the net present value. 
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This p r o j e c t d i d not pay out; consequent­

l y , there i s nothing under payout. 

The present worth index i s t h e r e f o r e be­

low one andthe DCFROI i s .2. 

And a l s o , the most important t h i n g i s i t 

y i e l d s a -95,498 d o l l a r net present value. 

Q Is t h i s one of those economic programs 

t h a t you run t h a t assumes c e r t a i n economic parameters? 

A Yes, indeed. 

Q I n running t h i s program do you use Texa­

co ' s $15,000 per year per w e l l f i g u r e f o r operating? 

A Yes, I d i d . 

Q So t h a t ' s i n here. 

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

Q And i f i t cost less than $15,000 per year 

to operate t h i s , the economics would change? 

A Would be b e t t e r . 

Q Mr. Kern, does t h i s also assume the pre­

sent Paddock production r a t e of approximately 7 b a r r e l s ? 

A I t assumes -- i t assumes e x a c t l y what i s 

shown on E x h i b i t One. 

For the f i r s t year i t assumed t h a t the 

f i r s t year's production would be 1369 b a r r e l s a day plus 

1447; and then i t assumed, s t a r t i n g from an economic r a t e or 

from a producing r a t e of 6.5 to a economic l i m i t , t h a t 
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scheduled out a t an 8.8 d e c l i n e . 

Q But i t does not assume the — 

A I've got — I've got the program i f you 

want me t o look up e x a c t l y what the one year, two year, 

three — 

Q Oh, no. 

MS. AUBREY: I have no more 

questions of Mr. Kern. 

MR. STAMETS: Any other ques­

t i o n s of the witness? 

Mr. Bateman. 

MR. BATEMAN: May I have a 

b r i e f r e d i r e c t , please? 

REDIRECT EXAMINATION 

BY MR. BATEMAN: 

Q Mr. Kern, have you prepared an e x h i b i t 

t h a t w i l l a s s i s t you i n i l l u s t r a t i n g the e q u i t i e s involved 

i n t h i s case? 

A Yes, I f e e l l i k e I have. 

Q And t h a t ' s what's been marked E x h i b i t 

Number Ten? 

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

Q would you then s t a t e b r i e f l y f o r the r e ­

cord what t h a t i l l u s t r a t e s ? 
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A What I'm t r y i n g t o i l l u s t r a t e , I t h i n k 

Mr. Stamets asked me a question i n regard t o what's the d i f ­

ference between being pooled now and being pooled a t the i n ­

i t i a l hearing would have been, and I'm t r y i n g t o — l e t me 

go through t h i s and e x p l a i n what I was t r y i n g t o e x p l a i n 

e a r l i e r and d i d not do a great job o f . 

The Queen, as we know, i s approximately 

4000 f o o t . The testimony by — I'm r e f e r r i n g t o the sche­

matic here now; I might note t h a t t h i s i s not t o scale — 

the Queen i s approximately 4000 f o o t . 

The cost t o d r i l l , p o t e n t i a l , (not c l e a r ­

l y understood), i s $180,000 as per the Lynx testimony. 

The cost t o d r i l l and complete the Pad­

dock, as I understood i t , was $315,000. 

From the equipment l i s t t h a t Lynx sup­

p l i e d e a r l i e r , I took o f f $59,525 which i s the t o t a l of my 

E x h i b i t , E x h i b i t Number Six, which i s the l e t t e r from Lynx 

Petroleum t h a t was submitted a t the l a s t hearing. So t h a t 

y i e l d e d a cost to d r i l l of $255,475 down to 5360 f e e t . 

Now the Lynx recompletion plan c a l l s f o r 

Texaco t o pay 50 percent of $180,000, which i s $90,000, plus 

the $50,000 recompletion cost and the $50,000 — or the 

equipping cost. 

The Tenneco, which was already agreed, 

would pay $45,000. Lynx, and others, would pay $45,000, 
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which i s the t o t a l $180,000. 

The i n e q u i t y t h a t I was t r y i n g to show 

e a r l i e r was t h a t i f you look at t h i s now from the Paddock 

perspective, and one t h a t he and I don't -- I do not know 

how much Lynx and how much others, what t h e i r i n t e r e s t i s i n 

the Paddock, but l e t ' s — I assume 50 percent w i t h Lynx and 

50 percent w i t h o t hers. 

For t h a t i n t e r v a l form zero to 4075 f e e t 

from a Paddock perspective, because a l l the cost has been 

borne from a Queen perspective, there would be no cost t o 

Lynx or t o the other operator, because t h a t i n t e r v a l was 

f r e e l y paid now by the second order i f i t were approved, by 

Texaco, Tenneco, as w e l l as Lynx because of t h e i r p o r t i o n i n 

the Queen. 

The i n t e r v a l , then, from 4075 f e e t down 

to 6360 f e e t , t h a t cost t o d r i l l then would be $255,475 

minus $180,000, or $75,475. Lynx then, according t o the r e ­

completion plans t h a t have been presented by Lynx today, 

would pay 50 percent of t h a t and once again, these would be 

assumed, and the others involved i n the Lovington Paddock 

would pay 50 percent, which would be a t o t a l of $75,475, the 

p o i n t being t h a t i f I were — l e t ' s say I were one of these 

others i n the — i n the Lynx w e l l , 1 would i n essence be 

g e t t i n g a Paddock w e l l down 6360 f e e t , which i s what the 

w e l l was o r i g i n a l l y d r i l l e d f o r , f o r $37,137. 



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 

119 

And t h a t , I guess t h a t ' s the p o i n t t h a t I 

was t r y i n g t o prove on the i n e q u i t y of why i t would be d i f ­

f e r e n t now than what i t would be i f i t were pooled a t the 

o r i g i n a l time. 

MR. BATEMAN: No f u r t h e r ques­

t i o n s . 

RECROSS EXAMINATION 

BY MR. STAMETS: 

Q I n your example, though, wouldn't these 

others be included i n your e t a l i n 25 percent of the Queen 

cost? 

A Once again, I don't know. There the Land 

Department, the land s i t u a t i o n , i n other words, i t ' s con­

ceivable t h a t someone, someone else could only have the 

r i g h t t o the Paddock and not have the r i g h t s t o the Queen, 

so i n t h a t case, no, they would not be (not c l e a r l y under­

stood .) 

Q Does t h i s harm Texaco? 

A Well, I guess — 

Q Let me change t h a t around. Let's suppose 

t h a t the w e l l were only t o be d r i l l e d t o the Queen. 

Wouldn't the cost t o Texaco be e x a c t l y the same as we're 

t a l k i n g about here today, a h a l f of $180,000. 

A Yes, s i r , t h a t would be the case but the 



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 

120 

w e l l , as we know, was not d r i l l e d o r i g i n a l l y f o r the Queen. 

I t was o r i g i n a l l y d r i l l e d f o r the Paddock, and I guess 

t h a t ' s the p o i n t I'm t r y i n g t o make. 

MR. STAMETS: Are there other 

questions of t h i s witness? 

MR. TAYLOR: I've got a ques­

t i o n . 

CROSS EXAMINATION 

BY MR. TAYLOR: 

Q I f Texaco were doing t h i s a d m i n i s t r a t i v e ­

l y , when you come i n and d r i l l deeper t o a -- i n a w e l l 

you've already completed, wouldn't you r e a l l o c a t e p a r t of 

the cost of the o r i g i n a l wellbore t o the second one or would 

you j u s t have those t o t a l l y separate; you'd j u s t charge the 

— whatever a d d i t i o n a l cost there i s t o go deeper to the 

second w e l l and leave a l l the o r i g i n a l costs to the f i r s t 

w e l l ? 

A Okay, you're saying we had d r i l l e d a w e l l 

and f o r whatever reason we wanted to abandon t h a t zone or go 

deeper? 

Q No, i f you j u s t wanted t o complete to a 

deeper horizon. 

A Okay. I don't have any experience w i t h 

how we would do t h a t . 
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Q Do you t h i n k i t would be reasonable t o 

a l l o c a t e the costs of going t o a deeper horizon only t o the 

a d d i t i o n d r i l l i n g and not some of the o r i g i n a l wellbore 

costs, i f i t ' s w i t h i n a short period of time? 

A I guess t h a t ' s going to get back i n t o 

what i s age and what i s o l d . 

Q I t j u s t seems t o me l i k e f o r tax purposes 

and other t h i n g s , you would -- and d r i l l i n g costs — you 

would have t o a l l o c a t e them, s p e c i a l l y i f you have d i f f e r e n t 

ownerships, you'd have t o a l l o c a t e those costs between them. 

A I guess from my experience what I've seen 

i s t h a t we -- t h a t companies complete, charge us, and we 

t y p i c a l l y charge companies what cost there i s associated 

w i t h the a d d i t i o n a l work t h a t needs t o be done t o do — make 

a recompletion. 

I n other words i f t h a t cost i s going 

deeper, then the deeper cost; i f i t ' s plugging back, then 

i t ' s the shallower. 

That's t h a t ' s j u s t my experience. 

MR. TAYLOR: That's a l l I have. 

MR. STAMETS: Any other ques­

t i o n s ? 

MS. AUBREY: May I have one mo­

ment, Mr. Stamets? 

I have no questions. 
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MR. STAMETS: The witness may 

Would you l i k e t o o f f e r t h i s 

MR. BATEMAN: Yes, I w i l l t e n -

MR. STAMETS: E x h i b i t Ten w i l l be admitted. 

Does anyone have anything f u r ­

ther they wish t o o f f e r i n t h i s case? 

MS. AUBREY: I have nothing, 

Mr. Stamets. 

MR. BATEMAN: Nothing f u r t h e r . 

MR. STAMETS: This case w i l l be 

taken under advisement. 

(Hearing concluded.) 



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 

123 

C E R T I F I C A T E 

I , SALLY W. BOYD, C.S.R., DO HEREBY 

CERTIFY t h a t the foregoing T r a n s c r i p t of Hearing before the 

O i l Conservation D i v i s i o n (Commission) was reported by me; 

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

of the hearing, prepared by me t o the best of my a b i l i t y . 
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