
1 

1 STATE OF NEW MEXICO 

2 ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

3 OIL CONSERVATION DIVISION 

4 CASES (iTorJ62^ 10063 , 10064 

5 

6 EXAMINER HEARING 

7 

8 IN THE MATTER OF: 

9 
A p p l i c a t i o n of OXY USA, I n c . , f o r S t a t u t o r y 

10 U n i t i z a t i o n , Lea County, New Mexico 

11 A p p l i c a t i o n o f OXY USA, I n c . , f o r a 
W a t e r f l o o d P r o j e c t , Lea County, New Mexico 

12 
A p p l i c a t i o n of OXY USA, I n c . , f o r Pool 

13 C o n t r a c t i o n and E x t e n s i o n , Lea County, New Mexico 

14 

15 

16 

17 TRANSCRIPT OF PROCEEDINGS 

18 

19 BEFORE: MICHAEL E. STOGNER, EXAMINER 

20 

21 STATE LAND OFFICE BUILDING 

22 SANTA FE, NEW MEXICO 

23 September 5, 1990 

24 

25 ORIGINAL 

CUMBRE COURT REPORTING 
(505) 984-2244 



2 

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 

A P P E A R A N C E S 

FOR THE DIVISION: 

FOR THE APPLICANT 

FOR SANTA FE 
EXPLORATION: 

ROBERT G. STOVALL, ESQ. 
Post O f f i c e Box 2088 
S t a t e Land O f f i c e B u i l d i n g 
Santa Fe, N.M. 87504-2088 

JAMES MORROW 
Ch i e f P e t r o l e u m Engineer 
Post O f f i c e Box 2088 
S t a t e Land O f f i c e B u i l d i n g 
Santa Fe, N.M. 87504-2088 

W. THOMAS KELLAHIN, ESQ. 
K e l l a h i n , K e l l a h i n & Aubrey 
Post O f f i c e Box 2265 
Santa Fe, N.M. 87504-2265 

ERNEST L. PAD I L LA , ESQ. 
P a d i l l a & Snyder 
Post O f f i c e Box 2523 
Santa Fe, N.M. 87504-2523 

CUMBRE COURT REPORTING 
(505) 984-2244 



3 

I N D E X 

Page Number 

3 Appearances 2 

4 ROBERT DOTY 

5 E x a m i n a t i o n by Mr. K e l l a h i n 7 
E x a m i n a t i o n by Mr. P a d i l l a 26 

6 
ARCHIE R. TAYLOR 

7 
E x a m i n a t i o n by Mr. K e l l a h i n 33, 157 

8 E x a m i n a t i o n by Mr. P a d i l l a 83, 157 
E x a m i n a t i o n by Mr. Morrow 102 

9 E x a m i n a t i o n by Mr. S t o v a l l 155 

10 CHARLES E. DICKENSON 

11 E x a m i n a t i o n by Mr. K e l l a h i n 105 
E x a m i n a t i o n by Mr. P a d i l l a 118 

12 E x a m i n a t i o n by Mr. S t o v a l l 132,134 

13 WILLIAM A. MCALPINE, JR. 

14 E x a m i n a t i o n by Mr. P a d i l l a 136 
E x a m i n a t i o n by Mr. K e l l a h i n 152 

15 
C e r t i f i c a t e of R e p o r t e r 165 

16 

17 E X H I B I T S 

18 OXY USA, INC.'S EXHIBITS: PAGE 

19 E x h i b i t 1 6 
E x h i b i t 2 23 

20 E x h i b i t 3 42 
E x h i b i t 4 45 

21 E x h i b i t 5 46 
E x h i b i t 6 56 

22 E x h i b i t 7 59 
E x h i b i t 8 62 

23 E x h i b i t 9 63 
E x h i b i t 10 66 

24 E x h i b i t 11 68 
E x h i b i t 12 69 

25 E x h i b i t 13 73 

CUMBRE COURT REPORTING 
(505) 984-2244 



4 

1 OXY USA r INC.'S EXHIBITS (CONTINUED) PAGE 

2 E x h i b i t 14 106 
E x h i b i t 15 107 

3 E x h i b i t 16 109 
E x h i b i t 17 112 

4 E x h i b i t 18 113 

5 
SANTA FE EXPLORATION'S EXHIBITS: 

6 
E x h i b i t 1 137 

7 E x h i b i t 2 138 
E x h i b i t 3 138 

8 E x h i b i t 4 138 
E x h i b i t 5 138 

9 E x h i b i t 6 138 
E x h i b i t 7 139 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

CUMBRE COURT REPORTING 
(505) 984-2244 



5 

1 EXAMINER STOGNER: At the A p p l i c a n t ' s 

2 request, we're now going t o c o n s o l i d a t e the next three 

3 cases, and I ' l l c a l l Cases 10062, 10063 and 10064, 

4 which are a l l i n the matter of OXY USA, I n c o r p o r a t e d , 

5 f o r s t a t u t o r y u n i t i z a t i o n , a w a t e r f l o o d p r o j e c t and 

6 for pool c o n t r a c t i o n and extension i n Eddy County, New 

7 Mexico . 

8 I ' l l c a l l now f o r appearances. 

9 MR. KELLAHIN: I f i t please the Examiner, 

10 I'm Tom K e l l a h i n of the Santa Fe Law Firm of K e l l a h i n , 

11 K e l l a h i n & Aubrey, appearing on behalf of OXY, USA, 

12 I n c . I have three witnesses t o be sworn. 

13 EXAMINER STOGNER: Are there any other 

14 appearances? 

15 MR. PADILLA: Mr. Examiner, my name i s 

16 Ernest L. P a d i l l a of Santa Fe, New Mexico, f o r Santa 

17 Fe E x p l o r a t i o n Company, and I have at l e a s t one 

18 witness but I would l i k e t o swear two witnesses. 

19 EXAMINER CATANACH: Are there any other 

20 appearances? 

21 Would the witnesses please stand t o be 

22 sworn at t h i s t ime. 

23 (Thereupon the witnesses were sworn.) 

24 MR. KELLAHIN: Mr. Examiner, I would l i k e 

25 t o c a l l our geologic witness f i r s t , Mr. Bob Doty. 
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1 ROBERT DOTY 

2 t h e w i t n e s s h e r e i n , a f t e r h a v i n g been f i r s t d u l y sworn 

3 upon h i s o a t h , was examined and t e s t i f i e d as f o l l o w s : 

5 out what has been marked as OXY E x h i b i t No. 1 . I t ' s a 

6 g e o l o g i c and e n g i n e e r i n g r e p o r t f o r t h e C e n t r a l C o r b i n 

7 Queen F i e l d of Lea County, New Mexico. To a i d us i n 

8 the p r e s e n t a t i o n t h i s a f t e r n o o n , we have numbered t h e 

9 pages of t h e g e o l o g i c and e n g i n e e r i n g r e p o r t i n t h e 

10 lower r i g h t - h a n d c o r n e r , and h o p e f u l l y y o u ' l l have one 

11 t h a t has been numbered. I f n o t , l e t me know and w e ' l l 

12 t r a d e . 

13 EXAMINER STOGNER: Mine has numbers. 

14 MR. STOVALL: No p l a s t i c c o v e r , but mine 

15 has numbers . 

16 MR. KELLAHIN: W e ' l l do i t by t h e numbers 

17 i n the bott o m r i g h t - h a n d c o r n e r , so we won't g e t l o s t 

18 i n t h e book . 

19 EXAMINER STOGNER: Mr. P a d i l l a , does yours 

20 have numbers? 

21 MR. PADILLA: Yes. 

22 EXAMINER STOGNER: Okay. 

23 MR. KELLAHIN: A l l r i g h t . Everyone has 

4 MR. KELLAHIN: Mr. Examiner, we have handed 

2 4 numbers . 

25 

CUMBRE COURT REPORTING 
(505) 984-2244 



7 

1 EXAMINATION 

2 BY MR. KELLAHIN: 

3 Q. Mr. Do t y , f o r t h e r e c o r d , would you p l e a s e 

4 s t a t e your name and o c c u p a t i o n ? 

5 A. My name i s Robert D o t y . I'm a g e o l o g i s t 

6 w i t h OXY, USA. 

7 Q. Mr. Doty, on p r i o r o c c a s i o n s have you 

8 t e s t i f i e d b e f o r e t h e O i l C o n s e r v a t i o n D i v i s i o n of New 

9 Mexico? 

10 A. Y e s , s i r . 

11 Q. Pursuant t o your employment as a g e o l o g i s t 

12 f o r OXY, USA, your r e s i d e n c e i s i n M i d l a n d , Texas, i s 

13 i t ? 

14 A. Y e s , s i r . 

15 Q. Have you p a r t i c i p a t e d as p a r t of t h e 

16 t e c h n i c a l committee t h a t has worked on s t u d y i n g t h e 

17 f e a s i b i l i t y of w a t e r f l o o d o p e r a t i o n s i n t h e C e n t r a l 

18 C o r b i n Queen F i e l d ? 

19 A. Y e s , s i r . 

20 Q. Are t h e g e o l o g i c e x h i b i t s , t h a t are shown 

21 i n E x h i b i t No. 1 , documents t h a t you p r e p a r e d d i r e c t l y 

22 y o u r s e l f or i n which you have agreement? 

23 A. Y e s , s i r . 

24 MR. KELLAHIN: We t e n d e r Mr. Doty as an 

25 e x p e r t p e t r o l e u m g e o l o g i s t . 
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1 EXAMINER STOGNER: Are t h e r e any 

2 o b j e c t i o n s ? 

3 MR. PADILLA: No o b j e c t i o n . 

4 EXAMINER STOGNER: Mr. Doty i s so 

5 q u a l i f i e d . 

6 Q. Mr. Do t y , l e t me have you t u r n , s i r , and 

7 l e t ' s s t a r t w i t h page 3 1 . I d e n t i f y f o r us what i s 

8 d e p i c t e d f o r us on page 31 of E x h i b i t 1? 

9 A. Page 31 i s a l o c a t o r map which i d e n t i f i e s 

10 t h e l o c a t i o n of t h e C e n t r a l C o r b i n Queen F i e l d 

11 r e l a t i v e t o major f i e l d s i n S o u t h e a s t e r n New Mexico. 

12 Q. Have you i n c l u d e d i n t h e r e p o r t o t h e r 

13 o r i e n t a t i o n maps which would more c l o s e l y i d e n t i f y 

14 where t h e C e n t r a l C o r b i n Queen p o o l i s ? 

15 A. They are i n t h e r e p o r t , yes. 

16 Q. L e t ' s t u r n t o page 33. Having f a m i l i a r i z e d 

17 y o u r s e l f w i t h t h e ge o l o g y f o r t h e C e n t r a l C o r b i n 

18 Queen, would you g i v e us an o v e r v i e w as a g e o l o g i s t of 

19 t h e i n f o r m a t i o n as d e p i c t e d on E x h i b i t No. 1 , page 33? 

20 A. Page 33 e s t a b l i s h e s t h e d e p o s i t i o n a l 

21 s e t t i n g f o r t h e Queen r e s e r v o i r . The Queen i s p r e s e n t 

22 t h r o u g h o u t much of S o u t h e a s t e r n New Mexico. I t 

23 p i n c h e s out a g a i n s t what's marked as t h e Goat Seep 

24 Reef. I t ' s a h a t c h e r e d l i n e w h i c h i s bounding t h e 

25 Delaware B a s i n . 
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1 The Ce n t r a l Corbin Queen i s located along 

2 an east/west p r o d u c t i v e t r e n d which occurs near the 

3 edge of the Goat Seep Reef lagoon, which would 

4 e f f e c t i v e l y be the s h o r e l i n e . This trends east/west 

5 through C e n t r a l Corbin Queen. 

6 Q. Can you describe f o r us the d e p o s i t i o n of 

7 the C e n t r a l Corbin Queen as i t might r e l a t e t o other 

8 of the Queen pools i n t h i s immediate v i c i n i t y ? 

9 A. The Ce n t r a l Corbin Queen i s p a r t of t h a t 

10 east/west trend of pr o d u c t i o n which occurs at t h a t 

11 s h o r e l i n e . 

12 Q. Let me have you t u r n t o page 39. What's 

13 the purpose of t h i s d i s p l a y ? 

14 A. The purpose of t h i s d i s p l a y i s t o give a 

15 c l o s e r look at the p r o d u c t i v e t r e n d of which C e n t r a l 

16 Corbin Queen i s a p a r t . As you can see, there are two 

17 o r i e n t a t i o n s of Queen pools along t h i s p r o d u c t i v e 

18 t r e n d . The east/west t r e n d i n g Queen p o o l , such as 

19 Corbin Queen t o the n o r t h , North E-K Queen and E-K 

20 Queen, which are e f f e c t i v e l y s h o r e l i n e sands t h a t 

21 p a r a l l e l the s h o r e l i n e , and also n o r t h / s o u t h t r e n d i n g 

22 Queen p o o l s , such as C e n t r a l C o r b i n , and then a 

23 p o r t i o n of what's c a l l e d Corbin Queen t o the west, 

24 which are t i d a l channel d e p o s i t s . 

25 So the r e ' s two predominant trends of 
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1 sandstone b o d i e s , t h e ea s t / w e s t t r e n d i n g s h o r e l i n e 

2 sands and t h e n o r t h / s o u t h t r e n d i n g t i d a l channel 

3 sands. 

4 Q. When you s t u d i e d t h e ge o l o g y of t h i s 

5 p a r t i c u l a r Queen d e p o s i t i o n , what are t h e Queen p o o l s 

6 t h a t c l o s e l y a p p r o x i m a t e or are analogous t o t h e 

7 C e n t r a l C o r b i n Queen? 

8 A. A l l t h e Queen p o o l s on t h i s map have v e r y 

9 s i m i l a r r e s e r v o i r c h a r a c t e r i s t i c s t o t h e C e n t r a l 

10 C o r b i n Queen as f a r as n e t pay, p o r o s i t y , t h i c k n e s s 

11 and so f o r t h , i n c l u d i n g N o r t h E-K, E-K and C o r b i n . 

12 Q. Let me ask you now, s i r , t o t u r n t o page 

13 34. Having seen t h e d e p o s i t i o n a l n a t u r e of t h e Queen 

14 i n t h i s p a r t i c u l a r a r e a , g i v e us an u n d e r s t a n d i n g of 

15 t h e v e r t i c a l l i m i t s of t h e Queen f o r m a t i o n . 

16 A. The Queen f o r m a t i o n i s a v e r y s p e c i f i c 40-

17 t o 6 0 - f o o t sandstone body which i s d e p i c t e d by t h i s 

18 t y p e l o g , t h e F e d e r a l "AA" # 1 , t h e d i s c o v e r y w e l l f o r 

19 t h i s f i e l d . Queen Sandstone, as i t i s marked on t h i s 

20 t y p e l o g , i s c o r r e l a t a b l e t h r o u g h o u t the e n t i r e p o o l 

21 and i t ' s a common source of s u p p l y f o r a l l t h e C e n t r a l 

22 C o r b i n Queen w e l l s . I t ' s u n d e r l a i n by impermeable 

23 a n h y d r i t e and o v e r l a i n by impermeable a n h y d r i t e . 

24 EXAMINER STOGNER: Be f o r e we go any 

25 f u r t h e r , i f I can, Mr. K e l l a h i n , t h e Queen sandstone 
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1 as you show here from 4200 f e e t t o - -

2 THE WITNESS: To 4246, yes, s i r . 

3 EXAMINER STOGNER: That i s your proposed 

4 u n i t boundary and wat e r f l o o d ? I s t h a t what we're 

5 p r i m a r i l y l o o k i n g at today? 

6 THE WITNESS: Yes, s i r . 

7 EXAMINER STOGNER: Okay. I j u s t wanted to 

8 double check and make sure. Thank you, s i r . Mr. 

9 K e l l a h i n ? 

10 Q. (BY MR. KELLAHIN) Let me ask you now to 

11 t u r n t o page 41. What have you prepared here? 

12 A. The purpose of t h i s demonstration, of t h i s 

13 e x h i b i t , i s to demonstrate s e p a r a t i o n between C e n t r a l 

14 Corbin Queen t o the north--pardon me, Corbin Queen t o 

15 the n o r t h , and Ce n t r a l Corbin Queen t o the south. 

16 I've o u t l i n e d a l l the p r o d u c t i o n , Queen 

17 p r o d u c t i o n , o c c u r r i n g i n Corbin Queen which has t h a t 

18 east/west trend of the s h o r e l i n e sands and I've also 

19 o u t l i n e d the zero net pay f o r the C e n t r a l Corbin Queen 

20 which has the no r t h / s o u t h t r e n d i n g sands. There are 

21 several Queen dry holes separating Corbin Queen and 

22 C e n t r a l Corbin Queen, such as i n the east/southwest of 

23 Section 33, the southwest/ southeast of Section 33, 

24 the southwest/southwest of 34, and the 

25 no r t h e a s t / n o r t h w e s t of Section 3. 
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1 Q. Let's use t h i s d i s p l a y t o summarize some of 

2 your geologic conclusions based upon t h i s work. F i r s t 

3 of a l l , l e t me ask you, have you reached geologic 

4 opinions about the siz e and shape of the Ce n t r a l 

5 Corbin Queen pool i t s e l f ? 

6 A. Yes , s i r . 

7 Q. And how have you reached t h a t conclusion? 

8 A. The size and shape of Cent r a l Corbin Queen 

9 i s defined by a net pay map, a subsequent d i s p l a y . 

10 Q. The proposed C e n t r a l Corbin Queen Unit t h a t 

11 OXY i s seeking t o implement, how does t h a t boundary 

12 f o r the u n i t match the boundary of the pool? 

13 A. I t c l o s e l y c o i n c i d e s w i t h the boundary of 

14 the p o o l . 

15 Q. Was t h a t a conscious e f f o r t on your p a r t 

16 and others p a r t i c i p a t i n g w i t h you i n forming the 

17 boundaries f o r the u n i t ? 

18 A. Yes, s i r . The zero net pay l i n e was the 

19 basis from which the boundary of the u n i t were 

20 designed. 

21 Q. I s the plan t o incl u d e a l l of the producing 

22 w e l l s w i t h i n the pool and dedicate them to the u n i t ? 

23 A. Y e s , s i r . 

24 Q. When we look at the boundary to the n o r t h 

25 t h a t separates i t from the Corbin Queen, you've 
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1 i d e n t i f i e d a s e r i e s of f a c t o r s t h a t , i n your mind, 

2 have separated the C e n t r a l Corbin Queen from the 

3 Corbin Queen. Summarize those f a c t o r s f o r us. 

4 A. B a s i c a l l y i t has t o do w i t h e x h i b i t s t o 

5 f o l l o w . Could we proceed--

6 Q. No. Just t e l l me, i n essence, what they 

7 are? 

8 A. I n essence, the Corbin Queen F i e l d occurs 

9 along a steep monoclinal f o l d where the s t r u c t u r a l 

10 s e t t i n g i s such t h a t sand d e p o s i t i o n was c o n t r o l l e d i n 

11 an east/west d i r e c t i o n . C e n t r a l Corbin Queen, 

12 however, occurs i n a s t r u c t u r a l basin where t i d a l 

13 channel sands were deposited w i t h i n t h a t s t r u c t u r a l 

14 b a s i n , and these are two d i s t i n c t d e p o s i t i o n a l 

15 s e t t i n g s . 

16 Q. That s e p a r a t i o n has been confirmed to your 

17 s a t i s f a c t i o n by the i n f o r m a t i o n a v a i l a b l e by some dry 

18 holes? 

19 A. Y e s , s i r . 

20 Q. The logs a v a i l a b l e from those dry holes? 

21 A. Yes. 

22 Q. You don't have any r e s e r v a t i o n s or 

23 q u a l i f i c a t i o n s , then, about the n o r t h e r n boundary of 

24 the u n i t and i t s r e l a t i o n s h i p t o the pool? 

25 A. N o , s i r . 
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1 Q. Without going i n t o the s p e c i f i c d i s p l a y s , 

2 describe f o r us the geologic basis f o r determining the 

3 southern boundary of the u n i t and the p o o l . 

4 A. The southern boundary of the u n i t and the 

5 pool i s based on o i l / w a t e r c o n t a c t , which occurs at a 

6 minus subsea e l e v a t i o n of 300 f e e t . This i s confirmed 

7 by water t e s t s i n a w e l l i n the southeast/northe ast of 

8 Section 8, and southeast/southwest of Section 9. 

9 Q. Describe f o r us the basis f o r c o n t r o l of 

10 the u n i t and the pool as we move t o the western 

11 boundaries. 

12 A. The western boundary i s defined by a 

13 gradual decrease i n p o r o s i t y i n the Queen f o r m a t i o n , 

14 decreasing t o near zero i n a w e l l n o r t h e a s t / n o r t h e a s t 

15 of Section 8. 

16 Q. And how do we determine the eastern 

17 boundary or the eastern side of the pool? 

18 A. By the same method. The p o r o s i t y i s 

19 decreasing t o the east and i s , i n f a c t , zero i n the 

20 nor t h e a s t / n o r t h w e s t of Section 3, southeast/southwest 

21 of Section 3, and there's a gas w e l l i n Section 10 

22 southeast of the northwest, which i s s t r u c t u r a l l y low 

23 to most of the o i l p r o d u c t i o n i n the f i e l d which, 

24 t h e r e f o r e , must be separated from the r e s t of the 

25 f i e l d . This i s a w e l l t h a t was completed as a gas 
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1 w e l l several years ago but never produced. 

2 Q. Are you s a t i s f i e d as a g e o l o g i s t t h a t you 

3 had s u f f i c i e n t g eologic data i n which to for m u l a t e an 

4 opi n i o n about the a p p r o p r i a t e boundaries of the pool 

5 and the u n i t ? 

6 A. Yes, s i r . 

7 EXAMINER STOGNER: Just one more, t o make 

8 sure I have my terms here. You described the Cent r a l 

9 Corbin Pool as a basal d e p o s i t i o n ? 

10 THE WITNESS: No, s i r , i t ' s a t i d a l channel 

11 d e p o s i t i o n , s t a l e shallow water, marginal marine, but 

12 b a s i n , we're from the Beach d e p o s i t i o n where Corbin 

13 Queen i s s i t u a t e d . 

14 EXAMINER STOGNER: As f u r t h e r shown on page 

15 39? That gives you a good r e p r e s e n t a t i o n of your 

16 t i d a l channel and then a beach deposit? 

17 THE WITNESS: Yes, s i r . 

18 EXAMINER STOGNER: I'm s o r r y , Mr. 

19 K e l l a h i n . Please c o n t i n u e . 

20 MR. KELLAHIN: Please i n t e r r u p t us. We 

21 don't want to confuse you w i t h the p r e s e n t a t i o n . We 

22 want to t u r n now, though, to page 51. 

23 Q. (BY MR. KELLAHIN) Describe f o r us now i n 

24 summary f a s h i o n , Mr. Doty, the boundaries of the u n i t 

25 as proposed? 
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1 A. Yes, s i r , the boundaries of the u n i t as 

2 proposed on page 51 i s e f f e c t i v e l y the acreage 

3 contained w i t h i n the zero net pay l i n e of Cent r a l 

4 Corbin Queen such t h a t any 40-acre t r a c t w i t h g r e a t e r 

5 than 50 percent of t h a t 40-acre t r a c t w i t h i n the zero 

6 net pay l i n e was included w i t h i n the proposed u n i t 

7 boundary. 

8 I n a d d i t i o n , two 40-acre t r a c t s c o n t a i n i n g 

9 wellbores t h a t may be needed f o r u n i t o p erations were 

10 also i n c l u d e d , those being the southeast q u a r t e r of 

11 the northeast q u a r t e r of Section 8, and the southeast 

12 qua r t e r of the southwest q u a r t e r of Section 9. 

13 Q. Mr. McAlpine has entered an appearance i n 

14 t h i s case. Would you i d e n t i f y f o r us your 

15 understanding of which t r a c t s i n t h i s d i s p l a y on page 

16 51 i n which he has an i n t e r e s t ? 

17 A. They would be Tracts 6 and 7. 

18 Q. Let's look s p e c i f i c a l l y , t h e n , when you 

19 compare page 41, you j u s t f o l d page 41 over and leave 

20 page 51 exposed, describe f o r us what has been your 

21 recommendation t o your company, g e o l o g i c a l l y , about 

22 the i n c l u s i o n of Tracts 7 and 6 w i t h i n the u n i t area. 

23 A. Tracts 6 and 7 are e n t i r e l y w i t h i n the 

24 p r o d u c t i v e l i m i t s of C e n t r a l Corbin Queen, produced 

25 from the same r e s e r v o i r as Ce n t r a l Corbin Queen or a 
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1 common source of supply of Ce n t r a l Corbin Queen and, 

2 t h e r e f o r e , should be included w i t h i n the proposed u n i t 

3 and waterflooded under the continuous o p e r a t i o n . 

4 Q. Each of of the w e l l s i n Tracts 6 and 7 are 

5 completed i n the Queen formation? 

6 A. Yes, s i r . 

7 Q. G e o l o g i c a l l y you have c o r r e l a t e d the logs 

8 f o r those w e l l s w i t h other c o n t r o l w e l l s w i t h i n the 

9 u n i t area and you've reached what conclusion? 

10 A. I've concluded t h a t they're producing from 

11 the same r e s e r v o i r , the same source of supply as the 

12 r e s t of Ce n t r a l Corbin Queen. 

13 Q. One of the a p p l i c a t i o n s deals w i t h a need 

14 t o modify the pool boundary as administered by the 

15 D i v i s i o n i n r e l a t i o n t o the Corbin Queen and how i t 

16 a f f e c t s the C e n t r a l Corbin Queen. Are you f a m i l i a r 

17 w i t h t h a t t o p i c ? 

18 A. No, s i r . 

19 Q. Let me i d e n t i f y f o r you the qu a r t e r s e c t i o n 

20 t h a t ' s i n v o l v e d . Let me take a moment. When we look 

21 at page 51, i t i s my understanding t h a t the n o r t h h a l f 

22 of the northeast q u a r t e r of 4 may be c a r r i e d under 

23 nomenclature of the D i v i s i o n as being i n the Corbin 

24 Queen pool? 

25 A. Y e s , s i r . 
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1 Q. What do you propose g e o l o g i c a l l y need t o be 

2 done i n order to place the u n i t o p erations i n the same 

3 common source of supply as designated by the D i v i s i o n ? 

4 A. There's compelling geologic evidence t h a t 

5 the n o r t h h a l f of the northeast quarter of Section 4, 

6 t h a t w e l l i s p a r t of a t i d a l channel deposit t h a t 

7 C e n t r a l Corbin Queen i s p a r t o f , as opposed t o the 

8 near shore beach deposit t h a t Corbin Queen i s p a r t 

9 o f . There f o r e , t h a t p o r t i o n , the n o r t h h a l f of the 

10 northeast q u a r t e r should be included i n Cen t r a l Corbin 

11 Queen and i t ' s continuous w i t h the r e s e r v o i r there and 

12 not continuous w i t h the Corbin Queen r e s e r v o i r . 

13 Q. Let me have you t u r n now to page 35. Have 

14 you mapped the Queen s t r u c t u r e w i t h i n t h i s area and 

15 w i t h i n the Queen f o r m a t i o n t h a t would be dedicated t o 

16 u n i t production? 

17 A. Y e s , s i r . 

18 Q. What does i t show you? 

19 A. I t shows t h a t the n o r t h e r n p a r t of the map 

20 where Corbin Queen i s l o c a t e d i s a very steep 

21 monoclinal f o l d . The d i p i s q u i t e a b i t steeper 

22 through the p o r t i o n of the no r t h e r n h a l f of t h a t 

23 northern t i e r of s e c t i o n s . I t ' s f l a t t e r t o the n o r t h 

24 and q u i t e a b i t f l a t t e r to the south. Also, the 

25 s t r u c t u r e t o the south, f o r the most p a r t , i s a very 
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1 broad s t r u c t u r a l low i n t o which the t i d a l channel of 

2 C e n t r a l Corbin Queen r e s e r v o i r was de p o s i t e d . 

3 So t h i s i s the most l i k e l y g eologic c o n t r o l 

4 fo r the p o s i t i o n of the C e n t r a l Corbin Queen 

5 r e s e r v o i r , was along t h i s steep monoclinal f o l d . As 

6 we go downdip i n t o the depression, t h a t ' s where the 

7 t i d a l channel sand occurs f o r C e n t r a l Corbin Queen. 

8 Q. Based upon the s t r u c t u r e , i s there 

9 s u f f i c i e n t j u s t i f i c a t i o n i n your mind g e o l o g i c a l l y t o 

10 make t h i s u n i t area a w a t e r f l o o d o p e r a t i o n f o r 

11 secondary recovery of the Queen gas reserves? 

12 A. Yes, s i r . Queen o i l reserves. 

13 Q. I'm s o r r y , Queen o i l reserves. There i s no 

14 gas p r o d u c t i o n i n the pool? 

15 A. No. 

16 Q. We don't have a gas cap i n here, as you 

17 know? 

18 A. No, s i r . 

19 Q. Let's t u r n t o E x h i b i t 1, page 40. You've 

20 given us a c r o s s - s e c t i o n a l view, both 

21 s t r a t i g r a p h i c a 1 l y and s t r u c t u r a l l y , of the u n i t area? 

22 A. Yes. The purpose of t h i s i l l u s t r a t i o n i s 

23 to f u r t h e r d e f i n e a sep a r a t i o n between Corbin Queen 

24 and Ce n t r a l Corbin Queen. The l o c a t i o n f o r t h i s log 

25 cross-sect ion A - A' i s on the next page over, page 
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1 41, the map we were d i s c u s s i n g e a r l i e r . 

2 To the n o r t h , or the l e f t on the 

3 c r o s s - s e c t i o n i s a t y p i c a l Corbin Queen w e l l . To the 

4 r i g h t or t o the south i s a t y p i c a l C e n t r a l Corbin 

5 Queen w e l l , and they' r e very s i m i l a r r e s e r v o i r s . I n 

6 the middle i s a w e l l which t e s t e d the Queen, 

7 p e r f o r a t e d , a c i d i z e d and f r a c ' d and swab d r i e d , and 

8 f a i l e d i n the Queen r e s e r v o i r . 

9 A l i t t l e schematic s t r u c t u r a l c r o s s - s e c t i o n 

10 i n the lower l e f t p a r t of the e x h i b i t on page 40, 

11 p r e t t y much takes i n the e n t i r e - - i t ' s also marked on 

12 page 41, I'm s o r r y , as n o r t h / s o u t h . There's a 

13 hatchered l i n e t h a t goes r i g h t down the center of the 

14 map area . 

15 I t shows the steep monoclinal f o l d where 

16 Corbin Queen was depo s i t e d , and then i t shows the 

17 broad s t r u c t u r a l basin where C e n t r a l Corbin Queen was 

18 de p o s i t e d . T h e r e f o r e , C e n t r a l Corbin Queen i s 

19 separated from Corbin, and the C e n t r a l Corbin boundary 

20 as described on page 41 i s supported by t h i s s o r t of 

21 a n a l y s i s . 

22 Q. Have you prepared a map of the r e s e r v o i r 

23 showing the net sands a t t r i b u t a b l e t o the C e n t r a l 

24 Corbin Queen and pool area? 

25 A. Y e s , s i r . 
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1 Q. Let me r e f e r you to E x h i b i t l f page 36. 

2 What does t h i s show you, as a g e o l o g i s t ? 

3 A. This i s a net sand isopach of p o r o s i t y 

4 gre a t e r than or equal t o e i g h t percent i n the C e n t r a l 

5 Corbin Queen r e s e r v o i r . I t d e f i n e s the n o r t h e r n , 

6 eastern and western boundaries of the p o o l . There's a 

7 maximum of 34 f e e t of p o r o s i t y which occurs i n two 

8 w e l l s , the Federal "AE" #4, and the northeast of the 

9 southeast of Section 4, and the Federal "AA" #1 i n the 

10 northwest of the northeast of Section 9. P o r o s i t y 

11 t h i n s both north/south--pardon , n o r t h , east and west 

12 from these w e l l s , pinches out i n several w e l l s t o the 

13 east, and pinches out almost i n one w e l l to the west, 

14 n o r t h e a s t / n o r t h e a s t of 8. The net porous sand does 

15 continue t o the south past the pool boundaries which 

16 goes below the o i l / w a t e r contact and i s wet. 

17 Q. Have you f u r t h e r r e f i n e d the sand map and 

18 created a phi-H map f o r the engineers t o u t i l i z e ? 

19 A. That and a net pay map. 

20 Q. Let's t u r n t o page 37. I s t h a t your net 

21 pay map? 

22 A. Yes. 

23 Q. Describe f o r us what you've done here. 

24 A. I've a p p l i e d the o i l / w a t e r contact based on 

25 water t e s t s i n two w e l l s t o show the southern l i m i t of 
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1 the f i e l d which i s cut o f f by the o i l / w a t e r c o n t a c t . 

2 So t h i s map on page 37 f u l l y d e f i n e s the l i m i t s of the 

3 C e n t r a l Corbin Queen r e s e r v o i r . 

4 Q. G e o l o g i c a l l y are you s a t i s f i e d , t h e n , t h a t 

5 the acreage proposed to be included f o r secondary 

6 recovery under u n i t o p erations i s c o n s i s t e n t w i t h and 

7 agrees w i t h the pool l i m i t s t h a t you've de f i n e d here 

8 on your map? 

9 A. Y e s , s i r . 

10 Q. Let's t u r n now to your phi-H map. That's 

11 on page 38? 

12 A. Yes. 

13 Q. What's done here? 

14 A. The phi-H map i s a p o r o s i t y t h i c k n e s s map 

15 using the net pay map and average p o r o s i t i e s f o r each 

16 w e l l , and i t ' s the basis from which pore volume 

17 estimates were produced. 

18 Q. What's the reason t h a t the t e c h n i c a l group 

19 e l e c t e d t o make a d e t e r m i n a t i o n of pore volume f o r the 

20 r e s e r v o i r and f o r the u n i t ? 

21 A. To determine the amount of o i l i n place on 

22 each i n d i v i d u a l t r a c t , and to determine recoverable 

23 secondary reserves. 

24 Q. Are you s a t i s f i e d t h a t you've given the 

25 engineering group the necessary geologic i n f o r m a t i o n 
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1 from which they can a c c u r a t e l y and r e l i a b l y c a l c u l a t e 

2 reserves? 

3 A. Yes, s i r . 

4 Q. I n a d d i t i o n , can we use your geologic pore 

5 volume map to determine the r e l a t i v e pore volume f o r 

6 each of the i n d i v i d u a l t r a c t s p a r t i c i p a t i n g i n the 

7 u n i t ? 

8 A. Yes, s i r . 

9 Q. In the absence of v o l u n t a r y p a r t i c i p a t i o n , 

10 are you c o n f i d e n t as a g e o l o g i s t t h a t the Examiner may 

11 r e l y upon t h i s geologic work t o e s t a b l i s h e q u i t i e s f o r 

12 the compulsory u n i t i z a t i o n of other t r a c t s t h a t decide 

13 not to v o l u n t a r i l y p a r t i c i p a t e ? 

14 A. Y e s , s i r . 

15 Q. Let's t u r n now to E x h i b i t No. 2, and I 

16 b e l i e v e t h a t ' s not i n the e x h i b i t book. You have a 

17 c r o s s - s e c t i o n , don't you? 

18 A. Yes. 

19 Q. Use the l o c a t o r p l a t f o r us on the f a r 

20 r i g h t side of the d i s p l a y , and before you s t a r t 

21 d e s c r i b i n g your observations and conclusions t e l l us 

22 what w e l l s are used on the d i s p l a y . 

23 A. This c r o s s - s e c t i o n i n c l u d e s Federal "AE" 6 

24 and Federal "AE", which are i n the main p o r t i o n of 

25 C e n t r a l Corbin Queen, two Santa Fe w e l l s , Corbin Fee 
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1 #2 and Corbin Fee #1, and also i n c l u d e s t h a t gas w e l l 

2 which occurs i n the southeast to the north/northwest 

3 of Section 10 . 

4 Q. What does t h i s i n f o r m a t i o n t e l l you? 

5 A. The purpose of t h i s i l l u s t r a t i o n i s t o 

6 demonstrate t h a t the Santa Fe w e l l s are indeed 

7 c o r r e l a t a b l e t o the r e s e r v o i r at Cen t r a l Corbin Queen 

8 and are i n the same source of supply; the c o r r e l a t i o n 

9 of cleaner sandstone beds, which are the yellow 

10 p o r t i o n on the c r o s s - s e c t i o n . This i s i n d i c a t e d by 

11 the lower gamma ray which i n d i c a t e s t h a t these w e l l s 

12 are indeed c o r r e l a t a b l e t o the main p o r t i o n s of 

13 C e n t r a l Corbin Queen and are indeed i n communication 

14 w i t h t h a t f i e l d . 

15 The c r o s s - s e c t i o n also shows the gas w e l l 

16 i n Section 10 which, f o r the most p a r t i s d i r t i e r t i r e 

17 sandstone as evidenced by the higher gamma ray 

18 re a d i n g , w i t h the exception of one l i t t l e streak of 

19 p o r o s i t y which i s not c o r r e l a t a b l e t o the f i e l d . This 

20 i s the w e l l t h a t was completed as a gas w e l l but never 

21 produced. I t ' s s t r u c t u r a l l y low t o the o i l w e l l s . 

22 I t ' s c l e a r l y separated. 

23 Q. Have you reviewed each and every one of the 

24 geologic d i s p l a y s and the geologic i n f o r m a t i o n shown 

25 i n E x h i b i t 1? 
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1 A. Y e s , s i r . 

2 Q. Have you s a t i s f i e d y o u r s e l f t h a t t h a t 

3 i n f o r m a t i o n d epicted i s accurate and r e l i a b l e ? 

4 A. Yes, s i r . 

5 Q. And t h a t i t might be r e l i e d upon by others 

6 i n making d e c i s i o n s i n t h i s case? 

7 A. Y e s , s i r . 

8 Q. Let me have you summarize f o r us what your 

9 geologic conclusions are t h a t apply t o t h i s case. 

10 A. I can conclude t h a t the C e n t r a l Corbin 

11 Queen i s adequately developed. From t h i s development, 

12 s u b s t a n t i a l geologic i n f o r m a t i o n was gathered from 

13 which I can conclude the l i m i t s of the p o o l . 

14 The pool boundaries c l o s e l y c o i n c i d e w i t h 

15 the proposed u n i t boundaries. 

16 The geology supports the i n c l u s i o n of each 

17 and every t r a c t i n t o the u n i t and each and every t r a c t 

18 produces from a common source of supply. 

19 The Queen r e s e r v o i r i s v e r t i c a l l y and 

20 h o r i z o n t a l l y separated from any other pool and i s a 

21 v i a b l e candidate f o r water f l o o d i n g . 

22 MR. KELLAHIN: That concludes my d i r e c t 

23 examination of Mr. Doty. I t h i n k p r o c e d u r a l l y I w i l l 

24 beg your indulgence, move the admission of E x h i b i t s 1 

25 and 2, rec o g n i z i n g t h a t the engineering witness has 
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1 not q u a l i f i e d the p o r t i o n s of E x h i b i t No. 1 and we 

2 w i l l do so when he appears. 

3 EXAMINER STOGNER: Do you have any 

4 o b j e c t i o n t o t h a t ? 

5 MR. PADILLA: I don't have any o b j e c t i o n . 

6 EXAMINER STOGNER: E x h i b i t 1 and 2 are 

7 admitted i n t o evidence at t h i s t i m e . 

8 Mr. P a d i l l a , your w i t n e s s . 

9 EXAMINATION 

10 BY MR. PADILLA: 

11 Q. Mr. Doty, I only have a couple of questions 

12 and they r e l a t e t o the Santa Fe w e l l s or even t o any 

13 of the w e l l s i n your geologic d e s c r i p t i o n as shown, 

14 say, on page 38. 

15 As I understand, you've given the Corbin #2 

16 and the Corbin #1 c e r t a i n sand t h i c k n e s s f i g u r e s ? I s 

17 t h a t what those numbers are, 1.62 and 2.37 on page 38? 

18 A. Yes, s i r , pore volume f i g u r e s . 

19 Q. How does t h a t pore volume r e l a t e t o the 

20 a b i l i t y of a w e l l t o produce? 

21 A. There's not a one-to-one c o r r e l a t i o n 

22 p r e c i s e l y w i t h pore volume and the a b i l i t y of a w e l l 

23 to produce i n t h i s f i e l d . The Santa Fe w e l l s , on a 

24 r e l a t i v e b a s i s , have gre a t e r pore volume than you 

25 would d e p i c t from t h e i r i n i t i a l p o t e n t i a l or the 
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1 a b i l i t y of those w e l l s t o produce. 

2 Q. Are you f a m i l i a r w i t h the producing 

3 c h a r a c t e r i s t i c s of both of the Santa Fe we l l s ? 

4 A. Not s p e c i f i c a l l y , s i r . 

5 Q. Do you know t h a t the Corbin #1 i s a poorer 

6 w e l l than, say, the Corbin #2 well? 

7 A. That I am aware o f , yes. 

8 Q. Yet the Corbin #1 has a higher pore 

9 nu m e r i c a l l y ? 

10 A. Yes, s i r . 

11 Q. Can you e x p l a i n the d i f f e r e n c e f o r why t h i s 

12 may be so? 

13 A. That occurs o f t e n i n the f i e l d . For 

14 example, "AE" #5 i s a much b e t t e r w e l l than the Corbin 

15 #2 and i t has q u i t e s i g n i f i c a n t l y less pore volume. I 

16 can't f u l l y e x p l a i n i t . Part of the reason would be 

17 t i m i n g of the development, pressure d e p l e t i o n from 

18 nearby w e l l s . 

19 Q. I can understand how pressure d e p l e t i o n 

20 might a f f e c t the p r o d u c t i o n , but I'm unsure as t o how 

21 t o e x p l a i n i t i n terms of pore volume as e x e m p l i f i e d 

22 by these two w e l l s . 

23 A. Yes, s i r . 

24 Q. Let me take t h a t a step f u r t h e r and ask you 

25 t o look i n Section 9. There's a #3 w e l l there w i t h a 
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1 3.60 numerical? 

2 A. Yes. 

3 Q. Can you t e l l me how t h a t would compare 

4 w i t h , say, the Santa Fe w e l l , the Corbin #1, i f you 

5 know? 

6 A. From a standpoint of producing 

7 c a p a b i l i t i e s ? 

8 Q. Yes. 

9 A. I'm s o r r y , s i r , I don't know. 

10 Q. Do you know how the p a r t i c i p a t i o n formula 

11 or how these numbers were i n c o r p o r a t e d i n t o the 

12 p a r t i c i p a t i o n formula f o r the u n i t ? 

13 A. No, s i r . 

14 Q. Do you know whether th e r e i s a d i f f e r e n c e 

15 i n the p a r t i c i p a t i o n formula depending on the v a r i o u s 

16 numericals assigned t o the v a r i o u s w e l l s ? 

17 A. C e r t a i n l y . 

18 Q. And how does t h a t happen? 

19 A. I'm not able t o t e s t i f y about the s p e c i f i c 

20 formula. We have testimony t h a t w i l l discuss t h a t . 

21 That's beyond my e x p e r t i s e . 

22 Q. How d i d your geologic p r e s e n t a t i o n enable, 

23 say, the engineers t h a t you work w i t h , t o assign the 

24 p a r t i c i p a t i o n numbers and the u l t i m a t e conclusions as 

25 f a r as p a r t i c i p a t i o n was concerned? 
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1 A. S p e c i f i c a l l y o i l i n place. This i s g e t t i n g 

2 t o o i l i n place, which i s very important i n t h i s 

3 f i e l d , but most of the money you're going t o make i s 

4 from the secondary reserves, not from the primary 

5 reserves. 

6 Q. So what you're t e l l i n g me i s t h a t pore 

7 space has no t h i n g t o do w i t h the p a r t i c i p a t i o n 

8 formula? 

9 A. No, s i r , pore space has e v e r y t h i n g t o do 

10 w i t h i t because i t describes the amount of o i l i n 

11 place i n each i n d i v i d u a l t r a c t . 

12 Q. Wouldn't i t make since t h a t a w e l l , j u s t 

13 comparing the Corbin #1 w i t h the Corbin #2 t h a t you 

14 would, on the basis of pore space, have a higher 

15 p a r t i c i p a t i o n , say, f o r the 40-acre t r a c t of which the 

16 Corbin #1 i s located? 

17 A. On the basis of pore space, yes, i t would 

18 have a d d i t i o n a l p a r t i c i p a t i o n because of the higher 

19 pore volume and the higher o i l i n place i n t h a t t r a c t , 

20 and, t h e r e f o r e , the gr e a t e r secondary recovery 

21 reserves t o be recovered. 

22 Q. Do you know i f there i s a d i f f e r e n c e i n , 

23 say, the Corbin #1 and the Corbin #2 as f a r as 

24 p a r t i c i p a t i o n i n the u n i t p r o d u c t i o n i s concerned? 

25 A. That's again a question f o r our engineer. 
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1 Q. Those numbers are included i n your E x h i b i t 

2 No . 1 somewhere, aren't they? 

3 A. Yes, s i r . 

4 Q. And l e t me see i f I understand your 

5 testimony c o r r e c t l y . Turning t o page 37, on the 

6 southeast qu a r t e r of s e c t i o n — w e l l , I should say the 

7 southeast of the southwest q u a r t e r of Section 3, you 

8 base y ou r zero l i n e on t h a t dry hole i n t h a t 40-acre 

9 t r a c t ? 

10 A. Yes , s i r . 

11 Q. Is t h a t w e l l shown on any c r o s s - s e c t i o n 

12 t h a t you have ? 

13 A. No, s i r , i t i s n ' t . 

14 Q. Was t h a t w e l l d r i l l e d to the Queen 

15 fo r m a t i o n , do you know? 

16 A. I t was a deeper o b j e c t i v e . 

17 Q. What was the o b j e c t i v e ? 

18 A. That, I don't know, s i r . I know i t was 

19 TD ' d deeper than the Queen. 

20 Q. You simply looked at the w e l l log? I s t h a t 

21 what you looked at? 

22 A. Yes . 

23 Q. But do you know whether t h a t w e l l was ever 

24 t e s t e d i n the Queen? 

25 A. No, s i r . 
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1 Q. Do you know whether t h e r e are any o t h e r 

2 Queen w e l l s east of S e c t i o n s 3 and 10? 

3 A. Yes, s i r , t h e r e a r e . W e l l , l e t me see. 

4 Q. I t would be i n S e c t i o n s 2 and t h e s e c t i o n 

5 r i g h t u n d e r n e a t h S e c t i o n 2, whatever t h a t s e c t i o n i s ? 

6 A. I c a n ' t show you a map of those s e c t i o n s . 

7 Q. But you're s a y i n g t h e r e i s Queen p r o d u c t i o n 

8 east of those two s e c t i o n s ? 

9 A. I would have t o l o c a t e m y s e l f because we 

10 o p e r a t e a Bone S p r i n g f i e l d t o t h e east which has 

11 Queen pay beh i n d w h i c h has no t produced as of y e t , t h e 

12 Mescalero S c a r p i . 

13 Q. How f a r away i s t h a t Bone S p r i n g f i e l d ? 

14 A. About t h r e e m i l e s e a s t . 

15 Q. But i m m e d i a t e l y beyond t h i s map t h e r e , t o 

16 your knowledge, t h e r e ' s no Queen p r o d u c t i o n or i s 

17 t h e r e Queen p r o d u c t i o n ? 

18 A. Not t o my knowledge. 

19 Q. Do you know whether t h e r e has been any 

20 w e l l s d r i l l e d t h a t t e s t e d f o r Queen p r o d u c t i o n i n 

21 S e c t i o n s 2 and I b e l i e v e i t would be S e c t i o n 11? 

22 A. I'm sure t h e r e ' s p e n e t r a t i o n s of t h e 

23 Queen. I don ' t know i f t h e r e has been any Queen 

2 4 t e s t s . 

25 Q. How about t h e w e l l i n S e c t i o n 10? That 
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1 w e l l i n t h e n o r t h w e s t q u a r t e r of S e c t i o n 10 i s shown 

2 on your c r o s s - s e c t i o n , i s i t not? 

3 A. The gas w e l l ? 

4 Q. Yes . 

5 A. Yes, s i r . 

6 Q. Did t h a t w e l l t e s t t he Queen f o r o i l 

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

8 A. I t was completed as a gas w e l l . 

9 Q. I n t h e Queen f o r m a t i o n ? 

10 A. Yes , s i r . 

11 MR. PADILLA: I b e l i e v e t h a t ' s a l l t h e 

12 que s t i ons I have . 

13 EXAMINER STOGNER: Thank you, Mr . P a d i l l a 

14 Mr. K e l l a h i n , any r e d i r e c t ? 

15 MR. KELLAHIN: No, s i r . 

16 EXAMINER STOGNER: I do n ' t have any 

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

18 Are t h e r e any f u r t h e r q u e s t i o n s of t h i s 

19 w i t n e s s ? Mr. K e l l a h i n . 

20 MR. KELLAHIN: I ' l l c a l l A r c h i e T a y l o r a t 

21 t h i s t i m e . He's a r e s e r v o i r e n g i n e e r w i t h OXY . 

22 EXAMINER STOGNER: Mr. K e l l a h i n , w i l l we 

23 need t o be r e f e r r i n g t o t h e c r o s s - s e c t i o n ? 

24 MR. KELLAHIN: No, s i r . I t h i n k you can 

25 f o l d t h a t up . 
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1 ARCHIE R. TAYLOR 

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

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

4 EXAMINATION 

5 BY MR. KELLAHIN: 

6 Q. Mr. T a y l o r , would you please s t a t e your 

7 name and occupation. 

8 A. My name's Archie T a y l o r . I'm a petroleum 

9 engineer f o r OXY, USA. 

10 Q. Mr. T a y l o r , on p r i o r occasions have you 

11 t e s t i f i e d as a r e s e r v o i r engineer before the D i v i s i o n ? 

12 A. No, I haven't. 

13 Q. Summarize f o r us your e d u c a t i o n a l 

14 back ground? 

15 A. I graduated from the U n i v e r s i t y of Miss o u r i 

16 at Raleigh i n May of 1977 w i t h a B.S. i n petroleum 

17 eng inee r i n g . 

18 I then went to work f o r C i t y Service i n 

19 Oklahoma C i t y , Oklahoma, as a r e s e r v o i r engineer. 

20 A f t e r working on u n i t s t h e r e , w a t e r f l o o d s 

21 and other r e s e r v o i r t a s k s , I moved t o Denver, Colorado 

22 as a r e g i o n a l r e s e r v o i r engineer s u p e r v i s i n g the 

23 r e s e r v o i r engineering f o r the Rocky Mountain r e g i o n , 

24 where I was i n v o l v e d w i t h u n i t i z i n g v a r i o u s f i e l d s i n 

25 Wyoming and North Dakota. 
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1 Q. Describe f o r us what i t i s t h a t you have 

2 done i n the past apart from t h i s p r o j e c t as a 

3 u n i t i z a t i o n engineer. What does a u n i t i z a t i o n 

4 engineer do? 

5 A. We b a s i c a l l y are i n v o l v e d i n working on the 

6 t e c h n i c a l committees, p u t t i n g together f e a s i b i l i t y 

7 s t u d i e s , d e t e r m i n i n g whether or not the w a t e r f l o o d or 

8 enhanced recovery process was economic; work up 

9 reserves f o r remaining p r i m a r y , come up w i t h 

10 parameters to be used i n p a r t i c i p a t i o n f o r m u l a s , and, 

11 i n some cases, recommend t o working i n t e r e s t owners 

12 the proper formulas t o be used. 

13 Q. Have you made y o u r s e l f f a m i l i a r w i t h the 

14 engineering r e p o r t and geologic i n f o r m a t i o n t h a t ' s 

15 shown on E x h i b i t No. 1 dated J u l y of 1990? 

16 A. Yes, I have. 

17 Q. Describe f o r us your personal involvement 

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

19 A. B a s i c a l l y i t s t a r t e d i n January of t h i s 

20 year s u p e r v i s i n g the u n i t i z a t i o n e f f o r t s by p u t t i n g 

21 together t h i s f e a s i b i l i t y study to be sent to the 

22 working i n t e r e s t owners. 

23 Q. Are you f a m i l i a r w i t h the engineering 

24 d e t a i l s , the f i g u r e s , t a b l e s and p l a t s t h a t have been 

25 prepared and have been in t r o d u c e d by the Examiner i n 
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1 E x h i b i t No. 1? 

2 A . Yes . 

3 MR. KELLAHIN: We tender Mr. Taylor as an 

4 expert petroleum engineer. 

5 EXAMINER STOGNER: Are there any 

6 o b j e c t i o n s ? 

7 Mr. Taylor i s so q u a l i f i e d . 

8 Q. Based upon your review of a l l the 

9 engineering i n f o r m a t i o n as w e l l as r e l y i n g on the 

10 geologic conclusions w i t h regards t o the C e n t r a l 

11 Corbin Queen U n i t , have you formulated engineering 

12 opinions about the f e a s i b i l i t y of w a t e r f l o o d i n g the 

13 C e n t r a l Corbin Queen pool? 

14 A. Yes. 

15 Q. Have you s a t i s f i e d y o u r s e l f t h a t you have a 

16 v i a b l e , f e a s i b l e p r o j e c t to be implemented w i t h the 

17 assistance of the s t a t u t o r y u n i t i z a t i o n procedures? 

18 A. Yes. 

19 Q. And i f implemented by the D i v i s i o n w i t h the 

20 use of those o r d e r s , w i l l you be able t o recover 

21 a d d i t i o n a l secondary o i l recovery by w a t e r f l o o d 

22 operations t h a t you might not otherwise recover? 

23 A. Yes. 

24 Q. I s t h a t volume of a d d i t i o n a l o i l recovery a 

25 s u b s t a n t i a l volume of o i l ? 
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1 A. Yes , i t i s . 

2 Q. Describe f o r us what you mean by 

3 " s u b s t a n t i a l . " 

4 A. We l l , the volume would v a s t l y exceed the 

5 value and reserves under remaining and continued 

6 primary o p e r a t i o n s . 

7 Q. Quantify f o r us the estimated volume of 

8 secondary o i l recovery to be recovered from t h i s p o o l . 

9 A. The a d d i t i o n a l o i l t o be recovered i n the 

10 w a t e r f l o o d i s estimated t o be about 570,000 b a r r e l s of 

11 o i l . 

12 Q. Let me have you t u r n your a t t e n t i o n , s i r , 

13 to page 3 of E x h i b i t No. 1, and summarize f o r us, 

14 then , what are the major summary p o i n t s of the 

15 engineering work you p a r t i c i p a t e d i n f o r t h i s 

16 p a r t i c u l a r p r o j e c t . 

17 A. B a s i c a l l y , development was begun i n March 

18 of 1985. C u r r e n t l y , most of the p r o d u c t i v e areas of 

19 the f i e l d have been developed at t h i s t i m e . 

20 Productive l i m i t s are c o n t r o l l e d by 

21 p o r o s i t y and l i p f l u i d c o n t a c t s . The o i l / w a t e r 

22 contact e x i s t s at about 300 f e e t below sea l e v e l . 

23 The producing r a t e i n the f i e l d has been 

24 r a t h e r severe. With most of the primary reserves 

25 having been produced, we have estimated approximately 
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1 70,000 b a r r e l s of remaining p r i m a r y . 

2 Q. You said p r o d u c t i o n has become severe. 

3 What do you mean by "severe"? 

4 A. Production d e c l i n e . 

5 Q. The r a t e of p r o d u c t i o n f o r the e x i s t i n g 

6 w e l l s under primary p r o d u c t i o n has reached a severe 

7 drop i n t h e i r producing rates? 

8 A. Yes, i t dropped s i g n i f i c a n t l y from the 

9 i n i t i a l producing r a t e s . 

10 Q. Your i n i t i a l d i s c o v e r y of p r o d u c t i o n i s i n 

11 e a r l y 85 , i s i t ? 

12 A. Yes. 

13 Q. When you go through a period of development 

14 i n the pool? 

15 A. Ri g h t . 

16 Q. Approximately when d i d you accomplish or 

17 d i d the i n t e r e s t owners i n t h i s area accomplish f u l l 

18 development of the pool? 

19 A. I b e l i e v e i t would have been about 1988 

20 when the w e l l f i n i s h e d . 

21 Q. Approximately when d i d you commence t o see 

22 a severe drop i n the r a t e of producing or a d e c l i n e i n 

23 the primary p r o d u c t i o n f o r the pool? 

24 A. About 1987, when we r e a l l y n o t i c e d the 

25 producing rates showing the severe d e c l i n e . 
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1 Q. You've estimated f o r us the remaining 

2 primary p r o d u c t i o n f o r those wells? 

3 A. Yes. 

4 Q. As of what date d i d you make t h a t estimate? 

5 A. For purposes of f e a s i b i l i t y study here, we 

6 estimated i t based upon A p r i l of 1989 data. 

7 Q. And based upon A p r i l of 89 data, what i s 

8 the estimated primary reserves to be produced? 

9 A. 70,000 b a r r e l s of o i l . 

10 Q. Have you s a t i s f i e d y o u r s e l f and reached the 

11 engi n e e r i n g conclusion t h a t i t i s f e a s i b l e t o 

12 w a t e r f l o o d t h i s pool f o r secondary o i l recovery? 

13 A. Yes. 

14 Q. How have you gone about accomplishing t h a t 

15 task? What do you do as an engineer t o s a t i s f y 

16 y o u r s e l f t h a t t h i s i s a u n i t t h a t ' s s u i t a b l e f o r 

17 w a t e r f l o o d ? 

18 A. B a s i c a l l y we go through and t r y and d e f i n e 

19 the l i m i t s of the f i e l d by l o o k i n g at l o g s , p r o d u c t i o n 

20 c h a r a c t e r i s t i c s , PVT data, anything t h a t would help 

21 d e f i n e the l i m i t s . 

22 Q. Are you s a t i s f i e d t h a t you have s u f f i c i e n t 

23 engineering i n f o r m a t i o n to reach c o n c l u s i o n s , t h e n , 

24 about the f l o o d a b i l i t y of t h i s pool? 

25 A. Yes. 
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1 Q. Now, you've r a i s e d the t o p i c of the 

2 boundaries. Have you, as an engineer, independently 

3 confirmed the geologic conclusions about the s u i t a b l e 

4 boundary of the u n i t ? 

5 A. Yes, I have . 

6 Q. What i s the c r i t e r i a t h a t you, as an 

7 engineer, apply to making a d e t e r m i n a t i o n t h a t the 

8 boundary i s an accu r a t e , r e l i a b l e boundary t o give you 

9 e f f e c t i v e and e f f i c i e n t c o n t r o l of the pool? 

10 A. We include l o o k i n g at the l o g s , l o o k i n g at 

11 p r o d u c t i o n data. I f the r e ' s any dry holes t h a t t e s t e d 

12 d r y , t h a t w i l l tend t o help o r i e n t log a n a l y s i s 

13 parameters; whether a w e l l produced o i l or water or 

14 gas would also i n f l u e n c e the l i m i t s of the r e s e r v o i r . 

15 Q. How d i d you go about c a l c u l a t i n g the 

16 primary reserves? 

17 A. Took i n d i v i d u a l w e l l d e c l i n e curves and 

18 f o r e c a s t e d based upon the h i s t o r i c a l p r o d u c t i o n what 

19 the f u t u r e p r o d u c t i o n would be. 

20 Q. I s t h a t a t y p i c a l engineering methodology 

21 to c a l c u l a t e primary reserves? 

22 A. Yes , i t i s . 

23 Q. How d i d you go about c a l c u l a t i n g the 

24 secondary reserves? 

25 A. The secondary reserves were based upon 
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1 analogy t o o f f s e t t i n g f i e l d s t h a t Mr. Doty has 

2 p r e v i o u s l y mentioned, s p e c i f i c a l l y the E-K and North 

3 E-K f i e l d . The E-K f i e l d i s very s i m i l a r i n siz e and 

4 number of producing w e l l s t o the C e n t r a l Corbin 

5 Queen. Both of these w e l l s , or f i e l d s , were flooded 

6 back i n the 1960s and 70s and have subsequently been 

7 disbanded as u n i t s . 

8 Q. So you had a h i s t o r i c a l basis of 

9 engineering i n f o r m a t i o n from the E-K p o o l - -

10 A. Right . 

11 Q. --under secondary w a t e r f l o o d o p e r a t i o n s 

12 t h a t you could use as an a c t u a l h i s t o r i c model, then, 

13 to p l o t the secondary reserves f o r the C e n t r a l Corbin 

14 Queen? 

15 A. Yes. 

16 Q. In terms of an investment of c a p i t a l i n t o 

17 secondary recovery operations f o r the C e n t r a l Corbin 

18 Queen, approximate f o r us the t o t a l number of d o l l a r s . 

19 A. We have estimated t h a t i t w i l l e n t a i l an 

20 investment of approximately $890,000. $360,000 of 

21 t h a t would be f o r w e l l conversions t o convert w e l l s t o 

22 i n j e c t i o n , and the remaining $530,000 would be f o r 

23 i n j e c t i o n l i n e s , s e r v i c e f a c i l i t i e s and t h a t s o r t of 

24 t h i n g . 

25 Q. Based upon the cost r e l a t e d t o the recovery 
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1 of secondary o i l , i s t h i s going to be a p r o f i t a b l e 

2 ope r a t i o n ? 

3 A. Yes, i t i s . We have estimated a discount 

4 of net cash produced from the w a t e r f l o o d operations of 

5 about $2.9 m i l l i o n , i n c l u d i n g both primary and 

6 secondary reserves. The incremental w a t e r f l o o d has 

7 been estimated t o be $2.2 m i l l i o n . 

8 Q. Have you p l o t t e d the p r o d u c t i o n from the 

9 key w e l l s i n the u n i t or from the u n i t i t s e l f ? 

10 A. Yes. 

11 Q. Let me d i r e c t your a t t e n t i o n t o the e x h i b i t 

12 book, E x h i b i t 1, t o page 86 i f you w i l l . What's the 

13 purpose of t h i s d i s p l a y ? 

14 A. The appendix here shows the d e c l i n e curves 

15 t h a t we used f o r the data up through A p r i l of 1989. 

16 This shows the reserves we've a t t r i b u t e d f o r the 

17 Federal "AA" #1 on page 86. You can see the severe 

18 d e c l i n e t h a t s t a r t e d i n 1987 and continued on up 

19 through 1989 on t h i s graph. I t also shows the 

20 remaining primary f o r e c a s t f o r each of the w e l l s t h a t 

21 were used. 

22 Q. The engineering group prepared s i m i l a r 

23 d e c l i n e curves on a l l the producing w e l l s ? 

24 A. Yes. They're l i s t e d here i n the appendix. 

25 Q. I s t h i s c h a r a c t e r i s t i c of the producing 
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1 w e l l s w i t h i n the proposed u n i t area? 

2 A. Yes. As a matter of f a c t , t h i s one was one 

3 of the f i r s t w e l l s i n the f i e l d , so i t had some time 

4 before we saw the d e c l i n e . Other w e l l s underwent some 

5 severe d e c l i n e r i g h t a f t e r i n i t i a l c o m pletion. 

6 Q. Let's look at E x h i b i t No. 3. Have you 

7 p l o t t e d the p r o d u c t i o n from the proposed u n i t w e l l s 

8 w i t h i n the pool to see what t h a t shows you? 

9 A. Yes, I have. 

10 Q. I s t h a t what's demonstrated on E x h i b i t 

11 No. 3? 

12 A. Yes. 

13 Q. Define f o r us what each of the codes are, 

14 f o r understanding the d i s p l a y . 

15 A. The blue curve i s the o i l r a t e , the green 

16 curve i s the gas producing r a t e and the red curve i s 

17 the water rate f o r the t o t a l f i e l d p r o d u c t i o n w i t h i n 

18 the Queen r e s e r v o i r . 

19 Q. Wi t h i n the proposed u n i t we don't have 

20 w e l l s t h a t c l a s s i f y as gas wells ? 

21 A. No. 

22 Q. But there i s some gas i n a s s o c i a t i o n w i t h 

23 the o i l t h a t ' s produced by the o i l w e l l s ? 

24 A. Yes, there i s some s o l u t i o n gas. 

25 Q. And you do have some water p r o d u c t i o n i n 
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1 the pool? 

2 A. Yes . 

3 Q. What does t h i s t e l l you? 

4 A. We l l , c u r r e n t l y the f i e l d i s only producing 

5 about 50 b a r r e l s of o i l per day or less from over 20 

6 w e l l s , so the w e l l s are g e t t i n g close t o t h e i r 

7 economic l i m i t . There are some w e l l s t h a t are b e t t e r 

8 than others i n a f i e l d b u t , on the whole, the f i e l d i s 

9 not making a whole l o t of money r i g h t now. 

10 Q. I n terms of t i m i n g f o r the implementation 

11 of a w a t e r f l o o d p r o j e c t , Mr. T a y l o r , can you e i t h e r 

12 look at page 86 of E x h i b i t 1 or E x h i b i t 3, and t e l l us 

13 your e n g i n e e r i n g conclusion about the t i m i n g f o r 

14 implementation of wat e r f l o o d ? 

15 A. The w a t e r f l o o d should be s t a r t e d as soon as 

16 poss i b l e . 

17 Q. Why i s t h a t ? 

18 A. That would enhance the value t o the working 

19 i n t e r e s t owners i n the proposed u n i t . 

20 Q. What's accomplished by the t i m e l y i n j e c t i o n 

21 of water i n t o the u n i t i n the immediately foreseeable 

22 f u t u r e ? What happens? You put water i n the r e s e r v o i r 

23 and then what does t h a t do? 

24 A. That would increase your producing rates 

25 from the producing w e l l s . 
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1 Q. Does i t have an e f f e c t on your g a s / o i l 

2 r a t i o ? 

3 A. W e l l , the gas o i l r a t i o should end up going 

4 down, I would expect. I b e l i e v e we are probably 

5 producing some f r e e gas at t h i s p o i n t . And, under our 

6 w a t e r f l o o d o p e r a t i o n s , we would put t h a t gas back i n t o 

7 s o l u t i o n and form an o i l bank t o be pushed t o the 

8 producing w e l l s . 

9 Q. When we look at the h o r i z o n t a l l i n e on your 

10 E x h i b i t No. 3 and we take i t over t o 1991, at the end 

11 of 91 ther e ' s a sharp increase i n the o i l r a t e . What 

12 does t h a t represent? 

13 A. I n 1991, f o r purposes of t h i s e x h i b i t , we 

14 have assumed the w a t e r f l o o d was i n i t i a t e d i n January 

15 of 91. The continued d e c l i n e i s the f u r t h e r f i e l d 

16 work t o get i n j e c t i o n w e l l s going, and then a 

17 f l a t t e n i n g and s l i g h t increase t o a la r g e increase i n 

18 producing rates as a r e s u l t of the s t i m u l a t i o n from 

19 water i n j e c t i o n . 

20 Q. The water i n j e c t i o n w i l l extend the l i f e of 

21 the oper a t i o n s w i t h i n the pool? I s t h a t what 

22 happened? I f you take the normal d e c l i n e w i t h o u t 

23 w a t e r f l o o d o p e r a t i o n s , t h a t d e c l i n e would take you 

24 i n t o , what, about 97, maybe? 

25 A. W e l l , the fo r e c a s t e d reserves f o r the 
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1 i n d i v i d u a l w e l l s have a longer l i f e than what we would 

2 see under a w a t e r f l o o d . 

3 Q. Can you use t h i s d i s p l a y t o q u a n t i f y the 

4 secondary reserves t o be produced under w a t e r f l o o d 

5 operations? 

6 A. B a s i c a l l y i t would be an e x t r a p o l a t e d l i n e 

7 from what i s c u r r e n t l y going on, w i t h the wedge 

8 f o l l o w i n g the blue l i n e . 

9 Q. I f the Examiner de s i r e d t o do so, he could 

10 s e t t l e a d e c l i n e l i n e through e s t a b l i s h e d p r o d u c t i o n 

11 as i t e x i s t s i n the absence of wa t e r f l o o d ? E s t a b l i s h 

12 a d e c l i n e - -

13 A. Yes. 

14 Q. --go over there and f i n i s h o f f the 

15 extension of the d e c l i n e under secondary o p e r a t i o n s , 

16 and the d i f f e r e n c e between one d e c l i n e and the second 

17 d e c l i n e i s the secondary o i l recovery? 

18 A. Rig h t . 

19 Q. Okay. A l l r i g h t . Let's t u r n now to 

20 E x h i b i t No. 4. What does t h i s t e l l us? 

21 A. E x h i b i t 4 i s the p r o d u c t i o n h i s t o r y f o r the 

22 North E-K Queen U n i t . 

23 Q. A l l r i g h t . This i s the type case, then? 

24 This i s the analogous Queen f l o o d ? 

25 A. Rig h t . 
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1 Q. What does t h i s show? 

2 A. This shows the o i l p r o d u c t i o n under primary 

3 o p e r a t i o n s , and then the o i l recovery under the 

4 w a t e r f l o o d o p e r a t i o n s , beginning i n approximately 

5 1970. 

6 Q. Let me ask you to t u r n now to E x h i b i t 

7 No. 5. What's the purpose of t h i s d i s p l a y , Mr. 

8 Taylor? 

9 A. E x h i b i t 5 shows the s i m i l a r i t i e s between 

10 the North E-K F i e l d , which was waterflooded , and the 

11 C e n t r a l Corbin, which we're producing t o w a t e r f l o o d . 

12 We've l i s t e d here the net pay comparisons 

13 t h a t were picked d i r e c t l y o f f the l o g s , and the 

14 p o r o s i t y values, the number of w e l l s f o r each of the 

15 f i e l d s - - t h e number of producing w e l l s p r i o r t o the 

16 u n i t o p e r a t i o n s , the f r a c s i z e . A l l w e l l s and the 

17 w e l l s of both f i e l d s were f r a c ' d upon i n i t i a l 

18 completion. 

19 You compare the performance, average IPs. 

20 In the C e n t r a l Corbin i t ' s s l i g h t l y h i g h e r , but you 

21 also had s l i g h t l y l a r g e r f r a c j o b s . The i n i t i a l 

22 d e c l i n e r a t e s are s i m i l a r . The primary recovery i s 

23 s i m i l a r , and u l t i m a t e recovery we have down here as 

24 being approximately the same. 

25 Q. The purpose, then, i s t o use the North E-K 
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1 as a type example by which t o compare performance 

2 p r o j e c t e d f o r the C e n t r a l Corbin Queen? 

3 A. Yes. 

4 Q. I f you w i l l , based upon t h a t a n a l y s i s , i f 

5 y o u ' l l take E x h i b i t No. 4, which i s the E-K Queen— 

6 This i s a c t u a l documented performance under secondary 

7 operations? 

8 A. Right. 

9 Q. --and compare t h a t to your p r o j e c t e d curve 

10 of performance i n the C e n t r a l Queen, you can put them 

11 together and o v e r l i e them? 

12 A. Y e s , s i r . 

13 Q. What does t h a t t e l l you? 

14 A. They're very s i m i l a r . I t gives me 

15 confidence t h a t we should expect the same s o r t of 

16 p r o d u c t i o n rates over t i m e . 

17 Q. Do you have any r e s e r v a t i o n s about the 

18 methodology used by you and employed by you to 

19 c a l c u l a t e the secondary o i l reserves f o r the C e n t r a l 

20 Corbin Queen Unit? 

21 A. No. 

22 Q. Let's go on now to a d i s c u s s i o n of what you 

23 have done to share t h i s i n f o r m a t i o n w i t h other working 

24 i n t e r e s t owners t h a t you propose t o be included i n 

25 p a r t i c i p a t i n g i n p r o d u c t i o n f o r the u n i t . Give us a 
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1 chronology of events and your e f f o r t s t o get others t o 

2 p a r t i c i p a t e . 

3 A. B a s i c a l l y , we went through an i n i t i a l 

4 f e a s i b i l i t y study i n 1987. This was subsequently 

5 updated i n 1989, and we sent i t out to working 

6 i n t e r e s t owners i n May of t h i s year f o r t h e i r review 

7 and comments, suggestions, et c e t e r a . 

8 Q. During t h a t e x e r c i s e , has anyone suggested 

9 t o you a d i f f e r e n t methodology t o be ap p l i e d t o 

10 q u a n t i f y i n g the remaining primary reserves? 

11 A. No. 

12 Q. Have they suggested to you any a l t e r n a t e 

13 s o l u t i o n s f o r s o l v i n g the secondary reserves? 

14 A. No. 

15 Q. Has anyone c r i t i c i z e d or objected about the 

16 methodology t h a t you have employed to c a l c u l a t e e i t h e r 

17 of those numbers? 

18 A. No. 

19 Q. Let's go t o E x h i b i t No. 1 page 43. A l l 

20 r i g h t . On page 43, what's represented here, Mr. 

21 Taylor? 

22 A. This i s another l o c a t o r map. This map 

23 shows Queen w a t e r f l o o d s l o c a t e d i n the area of Ce n t r a l 

24 Corbin Queen. The legend at the bottom shows the 

25 d i f f e r e n t p a t t e r n s t h a t were used i n these f i e l d s . 
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1 Q. What p a t t e r n do you propose to u t i l i z e f o r 

2 t h i s w a t e r f l o o d ? 

3 A. 80-acre f i v e - s p o t , which i s the same as the 

4 E-K and North E-K, d i r e c t l y adjacent to Cen t r a l Corbin 

5 used. 

6 Q. Could you have any r e s e r v a t i o n s t h a t using 

7 t h a t f i v e - s p o t 80-acre p a t t e r n has s u c c e s s f u l l y 

8 recovered a d d i t i o n a l incremental o i l f o r other 

9 w a t e r f l o o d o p e r a t i o n s i n the Queen? 

10 A. Not c o n s i s t e n t l y , no. 

11 Q. What have the operators done, then, t o 

12 modify t h e i r i n j e c t i o n plan t o a i d them i n p r o d u c t i o n 

13 of secondary o i l ? There are some t h a t use the 80-acre 

14 f i v e - s p o t . Are there other s o l u t i o n s used? 

15 A. Some, as noted on t h i s graph, had 20-acre 

16 f i v e - s p o t s . Our i n v e s t i g a t i o n s i n t o t h a t showed t h a t 

17 a la r g e p o r t i o n of these i n f i l l w e l l s d i d not recover 

18 a d d i t i o n a l o i l . 

19 Q. What's your recommendation t o the Examiner, 

20 then, as regards t o the acres and the spot p a t t e r n t o 

21 be used f o r water i n j e c t i o n ? 

22 A. They should be 80-acre f i v e - s p o t s . 

23 Q. Turn now, s i r , i f you w i l l , to page 44. 

24 Does t h i s show the proposed i n j e c t o r p a t t e r n f o r the 

25 u n i t operations? 

CUMBRE COURT REPORTING 
(505) 984-2244 



50 

1 A. Yes, i t does. 

2 Q. Describe f o r us the p l a n , then. 

3 A. The plan would be to use these 12 w e l l s as 

4 i n j e c t i o n w e l l s f o r the u n i t . This would a l l o w — w o u l d 

5 give us b a s i c a l l y 80-acre f i v e - s p o t p a t t e r n s w i t h o u t 

6 having t o d r i l l a d d i t i o n a l w e l l s and undergo t h a t 

7 expense. As I mentioned b e f o r e , t h i s i s the same s o r t 

8 of p a t t e r n t h a t was used on the North E-K, which we 

9 based our analogy and p r o d u c t i o n f o r e c a s t s on. 

10 Q. Compare the p a t t e r n you proposed on page 44 

11 to the Queen sand net pay map t h a t Mr. Doty had on 

12 page 37. You can o v e r l a y one, bend the page on 37 and 

13 look at 44 . 

14 Does your proposed i n j e c t o r p a t t e r n give 

15 you an e f f e c t i v e and e f f i c i e n t f l o o d p a t t e r n f o r t h i s 

16 p a r t i c u l a r r e s e r v o i r ? 

17 A. Yes, i t does . 

18 Q. When we look at the t r a c t s i n which Mr. 

19 McAlpine has an i n t e r e s t i n Section 3, Tracts 6 and 7, 

20 the #1 w e l l i s proposed f o r conversion as an i n j e c t o r ? 

21 A. Yes. 

22 Q. And the #2 w e l l would remain as a producer? 

2 3 A. Ri g h t . 

24 Q. What's the purpose of doing t h a t ? 

25 A. This i s to a i d i n the sweep of o i l from the 
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1 i n j e c t i o n w e l l t o w a r d t h e p r o d u c i n g w e l l s . W i t h o u t 

2 t h i s , t h e r e would be o i l t h a t would remain i n t h e 

3 r e s e r v o i r because t h e r e would e i t h e r be no p r o d u c t i o n 

4 from t h a t w e l l i n t h a t area of t h e r e s e r v o i r , or you 

5 would not be a b l e t o p r e s s u r e up th e r e s e r v o i r t o 

6 i n c r e a s e t h e p r o d u c i n g r a t e . 

7 Q. Let me have you t u r n now t o page 38 of 

8 E x h i b i t No. 1 . T h i s i s the pore volume map, th e phi- H 

9 map. To what purpose d i d you use t h i s d i s p l a y i n your 

10 work w i t h r e g a r d s t o t h i s p r o j e c t ? 

11 A. T h i s one, o r i g i n a l l y we loo k e d at t h i s t o 

12 d e t e r m i n e where t h e o i l was i n t h e g r o u n d , where we 

13 s h o u l d have i n j e c t i o n w e l l s and whether t h e y would be 

14 needed . 

15 Q. Does your proposed p l a n f o r i n j e c t i o n 

16 a c c o m p l i s h t h e purpose of p u t t i n g t h e i n j e c t o r s a t the 

17 be s t p o s s i b l e l o c a t i o n s i n t h e p o o l ? 

18 A. Yes. 

19 Q. Does i t a i d you i n q u a n t i f y i n g t h e 

20 secondary o i l r e s e r v e s ? 

21 A. Yes, i t does. 

22 Q. And i t g i v e s you an a c c u r a t e and r e l i a b l e 

23 b a s i s f o r u n d e r s t a n d i n g t h e o r i g i n a l o i l i n p l a c e ? 

24 A. Yes. 

25 Q. Has t h i s been used t o d e r i v e one of the 
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1 components f o r the p a r t i c i p a t i o n formula? 

2 A. Yes . 

3 Q. What are the parameters f o r the 

4 p a r t i c i p a t i o n formula? 

5 A. B a s i c a l l y there are four parameters i n the 

6 p a r t i c i p a t i o n formula; we have cumulative p r o d u c t i o n , 

7 remaining p r i m a r y , c u r r e n t producing r a t e and pore 

8 volume. 

9 Q. What i s the purpose of i n c l u d i n g pore 

10 volume as one of the parameters i n the p a r t i c i p a t i o n 

11 formula? 

12 A. That the pore volume, e s s e n t i a l l y , i s where 

13 the o i l i s i n the r e s e r v o i r . 

14 Q. I f a t r a c t owner has the good f o r t u n e t o be 

15 i n a t r a c t t h a t has a lar g e amount of o i l u n d e r l y i n g 

16 h i s t r a c t , he i s given c r e d i t i n the p a r t i c i p a t i o n 

17 formula f o r t h a t f a c t ? 

18 A. Yes. 

19 Q. Correspondingly, i f he doesn't have the 

20 b e n e f i t of having s i g n i f i c a n t pore volume i n the 

21 r e s e r v o i r u n d e r l y i n g h i s t r a c t , he doesn't get a 

22 c r e d i t f o r i t ? 

23 A. Rig h t . 

24 Q. How do you balance, the n , the f a c t t h a t 

25 c e r t a i n w e l l s may be more p r o d u c t i v e and not 
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1 correspond to the pore volume? I s there a component 

2 i n the p a r t i c i p a t i o n formula t o take i n t o 

3 c o n s i d e r a t i o n the c u r r e n t producing rates of well s ? 

4 A. Yes. We have, a c t u a l l y , 10 percent of the 

5 formula as c u r r e n t producing r a t e . 

6 Q. Okay. What about remaining primary 

7 p r o d u c t i o n from t h a t w e l l ? I s t h a t a component? 

8 A. Yes, i t i s . 

9 Q. And what percentage? 

10 A. That's 25 percent of the formula. 

11 Q. Does an i n t e r e s t owner get c r e d i t f o r the 

12 f a c t t h a t regardless of h i s pore volume, he had a 

13 t e r r i f i c w e l l t h a t produced a bunch of o i l ? 

14 A. Yes. 

15 Q. He gets a cumulative o i l c r e d i t ? 

16 A. Ri g h t . 

17 Q. Of what percentage? 

18 A. The cumulative o i l percentage was 30 

19 percent of the formula. 

20 Q. And what i s the percentage of the pore 

21 volume? 

22 A. The pore volume was weighted at 35 percent 

23 of the formula. 

24 Q. You've d e a l t w i t h other p a r t i c i p a t i o n 

25 formulas f o r other u n i t s , have you not? 
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1 A. Yes . 

2 Q. In s e l e c t i n g a p a r t i c i p a t i o n formula t o be 

3 a p p l i e d t o the Corbin Queen, can you reach an 

4 engineering c o n c l u s i o n t h a t t h i s i s a f a i r and 

5 e q u i t a b l e formula? 

6 A . Yes . 

7 Q. Describe f o r us why you t h i n k i t ' s f a i r and 

8 equ i t able . 

9 A . Since there were questions as t o the 

10 comparison of producing character of the w e l l and the 

11 q u a l i t y of the primary p r o d u c t i o n on a d i r e c t 

12 comparison w i t h pore volume, we went ahead and then 

13 added i n the a d d i t i o n a l primary p r o d u c t i o n parameters 

14 i n t o the formula. That way, you know, we would get 

15 weighted pore volume, as w e l l as p r o d u c t i o n , t o t r y t o 

16 balance the unknowns or i n t e r p r e t a t i o n s or 

17 m i s i n t e r p r e t a t i o n s t h a t could come about i n the f i e l d . 

18 Q. By appl y i n g t h i s p a r t i c u l a r formula t o t h i s 

19 p o o l , does OXY get a b e n e f i t or an advantage over any 

20 other working i n t e r e s t owner? 

21 A. No, s i r . 

22 Q. I n f a c t , does any working i n t e r e s t owner 

23 receive a w i n d f a l l or an advantage over others by use 

24 of t h i s formula? 

25 A. No. 
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1 Q. The p a r t i c i p a t i o n f o r m u l a , have you shared 

2 t h a t proposed p a r t i c i p a t i o n f o r m u l a w i t h o t h e r w o r k i n g 

3 i n t e r e s t owners? 

4 A. Yes. We sent i t out e a r l i e r t h i s year and 

5 asked f o r comments. 

6 Q. Who are t h e major w o r k i n g i n t e r e s t owners? 

7 Don't g i v e me t h e whole l i s t , b u t g i v e me t h e major 

8 ones. 

9 A. B a s i c a l l y OXY, Conoco, Santa Fe Energy, and 

10 t h e n v a r i o u s w o r k i n g i n t e r e s t owners under T r a c t s 6 

11 and 7 w i t h Mr. McAlpine b e i n g one. 

12 Q. Did we have Yates i n v o l v e d i n t h i s u n i t ? 

13 A. Yes. 

14 Q. Have any of the w o r k i n g i n t e r e s t owners 

15 t h a t are o b v i o u s l y k nowledgeable about t h i s k i n d of 

16 t h i n g , ever propose t o you an a l t e r n a t i v e 

17 p a r t i c i p a t i o n f o r m u l a ? 

18 A. No. 

19 Q. Di d Mr. McAlpine ever o b j e c t t o your 

20 p a r t i c i p a t i o n f o r m u l a ? 

21 A. No. 

22 Q. Did he ever propose one of h i s own? 

23 A. No. 

24 Q. Did he have an o p p o r t u n i t y t o do so? 

25 A. Yes. 
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1 Q. Let's look at E x h i b i t No. 6, i f you would. 

2 Now, when we take the p a r t i c i p a t i o n f o r m u l a , have you 

3 come up wi t h a d i s p l a y t h a t represents how you've 

4 a l l o c a t e d the secondary recovery back t o the 

5 i n d i v i d u a l t r a c t s ? I s n ' t t h a t what we can do w i t h 

6 t h i s d i s p l a y ? 

7 A. Yes . 

8 Q. I t ' s to f i g u r e out the e q u i t y parameters 

9 and t o see the t r a c t p a r t i c i p a t i o n ? 

10 A. Yes. This E x h i b i t 6 shows the parameters 

11 t h a t were used i n the fo r m u l a , the f r a c t i o n of the 

12 t o t a l of t h a t parameter t h a t t h a t t r a c t would have, 

13 and then the t h i r d column under each i n d i v i d u a l 

14 parameter shows the percent of the formula t h a t t h a t 

15 t r a c t would have. 

16 Q. Okay. Let's s t a r t reading the d i s p l a y , 

17 E x h i b i t 6, and look at Tract 6. Find Tract 6. 

18 A. Okay. 

19 Q. When you read across, and cumeoil as of the 

20 A p r i l 89 date i s simply a repo r t e d number, i s i t not? 

21 A. Right. 

22 Q. So you r e l y upon reported i n f o r m a t i o n on 

23 cumulative o i l p r o d u c t i o n and get t h a t component to 

24 the formula? 

25 A. Right. 
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1 Q. The next major one i s the remaining 

2 rese rves f o r t h a t t r a c t . You have 208 b a r r e l s ? 

3 A. Right . 

4 Q. Is t h a t a l l ? 

5 A. That's what was fore c a s t e d at t h a t t i m e . 

6 Q. How do you make the f o r e c a s t of the 

7 rema i n i ng primary reserves? 

8 A. B a s i c a l l y an e s t r a p o l a t i o n from what the 

9 w e l l has done . 

10 Q. The c o n v e n t i o n a l t r a d i t i o n a l d e c l i n e curve 

11 a n a l y s i s per w e l l ? 

12 A. Yes . 

13 Q. And t h a t w i l l get the 208 f o r t h a t t r a c t ? 

14 A. Yes . 

15 Q. Then the c u r r e n t producing r a t e f o r t h a t 

16 t r a c t i s 17 b a r r e l s a month? I s t h a t a monthly 

17 number? 

18 A. Right . 

19 Q. Mr. McAlpine 1s i n t e r e s t i n Tract 6 i s i n a 

20 w e l l t h a t produces less than a h a l f a b a r r e l per day 

21 under primary production? 

22 A. Yes, approximately a h a l f a b a r r e l per day. 

23 Q. When we look at the pore volume c r e d i t f o r 

24 his t r a c t , under 6, you get almost 60 ac r e - f e e t ? 

25 A. Right . 
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1 Q. And then the l a s t t r a c t p a r t i c i p a t i o n 

2 percentage represents what? 

3 A. That's the a c t u a l p a r t i c i p a t i o n i n the u n i t 

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

5 Q. That's the end number a f t e r running the 

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

7 A. Rig h t . 

8 Q. Okay. When we look at the net phi-H number 

9 f o r an i n d i v i d u a l t r a c t and we look at page 38, i f you 

10 look at the pore volume map. I f you look at the pore 

11 volume map f o r each of the w e l l s there i s a number; 

12 f o r example, i n Tract No. 6 I t h i n k i t ' s 1.62. What 

13 does t h a t represent on page 38? Do you see Tract 2, I 

14 mean, Tract 6, you see the Well #2, the 1.62? What 

15 does t h a t represent? 

16 A. The 1.62 represents the c a l c u l a t e d 

17 d e n s i t y / p o r o s i t y f e e t , p o r o s i t y f e e t f o r t h a t w e l l , 

18 c a l c u l a t e d from the w e l l l o g . 

19 Q. When we loo k , t h e n , at the net pore volume 

20 f o r tha t Tract No. 6, i t ' s 60. How do you get the 

21 c a l c u l a t i o n ? What do you do? 

22 A. We planimeter the area of each of the 

23 contour l i n e s t h a t have been contoured on t h i s map, go 

24 through the formula f o r c a l c u l a t i n g volume based upon 

25 the area and t h i c k n e s s . 
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1 Q. And you ap p l i e d t h a t same methodology t o 

2 a l l the w e l l s , regardless of who had t h e i r ownership? 

3 A. Yes. 

4 Q. Let's go now t o E x h i b i t 7. What does 

5 E x h i b i t No. 7 show? 

6 A. E x h i b i t 7 shows the r e s u l t s of applying the 

7 t r a c t p a r t i c i p a t i o n formulas t o the remaining 

8 reserves, the secondary reserves, and then the a c t u a l 

9 economics f o r t h a t t r a c t based upon the p a r t i c i p a t i o n 

10 formula i n t e r e s t s . 

11 Q. When we look at the d i s p l a y , t h e n , f i r s t 

12 i t ' s the t r a c t number, the lease name, the w e l l 

13 number, remaining reserves. When we looked out and 

14 l e t ' s f i n d Tract No. 6, the one i n which Mr. McAlpine 

15 has an i n t e r e s t , t h a t ' s the Corbin Fee #1 w e l l , and we 

16 see 80 b a r r e l s . What does t h a t represent? 

17 A. That i s the b a r r e l s of remaining primary 

18 estimated from an e x t r a p o l a t e d d e c l i n e curve from 

19 March of 1990 data. 

20 Q. So when we compare 6 and 7, we're using a 

21 l i t t l e d i f f e r e n t time frame i n pegging the 

22 i n f o r m a t i o n ? 

23 A. Rig h t . 

24 Q. Okay. Why d i d you prepare number 7? What 

25 d i d you want to f i n d out? 
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1 A. We wanted to make sure t h a t under c u r r e n t 

2 c o n d i t i o n s t h a t the w a t e r f l o o d value f o r each t r a c t 

3 s t i l l exceeded the value f o r primary . 

4 Q. You had s a t i s f i e d y o u r s e l f i n 5/89 t h a t i t 

5 worked? 

6 A. Rig h t . 

7 Q. And you wanted t o v i s i t t h a t t o p i c again i n 

8 March of 1990 t o see i f i t was s t i l l a c o r r e c t 

9 conclusion? 

10 A. Right. 

11 Q. What d i d you conclude? 

12 A. That each one of the t r a c t s proposed t o be 

13 included i n the u n i t would have a d d i t i o n a l value under 

14 the u n i t i z e d o p e r a t i o n s . 

15 Q. How do we know t h a t by l o o k i n g at E x h i b i t 

16 No. 7? For example, f o r Tract 6 we know remaining 

17 p r i m a r i l y i s 80 b a r r e l s , secondary based on 

18 p a r t i c i p a t i o n I t h i n k i t ' s 7,000 b a r r e l s . How do you 

19 read the r e s t of i t ? 

20 A. Could you repeat t h a t ? 

21 Q. Yes, s i r . On t r a c t 6, reading h o r i z o n t a l l y 

22 along, we get to secondary, t h a t t r a c t ' s share of the 

23 secondary o i l recovery based on t h i s p a r t i c i p a t i o n 

24 formula? 

25 A. Ri g h t . 
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1 Q. Okay. What's t h e n e x t number? 

2 A . The n e x t number i s t h e r e m a i n i n g p r i m a r y 

3 d i s c o u n t e d net cash produced as of 1/1/91, t h e assumed 

4 s t a r t d a t e of t h e w a t e r f l o o d . 

5 Q. Why i s i t zero f o r T r a c t 6? 

6 A. I n our e s t i m a t i o n , t h e w e l l w i l l n ot have 

7 any r e m a i n i n g economic r e s e r v e s as of t h a t d a t e . 

8 Q. For t h e #1 w e l l , t h e n , i n T r a c t 6, i t has 

9 no f u r t h e r v a l u e under p r i m a r y p r o d u c t i o n ? 

10 A. R i g h t . 

11 Q. The secondary v a l u e i s what? 

12 A. $30,000. 

13 Q. What i s i n c r e m e n t a l secondary economics? 

14 The l a s t number, what i s t h a t ? 

15 A. T h a t ' s s i m p l y t h e v a l u e under secondary 

16 ope r a t i on s minus th e v a l u e of p r i m a r i l y . 

17 Q. The second t o t h e l a s t column and t h e l a s t 

18 column are go i n g t o be th e same i f t h e r e ' s a zero 

19 component f o r t h e p r i m a r y r e s e r v e s ? 

20 A. R i g h t . 

21 Q. L e t ' s look a t T r a c t 7, where t h e r e i s 

22 r e m a i n i n g p r i m a r y t r e n d , okay? T r a c t 7, r e m a i n i n g 

23 pr imar y i s 7,800 b a r r e l s ; secondary share i s 34,000 

24 b a r r e l s — 

25 A. R i g h t . 
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1 Q. - - a t t r i b u t a b l e t o t h a t t r a c t ? Okay. The 

2 remaining primary economics i s 68? What does t h a t 

3 r e p r e s e n t , $68,000? 

4 A. Yes, $68,000 i s the value from 1/1/91 of 

5 continued o p e r a t i o n s of t h a t w e l l . 

6 Q. And i t s economic value i s $147,000 d o l l a r s 

7 f o r the secondary reserves share. 

8 A. That inc l u d e s the secondary and primary 

9 reserves. 

10 Q. What i s the net g a i n , t h e n , under secondary 

11 operations? 

12 A. The net gain under secondary o p e r a t i o n s i s 

13 $79,000, the l a s t column. 

14 Q. For Mr. McAlpine and the working i n t e r e s t 

15 owners i n Tract 7, i f t h e i r t r a c t i s put i n t o t h i s 

16 w a t e r f l o o d o p e r a t i o n , t h e r e i s a net gain t o them of 

17 $80,000 f o r t h a t t r a c t ' s p a r t i c i p a t i o n ? 

18 A. Yes. 

19 Q. That t r a n s l a t e s back to some 34,000 b a r r e l s 

20 of o i l f o r t h a t t r a c t under secondary operations? 

21 A. Yes. 

22 Q. Should t h a t t r a c t be i n or out? 

23 A. I t should be i n . 

24 Q. Let me d i r e c t your a t t e n t i o n now to E x h i b i t 

25 No. 8. This i s your short summary of the v a r i o u s 
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1 e f f o r t s to e s t a b l i s h the s t u d i e s and complete the 

2 work? 

3 A. Yes. 

4 Q. A l l r i g h t . Let's go on t o E x h i b i t 9. Mr. 

5 T a y l o r , have you examined var i o u s a l t e r n a t i v e s , one of 

6 which i s the e x c l u s i o n of the two t r a c t s i n which Mr. 

7 McAlpine has an i n t e r e s t , Tract 6 and Tract 7? Have 

8 you examined t h a t ? 

9 A. Yes. 

10 Q. And i f those t r a c t s are excluded from the 

11 w a t e r f l o o d , what have you done t o analyze the impact 

12 of t h a t consequence? 

13 A. B a s i c a l l y , as an a l t e r n a t i v e , i f we could 

14 not use the Corbin #1 w e l l as an i n j e c t i o n w e l l , we 

15 f e e l l i k e we would need t o , as one a l t e r n a t i v e , set up 

16 a l i n e of producing w e l l s f o l l o w i n g the l i n e of the 

17 Federal "AE" #12 i n Section 3 down, and f o l l o w i n g the 

18 l i n e around. E s s e n t i a l l y t h i s blank area i n the map 

19 shows the pore volume t h a t would not be under 

20 w a t e r f l o o d o p e r a t i o n s . 

21 Q. Let me make sure we're c l e a r on the 

22 assumptions made i n t h i s a n a l y s i s on E x h i b i t No. 9. 

23 The f i r s t assumption i s t h a t n e i t h e r Tract 6 or 7 i s 

24 included? 

25 A. Ri g h t . 
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1 Q. The second assumption i s t h a t n e i t h e r of 

2 those two w e l l s i s converted f o r i n j e c t i o n regardless 

3 of whether they're i n or out of the u n i t ? 

4 A. Right. 

5 Q. The next assumption i s t h a t you've got to 

6 make some adjustment i n the i n j e c t o r p a t t e r n w i t h i n 

7 the u n i t , having excluded 6 and 7? 

8 A. Right. 

9 Q. What i s the adjustment, then, i n the 

10 i n j e c t i o n p a t t e r n ? 

11 A. B a s i c a l l y we dropped--we would end up 

12 dropping, I b e l i e v e i t ' s t h r e e i n j e c t i o n w e l l s . 

13 Q. A quick r e f e r e n c e , i f y o u ' l l t u r n t o page 

14 44 on your E x h i b i t 1. That shows your proposed p l a n , 

15 r i g h t ? 

16 A. Yes. 

17 Q. When you look i n the northwest of 3, t h a t 

18 proposed i n j e c t o r f o r the #12 w e l l has t o remain a 

19 producer? 

20 A. Yes. 

21 Q. When you look around i n the northeast of 

22 the southeast of 4, the #4 proposed i n j e c t o r must 

23 remain a producer? 

24 A. Yes. 

25 Q. You drop on down i n t o s e c t i o n - - ! guess 
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1 those are the only ones, r i g h t ? and then you lose the 

2 #1 as an i n j e c t o r ? 

3 A. Right. 

4 Q. I f those t r a c t s are excluded and n e i t h e r 

5 are a v a i l a b l e f o r i n j e c t i o n , do you see any 

6 a l t e r n a t i v e ? 

7 A. Yes. 

8 Q. A l l r i g h t . We w i l l t a l k about the other 

9 a l t e r n a t i v e s i n a minute. Let's explore t h i s 

10 s o l u t i o n , a l l r i g h t ? 

11 You've avoided i n j e c t o r s i n the immediate 

12 p r o x i m i t y t o Mr. McAlpine's t r a c t because of what? 

13 A. We would end up pushing o i l across lease 

14 l i n e s , and we wanted too avoid t h a t . 

15 Q. You're r e q u i r e d t o avoid t h a t , aren't you? 

16 A. Yes. 

17 Q. Having done t h a t , what do you q u a n t i f y t o 

18 be the magnitude of d e l e t i n g those two t r a c t s and 

19 a d j u s t i n g your i n j e c t i o n ? 

20 A. Based upon our estimated recovery f a c t o r 

21 f o r secondary reserves and the pore volume i n v o l v e d 

22 w i t h t h i s , we have estimated t h a t there would be about 

23 86,000 b a r r e l s of secondary o i l l e f t i n the ground. 

24 Q. Lost? 

25 A. Rig h t . 
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1 Q. You're not going t o get them, are you? 

2 A. Right. 

3 Q. Have you examined any other scenario t o see 

4 how to handle p o s s i b l e s o l u t i o n s w i t h Mr. McAlpine's 

5 Tracts 6 and 7? 

6 A. Yes, we have. 

7 Q. Okay. I would d i r e c t your a t t e n t i o n t o 

8 E x h i b i t No. 10. T e l l us what t h i s proposal i s . 

9 A. One po s s i b l e a l t e r n a t i v e would be t o , 

10 i n c l u d i n g these t r a c t s i n the u n i t , would be to set up 

11 lease l i n e i n j e c t i o n . The problem t h a t we ran i n t o 

12 here i s t h a t these two t r a c t s have d i f f e r e n t working 

13 i n t e r e s t owners which would e n t a i l , i n s t e a d of j u s t 

14 one lease l i n e i n j e c t o r , i t would e n t a i l 

15 d r i l l i n g — having three lease l i n e i n j e c t i o n w e l l s t o 

16 keep o i l from being pushed across lease l i n e s . 

17 Q. Tract 6, as you understand stand, i s a 

18 separate lease t h a t has d i f f e r e n t i n t e r e s t owners w i t h 

19 d i f f e r e n t percentages from Tract 7? 

20 A. That's what I understand, yes. 

21 Q. Recognizing t h a t as a problem, what would 

22 you do w i t h your i n j e c t o r s along t h a t common boundary 

23 w i t h those two d i f f e r e n t l y owned t r a c t s ? You would 

24 have t o put i n j e c t o r s to p r o t e c t each of those t r a c t s , 

25 would you not? 
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1 A. Yes. That's why we have the three 

2 i n j e c t o r s . 

3 Q. What's the b e n e f i t to the u n i t of doing 

4 tha t ? 

5 A. The u n i t should recover approximately the 

6 same amount of o i l under t h i s o p e r a t i o n . I t might be 

7 s l i g h t l y l e s s , but on an o v e r a l l t here's not a l a r g e 

8 d i f f e r e n c e i n the u l t i m a t e w a t e r f l o o d recove ry . 

9 Q. A l l r i g h t . So the 86,000 b a r r e l s t h a t are 

10 at r i s k , i f we do the s o l u t i o n on E x h i b i t 9, i t can be 

11 solved by d r i l l i n g t h r e e more i n j e c t o r s ? 

12 A. Yes. 

13 Q. At what economic cost? 

14 A. That would cost us approximately $330,000. 

15 That 's e s t i m a t i n g $150,000 f o r the cost of d r i l l i n g 

16 i n j e c t i o n w e l l s and then s u b t r a c t i n g o f f the cost of 

17 the w e l l conversions t h a t would not be conve r t e d from 

18 the previous p a t t e r n . 

19 Q. To recover the 86,000 b a r r e l s of o i l f o r 

20 the $330,000, does t h a t work? 

21 A. Huh? 

22 Q. I s ther e a p o s i t i v e net p r o f i t fo r spending 

23 the money t o gain t h a t a d d i t i o n a l o i l ? 

24 A. No. We could recover the same amount of 

25 o i l w i t h o u t t h a t $330,000 e x p e n d i t u r e . 
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1 Q. And how would you accomplish t h a t ? 

2 A. By the proposed i n c l u s i o n of Tra c t s 6 and 7 

3 i n the u n i t . 

4 Q. I f they're excluded, then, i n order t o 

5 p r o t e c t the u n i t you're going t o have t o spend 

6 $330,000 t h a t you would not otherwise have t o spend--

7 A. Yes. 

8 Q. - - t o recover the same amount of o i l ? 

9 A. Right. 

10 Q. Let's go t o E x h i b i t No. 11. One of the 

11 items on Mr. Stogner's c h e c k l i s t of t h i n g s t o look at 

12 when we do t h i s f o r him i s t o t a l k about the cost of 

13 conversion to c a p i t a l investments, t h a t component t o 

14 the process. Describe f o r us what you've t a b u l a t e d on 

15 E x h i b i t No. 11? 

16 A. E x h i b i t 11 i s the proposed or estimated 

17 cost of w e l l conversions on the top p o r t i o n . I t shows 

18 the breakdown of what i s expected t o be done. The 

19 t o t a l f o r a w e l l would be approximately $30,000. For 

20 a l l 12 w e l l conversions, i t would sum to be $360,000. 

21 Q. This i s the i t e m i z a t i o n , then, of your 

22 opening remarks, t o say t h a t the investment f o r 

23 w a t e r f l o o d was $888,000? 

24 A. Yes. 

25 Q. This shows you how you get t h a t number, 
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1 r i g h t ? 

2 A. Right. 

3 Q. I n your o p i n i o n , i s t h i s a f a i r , reasonable 

4 and accurate assessment of the cost to be expended f o r 

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

6 A. Yes. This work was done by other 

7 engineering s t a f f in-house and should be p r e t t y close 

8 t o the a c t u a l e x p e n d i t u r e s , I t h i n k . 

9 Q. Let's t u r n now to the d e t a i l s of the 

10 o p e r a t i o n s . Have you provided a summary sheet t o t a l k 

11 about the o p e r a t i o n a l d e t a i l s ? 

12 A. Yes. 

13 Q. That's E x h i b i t No. 12? 

14 A. E x h i b i t No. 12 shows our expected 

15 o p e r a t i o n a l data t h a t we expect to have under 

16 w a t e r f l o o d o p e r a t i o n . We would expect 13 producing 

17 w e l l s w i t h 12 i n j e c t i o n w e l l s on an 80-acre f i v e - s p o t 

18 p a t t e r n ; conversion costs f o r the i n j e c t i o n w e l l s at 

19 $30 ,000 per w e l l . 

20 Our i n j e c t i o n water sources we've 

21 i d e n t i f i e d as being the O g a l l a l a , the Bone Spring and 

22 produced Queen water. 

23 Our i n j e c t i o n p l a n t f a c i l i t i e s , $530,000; 

24 i n j e c t i o n pressure i n i t i a l l y of 840 p s i w i t h 

25 e x p e c t a t i o n s t o increase t h a t a f t e r s t e p - r a t e 
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1 t e s t i n g . A t o t a l investment of approximately 

2 $890,000. 

3 Our estimated peak r a t e under w a t e r f l o o d 

4 p r o t e c t i o n of 900 b a r r e l s of o i l per day f o r the f i e l d 

5 compared t o the c u r r e n t r a t e of approximately 45 

6 b a r r e l s per day; and from our d e c l i n e curve 

7 e x t r a p o l a t i o n s , we've estimated t h a t there w i l l be 

8 producing w e l l s i n the f i e l d f o r up to 14 years; under 

9 secondary op e r a t i o n s t h i s would be reduced t o 

10 approximately seven years and produce a d d i t i o n a l o i l 

11 over primary recovery. 

12 Q. I n summary, then, Mr. T a y l o r , can you 

13 conclude, based upon your engineering s t u d i e s and your 

14 c a l c u l a t i o n s , t h a t the proposed u n i t i s one t h a t i s 

15 reasonably d e f i n e d by development at t h i s p o i n t ? 

16 A. Yes. 

17 Q. In your o p i n i o n , i s i t t i m e l y t o i n s t i t u t e 

18 secondary recovery operations under u n i t plans i n 

19 order to recover secondary o i l t h a t would not 

20 otherwise be recovered? 

21 A. Yes. 

22 Q. I n your o p i n i o n , are the estimated 

23 a d d i t i o n a l costs of conducting u n i t i z e d o p e r a t i o n s not 

24 t o exceed the estimated value of the a d d i t i o n a l o i l or 

25 gas to be recovered plus a reasonable p r o f i t to a l l 
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1 the i n t e r e s t owners? 

2 A. Yes. 

3 Q. Have you s a t i s f i e d y o u r s e l f and can you 

4 reach the engineering c o n c l u s i o n t h a t the 

5 p a r t i c i p a t i o n formula as you've suggested and as 

6 contained i n the documents i s one t h a t a l l o c a t e s the 

7 produced and saved u n i t i z e d hydrocarbons t o the 

8 i n d i v i d u a l l y owned t r a c t s i n the u n i t area on a f a i r , 

9 reasonable, and e q u i t a b l e basis and p r o t e c t s the 

10 c o r r e l a t i v e r i g h t s of a l l owners of i n t e r e s t w i t h i n 

11 the u n i t ? 

12 A. Yes. 

13 Q. Can you reach the engineering c o n c l u s i o n , 

14 Mr. T a y l o r , t h a t the o p e r a t i o n s of w a t e r f l o o d under 

15 t h i s s t a t u t o r y u n i t i z a t i o n plan w i l l be one t h a t 

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

17 A. Right. 

18 Q. Have you s a t i s f i e d y o u r s e l f to a reasonable 

19 engineering c e r t a i n t y t h a t the implementation of t h i s 

20 p r o j e c t w i l l r e s u l t i n a d d i t i o n a l incremental o i l i n 

21 the range of 500- to 600,000 b a r r e l s of o i l ? 

22 A. Yes. 

23 Q. Are you s a t i s f i e d t h a t the method of 

24 o p e r a t i o n , as i t ' s been communicated to you, i s one 

25 t h a t ' s f e a s i b l e , w i l l prevent waste and w i l l r e s u l t 
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1 w i t h reasonable p r o b a b i l i t y i n the increased recovery 

2 of s u b s t a n t i a l l y more o i l and gas from the u n i t i z e d 

3 f o r m a t i o n than would otherwise be recovered? 

4 A. Yes. 

5 Q. Do you, as an engineer, conclude and agree 

6 w i t h Mr. Doty t h a t the boundaries of t h i s u n i t are 

7 reasonable and f a i r ? 

8 A. Yes. 

9 MR. KELLAHIN: That concludes my 

10 examination of Mr. Taylor on the t o p i c of s t a t u t o r y 

11 u n i t i z a t i o n . He i s also the witness w i l l discuss i n 

12 d e t a i l the C-108 p r o v i s i o n s t h a t are necessary f o r the 

13 implementation of the w a t e r f l o o d , but perhaps we might 

14 take a break at t h i s p o i n t or — 

15 EXAMINER STOGNER: Sounds good. Let's take 

16 a 15-minute recess. 

17 (Thereupon, a recess was taken.) 

18 EXAMINER STOGNER: This hearing w i l l come 

19 t o order. Mr. K e l l a h i n ? 

20 MR. KELLAHIN: Thank you, Mr. Examiner. 

21 Q. (BY MR. KELLAHIN) Mr. T a y l o r , l e t me t u r n 

22 w i t h you to the t o p i c of Commission Form C-108. Have 

23 you and others w i t h OXY prepared and t a b u l a t e d the 

24 data r e q u i r e d f o r the Commission Form C-108? 

25 A. Yes, we have. 
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1 Q. Have you done t h a t i n accordance w i t h the 

2 D i v i s i o n r u l e s and procedures f o r the approval of 

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

4 A. Yes. 

5 Q. I f you w i l l t u r n t o the black e x h i b i t book 

6 and i f y o u ' l l t u r n t o the l a s t set of e x h i b i t s , a l l 

7 the documentation, then, f o r the C-108 i s i d e n t i f i e d 

8 by E x h i b i t 13? 

9 A. Yes. 

10 Q. Turn past the D i v i s i o n form and get us t o 

11 the f i r s t d i s p l a y . Again, what i s t h i s ? 

12 A. This i s the p l a t showing the proposed 

13 i n j e c t i o n w e l l s f o r the w a t e r f l o o d u n i t . 

14 Q. Do the proposed i n j e c t i o n w e l l s themselves 

15 f a l l i n t o any c a t e g o r i e s of types of i n j e c t i o n 

16 completions? Do you have d i f f e r e n t proposed ways of 

17 i n s t a l l i n g i n j e c t i o n s i n t o these producing w e l l s ? 

18 A. No. The i n j e c t o r s are proposed t o be 

19 completed almost i d e n t i c a l , given the d i f f e r e n c e s from 

20 w e l l t o w e l l . 

21 Q. I f we look behind the l o c a t o r map th e r e ' s a 

22 wel l b o r e schematic. What does t h i s represent? 

23 A. This i s our proposed completion schematic 

24 f o r the i n j e c t i o n w e l l s i n the u n i t . A t y p i c a l 

25 schematic i s showing the packer l o c a t i o n , the 
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1 approximate packer l o c a t i o n s and t u b i n g s t r i n g . 

2 Q. This i s i d e n t i f i e d as the Federal "AE" #1 

3 but i t would apply to a l l the other i n j e c t o r s ? 

4 A. Yes. 

5 Q. Why do we f i n d the schematic behind t h i s 

6 f i r s t page, which says f o r the Corbin Fee #1? 

7 A. OXY does not operate t h a t w e l l so we set i t 

8 up s e p a r a t e l y f o r t h i s form. 

9 Q. Other than the f a c t i t ' s not operated by 

10 OXY, the method f o r conversion of t h a t w e l l , i s i t 

11 s i m i l a r to the method f o r a l l the other i n j e c t i o n 

12 wells? 

13 A. Yes, i t i s . 

14 EXAMINER STOGNER: Before we go any 

15 f u r t h e r ; Mr. T a y l o r , on the Queen p e r f s , do you 

16 purpose t o make any a d d i t i o n a l p e r f s or u t i l i z e the 

17 p e r f s which are already e x i s t i n g i n each each w e l l ? 

18 THE WITNESS: Right now we don't have any 

19 plans f o r a d d i t i o n a l p e r f o r a t i o n s . 

20 EXAMINER STOGNER: So y o u ' l l j u s t use the 

21 e x i s t i n g ones? 

22 THE WITNESS: R i g h t . The w e l l s were 

23 h y d r a u 1 i c a l l y f r a c ' d on compl e t i o n , so I t h i n k w e ' l l 

24 have good v e r t i c a l communication. 

25 EXAMINER STOGNER: Thank you. Mr. 
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1 K e l l a h i n ? 

2 Q. (BY MR. KELLAHIN) a l l of the w e l l s t h a t 

3 OXY proposes t o convert to i n j e c t i o n , do they have the 

4 same number of f e e t of surface casing on them? Look 

5 at your schematic. 

6 A. Approximately, yes. 

7 Q. That's an approximation, then, t o give us a 

8 sample of how t h i s was done? 

9 A. Yes. 

10 Q. When we look at the one i n the Corbin Fee 

11 i t appears to be very s i m i l a r to the ones you have? 

12 Their surface casing s t r i n g i s set a l i t t l e deeper? 

13 A. Rig h t . 

14 Q. The method of proposed i n j e c t i o n , t h e n , f o r 

15 a l l these w e l l s , i s one t h a t meets the c r i t e r i a f o r 

16 the O i l Conservation D i v i s i o n ' s approval of these 

17 wells? 

18 A. Yes. 

19 Q. A f t e r t h a t what have you put i n the book? 

20 A. We have i n d i v i d u a l w e l l data sheets f o r 

21 each of the w e l l s i n v o l v e d , and then--

22 Q. A f t e r we t u r n through a l l the i n d i v i d u a l 

23 w e l l data sheets you get to a map again t h a t has a 

24 bunch of c i r c l e s i n i t . This one. 

25 A. Yes. 
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1 Q. What's the purpose of t h i s ? 

2 A. This shows, on a g e n e r a l , more l a r g e r map, 

3 i t shows the l o c a t i o n of the proposed i n j e c t i o n w e l l s . 

4 Q. Okay. Turn the page. You have an area 

5 described around these i n j e c t i o n w e l l s t h a t you've 

6 proposed. What does t h a t represent? 

7 A. That represents the h a l f - m i l e radius of 

8 i n v e s t i g a t i o n f o r w e l l s t h a t need t o be i d e n t i f i e d f o r 

9 the C-108 form t h a t penetrated the Queen f o r m a t i o n . 

10 Q. In compliance w i t h those requirements, have 

11 you, i n f a c t , provided an i n d i v i d u a l schematic f o r 

12 each of the w e l l s t h a t i s w i t h i n the h a l f - m i l e area of 

13 review? 

14 A. Yes, I have. 

15 Q. And t h a t ' s what's represented behind the 

16 l o c a t o r map? 

17 A. Yes. 

18 Q. In summary, based upon t h a t a n a l y s i s , do 

19 you f i n d any w e l l s t h a t might be c h a r a c t e r i z e d as 

20 problem w e l l s , where you are not yet c o n f i d e n t t h a t 

21 those w e l l s are p r o p e r l y cemented or plugged and 

22 abandoned, or t h a t you don't have s u f f i c i e n t 

23 i n f o r m a t i o n t o be co n f i d e n t ? 

24 A. Yes. 

25 Q. Where, w i t h i n t h i s area, then, do you 
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1 i d e n t i f y any w e l l s t h a t r e q u i r e f u r t h e r i n v e s t i g a t i o n 

2 by you and OXY before you i n s t i t u t e i n j e c t i o n w i t h an 

3 i n j e c t o r w i t h i n a h a l f - m i l e of t h a t w e l l ? 

4 A. There are two w e l l s i n the northeast 

5 p o r t i o n of the area of i n v e s t i g a t i o n . The w e l l i n 

6 Section 34, j u s t i n the extreme southwest corner, the 

7 Wyatt Federal "B" #1, and the w e l l i n Section 3 of 

8 Township 18 South. I b e l i e v e the name of t h i s w e l l 

9 was the Corbin Federal "B" #3. 

10 Q. Do you have schematics f o r each of those 

11 w e l l s i n the e x h i b i t book? 

12 A. Yes. 

13 Q. Have you r a i s e d or made i n q u i r y of the area 

14 supervisor f o r the O i l Conservation D i v i s i o n 

15 concerning i n f o r m a t i o n he may have about those two 

16 wells? 

17 A. Yes. 

18 Q. That would be Mr. J e r r y Sexton? 

19 A. Right. 

20 Q. Has Mr. Sexton yet acted upon your request 

21 f o r h i s d e t e r m i n a t i o n of whether or not those two 

22 w e l l s are p r o p e r l y cemented so t h a t you can commence 

23 i n j e c t i o n i n t o what i s proposed as the #12 well? 

24 A. The i n f o r m a t i o n we've got i n d i c a t e s t h a t we 

25 w i l l need t o go i n and plug these w e l l s p r o p e r l y . 
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1 Q. Your p l a n t h e n i s t o not i n j e c t i n t o t h e 

2 #12 i n j e c t o r i n t h e , I guess t h a t ' s t h e southwest of 

3 t h e n o r t h w e s t of 3? 

4 A. R i g h t . 

5 Q. That's t h e #12 i n j e c t o r ? You w i l l n o t 

6 c o n v e r t t h a t t o i n j e c t i o n u n t i l you've s a t i s f i e d Mr. 

7 Sexton t h a t the two w e l l s you've a l r e a d y i d e n t i f i e d 

8 have been p r o p e r l y cemented? 

9 A. R i g h t . 

10 Q. Other t h a n t h o s e two w i t h i n t h e h a l f - m i l e 

11 area of r e v i e w , do you f i n d any o t h e r problem w e l l ? 

12 A. No. 

13 Q. Do you propose t o i n s t i t u t e w a t e r f l o o d 

14 u s i n g some l i m i t a t i o n o f your s u r f a c e i n j e c t i o n 

15 p r e s s u r e ? 

16 A. R i g h t now we propose t o s t a r t a t an 

17 i n j e c t i o n p r e s s u r e of 840 p s i . 

18 Q. W i l l t h a t c o n v e r t t o .2 p s i per f o o t of 

19 depth? 

20 A. T h a t ' s e q u i v a l e n t t o .2 p s i per f o o t , yeah 

21 Q. What's t h a t p r e s s u r e a gain? 

22 A. 840 p s i . 

23 Q. What i s t h e source of t h e water t o be used 

24 f o r t h e w a t e r f l o o d ? 

25 A. There are t h r e e s e p a r a t e sources t h a t we 
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1 propose to use i n the w a t e r f l o o d . One source would be 

2 produced water from the Bone Spr i n g , the other source 

3 would be f r e s h water from the O g a l l a l a , and then the 

4 t h i r d would be a c t u a l produced water from the Ce n t r a l 

5 Corbin Queen F i e l d i n the Queen zone. 

6 Q. With the exception of the i n j e c t o r on Tract 

7 7, the r e s t of these i n j e c t o r s would be lo c a t e d on BLM 

8 f e d e r a l o i l and gas leases? 

9 A. Yes. 

10 Q. What i s your knowledge about the deepest 

11 known producing f r e s h water sands i n t h i s area? 

12 A. There are no c u r r e n t l y producing f r e s h 

13 water sands i n t h i s area. 

14 Q. Do you know where f r e s h water, i f any, i s 

15 u t i l i z e d i n t h i s area? How i t gets there? I s f r e s h 

16 water piped i n , or i s ther e simply no use of the 

17 surface here t h a t r e q u i r e s f r e s h water? 

18 A. There's no use of the surface at t h i s t i m e . 

19 Q. Have you run any c o m p a t i b i l i t y t e s t s or 

20 made examinations of the composition of the i n j e c t e d 

21 f l u i d s ? 

22 A. Yes, we have. 

23 Q. And what conclusion do you reach from an 

24 examination of t h a t i n f o r m a t i o n ? 

25 A. That the waters proposed t o be used i n the 
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1 w a t e r f l o o d are a l l compatible. We ran t e s t s on the 

2 Bone Spring and Corbin Queen water, the C e n t r a l Corbin 

3 Queen water, and also f r e s h water and C e n t r a l Corbin 

4 Queen water, and both i n d i c a t e d t h a t they would be 

5 compatible f o r w a t e r f l o o d o p e r a t i o n s . 

6 Q. The documentation t o support those 

7 conclusions i s set f o r t h towards the end of E x h i b i t 

8 No. 13? 

9 A. Yes. There's two r e p o r t s , one from Unichem 

10 I n t e r n a t i o n a l Laboratory concerning the Bone Spring 

11 and C e n t r a l Corbin water, and the second i s an 

12 I n t e r o f f i c e L e t t e r from C i t i e s Service O i l and Gas 

13 Corporation concerning the C e n t r a l Corbin Queen 

14 produced water and f r e s h water from the O g a l l a l a . 

15 Q. To your knowledge, has OXY or you received 

16 any o b j e c t i o n from any of the owners at the surface 

17 f o r these i n j e c t o r s ? 

18 A. No. 

19 Q. When we t u r n t o the l a s t page i n the 

20 e x h i b i t book, what i s shown there? 

21 A. The l a s t page i s a w e l l c r o ss-reference 

22 showing the c u r r e n t lease name and operator on each 

23 t r a c t and the w e l l number, and then the f i n a l column 

24 i s the w e l l number under the proposed u n i t 

25 d e s i g n a t i o n . 
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1 Q. I f Mr. Stogner determines i t a p p r o p r i a t e t o 

2 appr ove the w a t e r f l o o d p r o j e c t , can he r e l y upon t h i s 

3 t a b u l a t i o n of w e l l s t o i d e n t i f y the l i s t of i n j e c t o r s 

4 fo r approval? 

5 A. Yes . 

6 Q. This w i l l c o n t a i n a l l the proposed 

7 i n j ect or s? 

8 A. Yes . 

9 Q. The method of o p e r a t i o n , w i l l t h a t be one 

10 where you have a way to monitor the pressure on the 

11 annular space between the t u b i n g and the casing? 

12 A. Yes . 

13 Q. W i l l you f i l l t h a t space w i t h some i n e r t 

14 f l u i d ? 

15 A. Yes, w e l l , t y p i c a l packer f l u i d . 

16 Q. The range of e x p e c t a t i o n i n the i n j e c t i o n 

17 rates i s what , s i r ? 

18 A. For each i n d i v i d u a l w e l l ? 

19 Q. No, a general range. What volume of 

20 b a r r e l s of water a day f o r i n j e c t o r s . 

21 A. I t would be approximately 200 b a r r e l s per 

22 day . 

23 Q. Is t h a t based upon your experience w i t h the 

24 E-K wate r f l o o d ? 

25 A. Yes. That's an average from the i n j e c t i o n 
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1 h i s t o r y i n the North E-K F i e l d . 

2 Q. Do you see any i n d i c a t i o n , based upon your 

3 study, of there being any h y d r o l o g i c connection 

4 between the f l o o d i n the Queen f o r m a t i o n and any fr e s h 

5 water sands i n shallower depths? 

6 A. No. 

7 Q. I n f a c t , we don't have any knowledge of any 

8 fr e s h water sands being produced i n the area, i s t h a t 

9 c o r r e c t ? 

10 A. Right. 

11 Q. Except f o r the two problem w e l l s you've 

12 i d e n t i f i e d i n p r o x i m i t y t o the #12 i n j e c t o r , are you 

13 aware of any other reason the Examiner should not 

14 approve the w a t e r f l o o d operation? 

15 A. No. 

16 MR. KELLAHIN: That concludes my 

17 examination of Mr. T a y l o r . We would move the 

18 i n t r o d u c t i o n of h i s E x h i b i t s 3 through 13. 

19 EXAMINER STOGNER: Are there any 

20 o b j e c t i o n s ? 

21 MR. PADILLA: No o b j e c t i o n s . 

22 EXAMINER STOGNER: E x h i b i t s 3 through 13 

23 w i l l be admitted i n t o evidence at t h i s t i m e . 

24 I ' l l pass the witness t o you, Mr. P a d i l l a . 

25 
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1 EXAMINATION 

2 BY MR. PADILLA: 

3 Q. Mr. T a y l o r , l e t me ask you some q u e s t i o n s 

4 on t h i s C-108, and I ' l l t r y t o be v e r y b r i e f . 

5 MR. PADILLA: I have a page i n here t h a t 

6 says " E x h i b i t No. 9 based on Tom's r e s e a r c h . " Do you 

7 know what t h a t i s ? 

9 logs t h a t had been on f i l e f o r t h e i n j e c t o r w e l l s . 

10 The C-108 asks you t o document f o r t h e D i v i s i o n 

11 whether l o g s of t h e i n j e c t o r s are a v a i l a b l e and i f not 

12 t o s u p p l y them, and t h a t ' s what's t o go t h e r e and i t ' s 

13 not t h e r e . 

14 MR. PADILLA: Okay. I don ' t have any 

15 problem w i t h t h a t . 

16 Q. (BY MR. PADILLA) t h e r e i s a September 9, 

17 1986 l e t t e r a u t h o r e d by Loyd Nixon t o Rebecca Egg. Do 

18 you have t h a t ? 

19 A. Yes. 

20 Q. The f i r s t c o n c l u s i o n s on t h a t l e t t e r 

21 s t a t e s , "The produced b r i n e i t s e l f i s v e r y l i k e l y t o 

22 be s c a l i n g CaCO-3 , and p o s s i b l e gypsum (Ta b l e I ) . " 

23 What ty p e of s c a l i n g i s t h i s r e f e r r i n g t o ? 

24 A. The s c a l e from t h e produced water t h a t 

25 would be d e p o s i t e d i n t h e pumps and i n t h e w e l l b o r e 

8 MR. KELLAHIN: I t had t o do w i t h a l i s t of 
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1 t u b i n g , surface equipment, t h a t s o r t of t h i n g . 

2 Q. Does t h i s increase o p e r a t i n g expenses? 

3 A . Yes, f o r the producing w e l l , yes, i t would 

4 tends to increase o p e r a t i n g expenses. 

5 Q. About how much? Let me ask t h a t f i r s t . 

6 A. A l o t of t h a t would depend upon the 

7 s e v e r i t y of the s c a l i n g problem. From my 

8 conversations w i t h our oper a t i o n s engineer, we r e a l l y 

9 haven't seen a lar g e e f f e c t of t h a t i n a c t u a l f i e l d 

10 o p e r a t i o n s . So i t ' s e s s e n t i a l l y n e g l i g i b l e i n t h i s 

11 case. 

12 Q. What does the word "very l i k e l y " i n d i c a t e ? 

13 I t seems t o me t h a t ' s c o n t r a r y t o what you're t e l l i n g 

14 me now. I t ' s going t o occur? I s n ' t t h i s what t h i s 

15 l e t t e r says? 

16 A. My i n t e r p r e t a t i o n i s t h a t i f you look at 

17 Table I of t h i s l e t t e r , he b a s i c a l l y went o f f of the 

18 composition and what happened i n the l a b o r a t o r y under 

19 the l a b o r a t o r y c o n d i t i o n s , and the r e s u l t s of t h a t , I 

20 t h i n k h i s statement said i t would l i k e l y p r e c i p i t a t e 

21 s c a l e . 

22 Q. Do you have any p a r a f i n problems i n t h i s 

23 area i n t h i s f i e l d ? 

24 A. No. 

25 Q. How about s a l t problems? 
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1 A. Yes. T a l k i n g t o the o p e r a t i o n s engineer, 

2 he d i d i n d i c a t e t h a t they had a few pumps, two or 

3 three w e l l s t h a t we operate, t h a t had e x h i b i t e d some 

4 s a l t problems, w i t h s a l t forming on the pump, the 

5 bottom-hole pump. 

6 Q. How does t h a t increase the o p e r a t i n g 

7 expenses? 

8 A. We l l , i t would increase--when you're 

9 producing the w e l l , you would end up having to change 

10 out the pump a l i t t l e more o f t e n , and, i n t h i s 

11 p a r t i c u l a r case, t h a t ' s p r e t t y much i t . 

12 Q. Do you r e q u i r e a p u l l i n g u n i t to change the 

13 pump when you do t h i s ? 

14 A. Yes. 

15 Q. How o f t e n do you a n t i c i p a t e having the 

16 p u l l i n g u n i t out there t o take care of t h i s k i n d of 

17 problem? 

18 A. From j u s t i n f e r e n c e s t h e r e , I don't t h i n k 

19 i t ' s more than perhaps once a year. 

20 Q. Do your m a t e r i a l s r e f l e c t use of pumping 

21 u n i t s out there from time t o time? 

22 A. I don't understand your q u e s t i o n . 

23 Q. Does anything i n your m a t e r i a l s i n d i c a t e 

24 what type of ope r a t i o n s you a n t i c i p a t e from time to 

25 t i m e , say, on a weekly b a s i s , a monthly b a s i s , 
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1 semi-annual b a s i s , t h a t would increase o r d i n a r y 

2 o p e r a t i n g expenses f o r the pool or the w a t e r f l o o d ? 

3 A. Well, b a s i c a l l y under a w a t e r f l o o d we use 

4 $1,500 per w e l l per month i n our w a t e r f l o o d economics, 

5 w a t e r f l o o d o p e r a t i o n , compared t o $150 per w e l l per 

6 month under primary. 

7 Q. Does t h a t $1,500 inc l u d e a d m i n i s t r a t i v e 

8 overhead? 

9 A. No, i t doesn 1 1 . 

10 Q. Do you know what a d m i n i s t r a t i v e overhead 

11 f o r each w e l l i s going t o be out there? 

12 A. No, I don't. 

13 Q. Let me r e f e r you to the l a s t page on t h i s 

14 e x h i b i t attached t o the C-108. I don't understand. 

15 On Tract No. 5 you have Santa Fe. I s t h a t Santa Fe 

16 Energy or Santa Fe E x p l o r a t i o n ? 

17 A. Santa Fe Energy. 

18 Q. And the "not use" i n d i c a t e s t h a t you're not 

19 going t o use t h a t w e l l f o r an i n j e c t o r , i s t h a t r i g h t ? 

20 A. Rig h t . C u r r e n t l y t h e r e ' s no plans t o use 

21 i t . 

22 Q. Let's go on now t o , you made a comparison 

23 between E x h i b i t No. 3 and your E x h i b i t No. 4, and 

24 c o r r e c t me i f I'm mistaken, but you i n d i c a t e d t h a t you 

25 had b a s i c a l l y the same type of d e c l i n e or the same 
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1 type of curve f o r both the proposed C e n t r a l Corbin 

2 Queen Unit and the E-K Queen F i e l d , c o r r e c t ? 

3 A. Yes. That's b a s i c a l l y p r o d u c t i o n versus 

4 t ime. 

5 Q. As f a r as the time i s concerned, the 

6 E x h i b i t No. 4 covers the pe r i o d from 1961 t o 1986, and 

7 t h a t ' s approximately a 25-year p e r i o d . E x h i b i t No. 3 

8 covers the pe r i o d from--what?--1985 through 1989? 

9 A. Right. 

10 Q. That's a much s h o r t e r period? 

11 A. Ri g h t . 

12 Q. Given the d i f f e r e n c e , how can you make t h a t 

13 kind of comparison as f a r as time i s concerned? How 

14 can you say t h a t both curves were the same, i n other 

15 words? 

16 A. W e l l , I t h i n k what I said was the curves 

17 were s i m i l a r i n t h a t the North E-K Queen F i e l d has a 

18 l a r g e jump from a p i l o t f l o o d and then they went t o a 

19 f u l l f i e l d f l o o d . We in t e n d t o go t o a f u l l f i e l d 

20 f l o o d i n i t i a l l y . There are some v a r i a t i o n s l i k e t h a t , 

21 but e s s e n t i a l l y they're approximately the same. 

22 Q. Because of t h i s time d i f f e r e n c e , aren't you 

23 r e a l l y t a l k i n g about apples and oranges? 

24 A. No, I don't t h i n k so. 

25 Q. But t h a t ' s debatable, you would agree? 
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1 A. Well, without any other evidence, any 

2 evidence to the c o n t r a r y , I would tend t o b e l i e v e t h a t 

3 we're going t o recover o i l at l e a s t as f a s t as they 

4 d i d i n the E-K Queen i n the w a t e r f l o o d - - I 1 m s o r r y , the 

5 North E-K. 

6 I n f a c t , l o o k i n g at the p r o d u c t i o n curve, I 

7 don't have t h a t as an e x h i b i t , but l o o k i n g at the 

8 pr o d u c t i o n curve f o r the E-K f i e l d , the w a t e r f l o o d 

9 response from t h a t was a l o t steeper and a l o t quicker 

10 and a l o t higher than the rates under primary 

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

12 Q. Let me see i f I understand. What i s the 

13 l i f e of t h i s p r o j e c t t h a t OXY i s using? Do you have a 

14 l i f e f o r the p r o j e c t ? 

15 A. We're e s t i m a t i n g i t , from the economics, at 

16 about seven or e i g h t years. 

17 Q. So i f I look at your E x h i b i t No. 3 from 

18 1991 through 1999, I'm l o o k i n g at approximately n i n e , 

19 e i g h t and a h a l f years? I s t h a t f a i r t o say? As I 

20 understand t h a t , you're going t o commence sometime i n 

21 1991 your w a t e r f l o o d , c o r r e c t ? 

22 A. Right. 

23 Q. And the p r o j e c t w i l l s t i l l continue or be 

24 i n o p e r a t i o n i n 1999, according t o t h i s curve? 

25 A. We l l , according t o t h i s curve. This i s the 
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1 way we have p r o d u c t i o n scheduled out i n our 

2 economics. The exact c u t o f f was, I t h i n k , i n 1998 f o r 

3 an economic b a s i s . But to be sure, you know, we have 

4 i n our economic a n a l y s i s t h e r e ' s an economic c u t o f f , 

5 and once we h i t an economic l i m i t t h i s w i l l 

6 e s s e n t i a l l y shut o f f the p r o d u c t i o n . 

7 Q. Y o u ' l l t u r n o f f the i n j e c t o r s ? I s t h a t 

8 what you're saying? 

9 A. Shutdown the i n j e c t i o n . What I was s t a t i n g 

10 i s , l i f e of the w a t e r f l o o d was f o r a c t u a l i n j e c t i o n 

11 when i t became uneconomic t o i n j e c t water f o r the 

12 amount of p r o d u c t i o n we're r e c e i v i n g . 

13 Q. A f t e r t h a t you're j u s t simply going t o 

14 produce the well s ? 

15 A. Right. 

16 Q. Without i n j e c t i o n ? 

17 A. Ri g h t . 

18 Q. And t h a t ' s a l l - - w e l l , I guess I'm having a 

19 hard time understanding t h a t E x h i b i t 3 says y o u ' l l 

20 stop i n j e c t i o n i n 1998 or when your economic l i m i t 

21 a r r i v e s . 

22 A. We l l , E x h i b i t No. 3, e s s e n t i a l l y , i s the 

23 forecasted p r o d u c t i o n under u n i t o p e r a t i o n s . I t does 

24 not n e c e s s a r i l y r e f l e c t the economic l i m i t c u t o f f . I t 

25 was the way pr o d u c t i o n was scheduled o ut. 
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1 Q. Looking at E x h i b i t No. 4, i s the North E-K 

2 Queen F i e l d s t i l l under water or i n j e c t i o n ? 

3 A. No. 

4 Q. When d i d they d i s c o n t i n u e water i n j e c t i o n ? 

5 A. I b e l i e v e i t was about 1982 or 1983. The 

6 f i e l d has c u r r e n t l y been disbanded. We have taken 

7 over operations of a couple of the w e l l s where we had 

8 leases i n t h a t u n i t , and are producing those under 

9 continued — 

10 Q. In 1982 or 1983 there's a sharp d e c l i n e i n 

11 p r o d u c t i o n . I s t h a t when i n j e c t i o n was discontinued? 

12 A. I b e l i e v e so, yes. 

13 Q. So your E x h i b i t 3 here would show a sharp 

14 d e c l i n e i n pr o d u c t i o n once you reach the economic 

15 l i m i t ? 

16 A. Right . 

17 Q. And t h a t ' s not r e f l e c t e d on E x h i b i t 3? 

18 A. No. 

19 Q. Let me r e f e r you to page 9 of E x h i b i t 1. 

20 The l a s t paragraph t h e r e , second sentence, t h a t 

21 s t a t e s , " Both p a r a f i n and s a l t p r e c i p i t a t i o may also 

22 be a c c e l e r a t i n g i f the producing r a t e d e c l i n e s , i f 

23 t h i s p r e c i p i t a t i o n i s o c c u r r i n g down-hole where i t i s 

24 d i f f i c u l t t o remove." How would t h a t a f f e c t your 

25 curve i n E x h i b i t No. 3? 
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1 A. This was di s c u s s i n g primary o p e r a t i o n s and, 

2 e s s e n t i a l l y , when we i n j e c t the f r e s h water i n w i t h 

3 the Corbin Queen produced water, i t reduces the 

4 s c a l i n g tendency f o r the water. So, under w a t e r f l o o d 

5 operations we should have less of a tendency t o have 

6 scale and s a l t problems. 

7 Q. Do you a n t i c i p a t e having t o remove p a r a f i n 

8 from the w e l l s ? 

9 A. Not to any n o t i c e a b l e degree, no. 

10 Q. Why i s t h i s sentence included on t h i s 

11 page 9, do you know? 

12 A. I t h i n k t h a t was based upon the PVT data 

13 t h a t showed some-- W e l l , the a c t u a l a n a l y s i s , the PVT 

14 data a n a l y s i s t h a t the lab d i d on the o i l and gas f o r 

15 t h i s f i e l d wasn't f u l l y - - w e i n c o r p o r a t e d some of the 

16 t a b l e s on t h i s study, but the whole memorandum was not 

17 included i n t h i s . 

18 When I was going through t h i s , I d i d n ' t 

19 f e e l l i k e t h i s would have a s i g n i f i c a n t impact on the 

20 operations of the u n i t , so ra t h e r than bother s t r i k i n g 

21 the sentence, I j u s t l e f t i t i n . 

22 Q. Was t h a t PVT data o r i g i n a l l y included i n 

23 t h i s study? 

24 A. Just the t a b l e s t h a t we have here. 

25 Q. Did you work on t h i s study i n 1987? 
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1 A. No. That was done by Rebecca Egg, a n o t h e r 

2 eng i n e e r i n our o f f i c e . 

3 Q. Who i s Vy Pham? 

4 A. He was t h e t e c h n i c i a n t h a t was c o m p i l i n g 

5 th e r e p o r t when I moved t o t h e Mi d l a n d o f f i c e i n 

6 January of t h i s year . 

7 Q. So you d i d n ' t see t h i s r e p o r t u n t i l January 

8 of t h i s year? 

9 A. R i g h t . 

10 Q. Who i s W i l l H i l l ? 

11 A. W i l l i s a n o t h e r r e s e r v o i r e n g i n e e r t h a t was 

12 a s s i s t i n g Vy i n t h e c o m p i l a t i o n of t h i s r e p o r t . 

13 Q. I s he s t i l l w i t h OXY? 

14 A. Yes . 

15 Q. How about Glen K e l l e r h a l s ? 

16 A. Glen i s i n our F & A Group now i n t h e 

17 M i d l a n d o f f i c e . 

18 Q. How come the s e people d i d n ' t come t o t h i s 

19 hear ing? 

20 A. B a s i c a l l y , when I came t o t h e Mi d l a n d 

21 r e g i o n t h i s was a h i g h p r i o r i t y p r o j e c t t h a t OXY 

22 wanted t o see get done, and i t was g i v e n t o me t o t r y 

23 t o g et the u n i t formed; I b e l i e v e p r i m a r i l y because of 

24 my p r i o r i n v o l v e m e n t i n u n i t s and o t h e r a r e a s . 

25 Q. I n Southeast New Mexico? 

CUMBRE COURT REPORTING 
(505) 984-2244 



93 

1 A. No. 

2 Q. Let me r e f e r you to your E x h i b i t No. 10. 

3 Are you aware, Mr. T a y l o r , t h a t — w e l l , I b e l i e v e your 

4 testimony was t h a t i t would cost $330,000 t o i n s t a l l 

5 the i n j e c t o r s along the lease l i n e as an a l t e r n a t e 

6 s o l u t i o n i n order t o exclude the Corbin #1 and Corbin 

7 #2 w e l l s , i s t h a t c o r r e c t ? 

8 A. That would be a net cost to the f i e l d as 

9 opposed t o u n i t o p erations and i n s t a l l i n g these three 

10 i n j e c t o r s , not c o n v e r t i n g four other i n j e c t i o n w e l l s . 

11 We would have a net cost f o r the f i e l d o p e rations or 

12 net investment i n the f i e l d o p e r a t i o n s of $330,000. 

13 Q. Are you aware, Mr. T a y l o r , t h a t Santa Fe 

14 E x p l o r a t i o n o f f e r e d t o s e l l i t s i n t e r e s t to OXY f o r 

15 $300,000 i n the Queen, i n c l u d i n g the w e l l equipment 

16 f o r both w e l l s ? 

17 A. $300,000? No, s i r . 

18 Q. On Section 4, why i s n ' t t h i s Well #10 shown 

19 as an i n j e c t o r ? 

20 A. Well , b a s i c a l l y I t h i n k i f you look back at 

21 the pore volume map, or E x h i b i t 9, we can p o i n t out 

22 the same t h i n g . Well #10 has a very small pore 

23 volume. I t ' s l o c a t e d r e a l close t o the zero contour 

24 l i n e and, as such, we f e l t t h a t i t would probably be 

25 more b e n e f i c i a l to the u n i t to have t h a t w e l l i n 
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1 p r o d u c t i o n r a t h e r than i n j e c t i o n . 

2 Q. I f you're on a f i v e - s p o t p a t t e r n and the #8 

3 w e l l i s the producing w e l l , wouldn't i t make sense to 

4 have t h a t as an i n j e c t o r w e l l ? 

5 You're pushing o i l towards the middle. 

6 I s n ' t t h a t the basis of your reasoning i n not a l l o w i n g 

7 the Santa Fe w e l l s t o be e l i m i n a t e d from the u n i t , 

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

9 A. Right. And, on Well #10, as I pointed o u t , 

10 i n a d d i t i o n t o being r e a l close t o the zero l i n e , the 

11 #10 w e l l has very poor producing r a t e s and i n d i c a t e d 

12 t h a t i t probably wouldn't take water at a r a t e 

13 s u f f i c i e n t to j u s t i f y the conversion. 

14 Q. Even under pressure? 

15 A. We l l , yes. We w i l l be l i m i t e d i n the 

16 amount of surface i n j e c t i o n pressure t h a t we could 

17 probably put on t h a t w e l l w i t h o u t f r a c 1 ing the 

18 f o r m a t i o n . 

19 Q. I s n ' t i t t r u e , Mr. T a y l o r , t h i s you j u s t 

20 s i m p l y - - t h i s i s a device so as to not e l i m i n a t e the 

21 Santa Fe w e l l s from the u n i t ? 

22 MR. KELLAHIN: O b j e c t i o n . That's 

23 argumentative, Mr. Examiner. 

24 MR. STOVALL: I ' l l agree. 

25 EXAMINER STOGNER: Agreed. 
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1 MR. PADILLA: I ' l l go on t o something e l s e , 

2 Mr. Examiner. 

3 Q. Let's go on now to your E x h i b i t No. 7. Let 

4 me see i f I understand t h i s c o r r e c t l y . Your 

5 testimony, as I understand i t , i n d i c a t e s t h a t Santa Fe 

6 would have a net o f - - w e l l , on Tract No. 6 i t would 

7 have no primary reserves and i t would have only 

8 secondary b e n e f i t , and Santa Fe Tract 6 would receive 

9 $30 ,070 , c o r r e c t ? 

10 A. Right. 

11 Q. And t h a t ' s over how long a per i o d of time? 

12 A. That's the discounted net cash p r o d u c t i o n , 

13 so i t would be the present value of cash flows 

14 received f o r the u n i t p r o d u c t i o n . 

15 Q. Okay. How much are you going t o charge 

16 Santa Fe on a monthly basis f o r Tract No. 6? Do you 

17 have t h a t f i g u r e ? 

18 A. No, I don't have t h a t number. 

19 Q. In Tract No. 7, as I understand t h i s , Santa 

20 Fe w i l l gain $79,400--

21 A. Yes. 

22 Q. --by secondary recovery? 

23 A. Yes. 

24 Q. Do you have any f i g u r e s of how much i t 

25 would cost Santa Fe f o r i t s share of u n i t o p e r a t i o n s 
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1 over t h i s period of time? 

2 A. Not e x a c t l y . We are b a s i c a l l y l o o k i n g at 

3 13 producers at $1,500 a month, and then we would have 

4 to take the i n t e r e s t a t t r i b u t a b l e to Santa Fe from 

5 t h a t and m u l t i p l y those numbers o u t . 

6 Q. Have you ever done any economics f o r the 

7 Santa Fe i n t e r e s t s as to what i t would cost and how 

8 much Santa Fe i s going t o gain as a r e s u l t of 

9 secondary operations? 

10 A. That's what t h i s e x h i b i t i s . 

11 Q. I s t h i s a net f i g u r e ? I s t h a t what you're 

12 saying? 

13 A. Yes. The incremental secondary includes 

14 the cost of o p e r a t i o n of the u n i t as opposed t o the 

15 cost of primary , and the net s u b t r a c t s the two and 

16 t h a t ' s the d i f f e r e n c e . 

17 Q. And t h i s i ncludes a l l costs t h a t you 

18 a n t i c i p a t e ? 

19 A. Yes. 

20 Q. Overhead costs are included i n t h i s f i g u r e ? 

21 A. The overhead costs were not s p e c i f i c a l l y 

22 included i n t h i s f i g u r e , as, you know, we put i n a 

23 c e r t a i n amount f o r overhead. What we've done i s put 

24 i n o p e r a t i n g expenses of $1,500 per month f o r each 

25 producing w e l l . 
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1 Q. And t h a t ' s your budget today, c o r r e c t ? 

2 A. Rig h t . 

3 Q. I t doesn 1 t - -

4 A. That's what we're e s t i m a t i n g over the l i f e 

5 of the pro j ect . 

6 Q. Over the l i f e of the p r o j e c t or j u s t t h i s 

7 year? 

8 A. Over the l i f e of the p r o j e c t ; f o r each 

9 month of the l i f e of the p r o j e c t . 

10 Q. What other charges are not included i n t h i s 

11 f i g u r e as shown i n E x h i b i t No. 7? 

12 A. None t h a t I can t h i n k o f . 

13 Q. As I understand, the p a r t i c i p a t i o n formula 

14 a t t r i b u t e s 35 percent to pore space, c o r r e c t ? 

15 A. Right . 

16 Q. How d i d you a r r i v e at 35 percent f o r pore 

17 space ? 

18 A. Well , we b a s i c a l l y looked at seve r a l 

19 d i f f e r e n t : f ormulas, and comparing the r e s u l t s of those 

20 we picked t h i s formula as what we thought probably 

21 d i s t r i b u t e d the f u t u r e reserves from the f i e l d . 

22 Q. I don't want to q u a r r e l w i t h you about the 

23 p r o p r i e t y of the formula or n o t , but i t j u s t simply 

24 seems strange t h a t at l e a s t as f a r as the Santa Fe 

25 w e l l s , t h a t the one t h a t has the higher pore space 
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1 produces l e s s , and i t doesn't seem to j i b e as f a r as 

2 the formula and what the u l t i m a t e percentage of u n i t 

3 p a r t i c i p a t i o n i s . Do you understand what I'm g e t t i n g 

4 at? 

5 A. Yeah, I t h i n k . 

6 MR. KELLAHIN: I s t h a t a question or a 

7 comment, Mr. Examiner? I've l o s t t r a c k of what i t i s 

8 t h a t Mr. P a d i l l a wants to do. 

9 Are you asking him a question? 

10 MR. PADILLA: Sure, I ' l l r e s t a t e t h a t . I'm 

11 s o r r y i f I've confused everybody w i t h i t . 

12 Q. What I'm g e t t i n g a t , Mr. T a y l o r , 35 percent 

13 and, say, 10 percent f o r producing rates don't seem t o 

14 j i b e as f a r as the u l t i m a t e r e s u l t as f a r as 

15 p a r t i c i p a t i o n f o r Tracts 6 and 7 which are operated by 

16 Santa Fe. 

17 My question to you i s : Doesn't i t seem t o 

18 you t h a t we have a strange r e s u l t given t h a t the poor 

19 w e l l has a high pore space and a c t u a l l y has low 

20 production? 

21 A. I've seen t h i s i n other areas. B a s i c a l l y 

22 i t goes back t o the f a c t t h a t your p r o d u c t i o n , 

23 e s p e c i a l l y under prim a r y , i s dependent upon your 

24 pressure support as w e l l as the a c t u a l 

25 t r a n s m i s s i b i 1 i t y , not the pore volume, but the 
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1 t r a n s m i s s i b i 1 i t y . 

2 I f you've got b e t t e r p e r m e a b i l i t y , the w e l l 

3 can produce even though there's less f e e t of pay. I n 

4 one u n i t t h a t I looked a t , we had a w e l l t h a t produced 

5 from one f o o t t h a t produced at higher rates than a 

6 w e l l t h a t had 25 f e e t of pay. 

7 Q. Let me go back now here to t h i s e x h i b i t 

8 r e l a t i n g t o the C-108. There's a geologic or 

9 r e s e r v o i r d e s c r i p t i o n here, the second page of t h a t 

10 r e s e r v o i r d e s c r i p t i o n . Down towards the bottom 

11 t here's a sentence t h a t s t a r t s , i t says "Anhydrite 

12 cement d i s t r i b u t i o n i n the cross-bedded sandstone 

13 suggests t o r t u o u s p e r m e a b i l i t y paths." I t ' s about 

14 t h r e e - f o u r t h s of the way down. 

15 A. Okay. 

16 Q. What does t h a t i n d i c a t e ? 

17 MR. KELLAHIN: Are you asking t h i s witness 

18 a geologic o p i n i o n or an engineering opinion? 

19 MR. PADILLA: W e l l , t h i s i s a r e s e r v o i r 

20 d e s c r i p t i o n . I f he's not q u a l i f i e d t o answer the 

21 q u e s t i o n , he can say so. 

22 A. Well , i n t h i s p a r t i c u l a r sentence, when 

23 you're t a l k i n g about p e r m e a b i l i t y , more what I 

24 consider r e s e r v o i r / e n g i n e e r i n g s t u f f - - s o I t h i n k I ' l l 

25 go ahead w i t h t h i s o n e — t h e " t o r t u o u s p e r m e a b i l i t y 

CUMBRE COURT REPORTING 
(505) 984-2244 



100 

1 paths" i s kind of a wordy way of saying t h a t some 

2 areas have lower p e r m e a b i l i t y . And where you get your 

3 p e r m e a b i l i t y i s having wide open pore spaces t h a t are 

4 d i r e c t l y connected and the o i l doesn't have t o go i n a 

5 t o r t u o u s path to get to the producing w e l l or between 

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

7 Q. Does t h i s i n d i c a t e t h a t the e n t i r e 

8 r e s e r v o i r i s going t o be flooded or some p o r t i o n s are 

9 not going t o be flooded? 

10 A. That's a p o s s i b i l i t y , yes. 

11 Q. That some p o r t i o n s are not going t o be 

12 flooded? 

13 A. Rig h t . 

14 Q. I have one f i n a l q u e s t i o n . Please t u r n t o 

15 page 67 of E x h i b i t No. 1, and also page 63, and your 

16 E x h i b i t No. 12. 

17 A. Could you repeat t h a t again? 

18 Q. Okay. I t would be page 67, page 63 and 

19 your E x h i b i t No. 12. As I r e c a l l , you d i d n ' t t e s t i f y 

20 concerning t h i s Table XVI on page 67, i s t h a t c o r r e c t ? 

21 A. Ri g h t . 

22 Q. On t h a t page you show a p r o j e c t l i f e on the 

23 bottom l i n e of f i v e years, c o r r e c t ? 

24 A. Rig h t . 

25 Q. On your E x h i b i t 12, you're showing a 
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1 producing l i f e of seven years? 

2 A. Right. 

3 Q. And then on Table X I I , page 63, s t a r t i n g in 

4 December 89, or probably, t o be more a c c u r a t e , 1990. 

5 How do you r e c o n c i l e what appears t o be the 

6 producing l i f e of t h i s f i e l d , as I understand i t ? 

7 Table X I I has the period from 1990 t o 1998, Table XVI 

8 has f i v e years, and then E x h i b i t 12 has seven years. 

9 A. Again, i t goes back to whether — the a c t u a l 

10 economic runs and c u t t i n g o f f based upon an o p e r a t i n g 

11 economic l i m i t . Instead of changing o p e r a t i n g 

12 expenses or s h u t t i n g down u n i t o p erations and then 

13 c o n t i n u i n g on w i t h producing the f i e l d , the economics 

14 d i d n ' t i n c l u d e t h a t a d d i t i o n a l o i l t h a t would be 

15 produced a f t e r t h a t . I t s t r i c t l y included what we 

16 would have f o r u n i t o p e r a t i o n s . 

17 Q. A l l I'm saying i s , the p o i n t I'm t r y i n g t o 

18 make and the question I would l i k e to get answered i s , 

19 doesn't a f i v e - y e a r l i f e versus a seven-year l i f e or a 

20 nine-year l i f e change the economics of the w a t e r f l o o d ? 

21 A. A c t u a l l y , i t would change some of the 

22 economics s l i g h t l y , but w i t h the magnitudes t h a t we're 

23 t a l k i n g about, t h e r e ' s not r e a l l y an appreciable 

24 d i f f e r e n c e . 

25 Q. Five years doesn't make any d i f f e r e n c e 
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1 compared t o nine years? I s t h a t what you're saying? 

2 A. B a s i c a l l y I t h i n k we're composing the f i v e 

3 years to the seven years. The nine years i s what we 

4 scheduled p r o t e c t i o n at f o r under the continued 

5 w a t e r f l o o d i n j e c t i o n s c e n a r i o . That was not the 

6 a c t u a l economic l i f e of the i n j e c t i o n p r o j e c t . 

7 MR. PADILLA: I t h i n k t h a t ' s a l l I have, 

8 Mr. Examiner. 

9 EXAMINER STOGNER: Thank you, Mr. P a d i l l a . 

10 Mr. K e l l a h i n , any r e d i r e c t ? 

11 MR. KELLAHIN: No, s i r . 

12 EXAMINER STOGNER: Are there any other 

13 questions of t h i s witness? 

14 MR. MORROW: I've got one. 

15 EXAMINATION 

16 BY MR. MORROW: 

17 Q. The e x h i b i t , page 51, 38 and 46. The 

18 question I had concerned the e x c l u s i o n of why 

19 p r o d u c t i v e p o r t i o n s of the r e s e r v o i r were excluded 

20 from the u n i t area. I n Sections 10 and 3 and 4 and 5 

21 there were some exclusions of small amounts of pay. 

22 A. Okay. We o r i g i n a l l y had a l a r g e r u n i t 

23 boundary set up. And then, i n our dis c u s s i o n s w i t h 

24 the BLM, they requested t h a t the t r a c t s w i t h less 

25 than--which were l e s s — c u t less than 50 percent by the 
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1 zero contour l i n e , would not be included i n the u n i t . 

2 Q. How would t h a t a f f e c t Tract 3 i n Section 10 

3 and the one i n Section 4? 

4 A. I t b a s i c a l l y reduced the pore volume 

5 a t t r i b u t e d t o t h a t t r a c t . 

6 Q. You included a pa r t of t h a t t r a c t but 

7 d i d n ' t include i t a l l . I wondered why you d i d t h a t . 

8 Did the BLM want you to exclude t h a t also i n 10 and 4? 

9 A. Yeah. We o r i g i n a l l y had a l a r g e r u n i t 

10 boundary t h a t e n c i r c l e d the e n t i r e zero l i n e . And 

11 then, i n conversations w i t h the BLM, they asked us t o 

12 reduce the a c t u a l u n i t boundary t o what i t i s now. 

13 Q. On E x h i b i t 9, I d i d n ' t f o l l o w t h a t 

14 c a l c u l a t i o n . 

15 A. Okay. On E x h i b i t 9, b a s i c a l l y what I d i d 

16 was take the area, the whited-out area surrounding the 

17 Corbin Tracts 6 and 7, and planimetered back on the 

18 a c t u a l pore volume map. I planimetered the value of 

19 the pore volume t h a t would be i n t h a t area, or 

20 planimetered the pore volume map to come up w i t h a 

21 pore volume t h a t would be i n t h a t area. 

22 Q. That was the 354? 

23 A. Ri g h t , t h a t was the 354.6 a c r e - f e e t . 

24 That's p o r o s i t y a c r e - f e e t . 

25 Q. What was the .053? 
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1 A. That was the secondary recovery f a c t o r t h a t 

2 we had come up w i t h f o r the u n i t . 

3 Q. Can you e x p l a i n t h a t a l i t t l e more? 

4 A. That's the r a t i o of the secondary reserves, 

5 s t r i c t l y w a t e r f l o o d reserves, to the t o t a l o i l i n 

6 place. 

7 Q. Where w i l l the f r e s h water come from, t h a t 

8 O g a l l a l a water? 

9 A. There are c u r r e n t l y some f r e s h water w e l l s 

10 i n t h i s area t h a t are not producing, and we plan t o go 

11 back i n and run some pumps i n and o b t a i n our f r e s h 

12 water from those w e l l s . 

13 Q. I understood t h e r e weren't any f r e s h water 

14 we 11s . 

15 A. There are no c u r r e n t l y producing f r e s h 

16 wate r w e l l s . 

17 MR. MORROW: That's a l l I have. 

18 EXAMINER STOGNER: Any other questions of 

19 t h i s witness? He may be excused. 

20 Mr. K e l l a h i n ? 

21 MR. KELLAHIN: I would l i k e t o c a l l Mr. 

22 C h a r l i e Dickenson, please. 

2 3 CHARLES E. DICKENSON 

24 the witness h e r e i n , a f t e r having been f i r s t duly sworn 

25 upon h i s oath, was examined and t e s t i f i e d as f o l l o w s : 
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1 EXAMINATION 

2 BY MR. KELLAHIN: 

3 Q. Mr. Dickenson, would you please s t a t e your 

4 name and occupation, s i r ? 

5 A. Yes, s i r . My name i s Charles E. 

6 Dickenson. I'm a member of the land department, OXY 

7 USA, I n c . , f o r m a l l y C i t i e s S e r v i c e , succeeded by 

8 a c q u i s i t i o n , OXY, USA, Midland, Texas. 

9 Q. Mr. Dickenson, on p r i o r occasions have you 

10 t e s t i f i e d as a petroleum landman? 

11 A. Yes, s i r , but not as to a S t a t u t o r y 

12 U n i t i z a t i o n Act. 

13 Q. I n d i s c h a r g i n g your r e s p o n s i b i l i t i e s t o 

14 your company as a petroleum landman, have you been 

15 i n v o l v e d w i t h the other working i n t e r e s t owners i n 

16 t h i s proposed u n i t i n an e f f o r t to obt a i n t h e i r 

17 v o l u n t a r y p a r t i c i p a t i o n ? 

18 A. Y e s , s i r . 

19 Q. Have you been the primary employee 

20 re s p o n s i b l e f o r t a b u l a t i n g and determining the 

21 i n t e r e s t of the o v e r r i d i n g r o y a l t y and working 

22 i n t e r e s t owners? 

23 A. The f i n a l consummated f i g u r e , I would 

24 respond a f f i r m a t i v e . I , l i k e Mr. T a y l o r , came back to 

25 Midland a f t e r a h i a t u s i n January, and I i n h e r i t e d the 
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1 u n i t , b u t , yes . 

2 MR. KELLAHIN: We tender Mr. Dickenson as 

3 an expert petroleum landman. 

4 EXAMINER STOGNER: Are there any 

5 o b j e c t i o n s ? 

6 MR. PADILLA: No o b j e c t i o n s . 

7 EXAMINER STOGNER: Mr. Dickenson i s so 

8 q u a l i f ied . 

9 Q. Mr. Dickenson, l e t me d i r e c t your a t t e n t i o n 

10 t o what i s marked as E x h i b i t No. 14. I b e l i e v e i t ' s 

11 i n the black book i f you've got one a v a i l a b l e t o you? 

12 A. Yes , s i r . 

13 Q. Describe t h a t f o r us. What i s i t ? 

14 A. That i s a u n i t agreement which was 

15 sanctioned by the p r e l i m i n a r y meeting w i t h the BLM, 

16 p r i m a r i l y Armando Lopez and h i s engineering a i d , at 

17 the i n i t i a l onset of t h i s u n i t i z a t i o n , and i t 

18 subscribes both t o the f e d e r a l leasehold p o s i t i o n 

19 which we hold i n excess of 90 pe r c e n t , and also meets 

20 the Mineral Leasing Act i n the s t a t u t e . So, 

21 t h e r e f o r e , to the best of my knowledge, i t subscribes 

22 t o the form as f a r as the u n i t i t s e l f . 

23 Q. Attached t o the form are a s e r i e s of 

24 e x h i b i t s . Have you reviewed those e x h i b i t s and 

25 s a t i s f i e d y o u r s e l f to the best of your knowledge t h a t 
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1 those e x h i b i t s are c o r r e c t ? 

2 A. Yes, s i r , I have. 

3 Q. They are a t a b u l a t i o n of the v a r i o u s leases 

4 and the i n t e r e s t w i t h i n those leases t h a t you propose 

5 t o have committed t o the u n i t ? 

6 A. Yes, s i r , by t r a c t , on a t r a c t b a s i s . 

7 Q. I s t h i s the u n i t agreement t h a t you have 

8 c i r c u l a t e d f o r c o n s i d e r a t i o n by the v a r i o u s working 

9 i n t e r e s t owners i n the u n i t s ? 

10 A. Yes, i t i s . 

11 Q. Let me d i r e c t your a t t e n t i o n now, Mr. 

12 Dickenson, to E x h i b i t No. 15. Do you have t h a t ? 

13 A. Yes, I do. 

14 Q. What i s t h a t ? 

15 A. I t ' s a supplementary agreement which takes 

16 the form of a UOA or Unit Operating Agreement, which 

17 sets f o r t h the r u l e s of operations w i t h regard t o once 

18 the u n i t i s r a t i f i e d and put i n t o being by the working 

19 i n t e r e s t owners, i t , l i k e w i s e , would r e q u i r e execution 

2 0 and adopt ion . 

21 Q. I s t h i s a form of u n i t o p e r a t i n g agreement 

22 t h a t has received p r e l i m i n a r y approval by the Bureau 

23 of Land Management? 

24 A. Yes, s i r , i t i s . 

25 Q. Have you also c i r c u l a t e d t h i s proposed 
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1 o p e r a t i n g agreement among the working i n t e r e s t owners? 

2 A. Yes , s i r , I have . 

3 Q. Let's t u r n t o the attachments t o the 

4 o p e r a t i n g agreement and look at E x h i b i t B-3 . 

5 A. Yes , s i r . 

6 Q. And there's a schedule attached there which 

7 shows what , s i r ? 

8 A. B-3 i s a b y - t r a c t basis of the 

9 p a r t i c i p a t i o n f a c t o r as t o the u n i t , each t r a c t 

10 renders to the u n i t i t s e l f t o come up t o a composite 

11 of 100 pe r c e n t , once a l l i n c l u s i v e . 

12 Q. I f the Examiner d e s i r e s t o do so, he can 

13 look at t h i s t a b l e , r e l a t e the working i n t e r e s t t o the 

14 t r a c t s and t h e i r percentage, t h e n , i n the u n i t ? 

15 A. Yes , s i r , . 

16 Q. To the best of your knowledge, i s t h i s 

17 accurate and complete? 

18 A. Yes, s i r , t o the best of my knowledge i t 

19 i s . 

20 Q. Appended t o t h i s i s a proposed COPAS 

21 attachment to the o p e r a t i n g agreement? 

22 A. Yes , s i r . 

23 Q. And t h a t conforms t o the form u t i l i z e d f o r 

24 o p e r a t i n g agreements by your company? 

25 A. Yes , s i r . 
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1 Q. There's a gas balancing agreement as w e l l ? 

2 A. Yes, s i r . 

3 Q. Are these the proposed forms t h a t you're 

4 requesting the Examiner i n c o r p o r a t e i n t o the S t a t u t o r y 

5 U n i t i z a t i o n Order i f he grants OXY's a p p l i c a t i o n i n 

6 t h i s case? 

7 A. Yes, s i r , they are. 

8 Q. Let's t u r n now t o E x h i b i t No. 16 which i s 

9 not i n the book. They are separate t a b l e s . Do you 

10 have t h a t , Mr. Dickenson? 

11 A. Yes, s i r , I have i t . 

12 Q. What i s E x h i b i t No. 16? 

13 A. The f i r s t sheet i s a summary by t r a c t of 

14 those p a r t i e s , both r o y a l t y , working i n t e r e s t and 

15 o v e r r i d i n g r o y a l t y i n t e r e s t s t h a t have e i t h e r r a t i f i e d 

16 or have not r a t i f i e d f o r one reason or another. 

17 Attached t h e r e t o are f i v e a d d i t i o n a l sheets 

18 which go i n t o support t h a t summation, by t r a c t , 

19 i n d i v i d u a l l y l i s t i n g the s p e c i f i c number of owners who 

20 have r a t i f i e d and have not r a t i f i e d and t h e i r 

21 r e s p e c t i v e percentages as they are c a l c u l a t e d . 

22 Q. What i s the approximate date at which you 

23 completed t h i s t a b u l a t i o n ? 

24 A. As recent a s — I t h i n k , Mr. K e l l a h i n , 

25 Thursday of t h i s previous week we had a r a t i f i c a t i o n . 
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1 Q. As of then, describe f o r us i n summary what 

2 i s the percentage of r o y a l t y owners committed on a 

3 v o l u n t a r y basis t o p a r t i c i p a t i o n i n the u n i t ? 

4 A. According t o my c a l c u l a t i o n s , 91 and 

5 79/100ths, approximately, r o y a l t y i n t e r e s t s r a t i f i e d 

6 the u n i t . 

7 Q. O v e r r i d i n g r o y a l t y i n t e r e s t i s i s what 

8 percentage? 

9 A. The o v e r r i d i n g r o y a l t y i n t e r e s t , 75.259 

10 percent . 

11 Q. And what i s the working i n t e r e s t ? 

12 A. And the working i n t e r e s t , 93.03 plu s 

13 r a t i f i c a t i o n . And my c a l c u l a t i o n was a t o t a l 

14 composite of a l l , of approximately 92.72 percent of 

15 t o t a l , a l l th r e e c a t e g o r i e s which have r a t i f i e d . 

16 Q. When we t u r n through t h i s d i s p l a y , can you 

17 i d e n t i f y f o r us Mr. McAlpine 1s i n t e r e s t i n the u n i t 

18 and what t h a t percentage i s ? 

19 A. Y e s , s i r . 

20 MR. PADILLA: Mr. Examiner, f o r the r e c o r d , 

21 I don't t h i n k — I would be happen t o put on Mr. 

22 McAlpine t o i n d i c a t e t h a t he doesn't have an i n t e r e s t 

23 i n the w e l l s . 

24 MR. KELLAHIN: I ap o l o g i z e . My i n t e n t i s 

25 t o i d e n t i f y the Santa Fe E x p l o r a t i o n Company 
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1 i n t e r e s t . 

2 Q. When we look at t h a t i n t e r e s t , what i s t h a t 

3 i n t e r e s t w i t h regard t o i t s net percentage i n the 

4 u n i t ? 

5 A. That's r e f l e c t e d on page 5, Mr. K e l l a h i n , 

6 fee acres of 80 acres, 80 gross and net acres, which 

7 c o n t r i b u t e i n the form of two fee t r a c t s of 5 and 

8 12/100ths percent of the t o t a l u n i t . 

9 Q. So what net percentage i s t h a t i n the u n i t 

10 i t s e l f i f i t ' s consolidated? 

11 A. I f i t were c o n s o l i d a t e d i n t o the u n i t , the 

12 t o t a l i n t e r e s t s of Tracts 6 and 7-- We l l , I ' l l go 

13 back. Maybe I don't understand your q u e s t i o n , Mr. 

14 K e l l a h i n , but both t r a c t s make up, as I say, 5 and 

15 12/100ths or a c t u a l l y 94 and 88/100ths are a l l f e d e r a l 

16 leases, i f I understand your d i r e c t i v e . 

17 Q. Let me r e f e r back t o the o p e r a t i n g 

18 agreement and E x h i b i t B-3 t h a t we j u s t d e s c r i b e d . 

19 A. Y e s , s i r . 

20 Q. You have t a b l e d on t h a t d i s p l a y the working 

21 i n t e r e s t owners? 

22 A. Yes , s i r . 

23 Q. I n the f a r r i g h t column you have the u n i t 

24 percentage? 

25 A. Y e s , s i r . 
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1 Q. OXY1s u n i t percentage i s 90 percent? 

2 A. Yes, s i r . 

3 Q. Conoco's i s 2.5? 

4 A. Yes, s i r . 

5 Q. You get down t o the Santa Fe E x p l o r a t i o n 

6 Company, and what percentage i n t e r e s t , t h e n , do they 

7 have? I t ' s the en t r y j u s t below Yates. I t ' s the 

8 f i f t h e n t r y on the f i r s t page of E x h i b i t B-3. 

9 A. 2 .008 percent . 

10 Q. Turn now w i t h me to E x h i b i t 17. I t ' s not 

11 i n the book, i t w i l l be a separate handout. Would you 

12 i d e n t i f y and describe what E x h i b i t 17 is ? 

13 A. I t was a l e t t e r t o OXY USA, I n c . , as a f i r m 

14 acquiescing i n our request or quest f o r p r e l i m i n a r y 

15 approval of the u n i t as noted i n the attached 

16 e x h i b i t s , dated approximately J u l y 18 and received one 

17 day l a t e r by us, J u l y 19. As I say, i t r e c i t e d 

18 p r e l i m i n a r y approval as we were i n quest of i t . 

19 Q. How do you go about o b t a i n i n g f i n a l 

20 approval from the BLM f o r t h i s u n i t ? 

21 A. I t ' s my r e c o l l e c t i o n t h a t i f one owner owns 

22 i n excess of a given percentage--in t h i s case we own 

23 91 percent of the f e d e r a l leases—we need 75 percent 

24 of the t o t a l working i n t e r e s t owners t o r a t i f y and 

25 approximately the same r o y a l t y i n t e r e s t owners t o 
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1 r a t i f y , which, according t o the e x h i b i t and the 

2 summary, so y i e l d s t h a t . 

3 Q. So you would submit t h i s f o r f i n a l approval 

4 t o the BLM? Once the D i v i s i o n approves the orders and 

5 you submit i t f o r f i n a l r a t i f i c a t i o n and a p p r o v a l , 

6 i t ' s only l a t e r , t h e n , t h a t you r e t u r n i t t o the BLM 

7 f o r f i n a l approval? 

8 A. Yes, s i r . 

9 Q. To the best of your knowledge, have you 

10 accomplished a l l the necessary requirements of t h a t 

11 agency f o r proceeding forward? 

12 A. Yes, s i r , I t h i n k we have. 

13 Q. Let's t u r n now to the package of 

14 correspondence t h a t ' s i d e n t i f i e d as E x h i b i t 18. Was 

15 i t your r e s p o n s i b i l i t y , on behalf of your company, t o 

16 contact the r o y a l t y owners, working i n t e r e s t owners 

17 and the o v e r r i d i n g r o y a l t y owners? 

18 A. Y e s , i t was. 

19 Q. I d e n t i f y f o r us what i s marked as the f i r s t 

20 page of E x h i b i t 18. 

21 A. The f i r s t page i s dated May 10, 1990, under 

22 my s i g n a t u r e , where I r e m i t t e d a l e t t e r accompanying 

23 the f e a s i b i l i t y study, copies of which were i n the 

24 brochure I t h i n k t h a t have been passed out , such as 

25 t h i s , and a copy of the u n i t agreement so confined t o 
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1 t h i s e x h i b i t , to the four operators t o our knowledge 

2 at t h a t p o i n t i n t i m e , a p p r i s i n g them of our i n t e n t or 

3 i n t e n t i o n s t o e s t a b l i s h t h i s secondary recovery 

4 w a t e r f l o o d . 

5 Q. The next l e t t e r i s a June 11th l e t t e r ? 

6 A. Yes, s i r , i t i s . 

7 Q. The purpose of t h a t correspondence i s what? 

8 A. E s s e n t i a l l y the same t h i n g , but w i t h 

9 regards t o the u n i t i z a t i o n e f f o r t t h a t we intended t o 

10 endeavor t o accomplish, but to apprise those p a r t i e s 

11 s p e c i f i c a l l y and p a r t i c u l a r l y of a proposed meeting 

12 scheduled f o r June 20 at one o'clock as set f o r t h i n 

13 the second paragraph of t h a t l e t t e r dated June 1 1 t h . 

14 Q. Did your n o t i c e of the working i n t e r e s t 

15 owners' meeting i n OXY's o f f i c e on June 20th go out t o 

16 Santa Fe E x p l o r a t i o n Company? 

17 A. Yes, s i r , i t d i d , and I have the 

18 c e r t i f i c a t i o n , i f necessary. 

19 Q. Did you have i n d i c a t i o n s t h a t there were 

20 going t o be i n t e r e s t e d p a r t i e s t h a t would appear and 

21 p a r t i c i p a t e i n the working i n t e r e s t meeting on June 

22 20? 

23 A. Repeat t h a t . 

24 Q. Did people c a l l you and say they were going 

25 t o come? 
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1 A. No, s i r . The only c a l l t h a t I received was 

2 from Mr. McAlpine, who c a l l e d me the morning, i f I 

3 t h i n k I'm c o r r e c t , the morning of the meeting and 

4 advised me t h a t he was not i n favor of the u n i t i z a t i o n 

5 and s t a t e d , i n a very c o r d i a l c o n v e r s a t i o n , s t a t e d h i s 

6 o b j e c t i o n s t o i t , and asked t h a t i f I would do so 

7 would I please apprise those other operators of his 

8 lack of d e s i r e t o j o i n i n the u n i t i z a t i o n . I t o l d Mr. 

9 McAlpine t h a t I would do t h a t . 

10 Q. Did you have other working i n t e r e s t owners 

11 t h a t came t o the meeting? 

12 A. No, s i r , u n f o r t u n a t e l y no one showed up. 

13 Q. Did Mr. McAlpine send any r e p r e s e n t a t i v e i n 

14 h i s behalf then? 

15 A. No, s i r , he d i d n o t . 

16 Q. There was nobody to t a l k t o then was t h e r e , 

17 C h a r l i e ? 

18 A. No, s i r , t h e r e wasn't. 

19 Q. A l l r i g h t . June 22nd, the next l e t t e r , 

20 what happened then? 

21 A. Once again we were t r a c i n g the four p a r t i e s 

22 w i t h regard t o a p p r i s i n g them of the meeting, the f a c t 

23 t h a t i t was held and no one attended, and an agenda of 

24 what the meeting was about, what we had purported t o 

25 present at t h a t p o i n t i n t i m e , and the f a c t t h a t we 
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1 d i d expect to continue on towards the u n i t i z a t i o n 

2 e f f o r t s . 

3 Q. Despite the f a c t t h a t the working i n t e r e s t 

4 companies d i d n ' t come t o the working i n t e r e s t meeting, 

5 d i d you send out to them, at some p o i n t , the geologic 

6 and engineering r e p o r t t h a t your company had been 

7 p r e p a r i n g on t h i s p r o j e c t ? 

8 A. Yes, s i r . I n f a c t , i t went w i t h the 

9 f e a s i b i l i t y i n i t i a l l y , i n the form of t h i s booklet 

10 along w i t h the u n i t agreement, t o those four p a r t i e s . 

11 MR. STOVALL: The book you're r e f e r r i n g t o 

12 i s the E x h i b i t 1 t h a t has been used here a l l day? 

13 THE WITNESS: W e l l , I'm s o r r y , I - -

14 Q. Well, t h a t ' s E x h i b i t 1 and has a cover on 

15 i t t h a t says J u l y 1990, but you had sent a copy of 

16 t h a t r e p o r t , then, t o these working i n t e r e s t owners? 

17 A. Y e s , s i r . 

18 Q. When we get down t o the next l e t t e r of June 

19 26t h , what's t h a t l e t t e r ? 

20 A. June 2 6 t h , again, was a copy of the u n i t 

21 o p e r a t i n g agreement, which was the f i r s t time t h a t i t 

22 had been disseminated, as we t o l d them i n a previous 

23 l e t t e r t h a t i t would come under separate cover at a 

24 subsequent date, and we enclosed t h a t p a r t i c u l a r UOA 

25 along w i t h seven copies of a l e t t e r r e questing t h e i r 
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1 consents and r a t i f i c a t i o n s t o t h a t agreement, i f they 

2 were so i n c l i n e d . 

3 Q. This i s the o p e r a t i n g agreement t h a t you 

4 have discussed t h i s a f t e r n o o n as E x h i b i t 15, I 

5 believe? 

6 A. Yes. Yes, s i r , i t i s E x h i b i t 15. 

7 Q. Then we go past the l i s t of addressees f o r 

8 t h a t l e t t e r and you get to another June 26th l e t t e r . 

9 What was the purpose of t h a t l e t t e r ? 

10 A. We l l , i n essence they were sent 

11 simultaneous, Mr. K e l l a h i n , both the operators and the 

12 r o y a l t y i n t e r e s t s and the o v e r r i d i n g r o y a l t y 

13 i n t e r e s t s , a p p r i s i n g them of the f a c t t h a t we proposed 

14 the u n i t i z a t i o n of the f i e l d . 

15 Q. To the best of your knowledge, have you 

16 made a good f a i t h e f f o r t to ob t a i n v o l u n t a r y approval 

17 of the proposed u n i t from the r o y a l t y , the o v e r r i d i n g 

18 r o y a l t y and working i n t e r e s t ? 

19 A. Yes, I have. 

20 Q. To the best of your knowledge, are you 

21 working w i t h an accurate and r e l i a b l e l i s t of people 

22 t o contact? 

23 A. We l l , f o r a l l p r a c t i c a l purposes, yes, s i r . 

24 Q. There are some addresses, I assume, t h a t 

25 s t i l l are not q u i t e c o r r e c t , but at l e a s t the 
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1 i n d i v i d u a l s have been i d e n t i f i e d ? 

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

3 MR. KELLAHIN: That concludes my 

4 examination of Mr. Dickenson. We move the 

5 i n t r o d u c t i o n of E x h i b i t s 14 through 18. 

6 EXAMINER STOGNER: Are there any 

7 o b j e c t i o n s ? 

8 E x h i b i t s 14 through 18 w i l l be admitted 

9 i n t o evidence . 

10 EXAMINATION 

11 BY MR. PADILLA: 

12 Q. Mr. Dickenson, i f y o u ' l l r e f e r , please, t o 

13 E x h i b i t B-3 t o the Unit Operating Agreement. 

14 A. Yes, s i r , I have i t w i t h me. 

15 Q. I n response t o a question from Mr. 

16 K e l l a h i n , you i n d i c a t e d t h a t Santa Fe E x p l o r a t i o n 

17 Company had a 2.00833 percent i n t e r e s t i n the u n i t , i s 

18 t h a t c o r r e c t ? 

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

20 Q. What i s the reason f o r p o i n t i n g out a 

21 2.00833 percent? 

22 A. Nothing more than t h a t i s the t r a c t 

23 p a r t i c i p a t i o n percentage, Mr. P a d i l l a . I t h i n k I 

24 f i e l d e d Mr. K e l l a h i n ' s q u e s t i o n . I t h i n k my response 

25 t o hi s q u e s t i o n , maybe I responded t o E x h i b i t B-2 
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1 though he asked me about B-3. E x h i b i t B-2 , t h e r e was 

2 an e x h i b i t attached t h e r e t o showing the t r a c t 

3 p a r t i c i p a t i o n , 1 through 7, and on B-3 was an e x h i b i t 

4 by working i n t e r e s t owner r e s p e c t i v e l y , as t o t h e i r 

5 percentages. 

6 Q. The t h i n g I'm t r y i n g t o get a t , t h i s 

7 showing of percentage of 2.00833 i n d i c a t e s t h a t t h i s 

8 i s not a very l a r g e percentage i n the u n i t ? 

9 A. I would agree w i t h t h a t statement. I t h i n k 

10 I st a t e d also t h a t there were only 80 fee acres i n 

11 t o t a l , Mr. P a d i l l a , i f I'm c o r r e c t . 

12 Q. Does t h i s also i n d i c a t e t h a t we shouldn't 

13 care too much about t h i s i n t e r e s t because i t ' s a small 

14 i n t e r e s t ? 

15 A. No, s i r . I f I gave t h a t response, t h a t was 

16 erroneous. I c e r t a i n l y d i d n ' t mean t o . I t h i n k a l l 

17 are important regardless of the denomination of 

18 percentages. I d i d n ' t mean t o demean; but i f I d i d , I 

19 would c o r r e c t t h a t of recor d . 

20 Q. Of these owners shown on t h i s E x h i b i t B-3, 

21 how many are c o n t r i b u t i n g w e l l s t o the u n i t s ? 

22 A. How many are c o n t r i b u t i n g w e l l s ? W e l l , as 

23 discussed p r e v i o u s l y , T r acts 6 and 7, C e r t a i n l y Tracts 

24 2b, 2a. 

25 Q. Who owns 2b and 2a? I s t h a t OXY? 
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1 A. OXY. 

2 Q. Let me ask the question t h i s way. Is ther e 

3 anyone else other than Santa Fe E x p l o r a t i o n and OXY 

4 who are c o n t r i b u t i n g w e l l s t o the u n i t ? 

5 A. Of course, there are wel l b o r e s being 

6 c o n t r i b u t e d . Whether they go, i t depends on the 

7 i n v e n t o r y at t h a t p o i n t i n t i m e , Mr. P a d i l l a . There 

8 are other w e l l s , i f t h a t ' s the q u e s t i o n . 

9 Q. Yes, t h a t i s the q u e s t i o n . 

10 A. Yes, s i r , there are other plugged 

11 w e l l b o r e s . 

12 Q. They're plugged w e l l b o r e s , not producing 

13 w e l l s ? 

14 A. Not producing w e l l s t o my knowledge, t h a t ' s 

15 c o r r e c t . 

16 Q. I n l o o k i n g at the Unit Agreement and the 

17 Unit Operating Agreement, when i t comes t o v o t i n g 

18 r i g h t s and t h a t s o r t of t h i n g , as a p r a c t i c a l m a t t e r , 

19 OXY's going t o outvote anybody through i t s one v o t e , 

20 i s n ' t t h a t true? 

21 A. As to the p e r c e n t a g e — I don't know t h a t the 

22 one vote stands--but, yes, s i r , i n terms of 

23 denomination, we would have a l a r g e r i n t e r e s t , yes. 

24 Q. And so anything t h a t anybody else says w i t h 

25 regard t o operations or expenditure of money, OXY can 
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1 decide t h a t p r e t t y much by i t s e l f j u s t by v i r t u e of 

2 t h i s - -

3 A. I t would be q u i t e d e c i s i v e i n t h a t m a t t e r , 

4 yes. 

5 Q. In terms of removing OXY as u n i t o p e r a t o r , 

6 t h a t , as a p r a c t i c a l m a t t e r , can't be done e i t h e r , 

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

8 A. We l l , I t h i n k a show of neglig e n c e , 

9 d e f a u l t , the l i k e s of t h a t , most assuredly they can 

10 be. I f i t ' s a prudent o p e r a t i o n , again I t h i n k the 

11 numbers speak f o r themselves. 

12 Q. I f i t r e q u i r e s a v o t e , i t s t i l l r e q u i r e s a 

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

14 A. Save and except the negligence and proof of 

15 t h a t , I would agree, yes, s i r . 

16 Q. And I'm not--

17 A. Misconduct and l i k e s of t h a t , I wouldn't 

18 a f f i r m a t i v e t h a t response. Save and except t h a t , yes, 

19 s i r . 

20 Q. Mr. Dickenson, who d r a f t e d the Unit 

21 Agreement and Unit Operating Agreement? 

22 A. The land department, Mr. P a d i l l a . I had a 

23 great hand i n i t . I worked the Permian Basin i n the 

24 f a r west, so I won't say t h a t I d i d every item on i t , 

25 there are other o b j e c t i v e s , but I supervised t h a t 
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1 p o r t i o n of i t , yes, s i r . The p a r t t h a t I d i d n ' t do I 

2 c e r t a i n l y sanctioned. 

3 Q. This i s not a standard f e d e r a l Unit 

4 Agreement? 

5 A. To my knowledge i t i s . I t h i n k i t meets 

6 t h e - - When you say "standard," from a l e g a l 

7 standpoint I won't respond t o t h a t , Mr. P a d i l l a . To 

8 my knowledge i t met the requirements as evidenced by 

9 Mr. Lopez' p r e l i m i n a r y approval l e t t e r , and i t was 

10 discussed w i t h him i n person. There were no 

11 o b j e c t i o n s r a i s e d as t o form or any p a r t of i t s 

12 content other than they were reasonable o b j e c t i o n s 

13 from the f e d e r a l side as t o what they would l i k e 

14 d e l e t e d . 

15 Q. Except f o r t h a t 80-acre fee t r a c t , there 

16 are no other r o y a l t y i n t e r e s t owners besides p o s s i b l y 

17 the o v e r r i d i n g r o y a l t y i n t e r e s t s ? 

18 A. No, s i r , I would beg to d i f f e r . There are 

19 other r o y a l t y owners i n some of the f e d e r a l t r a c t s and 

20 o v e r r i d i n g r o y a l t i e s , i f t h a t i s the q u e s t i o n . 

21 For example, i n t r a c t l a the r e ' s an 8th 

22 burden against i t by the USA. There's also 11 and a 

23 h a l f percent of o v e r r i d i n g r o y a l t i e s , and t h a t p r e t t y 

24 w e l l i s i n d i c a t i v e of a l l t r a c t s . Again, two or three 

25 may be the ex c e p t i o n . The Conoco t r a c t i s burdened 
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1 w i t h more than j u s t a s t r a i g h t a i d , s o — 

2 Q. My question was, aside from the o v e r r i d i n g 

3 r o y a l t y i n t e r e s t owners on the f e d e r a l t r a c t s , the 

4 United States has a l l of the r o y a l t y except f o r t h i s 

5 80-acre t r a c t on which the Santa Fe — 

6 A. That i s c o r r e c t , yes, s i r . 

7 Q. Let's t u r n now t o your COPAS s e c t i o n of the 

8 Unit Operating Agreement and l e t me ask you about the 

9 overhead ra t e s as shown on t h a t page 4 of the COPAS. 

10 A. I have i t , s i r . 

11 Q. How d i d you d e r i v e the f i g u r e s of $7,350 

12 f o r d r i l l i n g the w e l l and the producing w e l l rate of 

13 $735? 

14 A. Mr. P a d i l l a , w i t h i n our o r g a n i z a t i o n t h a t 

15 f i g u r e i s tendered t o us by the j o i n t i n t e r e s t s . I f 

16 i t ' s a company-operated f a c i l i t y p r o p o s a l , then i t ' s 

17 r e m i t t e d t o us or given t o us by the F & A, the 

18 a d m i n i s t r a t i v e people t h a t monitor the b i l l s and the 

19 l i k e s of t h a t . So, i n response, t h a t f i g u r e i s not a 

20 c o n j e c t u r e d f i g u r e by the land department, i t ' s an 

21 a c t u a l f i g u r e t h a t ' s handed t o us by our 

22 a d m i n i s t r a t i v e people. 

23 Q. That i s an OXY f i g u r e , though? 

24 A. Yes, s i r , most assuredly f o r an 

25 OXY-operated w e l l . Again, i n i t s defense, whether 
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1 there's a defense needed I can't say, we c e r t a i n l y 

2 look at the Ernst and Whinney p u b l i c a t i o n which i s 

3 c e r t a i n l y less than s c i e n t i f i c , I t h i n k - - t h a t ' s cause 

4 everyone knows t h a t ' s a pool t h a t ' s taken based on 

5 what any given p a r t y i s w i l l i n g t o concede t h a t t h e i r 

6 o p e r a t i n g rates are--and t h e y ' l l f i e l d any and 

7 everybody's responses. I n f a c t , they come around 

8 asking you to d i v u l g e t h a t i n f o r m a t i o n . 

9 Again, I don't know whether anybody's 

10 o p e r a t i n g rates are s c i e n t i f i c . Again, i n t h i s 

11 response, i n i t s defense, the only t h i n g I could say, 

12 the $7,350 and the $735 i s based on a f i x e d basis 

13 which does i n c l u d e the f i r s t l i n e supervisor c a p a c i t y , 

14 where most overhead r a t e s and producing r a t e s 

15 g e n e r a l l y are b i l l e d on top of t h a t , as you w e l l 

16 know. I n f a c t , I t h i n k most independents would, 

17 perhaps, favor t h a t . So, t h a t being the d i f f e r e n t i a l 

18 i n the two, to my knowledge, Mr. P a d i l l a . But again, 

19 t h a t i s our r a t e , yes, s i r . 

20 And we're prepared, I might add t h a t we do 

21 i t i n every n e g o t i a t i o n , i f i t ' s a farm out or what 

22 have you and we're i n t o an o p e r a t i n g agreement or a 

23 back-in s i t u a t i o n , we've had var i o u s and sundry 

24 o b j e c t i o n s . And any time we're amenable t o 

25 n e g o t i a t i n g a r a t e w i t h anybody and we're s o r t of 

CUMBRE COURT REPORTING 
(505) 984-2244 



125 

1 prepared t o accept whatever might be given t o us i f , 

2 i n f a c t , t h a t i s determined t o be i n excess of the 

3 going r a t e . 

4 I t h i n k the only t h i n g t h a t I might say 

5 again i n i t s defense, I attended a meeting w i t h an 

6 Amerada u n i t very close j u s t t h i s past week, and t h e r e 

7 was c o n j e c t u r e from $7,000 down t o $4,000 and no 

8 d e f i n i t i v e agreement was reached at t h a t p o i n t i n time 

9 on a much, much l a r g e r u n i t . So I can't--

10 Q. These f i g u r e s apply t o i n j e c t i o n w e l l s as 

11 w e l l , cor r e c t ? 

12 A. Well , i t a p p l i e s , yes, s i r . The d r i l l i n g 

13 w e l l r a t e does n o t . I t h i n k you've got a one-time 

14 d r i l l i n g r a t e on an i n j e c t o r w e l l as i f i t were a 

15 producing w e l l , so we have a one-month one-time charge 

16 on t h a t i n j e c t o r - t y p e w e l l . 

17 Q. So, i n j e c t o r w e l l s and producing w e l l s are 

18 t r e a t e d the same under t h i s overhead charge? 

19 A. As a producing w e l l , a one-time charge, 

20 yes, s i r . 

21 Q. Are there any other charges over here t h a t 

22 are not inc l u d e d i n the $1,500 estimated o p e r a t i n g 

23 expense per w e l l t h a t Mr. Taylor t e s t i f i e d t o were 

24 here? 

25 A. Well , I haven't confided or had any 
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1 discourse w i t h Mr. Taylor on the $1,500, and I haven't 

2 been p r i v y to a l l the o p e r a t i o n a l or engineering 

3 meetings t h a t they've had, so t h a t f i g u r e was somewhat 

4 new to me, to o . So I can't respond t o t h a t . 

5 I t h i n k the COPAS p r e t t y w e l l addresses the 

6 d i r e c t charges and what i s covered and what i s n ' t . 

7 The one t h a t looms out would be the t e c h n i c a l s a l a r i e s 

8 or the cost of those p r o f e s s i o n a l c o n s u l t a n t s who go 

9 out on the p r o p e r t y , as opposed t o rendering a se r v i c e 

10 w i t h regards t o the o p e r a t i o n w i t h i n the p r o p e r t y or 

11 i n the p r o p e r t y . So, aside from t h a t , though, I t h i n k 

12 i t ' s p r e t t y s e l f - e x p l a n a t o r y . 

13 Q. What you're saying i s , t h a t t e c h n i c a l 

14 s e r v i c e fee i s not included i n the $1,500? 

15 A. That would be my i n t e r p r e t a t i o n of t h a t , 

16 s i r . 

17 Q. Let's t u r n now t o , i t ' s E x h i b i t B-l of the 

18 Unit Operating Agreement. I'm s o r r y , I t h i n k i t ' s the 

19 new E x h i b i t No. 16. As I understand i t , the 

20 checkmarks i n d i c a t e the people who have r a t i f i e d , i s 

21 t h a t c o r r e c t ? 

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

23 Q. Turning t o the Santa Fe E x p l o r a t i o n t r a c t , 

24 you have LaRue and Muncy and Marbob Energy C o r p o r a t i o n 

25 as having j o i n e d , i s t h a t c o r r e c t ? 
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1 A. That i s c o r r e c t , s i r . 

2 Q. You have received no communications from 

3 any of these people or companies i n d i c a t i n g or saying 

4 they're r e s c i n d i n g t h e i r approval of the u n i t ? 

5 A. Do I have t h a t , Mr. P a d i l l a , no, s i r . The 

6 answer to your question would be n e g a t i v e . I have a 

7 l e t t e r from Mr. McAlpine who addressed a l l working 

8 i n t e r e s t owners w i t h regards t o , at t h a t p o i n t , a 

9 p r e f e r e n t i a l r i g h t , which they asked i f we were 

10 amenable t o purchasing the p r o p e r t i e s , any and a l l 

11 working i n t e r e s t p a r t i e s . We said we would be, we 

12 would be a f f i r m a t i v e t o t h a t and we d i d provide o f f e r s 

13 t o each and every p a r t y , which was i n c l u s i v e of 

14 Marbob, LaRue and Muncy. 

15 They r a t i f i e d . They had t o l d us i n advance 

16 they were going t o r a t i f y and/or s e l l i f we were 

17 amenable t o extending our o f f e r s and provided they 

18 were e q u i t a b l e . I n each instance they were. I t a l k e d 

19 to Mr. C h a r l i e LaRue, I t a l k e d t o a p a r t y by the name 

20 of Mr. M i l l e r at Marbob. I know Mr. LaRue. I do not 

21 know Mr. M i l l e r , other than having t a l k e d w i t h him 

22 when I was i n the Oklahoma C i t y o f f i c e i n the 

23 midcontinent r e g i o n . 

24 Q. I n your o p i n i o n , can they do both? Can 

25 they sign and s e l l at the same time? 
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1 A. No, s i r , they cannot, and n e i t h e r d i d they 

2 do t h a t . I might c l a r i f y t h a t by s t a t i n g t h a t we had 

3 r a t i f i c a t i o n s i n advance of t h e i r acceptance o f f e r s . 

4 When I got the advice t h a t Mr. McAlpine exercised h i s 

5 p r e f e r e n t i a l r i g h t , I had the Marbob i n hand. 

6 As f o r LaRue and Muncy, I had a c a l l from 

7 Mr. LaRue j u s t l a s t week. I t h i n k Mr. McAlpine has 

8 had some conversations w i t h him. He, l i k e w i s e , was 

9 f u l l y content i n stay i n a r a t i f i e d p o s i t i o n , however, 

10 he would also choose t o s e l l and d i v e s t h i m s e l f , i f we 

11 were amenable t o t h a t , a l s o , but he would take 

12 whatever t h a t s i t u a t i o n would be. But they were not 

13 done i n c o n c e r t , i f t h a t i s the response you're 

14 l o o k i n g f o r . They were done separate and a p a r t . 

15 Q. Did you buy an i n t e r e s t owned by Dallas 

16 McCasland t o be i n c l u d e d - -

17 A. No, s i r , I d i d n ' t . I was i n the 

18 midcontinent region again, out of pocket. I was i n 

19 Midland f o r seven or e i g h t years, moved back t o 

20 Oklahoma C i t y f o r thr e e years, and duri n g the course 

21 of t h a t I learned f i r s t I might add from Mr. 

22 McAlpine. When we had our f i r s t c o r d i a l c o n v e r s a t i o n , 

23 he apprised me t h a t he t r i e d or attempted t o d i v e s t 

24 h i s p r o p e r t y t o OXY USA—I t h i n k i t was OXY at t h a t 

25 t i m e . I don't t h i n k i t would have been C i t i e s . At 
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1 t h a t p o i n t i n time OXY was the parent — he apprised me 

2 of t h a t , of his c o n v e r s a t i o n w i t h an e n g i n e e r — a t t h a t 

3 p o i n t i n time Mr. McAlpine c o u l d n ' t remember, and I 

4 t h i n k I recanted t o him t h a t perhaps i t could have 

5 been a Mr. Hunt. He was the manager of e n g i n e e r i n g , 

6 he i s the manager, a f t e r I came back from Oklahoma 

7 C i t y i n January of 1990, and t h a t was the f i r s t 

8 knowledge I had of t h a t . 

9 Q. Did you buy four w e l l s from Mr. McCasland? 

10 A. We bought Mr. McCasland 1 s p r o p e r t y , Mr. 

11 P a d i l l a , as i t r e l a t e s t o the no r t h e a s t q u a r t e r of 

12 Section 4, and beyond t h a t , I can't t e l l you. I've 

13 heard d o l l a r amounts, but I can't t e l l you amounts. A 

14 producing w e l l , l o o k i n g at i t , I would say we bought 

15 t h r e e . I t looks l i k e t h e r e are three w e l l b o r e s . That 

16 may be an e r r o r . I'm judging by what I'm reviewing 

17 here. 

18 Q. You haven't heard of any d o l l a r amounts 

19 t h a t were paid? 

20 A. Yes, s i r , I have and I sta t e d t h a t , but as 

21 to concuring or a f f i r m i n g or c o n f i r m i n g , I cannot do 

22 t h a t , s i r . I had no p a r t i n i t . I was t o t a l l y 

23 unaware u n t i l Mr. McAlpine t o l d me. I went 

24 immediately t o Mr. Hunt, and apprised him of my 

25 c o n v e r s a t i o n w i t h Mr. McAlpine, and he echoed the f a c t 
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1 t h a t , yes, an o f f e r had been made t o Mr. McAlpine at 

2 t h a t p o i n t i n t i m e . 

3 Q. What d o l l a r f i g u r e d i d you come to? 

4 MR. KELLAHIN: We would o b j e c t , Mr. 

5 Examiner. I t h i n k I have been very p a t i e n t i n t h i s 

6 l i n e of q u e s t i o n i n g . I t ' s not r e l e v a n t t o the 

7 proceeding here. 

8 The question of whether OXY has acquired 

9 other i n t e r e s t i n t h i s u n i t some years ago i s not 

10 germane t o your d e c i s i o n s i n t h i s case. The bottom 

11 l i n e i s , the p a r t i e s can't agree on Mr. McAlpine or 

12 Santa Fe E x p l o r a t i o n ' s v o l u n t a r y p a r t i c i p a t i o n i n t h i s 

13 u n i t . The p a r t i e s are unable t o reach an agreement on 

14 a sale p r i c e . I t i s l i k e the t y p i c a l p o o l i n g case 

15 where the p a r t i e s can't decide. I don't know t h a t you 

16 need t o know the d e t a i l s of why they can't; i t ' s 

17 simply t h a t they cannot, and t h i s i s not r e l e v a n t to 

18 your d e c i s i o n . 

19 EXAMINER STOGNER: Mr. P a d i l l a , any 

20 response? 

21 MR. PADILLA: Yes, Mr. Examiner. I t h i n k 

22 the purchase p r i c e i s e n t i r e l y r e l e v a n t to t h i s 

23 proceeding as t o the reasonableness of any o f f e r s t h a t 

24 were made i n the area, no d i f f e r e n t than farmout terms 

25 or no d i f f e r e n t than lease terms i n compulsory p o o l i n g 

CUMBRE COURT REPORTING 
(505) 984-2244 



131 

1 cases. 

2 I f a lease term i s unreasonable or farmout 

3 term i s unreasonable or any kin d of an assignment or 

4 any kind of a d e a l , the terms of a deal t o assign or 

5 convey or somehow p a r t i c i p a t e i n an o i l and gas 

6 compulsory p o o l i n g or a forced u n i t i z a t i o n i s e n t i r e l y 

7 r e l e v a n t i n order to determine the reasonableness of 

8 the o f f e r . C e r t a i n l y , the s t a t u t e says t h a t f a i r n e s s 

9 and e q u i t y are c o n s i d e r a t i o n s under a u n i t p l a n . So I 

10 t h i n k i t ' s very m a t e r i a l to t h i s case. 

11 MR. STOVALL: Mr. Examiner, I would advise 

12 you t h a t based upon Mr. P a d i l l a ' s argument i n 

13 comparison t o fo r c e p o o l i n g , t h a t the D i v i s i o n never 

14 evaluates the q u a l i t y of o f f e r s i n those n e g o t i a t i o n s , 

15 i t ' s whether the r e have been n e g o t i a t i o n s . 

16 EXAMINER STOGNER: Thank you, Mr. S t o v a l l . 

17 The o b j e c t i o n i s sust a i n e d . 

18 Mr. P a d i l l a ? 

19 MR. PADILLA: That's a l l the questions I 

20 have, Mr. Examiner. 

21 EXAMINER STOGNER: Is there any r e d i r e c t of 

22 t h i s witness? 

23 MR. KELLAHIN: No, s i r . 

24 MR. STOVALL: I have a couple of q u e s t i o n s , 

25 i f I may be p e r m i t t e d . 
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1 EXAMINATION 

2 BY MR. STOVALL: 

3 Q. I s there a p r o v i s i o n i n e i t h e r the Unit 

4 Agreement or the Unit Operating Agreement f o r c a r r y i n g 

5 of nonconsenting p a r t i e s ? I ' l l preface t h a t by saying 

6 t h a t I d i d n ' t f i n d one as I skimmed through i t ? 

7 A. No, s i r , there i s n ' t . And the only 

8 reference I would make t o t h a t would be t h a t under the 

9 S t a t u t o r y U n i t i z a t i o n Act i n 70-7, p r o v i s i o n (F) i t 

10 does say t h a t i n the event you have a nonconsenting 

11 working i n t e r e s t p a r t y , t h a t they could be subject t o 

12 c o s t , 100 percent plus 200 percent p e n a l t y . The 

13 question never came up except one of Santa Fe 

14 E x p l o r a t i o n ' s working i n t e r e s t p a r t i e s asked me would 

15 he would be exposed to t h a t , and I said I could not 

16 answer t h a t . There was a p r o v i s i o n under the Act--

17 Q. Let me i n t e r r u p t you here, Mr. Dickenson. 

18 I'm reading 70-7-7, "...and s h a l l approve or p r e s c r i b e 

19 a plan f o r a Unit Agreement f o r u n i t o p e r a t i o n s which 

20 s h a l l i n c l u d e "--and I ' l l go t o your paragraph (F) — " a 

21 p r o v i s i o n f o r c a r r y i n g any working i n t e r e s t owner 

22 u n l i m i t e d d u r i n g a net p r o f i t s b a s i s , " and f u r t h e r 

23 down i t p r o v i d e s , " c a r r y i n g plus an amount not t o 

24 exceed 200 perce n t . " 

25 My i n t e r p r e t a t i o n of t h a t s t a t u t o r y 
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1 p r o v i s i o n i s t h a t the Unit Agreement or Unit Operating 

2 Agreement needs t o have t h a t p r o v i s i o n f o r c a r r y i n g 

3 included i n i t . Would you been w i l l i n g t o amend the 

4 Agreement? 

5 MR. KELLAHIN: No, s i r . Mr. S t o v a l l , we've 

6 made the conscious d e c i s i o n not to seek the nonconsent 

7 p r o v i s i o n s t h a t apply i n the s t a t u t e and i t ' s been 

8 i n t e n t i o n a l l y d e l e t e d from the o p e r a t i n g agreement. 

9 MR. STOVALL: So, i n e f f e c t the 

10 n o n p a r t i c i p a t i n g i n t e r e s t would be c a r r i e d at no 

11 penalty? 

12 MR. KELLAHIN: That's r i g h t . 

13 EXAMINER STOGNER: Any other questions of 

14 t h i s witness? I f n o t , Mr. Dickenson--

15 THE WITNESS: I f I might, i n response t o 

16 Mr. S t o v a l l — 

17 MR. STOGNER: Mr. K e l l a h i n ? 

18 MR. KELLAHIN: There's no question before 

19 you, Mr. Dickenson. 

20 EXAMINER STOGNER: Okay. Mr. Dickenson, 

21 you may be excused. 

22 MR. KELLAHIN: That concludes our 

23 p r e s e n t a t i o n , Mr. Examiner. 

24 EXAMINER STOGNER: Mr. P a d i l l a , do you have 

25 a witness? 
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1 MR. PADILLA: Can I take a short break? I 

2 t h i n k I can reduce i t to one. I do have one. 

3 EXAMINER STOGNER: Let's take about a 

4 ten-minute recess at t h i s t i m e . 

5 (Thereupon, a recess was taken.) 

6 EXAMINER STOGNER: The hearing w i l l come t o 

7 order. Let's see, we wish t o r e c a l l Mr. Dickenson at 

8 t h i s t i m e . Mr. S t o v a l l has a q u e s t i o n . 

9 CHARLES E. DICKENSON 

10 the witness h e r e i n , a f t e r having been p r e v i o u s l y duly 

11 sworn upon h i s oath, was examined and t e s t i f i e d 

12 f u r t h e r as f o l l o w s : 

13 EXAMINATION 

14 BY MR. STOVALL: 

15 Q. Mr. Dickenson, you t e s t i f i e d as t o the 

16 overhead r a t e s , and I'm p a r t i c u l a r l y t a l k i n g about the 

17 producing w e l l r a t e of $735 and I w i l l s t a t e t h a t 

18 t h a t ' s probably higher than the D i v i s i o n normally 

19 g r a n t s . 

20 However, you d i d make some statement, and 

21 as I look on page 2 of the COPAS attached t o the 

22 o p e r a t i n g agreement, d i d I understand you c o r r e c t l y t o 

23 say you are i n c l u d i n g , w i t h i n t h a t overhead charge, 

24 r a t h e r than as a d i r e c t charge, items which under the 

25 COPAS are normally provided f o r as a d i r e c t charge? 
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1 A. The reference I made was the f i r s t - l i n e 

2 su p e r v i s o r y charge which normally i s b i l l e d d i r e c t l y 

3 on most of them we found c e r t a i n l y by independent 

4 operators and/or smaller o p e r a t o r s . And the p o i n t 

5 t h a t I made was, t h a t was i n c l u s i v e of the f i r s t - l i n e 

6 s u p e r v i s i o n . That was the d i s t i n c t i o n I attempted t o 

7 make, but perhaps f a i l e d t o . 

8 Q. Are you f a m i l i a r enough w i t h the COPAS, or 

9 do you have i t i n f r o n t of you so I can make sure 

10 we're t a l k i n g a b o u t — i t ' s i n the black book, i f t h a t 

11 helps you. I f you would t u r n t o page 2 of the COPAS. 

12 A. Yes, s i r . 

13 Q. Page 2, I'm l o o k i n g now at the d i r e c t 

14 charges on page 2 under l a b o r , 3(a) and i n the copy 

15 I've got, item number 2 i s s t r i c k e n . I s t h a t the 

16 charge you're t a l k i n g about, the su p e r v i s o r y c h a r g e — 

17 A. Y e s , s i r . 

18 Q. - - t h a t you included i n the overhead? 

19 A. Yes, s i r . And the t h i r d q u a l i f i c a t i o n t h a t 

20 I made, Mr. S t o v a l l , had to do w i t h item 3, and my 

21 reference was i n the p r e p o s i t ion — 

22 Q. I understand t h a t . 

23 A. Yes, s i r . 

24 MR. STOVALL: That's a l l I have of t h i s 

25 w i t n e s s . 
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1 EXAMINER STOGNER: Any other questions? I f 

2 n o t , you may be excused. 

3 Mr. P a d i l l a ? 

4 MR. PADILLA: Mr. Examiner, at t h i s time 

5 w e ' l l c a l l B i l l McAlpine f o r our p o r t i o n of our case. 

6 WILLIAM A. MCALPINE, JR. 

7 The witness h e r e i n , a f t e r having been f i r s t d uly sworn 

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

9 EXAMINATION 

10 BY MR. PADILLA: 

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

12 before the O i l Conservation D i v i s i o n as p r e s i d e n t of 

13 Santa Fe E x p l o r a t i o n Company? 

14 A. I have. 

15 Q. And have your c r e d e n t i a l s been accepted i n 

16 t h a t capacity? 

17 A. Yes. 

18 Q. Are you f a m i l i a r w i t h the issues as they 

19 r e l a t e t o Santa Fe i n t h i s case? 

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

21 Q. Does Santa Fe represent other working 

22 i n t e r e s t owners f o r whom Santa Fe operates on the 

23 Tracts 6 and 7 of the proposed u n i t ? 

24 A. We do. 

25 MR. PADILLA: Mr. Examiner, we would tender 
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1 Mr. McAlpine as a w i t n e s s , as a managerial witness f o r 

2 Santa Fe E x p l o r a t i o n . 

3 EXAMINER STOGNER: Are ther e any 

4 obj ections? 

5 MR. KELLAHIN: He i s tendered as an expert 

6 witness i n any p a r t i c u l a r aspect, Mr. P a d i l l a ? 

7 MR. PADILLA: No, s i r ; as a p r a c t i c a l o i l 

8 man. 

9 MR. KELLAHIN: No o b j e c t i o n . 

10 MR. STOVALL: How about as manager of the 

11 company? 

12 MR. KELLAHIN: Oh, t h a t ' s f i n e . He wasn't 

13 proposed t o give geologic or engineering testimony? 

14 I s t h a t r i g h t . 

15 MR. PADILLA: No. 

16 EXAMINER STOGNER: Let the record so show 

17 h i s q u a l i f i c a t i o n s . 

18 Mr. P a d i l l a ? 

19 Q. (BY MR. PADILLA) Mr. McAlpine, f i r s t of 

20 a l l I would l i k e f o r you t o i d e n t i f y what we have 

21 marked as E x h i b i t s 1 through 7. I would l i k e f o r you 

22 to b r i e f l y i d e n t i f y each of those e x h i b i t s and then I 

23 w i l l come back and address each of them. 

24 A. E x h i b i t No. 1 i s a l e t t e r from Santa Fe 

25 E x p l o r a t i o n Company executed by me, t o OXY USA, to the 
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1 a t t e n t i o n of Mr. Charles Dickenson. B a s i c a l l y - -

2 Q. That's a l l i t i s , i s t h a t c o r r e c t ? 

3 A. Okay. 

4 Q. What's E x h i b i t No. 2? 

5 A. E x h i b i t 2 i s a l e t t e r dated J u l y the 20th 

6 from Santa Fe E x p l o r a t i o n executed by me, to OXY, USA, 

7 t o Mr. Charles Dickenson. 

8 Q. Okay. And attached t o t h a t i s another 

9 l e t t e r . I s t h a t a l e t t e r from OXY to you? 

10 A. Yes, i t i s , dated J u l y 1 6th. 

11 Q. What's E x h i b i t 3? 

12 A. E x h i b i t 3 i s a l e t t e r from Santa Fe 

13 E x p l o r a t i o n executed by me t o the a t t e n t i o n of 

14 Mr. P. N. McGee, land manager. 

15 Q. Okay. What's E x h i b i t 4? 

16 A. E x h i b i t 4 i s a l e t t e r to Santa Fe 

17 E x p l o r a t i o n from OXY USA, executed by Mr. Charles 

18 Dickenson. 

19 Q. Okay. What's E x h i b i t No. 5? 

20 A. E x h i b i t No. 5 i s the survey r e s u l t s , the 

21 1989 Ernst and Whinney r e g i o n a l d r i l l i n g and op e r a t i n g 

22 charges f o r the West Texas/Eastern New Mexico area. 

23 Q. What's E x h i b i t 6? 

24 A. I t ' s a l e t t e r from Buddy Sipes, t h a t has an 

25 i n t e r e s t i n the Corbin #1 Well. 
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1 Number 7 i s an AFE f o r a water i n j e c t i o n 

2 w e l l i n the south h a l f of Section 3 of 18/33, Lea 

3 County, New Mexico. 

4 Q. Mr. McAlpine, were these e x h i b i t s compiled 

5 understand your s u p e r v i s i o n ? 

6 A. Yes, they were. 

7 Q. Okay. Let's go back now and have you t e l l 

8 me or give the Examiner a h i s t o r i c a l background of 

9 Santa Fe's involvement i n t h i s w a t e r f l o o d and u n i t 

10 p r o j e c t . 

11 MR. KELLAHIN: Excuse me, Mr. Examiner. 

12 Are you te n d e r i n g these e x h i b i t s f o r i n t r o d u c t i o n at 

13 t h i s p o i n t ? 

14 MR. PADILLA: No. 

15 MR. KELLAHIN: I w i l l have o b j e c t i o n s t o 

16 some of those e x h i b i t s . I also have an o b j e c t i o n t o 

17 Mr. McAlpine d i s c u s s i n g b e f o r e the Examiner f a i l e d 

18 e f f o r t s t o reach a settlement of sale or some s o l u t i o n 

19 o u t s i d e of the hearing process because i t ' s 

20 i r r e l e v a n t , and we would ask t h a t the examination of 

21 Mr. McAlpine not inc l u d e t h a t t o p i c . 

22 MR. PADILLA: Mr. Examiner, I assume t h a t 

23 Mr. K e l l a h i n i s r e a l l y addressing h i m s e l f to the 

24 contents of E x h i b i t s 3 and 4. The co n t e n t s - -

25 MR. STOVALL: Mr. P a d i l l a , l e t ' s not worry 
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1 about which e x h i b i t s he's o b j e c t i n g t o u n t i l such time 

2 as he a c t u a l l y makes o b j e c t i o n . Please don't take our 

3 time s p e c u l a t i n g . Respond t o the testimony o b j e c t i o n , 

4 i f you would. 

5 MR. PADILLA: A l l I'm saying i s t h a t our 

6 proposed testimony w i l l i n c lude i n f o r m a t i o n concerning 

7 Santa Fe's attempts to resolve the co n t r o v e r s y w i t h 

8 OXY. I t i s u s u a l l y customary to incl u d e 

9 correspondence i n t h i s type of he a r i n g , and they have 

10 always been admissible as f a r as I understand. 

11 MR. KELLAHIN: Two d i f f e r e n t t o p i c s , Mr. 

12 Examiner. One i s t o l i m i t the scope of i n q u i r y w i t h 

13 t h i s witness i n h i s te s t i m o n y , and none of the 

14 e x h i b i t s have been submitted f o r evidence. 

15 MR. STOVALL: Mr. P a d i l l a , t o s i m p l i f y 

16 t h i s , what i s going t o be the t h r u s t of Mr. McAlpine's 

17 testimony? 

18 MR. PADILLA: The t h r u s t of his testimony 

19 i s why he doesn't want to be in v o l v e d w i t h the u n i t 

20 o p e r a t i o n or the u n i t plan or the water i n j e c t i o n 

21 p r o j e c t . 

22 MR. STOVALL: Are you w i l l i n g t o l i m i t the 

23 testimony t o t h a t and not discuss any n e g o t i a t i o n s 

24 between OXY and Santa Fe w i t h respect to a c q u i s i t i o n 

25 of Santa Fe's i n t e r e s t i n the well s ? 
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1 MR. PADILLA: No, s i r . I assumed t h a t I 

2 would--I s t i l l want to in t r o d u c e evidence of Santa 

3 Fe's attempt to enter i n t o what Santa Fe b e l i e v e s i s a 

4 reasonable deal w i t h OXY, and I would p r e f e r t o have a 

5 r u l i n g t h a t i t ' s i n a d m i s s i b l e r a t h e r than v o l u n t a r i l y 

6 l i m i t my examination of Mr. McAlpine t o t h a t 

7 p a r t i c u l a r issue o n l y . 

8 MR. STOVALL: Mr. Examiner, I t h i n k t h i s i s 

9 along the same l i n e s as the d i s c u s s i o n w i t h Mr. 

10 Dickenson, and to the extent i f Mr. McAlpine wants t o 

11 say ther e were some n e g o t i a t i o n s , I would say t h a t 

12 t h a t ' s probably f i n e ; but as f a r as going i n t o any 

13 d e t a i l s of n e g o t i a t i o n s , again the D i v i s i o n does not 

14 evaluate the q u a l i t y of proposals i n these types of 

15 cases. Again, we don't determine whether i t ' s a good 

16 o f f e r or a bad. So I would suggest t h a t any 

17 d i s c u s s i o n s as t o s p e c i f i c o f f e r s and p r i c e s and 

18 v a l u a t i o n s i s not r e l e v a n t as t o whether or n o t — 

19 MR. PADILLA: W e l l , l e t me o f f e r t h i s as a 

20 p r o p o s a l , Mr. S t o v a l l . Let me proceed t o examine Mr. 

21 McAlpine, and at the time t h a t Mr. K e l l a h i n f e e l s i t ' s 

22 necessary f o r him to o b j e c t , I would p r e f e r t o have a 

23 r u l i n g on the p r o f f e r e d t e s t i m o n y . 

24 EXAMINER STOGNER: W e l l , l e t ' s t r y t h a t . 

25 Q. (BY MR. PADILLA) Mr. McAlpine, when d i d 
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1 you f i r s t become i n v o l v e d i n the proposed u n i t i z a t i o n 

2 of the Santa Fe t r a c t s i n OXY1s proposed u n i t ? 

3 A. The f i r s t contact t h a t was made, an 

4 engineer contacted me approximately two t o th r e e years 

5 ago doing some research, as I r e c a l l , on a u n i t of the 

6 Queen i n t h i s area. 

7 Q. And t h a t was a couple of years ago, you 

8 say? 

9 A. We l l , my memory i s f a u l t y , but as I r e c a l l 

10 i t was more l i k e t hree years ago; but I stand t o be 

11 c o r r e c t e d . 

12 Q. Can you t e l l us g e n e r a l l y what your stand 

13 has been w i t h regard to s t a t u t o r y u n i t i z a t i o n of the 

14 Santa Fe t r a c t s i n the proposed u n i t ? 

15 A. Well , we have r e s i s t e d and objected to i t 

16 because we f e e l l i k e f o r Santa Fe and our working 

17 i n t e r e s t owners we would never receive a net penny of 

18 p r o f i t i n i t . 

19 I f you look at the examples demonstrated 

20 here today, w i t h $1,500 a month o p e r a t i n g expenses, 

21 not t a k i n g i n t o account the $730 per month--or 

22 whatever t h a t f i g u r e i s t h a t they proposed t h a t i s not 

23 included i n t h a t $1 ,500 — and then you also take i n t o 

24 account the $7,350 d r i l l i n g r a t e t h a t can be charged 

25 f o r completion r i g s , and knowing a l i t t l e b i t about 
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1 when you have 24 w e l l s out there t h a t you're going t o 

2 have a completion u n i t out there doing something a l l 

3 the time--

4 Q. How do you know t h i s ? Do you have 

5 something t o r e l y on experience i n order to make t h a t 

6 de t e r m i n a t i o n ? 

7 A. We have some w a t e r f l o o d s i n the Queen. 

8 Q. Can you t e l l the Examiner where i t i s t h a t 

9 you have those w a t e r f l o o d s ? 

10 A. We l l , the Langley Jack i n Lea County i s 

11 one. Consequently, we would p r e f e r to give them one 

12 of the w e l l s t o use as a water i n j e c t i o n w e l l o r , i f 

13 our p r o p e r t y i s going t o be condemned which, 

14 a p p a r e n t l y , i t may be, t o get at l e a s t the p r i c e t h a t 

15 i t would cost to d r i l l two water i n j e c t i o n w e l l s . 

16 Q. What i s t h a t p r i c e ? 

17 A. We l l , the engineer i n our o f f i c e has done 

18 an AFE to do a water i n j e c t i o n w e l l on these two 

19 l o c a t i o n s at $209,000 apiece. Now, t h a t i s new 

20 equipment, and i t may be--a previous witness here has 

21 t e s t i f i e d t h a t three water i n j e c t i o n w e l l s i n the same 

22 l o c a t i o n would cost $330,000 plus the amount they 

23 would save on c o n v e r t i n g four w e l l s at $30,000 apiece, 

24 which i s $120,000, which i s $450,000 d i v i d e d by t h r e e , 

25 would be $150 ,000 . 
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1 And so we c e r t a i n l y have some f l e x i b i l i t y 

2 i n t h a t , but we would hope t h a t our p r o p e r t y not be 

3 condemned w i t h o u t some j u s t compensation. 

4 Q. Have you determined what t h a t j u s t 

5 compensation is? 

6 A. No, but I don't t h i n k they want me to 

7 answer your q u e s t i o n . 

8 Q. No one has objected to my q u e s t i o n . 

9 A. Well , a water i n j e c t i o n w e l l , we b e l i e v e 

10 would cost about $200,000. And i f they're going t o 

11 receive two w e l l s from us t h a t they can use e i t h e r as 

12 producers or water i n j e c t i o n w e l l s , we would be happy 

13 to accept $150,000 per w e l l and receive nothing f o r 

14 whatever o i l might u n d e r l i e our 80 acres. 

15 Q. Mr. McAlpine, d i d you read the proposed 

16 Unit Agreement and the proposed Unit Operating 

17 Agreement and determine or reach a d e c i s i o n as t o 

18 whether or not you wanted t o j o i n as a r e s u l t of 

19 reading those agreements? 

20 A. Well , the p r i n c i p a l t h i n g t h a t we o b j e c t to 

21 i s i n the COPAS, the o p e r a t i n g r a t e s . I n a p r o j e c t 

22 l i k e t h i s , you're going t o have l o t s of work going on 

23 as I've already s t a t e d , and I t h i n k i t ' s more t y p i c a l 

24 above 5,000 f e e t . I t h i n k the average depth of the 

25 Queen here i s around 4,200 f e e t . I imagine t h a t 
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1 around $3,000 t o $3,300 per month or $3,500 perhaps at 

2 the most f o r a d r i l l i n g w e l l and $300 t o $350 a month 

3 might not be more a p p r o p r i a t e f o r a producing w e l l . 

4 Q. What do you base those r a t e s on? 

5 A. Well , on the 1989 survey by Ernst and 

6 Whinney. 

7 Q. Is t h a t i n the form of E x h i b i t 6? 

8 A. I t h i n k i t ' s marked E x h i b i t No. 5. 

9 Q. And you've alr e a d y t e s t i f i e d t o the bottom 

10 l i n e of E x h i b i t No. 7, as the cost f o r d r i l l i n g the 

11 water i n j e c t i o n w e l l , i s t h a t c o r r e c t ? 

12 A. Y e s , s i r . 

13 Q. Were you present when the OXY engineer 

14 t e s t i f i e d as t o the cost f o r d r i l l i n g an i n j e c t i o n 

15 well? 

16 A. Y e s , s i r . 

17 Q. Do you agree w i t h the costs expressed by 

18 t h a t engineer, as f a r as your experience i s concerned? 

19 A. We l l , we hope t h a t we d i d a good job of 

20 doing the AFE on a r e a l i s t i c b a s i s , and we c e r t a i n l y 

21 weren't t r y i n g t o i n f l a t e i t . We t h i n k t h a t normally 

22 the AFE rates t h a t we come up w i t h are very 

23 c o m p e t i t i v e . So, I suspect the a c t u a l rates f o r doing 

24 t h a t would be clos e r to the AFE our engineer 

25 s p e c i f i c a l l y d i d f o r t h i s . 
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1 Q. Mr. McAlpine, i n your a n a l y s i s of the 

2 engineering r e p o r t and the v a r i o u s documents t h a t were 

3 sent t o you by OXY, USA, d i d you a r r i v e at any 

4 conclu s i o n t h a t the proposed u n i t was an advantage or 

5 b e n e f i t to Santa Fe E x p l o r a t i o n Company? 

6 A. We l l , we f e l t l i k e t h a t the expenses of 

7 op e r a t i o n and whatnot, t a k i n g t h a t i n t o c o n s i d e r a t i o n 

8 as I p r e v i o u s l y t e s t i f i e d , t h a t the bottom l i n e would 

9 be t h a t we would not net a penny out of the t h i n g . We 

10 would be t r a d i n g a l o t of d o l l a r s . And t h a t ' s not the 

11 business we're i n . Sure, we're a l l t r y i n g to make 

12 o i l , but the bottom l i n e i s we're t r y i n g t o make 

13 d o l l a r s and a p r o f i t . 

14 Q. And, i n your study of t h i s m a t t e r , you've 

15 reached the concl u s i o n t h a t you're not going t o make 

16 any money, i s t h a t i t ? 

17 A. That's my o p i n i o n . 

18 Q. I f you had money t o i n v e s t i n t h i s p r o j e c t , 

19 what would you do w i t h money? Would you in v e s t i t 

20 somewhere else instead of i n v e s t i n g i t i n t h i s 

21 p r o j e c t ? 

22 MR. KELLAHIN: O b j e c t i o n , i r r e l e v a n t . 

23 MR. STOVALL: Agree. 

24 Q. Have you f i g u r e d a r a t e of r e t u r n f o r your 

25 investment i n t h i s p r o j e c t ? 
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1 A. No, I have not. 

2 Q. But your study simply concludes t h a t i t 

3 would not be an advantage, because of economics, t o 

4 p a r t i c i p a t e i n t h i s p r o j e c t ? 

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

6 Q. Let me ask you to be more s p e c i f i c as t o 

7 why you sent your E x h i b i t No. 1 to OXY USA? 

8 A. We l l , the reason I wrote the l e t t e r was 

9 t h a t a f t e r my conv e r s a t i o n w i t h Mr. Dickenson which, 

10 as he described was very c o r d i a l and t h a t was e x a c t l y 

11 the way i t was, the next piece of correspondence I 

12 received d i d not i n d i c a t e our o b j e c t i o n t o be included 

13 i n the u n i t nor our w i l l i n g n e s s t o give them one of 

14 the bore holes was discussed. I t may have been and 

15 j u s t not reported i n h i s next correspondence, but I 

16 gathered i t had not been discussed and t h a t ' s why I 

17 wrote the l e t t e r . 

18 Q. Was t h i s an o p t i o n t h a t you gave t o OXY, to 

19 give them one of the wellbores? 

20 A. We l l , t h a t was one of the suggestions t h a t 

21 I made , yes . 

22 Q. What was the r e s u l t of t h a t suggestion or 

23 o f f e r ? 

24 A. The r e s u l t i s t h a t we're s i t t i n g here 

25 today. 
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1 Q. Let ' s go on t o E x h i b i t No. 2 and have you 

2 t e l l us what t h a t c o n t a i n s . 

3 MR. KELLAHIN: I o b j e c t t o t h e r e f e r e n c e t o 

4 t h e e x h i b i t . He's s i m p l y c i r c u m v e n t i n g my p o t e n t i a l 

5 o b j e c t i o n t o t h e e x h i b i t . I t t a l k s about s u g g e s t i n g a 

6 purchase p r e d i c a t e d on some o t h e r arrangement w i t h 

7 Mr. McCasland. I o b j e c t t o b o t h t h e t e s t i m o n y and t o 

8 t h e e x h i b i t . 

9 EXAMINER STOGNER: Mr. P a d i l l a , I'm g o i n g 

10 t o s u s t a i n h i s o b j e c t i o n . Mr. McAlpine s a i d "we're 

11 here t o d a y " and t h a t ' s e x a c t l y where we're a t t o d a y , 

12 so I would ask you t o move a l o n g t o an o t h e r t o p i c a t 

13 t h i s p o i n t . 

14 MR. PADILLA: W e l l , t o make i t s h o r t , Mr. 

15 Examiner, I b e l i e v e t h e n e x t E x h i b i t s 2, 3 and 4 

16 c o n t a i n or w i l l p r o b a b l y meet t h e same o b j e c t i o n , so I 

17 w o u l d , a t t h i s p o i n t , l i k e t o make an o f f e r of p r o o f 

18 as t o what t h e c o n t e n t s of those t h r e e e x h i b i t s a r e . 

19 MR. KELLAHIN: The e x h i b i t s speak f o r 

20 t h e m s e l v e s . I do n ' t b e l i e v e t h e r e ' s any o f f e r of 

21 p r o o f n e c e s s a r y . We have o b j e c t i o n s t o E x h i b i t s 2, 3 

22 and 4 . 

23 MR. STOVALL: Mr. Examiner, I mig h t suggest 

24 t h a t w i t h r e s p e c t t o E x h i b i t s 2, 3 and 4, we've 

25 a l r e a d y s t a t e d t h a t we do n ' t e v a l u a t e t h e q u a l i t y of 
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1 o f f e r s i n n e g o t i a t i o n s , merely the presence of them, 

2 and these e x h i b i t s may be admissible f o r the purpose 

3 of showing i n f a c t there were some dis c u s s i o n s between 

4 Santa Fe and OXY, i f you wish to admit them f o r t h a t 

5 pu rpose . 

6 I t h i n k could be admitted w i t h the 

7 r e c o g n i t i o n t h a t the relevance of the s p e c i f i c s of the 

8 o f f e r s , there i s no relevance to t h a t as f a r as the 

9 d e t e r m i n a t i o n here. I t would be your d e c i s i o n at t h i s 

10 p o i n t . 

11 EXAMINER STOGNER: Thank you, Mr. S t o v a l l . 

12 Mr. P a d i l l a , I w i l l admit E x h i b i t s 1, 2, 3 

13 and 4 f o r the reasons t h a t Mr. S t o v a l l d i d s t a t e , and 

14 ask t h a t you continue on. 

15 MR. PADILLA: As I understand, there was no 

16 o b j e c t i o n t o E x h i b i t No. 1? 

17 MR. KELLAHIN: No o b j e c t i o n . 

18 EXAMINER STOGNER: So E x h i b i t 1 i s admitted 

19 i n t o evidence, s t i l l . 

20 MR. STOVALL: Let's c l a r i f y the record at 

21 t h i s p o i n t . Mr. P a d i l l a , t o help t h i n g s , you t a l k e d 

22 about E x h i b i t No. 5, I b e l i e v e , the Ernst and Young 

23 study. Would you l i k e t o o f f e r t h a t at t h i s time? 

24 MR. PADILLA: Let me o f f e r E x h i b i t No. 1, 

25 E x h i b i t No.— 
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1 MR. STOVALL: W e l l , 1 t h r o u g h 4 are i n . 

2 What about E x h i b i t 5? L e t ' s do 5 . 

3 MR. PADILLA: I would o f f e r a l l e x h i b i t s , 

4 1 t h r o u g h 7 . 

5 EXAMINER STOGNER: Mr. K e l l a h i n , any 

6 o b j e c t i o n ? 

7 MR. KELLAHIN: E x h i b i t No. 5 , Mr . Examiner , 

8 t a l k s about d r i l l i n g w e l l r a t e s . There appears t o be 

9 no f o u n d a t i o n l a i d t o d e m o n s t r a t e t h a t t h i s has been 

10 t a b u l a t e d based upon water f i e l d p l a n o p e r a t i o n s or 

11 i n j e c t o r w e l l s , and w i t h t h a t r e s e r v a t i o n I would 

12 o b j e c t because I d o n ' t t h i n k t h i s document speaks t o 

13 t h i s s p e c i f i c t y p e of o p e r a t i o n r e q u i r e d h e r e , and f o r 

14 t h a t reason we would o b j e c t . 

15 E x h i b i t 6 i s Mr. S i p e s ' l e t t e r . I t ' s 

16 h e a r s a y ; i t ' s n o t a d m i s s i b l e . I f Mr. Sipes cared 

17 enough he c o u l d have come and t a l k e d about i t . 

18 The next e x h i b i t i s a p p a r e n t l y t h i s AFE on 

19 an i n j e c t o r w e l l , and I have no o b j e c t i o n t o No. 7. 

20 EXAMINER STOGNER: As f a r as E x h i b i t s 5 and 

21 7 go, t h e y w i l l be a d m i t t e d . 

22 Mr. P a d i l l a , do you want t o respond t o 

23 E x h i b i t 6, t o Mr. K e l l a h i n ' s o b j e c t i o n ? 

24 MR. PADILLA: Mr. Examiner, I t h i n k t h e 

25 e x h i b i t i s r e l e v a n t f o r showing t h a t T r a c t 6, which 
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1 c a r r i e s the 1.20982 percentage, i s not g e t t i n g a f a i r 

2 percentage. 

3 I t h i n k the e x h i b i t speaks t o what we have 

4 pointed out w i t h regard t o the core space i n s o f a r as 

5 35 percent i s assigned under the p a r t i c i p a t i o n 

6 formula. I t h i n k i t ' s r e l e v a n t f o r what i t says. 

7 MR. KELLAHIN: W e l l , i t i s o b v i o u s l y 

8 r e l e v a n t . Mr. Buddy Sipes i s a recognized engineer, 

9 has t e s t i f i e d before t h i s D i v i s i o n on occasion. The 

10 o b j e c t i o n i s not to relevancy but to hearsay. Mr. 

11 Sipes i s not here t o t a l k about h i s l e t t e r . 

12 MR. PADILLA: I n terms of hearsay, Mr. 

13 Examiner, t h i s D i v i s i o n has always relaxed the r u l e s 

14 of evidence and has allowed hearsay c o n s i s t e n t l y . 

15 MR. STOVALL: Mr. McAlpine, can you t e s t i f y 

16 t h a t Santa Fe E x p l o r a t i o n received t h i s l e t t e r i n the 

17 o r d i n a r y course of business? 

18 THE WITNESS: Yes, s i r . 

19 MR. STOVALL: And t h i s i s a copy of a 

20 l e t t e r you received? 

21 THE WITNESS: Yes, s i r . 

22 MR. STOVALL: Recognizing, again, t h a t 

23 there may be some question as t o the value of the 

24 evidence, as to e x a c t l y what i t means, Mr. Examiner, I 

25 t h i n k we can p r o p e r l y admit i t under our relaxed r u l e s 
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1 of evidence as Mr. P a d i l l a has po i n t e d o u t . 

2 EXAMINER STOGNER: Thank you, Mr. S t o v a l l . 

3 Mr. K e l l a h i n , your o b j e c t i o n s are so noted. 

4 E x h i b i t 6 w i l l be admitted i n t o evidence at 

5 t h i s t ime. 

6 MR. PADILLA: May I proceed at t h i s time? 

7 EXAMINER STOGNER: Mr. P a d i l l a , you may. 

8 Q. (BY MR. PADILLA) Do you have anything 

9 f u r t h e r to add to your t e s t i m o n y , Mr. McAlpine? 

10 A. No, s i r , I don 1 1 . 

11 MR. PADILLA: That's a l l I have, Mr. 

12 Examiner . 

13 EXAMINER STOGNER: Thank you, Mr. P a d i l l a . 

14 Mr. K e l l a h i n , you may cross-examine. 

15 MR. KELLAHIN: Thank you, Mr. Examiner. 

16 EXAMINATION 

17 BY MR. KELLAHIN: 

18 Q. Mr. McAlpine, l e t me d i r e c t your a t t e n t i o n 

19 t o your E x h i b i t No. 1 i n which you communicate t o OXY 

20 your w i l l i n g n e s s t o c o n t r i b u t e one of the wellbor e s 

21 f o r w a t e r f l o o d o p e r a t i o n s . 

22 Am I c o r r e c t to understand t h a t you were 

23 w i l l i n g t o take one of the two w e l l s , e i t h e r the w e l l 

24 on Tract 6 or Tract 7, and c o n t r i b u t e t h a t f o r 

25 conversion f o r i n j e c t i o n ? 
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1 A. Yes. What I had discussed w i t h the 

2 engineer o r i g i n a l l y , and I thought t h a t was on the 

3 t r a c t he was working on because he c a l l e d several 

4 times over a per i o d of a year or two, was i t seemed as 

5 though f o r the p a t t e r n t h a t they wanted to work , our 

6 Well #1 would s u i t them best. 

7 Q. When we look at t h i s p a t t e r n , t h e n , and I 

8 look at Well #1, t h a t would be i n Tract 7? 

9 A. Yes, s i r . I t ' s the one t h a t they propose 

10 as a water i n j e c t i o n w e l l . 

11 Q. Is t h a t Tract 7 a 40-acre t r a c t t h a t i s a 

12 fee lease? 

13 A. Yes , s i r . 

14 Q. I s Tract 6 a 40-acre t r a c t t h a t i s on a 

15 separate fee lease? 

16 A. Y e s , s i r . 

17 Q. The two t r a c t s each on 40 acres have not 

18 been c o n s o l i d a t e d i n any manner? 

19 A. No, they have not. 

20 Q. I f the i n t e r e s t owners of the w e l l i n Tract 

21 7, which has the producing w e l l you propose t o 

22 c o n t r i b u t e t o the u n i t , t h a t lease i s c u r r e n t l y being 

23 held by pr o d u c t i o n from t h a t w e l l , i s i t not? 

24 A. Y e s , s i r . 

25 Q. I s t h a t lease being held by p r o d u c t i o n from 
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1 any other w e l l ? 

2 A. No, t h i s same question came up, and I was 

3 advised i f t h a t w e l l were c o n t r i b u t e d t o OXY and they 

4 made i t a p a r t of t h e i r u n i t , which I assumed t h a t 

5 they would, then i t would be held by t h e i r u n i t even 

6 though i t was used as a water i n j e c t i o n . 

8 c o n d i t i o n s f o r your use," and what I meant there was, 

9 t h a t a l l o w i n g us to put any produced water out of our 

10 remaining w e l l back i n t o t h e i r system, which would not 

11 only help us but h o p e f u l l y help them t o o , a l l o w i n g 

12 them t o receive water t h a t they wouldn't have t o buy. 

13 Q. Unless t h a t 40-acre t r a c t i s committed t o 

14 the u n i t , then, there would be nothing t o hold t h a t 

15 lease and i t would expire? 

16 A. That's c o r r e c t . I was assuming t h a t they 

17 would take i t i n t o the u n i t . 

18 Q. I f t h a t assumption works and t h a t 40-acre 

19 t r a c t comes i n , then we have the remaining Tract 6 

20 t h a t has a producing w e l l and i s o f f s e t , t h e n , on 

21 three sides by i n j e c t o r w e l l s from the u n i t ? 

22 A. Y e s , s i r . 

23 Q. Have you had any engineering s t u d i e s made 

24 to determine whether there i s e q u i t y e s t a b l i s h e d i n 

25 the w a t e r f l o o d by the accomplishment of t h a t 

7 And I'm s o r r y , I also said "under c e r t a i n 
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1 arrangement? 

2 A. No, s i r , we have n o t . 

3 MR. KELLAHIN: I have no f u r t h e r 

4 q u e s t i o n s . 

5 EXAMINER STOGNER: Are t h e r e any o t h e r 

6 q u e s t i o n s of t h i s w i t n e s s ? I f n o t , Mr. McAlpine may 

7 be excused. 

8 MR. STOVALL: Mr. T a y l o r i s t h e e n g i n e e r i n g 

9 w i t n e s s ? I would l i k e t o ask him one q u e s t i o n , i f I 

10 m i g h t . 

11 EXAMINER STOGNER: Let t h e r e c o r d show Mr. 

12 T a y l o r i s b e i n g r e c a l l e d t o t h e s t a n d . 

13 ARCHIE R. TAYLOR 

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

15 sworn upon h i s o a t h , was examined and t e s t i f i e d 

16 f u r t h e r as f o l l o w s : 

17 EXAMINATION 

18 BY MR. STOVALL: 

19 Q. Mr. T a y l o r , i n d o i n g your economic 

20 e v a l u a t i o n and coming up w i t h your net d i s c o u n t of 

21 cash f l o w t o t h e t r a c t s , d i d you t a k e i n t o account 

22 o p e r a t i n g c o s t s i n o p e r a t i n g t h e u n i t ? 

23 A. Yes, I d i d . I mentioned p r e v i o u s l y t h a t I 

24 put i n $1,500 per w e l l per month f o r o p e r a t i n g w e l l s . 

25 I a l s o i n c l u d e d $350 on a p e r - w e l l b a s i s , which would 
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1 be $350 per w e l l per month f o r a w a t e r f l o o d p l a n , f o r 

2 a t o t a l of about $1,850, d i v i d e d out over t h e f u l l 25 

3 w e l l s . 

4 Q. $1,850 per w e l l ? 

5 A. For th e f u l l 25 w e l l s . 

6 Q. Per month, o p e r a t i n g c o s t , was t h e number 

7 you used — 

8 A. R i g h t . 

9 Q. --as a mo n t h l y expense f i g u r e when you d i d 

10 your cash net d i s c o u n t e d cash? 

11 A. Yeah. The t o t a l m o n t h l y c o s t came out t o 

12 be a p p r o x i m a t e l y $46,000 f o r t h e economics. 

13 Q. You heard Mr. McAlpine t e s t i f y t h a t he was 

14 concerned t h a t a f t e r t h o s e c o s t s were deducted t h e r e 

15 w o u l d n ' t be any p r o f i t l e f t f o r t h e i n t e r e s t owners i n 

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

17 A. R i g h t . 

18 Q. Am I c o r r e c t i n h e a r i n g you say t h a t i n 

19 d o i n g t h e c a l c u l a t i o n s , you b e l i e v e your numbers show 

20 t h a t t h e r e i s , i n f a c t , a net g a i n t o a l l t r a c t s , 

21 i n c l u d i n g Santa Fe E x p l o r a t i o n t r a c t s ? 

22 A. Yes. 

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

24 MR. KELLAHIN: May I f o l l o w - u p on Mr. 

25 S t o v a l l ' s q u e s t i o n s ? 
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1 EXAMINER STOGNER: You may. 

2 EXAMINATION 

3 BY MR. KELLAHIN: 

4 Q. The b a s i s f o r t h a t c o n c l u s i o n s , Mr. T a y l o r , 

5 i s t h a t found i n OXY's E x h i b i t No. 7? 

6 A. Yes. The f i n a l column on t h e r i g h t shows 

7 t h e net i n c o r p o r a t i n g t h o s e c o s t s p r e v i o u s l y t a l k e d 

8 about i n d o i n g t h e economics and u s i n g t h e p r o d u c t i o n 

9 sch e d u l e we p r e v i o u s l y t a l k e d a b o u t . 

10 MR. STOVALL: T h a t ' s n e t of th e c o s t s t h e n , 

11 r i g h t ? 

12 THE WITNESS: I t shows t h e net of t h e 

13 c o s t s , and net of i n v e s t m e n t . 

14 MR. STOVALL: Okay. That c l a r i f i e s what I 

15 t h o u g h t he had t e n d e r e d b e f o r e . 

16 MR. KELLAHIN: Thank you. 

17 MR. PADILLA: I have a q u e s t i o n . 

18 EXAMINATION 

19 BY MR. PADILLA: 

20 Q. Mr. T a y l o r , does t h a t i n c l u d e those c o s t s , 

21 the o v e r r i d i n g burdens on t h e lease ? 

22 A. For T r a c t s 6 and 7 i t does. I assumed a 

23 .875 net revenue i n t e r e s t f o r t h e o t h e r t r a c t s . 

24 Q. And you've shown a 75 p e r c e n t net revenue 

25 i n t e r e s t f o r t h e Santa Fe le a s e s ? 
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1 A. I t v a r i e d s l i g h t l y . One was ab o u t - - I used 

2 about a .79 and another one was about a .8. 

3 MR. STOVALL: You used actuals? I s t h a t 

4 what you're saying? 

5 THE WITNESS: Act u a l to my understanding, 

6 yes f o r those two s p e c i f i c t r a c t s . 

7 MR. PADILLA: I have nothing e l s e . 

8 EXAMINER STOGNER: Mr. T a y l o r , you may be 

9 excused . 

10 MR. STOVALL: Mr. K e l l a h i n , I would l i k e t o 

11 go back and address a p o i n t I addressed e a r l i e r w i t h 

12 respect to the c a r r y i n g of working i n t e r e s t s , and 

13 again I t h i n k you're probably f a m i l i a r w i t h the 

14 s t a t u t o r y p r o v i s i o n . I'm not sure by o m i t t i n g the 

15 p r o v i s i o n f o r c a r r y i n g e x a c t l y what t h a t r e s u l t i s . 

16 Do you b e l i e v e t h a t , i n f a c t , by o m i t t i n g 

17 any p r o v i s i o n f o r c a r r y i n g i n t e r e s t t h a t t h a t enables 

18 the operator to c a r r y t h a t i n t e r e s t and recover 100 

19 percent of the costs of c a r r y i n g the i n t e r e s t , or 

20 should t h a t be s p e c i f i c a l l y provided f o r as the 

21 s t a t u t e would i n d i c a t e ? What i s your o p i n i o n w i t h 

22 respect to t h a t ? 

23 MR. KELLAHIN: I f you're t a l k i n g about the 

24 r i s k f a c t o r component? 

25 MR. STOVALL: I'm not t a l k i n g about a r i s k 
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1 f a c t o r component. I'm t a l k i n g about r e c o v e r i n g the 

2 a c t u a l f i r s t hundred percent of the co s t . 

3 MR. KELLAHIN: We presumed t h a t was i n the 

4 document and i t should be i n the document i f i t ' s not 

5 submitted t o you, t h a t at l e a s t the operator gets out 

6 of pr o d u c t i o n t h a t nonconsenting working i n t e r e s t 

7 owner's share of the c o s t . That's only e q u i t a b l e . 

8 The f a c t t h a t the s t a t u t e — 

9 MR. STOVALL: W e l l , I'm j u s t q u e s t i o n i n g 

10 whether i t ' s i n the document. That was the question 

11 I've got. I co u l d n ' t f i n d i t . 

12 MR. KELLAHIN: We t h i n k i t i s , and i f i t ' s 

13 not we w i l l seek t o have i t amended so i t ' s p r o p e r l y 

14 i n ther e t o at l e a s t get back out of p r o d u c t i o n the 

15 nonconsenting working i n t e r e s t ' s share of the c o s t . 

16 But we don't seek w i t h i n t h a t p r o v i s i o n t o provide f o r 

17 a p e n a l t y . 

18 MR. STOVALL: I understand. I simply 

19 co u l d n ' t f i n d the p r o v i s i o n as I thumbed th r o u g h , and 

20 t h a t was the focus of my i n q u i r y e a r l i e r . So w e ' l l 

21 check the document. 

22 MR. KELLAHIN: I t h i n k i t ' s t h e r e and i t 

23 may have been overlooked i n your review, and w e ' l l 

24 f i n d i t . 

25 EXAMINER STOGNER: Gentlemen, i f the r e ' s 
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1 nothing f u r t h e r , I b e l i e v e we're ready f o r c l o s i n g 

2 arguments or statements. 

3 Mr. P a d i l l a , i f you have any, you may--

4 MR. PADILLA: Yes, I have, very b r i e f l y . I 

5 r e a l i z e the time i s l a t e and I t h i n k everybody i s 

6 t i r e d . 

7 I would l i k e t o p o i n t to Section 70-7-6(A) , 

8 (3) and ( 4 ) . Section 3 s t a t e s t h a t the estimated 

9 a d d i t i o n a l costs i f any of conducting such operations 

10 w i l l not exceed the estimated value of the a d d i t i o n a l 

11 o i l and gas so recovered, plus a reasonable p r o f i t . 

12 As t o Santa Fe, you've heard Mr. McAlpine's 

13 t e s t i m o n y , and he has i n d i c a t e d t h a t i n h i s o p i n i o n he 

14 i s not going t o get one cent of p r o f i t from the 

15 ope r a t i o n s . 

16 (4) s t a t e s , i f such u n i t i z a t i o n and 

17 adoption of one or more of such u n i t i z e d methods of 

18 o p e r a t i o n w i l l b e n e f i t the working i n t e r e s t owners and 

19 r o y a l t y owners of the o i l and gas r i g h t s w i t h i n the 

20 pool or p o r t i o n t h e r e o f d i r e c t l y a f f e c t e d . 

21 Again, w i t h respect to Santa Fe, we take 

22 the same p o s i t i o n t h a t t h e r e ' s no b e n e f i t d e r i v e d t o 

23 Santa Fe. I n terms of the OXY b e n e f i t , t h e r e ' s no 

24 question t h a t OXY c o n t r o l s the major p o r t i o n of the 

25 proposed u n i t . And c e r t a i n l y as t o OXY ther e ' s no 

CUMBRE COURT REPORTING 
(505) 984-2244 



161 

1 question but t h a t w i t h o u t arguing over contents of the 

2 p a r t i c i p a t i o n or a n y t h i n g , t h a t i t ' s going t o b e n e f i t 

3 OXY. 

4 This i s probably a good p r o j e c t f o r OXY and 

5 we have no q u a r r e l w i t h the p r o j e c t i t s e l f . We do 

6 have a q u a r r e l w i t h the a p p l i c a t i o n of the p r o j e c t t o 

7 the Santa Fe E x p l o r a t i o n i n t e r e s t s and to the working 

8 i n t e r e s t owners who are represented by Santa Fe. 

9 But, i n order t o issue an Order, the 

10 D i v i s i o n w i l l need t o meet at l e a s t a l l of the 

11 requirements shown on 70-7-6, i n c l u d i n g (3) and ( 4 ) . 

12 (3) and (4) c e r t a i n l y do n o t , again, b e n e f i t or show 

13 some kin d of a p r o f i t to Santa Fe. I t ' s j u s t simply 

14 an experience t h a t Santa Fe f i n d s u n d e s i r a b l e . And, 

15 i n a l l l i k e l i h o o d , i t w i l l be operated t o death, you 

16 know, because t h i s i s an expensive p r o j e c t and the 

17 estimates as t o the le n g t h of the p r o j e c t and when the 

18 economic l i m i t i s reached i s r e a l l y not known. 

19 We have a variance i n the testimony of the 

20 OXY witnesses or engineer, from between f i v e and nine 

21 years. I f i t ' s nine years, you're c e r t a i n l y going t o 

22 s t r e t c h the economic l i m i t s , and I don't b e l i e v e t h a t 

23 f o r a small company l i k e Santa Fe t h a t t h i s p r o j e c t i s 

24 f e a s i b l e nor d e s i r a b l e . Thank you. 

25 EXAMINER STOGNER: Thank you Mr. P a d i l l a . 
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1 Mr. K e l l a h i n ? 

2 MR. KELLAHIN: Quite f r a n k l y , Mr. Examiner, 

3 I don't know what else t o do t o s a t i s f y the Santa Fe 

4 concerns. I f there's some q u i b b l e w i t h the l e n g t h of 

5 time the p r o j e c t i s going t o be o p e r a t i o n a l , whether 

6 i t ' s f i v e t o seven years, I see nothing presented by 

7 Santa Fe to show us t h a t our assumptions are wrong. 

8 There's a range of exp e c t a t i o n s i n terms of 

9 the l i f e , but there's c e r t a i n l y no evidence at a l l t o 

10 r e f u t e our s u b s t a n t i a l evidence t h a t there are i n 

11 excess of h a l f a m i l l i o n b a r r e l s of o i l p o t e n t i a l l y t o 

12 be recoverable from the implementation of t h i s 

13 wate r f l o o d . 

14 I simply don't know what t o do f o r Santa Fe 

15 w i t h regards t o the p a r t i c i p a t i o n formulas. 65 

16 percent of the formula i s d i r e c t l y a t t r i b u t a b l e to the 

17 w e l l , e i t h e r i n cumulative o i l , remaining, primary or 

18 c u r r e n t p r o d u c t i o n . The 35 percent i s the r e s e r v o i r 

19 pore volume. They've not suggested any a l t e r n a t i v e 

20 formula . 

21 The geologic and engine e r i n g conclusions 

22 before you, t h a t are un r e f u t e d i s t h a t the t r a c t s 

23 belong i n , they are pa r t of the same common source of 

24 supply and ought to be i n . 

25 Santa Fe complains about the f a c t t h a t they 
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1 don't t h i n k t h e y ' l l make any money, but i t ' s u n r e f u t e d 

2 t h a t Mr. Taylor has documented f o r you i n E x h i b i t No. 

3 7 t h a t the net present worth of each of h i s t r a c t s , 

4 the Santa Fe t r a c t s , shows a p o s i t i v e number. 

5 And I don't know what b e t t e r proof we have 

6 fo r paragraph 70-7-6(A)(3) than t h i s very document. 

7 That's a l l we ever do and here i t i s and i t shows t h a t 

8 i t works . 

9 The concept of a c o n t r i b u t i o n of a 

10 w e l l b o r e , to avoid being included i n a w a t e r f l o o d 

11 p r o j e c t t h a t w i l l a i d and b e n e f i t a l l working i n t e r e s t 

12 owners, I t h i n k i s unusual. I t doesn't seem t o work. 

13 Mr. Taylor has shown i t doesn't lead t o the p r o d u c t i o n 

14 of a d d i t i o n a l o i l t h a t might otherwise be recovered. 

15 I t h i n k we've met a l l the requirements t h a t 

16 are r e q u i r e d by the s t a t u t e i n order t o have t h i s go 

17 forward. W i t h i n our o p e r a t i n g agreement i t r e q u i r e s 

18 not only the concurrence of OXY but another working 

19 i n t e r e s t owner. I t r e q u i r e s them to concur i n what we 

20 do. 

21 I t h i n k t h i s case speaks f o r the need of 

22 s t a t u t o r y u n i t i z a t i o n . We've simply g o t t e n t o the 

23 p o i n t , d e s p i t e our good f a i t h e f f o r t s , where we have 

24 i n t e r e s t owners i n a small p o r t i o n of t h i s area t h a t 

25 are u n w i l l i n g t o p a r t i c i p a t e . 
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The bottom l i n e i s t h e i r p a r t i c i p a t i o n i s 

necessary i n order to make t h i s e f f e c t i v e , and we 

would request t h a t you compel t h e i r i n c l u s i o n by the 

implementation of the s t a t u t o r y u n i t i z a t i o n 

procedu res . 

EXAMINER STOGNER: Thank you, Mr. K e l l a h i n . 

Does anybody else have anything f u r t h e r i n 

these matters? I n t h a t case, Cases 10062, -63 and -64 

w i l l be taken under advisement, and the hearing i s 

adjourned. 

Q complete record of the Pr /OelJ, /^oCV 
, h e Examiner hearing of Case N 

heard by me ^ - ^ — ^ f — ^ 

E * Q m , n e r 

- Q i T c o T S e r ^ ^ Division 
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