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This matter came on f o r hearing before the O i l 
Conservation Commission on Friday December 15th, 1995 
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Resources Department, Porter H a l l , 2 04 0 South Pacheco, 
Santa Fe, New Mexico, Steven T. Brenner, C e r t i f i e d Court 
Reporter No. 7 f o r the State of New Mexico. 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

8:33 a.m.: 

CHAIRMAN LEMAY: Good morning. We're s t i l l the 

O i l Conservation Commission. This i s s t i l l the case t h a t 

we s t a r t e d yesterday, so we w i l l continue on the Avalon-

Delaware . 

And l e t ' s see, you're s i t t i n g t h e r e , Mr. Bruce. 

Are you though? 

MR. BRUCE: I'm through w i t h my — 

MR. KELLAHIN: He's welcome t o stay r i g h t t h e r e , 

Mr. Chairman. 

CHAIRMAN LEMAY: Okay. Well, I d i d n ' t know — 

We've got our seating p o s i t i o n s , so w e ' l l go from t h e r e . 

I assume t h a t Yates i s through also and t h a t — I 

don't see Mr. Carr, but — 

MR. KELLAHIN: Mr. Carr went t o the d e n t i s t t h i s 

morning, and he's a l i t t l e cranky. I f y o u ' l l g i v e me j u s t 

a minute o f f the record here, I t h i n k he's standing i n the 

h a l l t r y i n g t o catch h i s breath. 

CHAIRMAN LEMAY: A l l r i g h t . 

(Off the record) 

MR. CARR: I have f i n i s h e d my d i r e c t 

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

(Off the record) 

CHAIRMAN LEMAY: With t h a t , we w i l l begin w i t h 
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the p r e s e n t a t i o n by Mr. K e l l a h i n . 

Mr. Kellahin? 

MR. KELLAHIN: Thank you, Mr. Chairman. I ' d l i k e 

t o c a l l Ken Jones as my f i r s t witness. 

KENNETH C. JONES, 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Jones, would you please s t a t e your name and 

where you reside? 

A. My name i s Ken Jones, and I l i v e i n D a l l a s , 

Texas„ 

Q. Mr. Jones, what i s your involvement w i t h the 

company t h a t ' s described as the opponent t o the Yates-Exxon 

proposal here? We're c a l l i n g i t Premier O i l and Gas, Inc. 

What's your involvement w i t h t h a t company? 

A. I'm the owner and operator of Premier O i l and 

Gas, along w i t h my mother, Rosalie Jones. 

Q. When your dad was a l i v e , was he the primary 

i n d i v i d u a l responsible f o r the operations of the company? 

A. Yes, he was. 

Q. And when d i d your dad pass away? 

A. He passed away i n October of 1992. 

Q. Since then, have you and your mom then continued 
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o p e r a t i n g under the name of Premier O i l and Gas, Inc.? 

A. Yes, we have. 

Q. Describe f o r me what your educational background 

i s . 

A. I have a chemistry degree from Baylor U n i v e r s i t y 

and a doctor of d e n t a l surgery from Baylor i n D a l l a s . 

Q. You're i n no way responsible f o r Mr. C a r r 1 s 

c o n d i t i o n t h i s morning, are you, s i r ? 

A. No, I'm not. I hope i t wasn't a r o o t canal. 

Q. How d i d you get i n t o analyzing and r e v i e w i n g the 

Exxon t e c h n i c a l r e p o r t , t h i s August, 1992, p u b l i c a t i o n t h a t 

we spent yesterday t a l k i n g about? 

A. The August, 1992, p u b l i c a t i o n i s a c t u a l l y the 

second e d i t i o n . There was a p r i o r e d i t i o n t h a t I t h i n k was 

generated out of a November, 1991, meeting. We were not 

able t o a t t e n d t h a t meeting, because t h a t was the beginning 

of my f a t h e r ' s i l l n e s s . That o r i g i n a l r e p o r t was sent t o 

us i n s p r i n g of 1992. 

Q. So you got i t i n what? September or October of 

1992? 

A. So then we got the second e d i t i o n , then, i n — I 

t h i n k i t was i n September of 1992. 

Q. A l l r i g h t . As a p r a c t i c a l o i l and gas operator, 

what i s your background and a b i l i t y t o understand on your 

own t h i s i n f o r m a t i o n i n t h a t report? 
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A. I have no formal education per se, no petroleum 

engineering degree, but I have been around the o i l and gas 

business f o r about 20 years w i t h my f a t h e r . 

Q. I n what p a r t i c u l a r way were you involved? 

A. Just analyzing leases and discu s s i n g logs and 

p o s s i b i l i t i e s of prospects w i t h i n southeast New Mexico. 

Q. When you got the Exxon t e c h n i c a l r e p o r t , t he 

August, 1992, p u b l i c a t i o n , d i d you spend time r e v i e w i n g i t 

and reading i t ? 

A. Yes, I spent a l o t of time. 

Q. Describe f o r us the k i n d of t h i n g s t h a t you saw 

from your perspective and what r e a c t i o n you had t o those 

items i n the r e p o r t t h a t you consider t o be of importance 

t o you. 

A. I t h i n k — Let me take a h a l f a step back, and I 

t h i n k our f i r s t r e a c t i o n was t h a t we got a l e t t e r i n 

September of 1991, and w i t h i n t h a t l e t t e r i t s t a t e d t h a t 

they wanted t o put the u n i t together, t h a t they — they 

i n i t i a l l y had a percentage. 

And the percentage — we d i d n ' t know where they 

came up w i t h i t . We d i d n ' t know i f i t was something t h a t 

was a c t u a l l y what's going t o be the formula f o r t h i s u n i t . 

I t t urned out t o be a p r e - v o t i n g formula f o r the u n i t , and 

the percentage was l i k e .2 of 1 percent f o r Premier. 

Well, we c a l l e d and screamed and fussed, and t h a t 
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was k i n d of our i n i t i a l r e a c t i o n t o the r e p o r t , was, we 

j u s t got the property, we want t o have the chance t o 

develop i t , we don't want t o get caught up i n t o a u n i t and 

not know r e a l l y what's going on. 

As time proceeded and we got the f i r s t r e p o r t , I 

s t a r t e d l o o k i n g a t the reserves and was q u i t e amazed a t 

what C02 could do i n the Delaware and f e l t l i k e t he r e p o r t 

might be something promising f o r Premier, but we needed t o 

look a t i t . 

So I s t a r t e d going back i n and st u d y i n g how they 

d i d the r e p o r t and how they came up w i t h the v o l u m e t r i c s , 

how they made t h e i r p i c k s , how the engineering went — and 

I s t i l l don't have a t r u e handle on t h a t , and t h a t ' s why I 

guess I have a consultant now f o r t h a t — then the 

economics behind i t , of course, being the operator. 

Q. What i f any e f f e c t d i d r e c e i v i n g t h i s concept 

from Exxon of a C02 p r o j e c t have upon your plans f o r 

a c t i v i t y on the Premier t r a c t ? 

A. Well, i t handcuffs you as an operator because you 

can't go out there and spend the money. 

The i n i t i a l r e p o r t was such t h a t — Let me say, 

they had the meeting i n November, 1991. We were not able 

t o a t t e n d t h a t meeting. Out of t h a t meeting, they had 

planned on s t a r t i n g w a t e r f l o o d i n g by the second or t h i r d 

q u a r t e r of 1992. That was i n t h e i r r e p o r t . 
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There 1s no way t h a t you can go out and spend the 

k i n d of money i t takes t o do a Delaware, be able t o get r i d 

of the water and r e a l i z e any k i n d of value from t h a t . 

Q. W i t h i n the time frame they had t o l d you, was 

t h e i r concept planned f o r the waterflood? 

A. Exactly. 

Q. A l l r i g h t . I don't want t o spend any time on the 

d e t a i l s w i t h regards t o the r e p o r t , but gi v e us a sense of 

how the chronology of t h a t r e p o r t and your involvement, i f 

any, i n the process continued beyond September of 1992. 

A. Okay. I want t o go back t o t h i s p r e - v o t i n g 

agreement t h a t was issued and a f t e r we got a concept of 

what they were t r y i n g t o do. This p r e - v o t i n g agreement was 

b a s i c a l l y a v o t i n g of the approval of t h i s r e p o r t . I t 

d i d n ' t r e a l l y have anything t o do w i t h what was going t o be 

the a c t u a l formula. Exxon was not r e l e a s i n g the formula t o 

anybody a t t h a t time. 

We had a concept — Well, l e t me f i n i s h t h a t j u s t 

a l i t t l e b i t longer. 

They wanted approval of the r e p o r t , and then they 

were going t o c a l l a b i g meeting, and a t t h a t time they 

were going t o release the formula. That meeting d i d not 

happen u n t i l A p r i l of 1994. 

I n between t h i s time, I had numerous phone c a l l s 

w i t h — a t t h a t time, the p r o j e c t manager was L a r r y Long 
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f o r Exxon, and I was c o n t i n u a l l y asking, Well, when i s 

t h i n g s going t o happen? What are we w a i t i n g on? 

And he would continuously say, Well, i t ' s going 

t o be a couple more months; we're s t i l l w a i t i n g f o r Yates' 

approval. 

I d i d not r e a l l y have Yates' side of the s t o r y on 

t h i s , but Exxon was r e l a t i n g t o me t h a t Yates was the 

holdup. And I don't t h i n k Exxon r e a l l y cared whether I 

approved the r e p o r t or not, because .2 of 1 percent i s not 

going t o a f f e c t the agreement. 

What they were w a i t i n g on was Yates, because 

you're l o o k i n g a t a 70 or 80 percent, plus the other 10 or 

12 percent, and t h a t , combined, would be enough t o i n i t i a t e 

t h i n g s . 

Q. When you looked a t the values they were using 

from geologic parameters f o r your p r o p e r t y , and 

p a r t i c u l a r l y t a r g e t e d a t the FV3 w e l l , were you s a t i s f i e d 

w i t h the values they were a t t r i b u t i n g t o your t r a c t ? 

A. No, i n the Spring of 1993 — As I was working 

through the r e p o r t , I s t a r t e d w i t h the Brushy Canyon. I n 

about e a r l y 1993, I was f i n a l l y g e t t i n g t o the Cherry 

Canyon p a r t of the study, and at t h a t time I found what I 

thought was a mis-pick i n the FV3 i n the base of the Cherry 

Canyon. 

Q. Were you involved i n any m a t e r i a l way w i t h the 
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n e g o t i a t i o n s t h a t f i n a l l y resolved the debate between Exxon 

and Yates, t h a t present us t o t h i s Commission today t h e i r 

proposed s o l u t i o n ? 

A. No, I was not. And how I can e x p l a i n t h a t i s , we 

had the meeting i n A p r i l of 1994, i n which the formula was 

f i n a l l y shown. P r i o r t o t h a t , the only e x p l a n a t i o n I got 

from Exxon was t h a t i t would be based h e a v i l y upon 

reserves. 

Well, as the operator, I'm s i t t i n g here l o o k i n g 

a t t h i s reserve r e p o r t . And i f you go t o G-19 — At t h a t 

time G-24 wasn't r e a l l y out. I was l o o k i n g a t G-19, and I 

had about 4.2 5 percent of the t o t a l reserves. And t h a t ' s 

what I was l o o k i n g a t . I d i d n ' t f e e l l i k e t h e r e was any 

way you could go back out and break primary, secondary and 

t e r t i a r y and e f f e c t i v e l y do the r e p o r t . 

And t h i s brings up p a r t of the problem between 

Exxon and Yates, because i f you go back and look a t the 

r e p o r t , Exxon wanted t o w a t e r f l o o d t h i s f o r t h r e e years, 

and then they wanted t o go immediately t o C02. Yates was 

scared of the AFE going s t r a i g h t t o C02, and I b e l i e v e t h i s 

came out i n Dr. Boneau's testimony yesterday. And t h i s i s 

p a r t of what they were arguing about. 

Now, t a k i n g t h a t and r e l a t i n g i t back t o G-19 and 

back t o the economics, as an operator what they were saying 

was t h a t — and what has f i n a l l y been d e r i v e d , i s t h a t 75 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

278 

percent of the t o t a l u n i t value was going t o be captured i n 

the f i r s t t h r e e years of t h i s u n i t . I n other words, the 

primary and the secondary was a l l going t o be captured i n 

the f i r s t t h r e e years. And we got a 60-year f l o o d , and now 

a l l of a sudden the other 60-year only means 25 percent. 

Anyway, back t o what I f e l t l i k e was — I was 

l o o k i n g a t 4.25 percent, j u s t p r i o r t o even knowing what 

was going on. 

Now, a t t h a t A p r i l meeting I asked t h a t t h e r e be 

another meeting t o meet over t h i s g e o l o g i c a l p i c k . That 

meeting happened i n May of 1994. And a t t h a t meeting Exxon 

would not agree, and Yates d i d not agree e i t h e r . 

Q. A f t e r t h a t meeting, what i f anything d i d you do 

about communicating t o Exxon or Yates your d e s i r e s f o r 

i n c l u s i o n or exclusion i n the u n i t ? 

A. At t h a t meeting — A f t e r t h a t meeting, I wrote a 

l e t t e r and said — We asked t o remove our t r a c t s from 

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

Q. Did you attend the June 17th, 1994, operators' 

working i n t e r e s t owner meeting? 

A. No, there was no reason t o go. We had removed 

the t r a c t s . 

Q. What was your understanding and b e l i e f of what 

occurred a f t e r you communicated t o them i n w r i t i n g you 

wanted your t r a c t excluded? 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

279 

A. My understanding was t h a t I would be l e f t out. 

Mr. Mayhew t o l d me a t the A p r i l meeting t h a t they would 

leave us out. 

My fe a r was t h a t — A f t e r I wrote the l e t t e r and 

a f t e r the June 17th meeting, they sent me the minutes t o 

t h a t meeting. And I thought t h a t was k i n d of unusual, and 

I f e l t i n the back of my mind t h a t p o t e n t i a l l y I was s t i l l 

going t o be faced w i t h s t a t u t o r y u n i t i z a t i o n . 

Q. When d i d you become aware t h a t Yates was u r g i n g 

the i n c l u s i o n of your t r a c t i n t o the u n i t ? 

A. Because I s t i l l had t h a t f e a r , I b e l i e v e I 

i n i t i a t e d a c a l l t o Mr. Mayhew around August or September, 

and I asked — because i n the June meeting, they s t i l l 

wanted t o get going by the f a l l of 1994. And I asked a t 

t h a t time, What's going on? Has the t h i n g been done? Am I 

going t o be l e f t alone? 

He asked, or he relayed t o me t h a t Yates d i d not 

want us out, t h a t Yates was going t o propose a single-phase 

formula, and t h a t — would I reconsider i t ? 

Well, l o o k i n g back at the minutes, Dr. Boneau 

presented some ideas of where he was going t o use o i l i n 

place and some other more t r a d i t i o n a l values. And I s a i d , 

Sure, show me the formula and maybe I ' l l reconsider what i s 

happening. 

I t got even stranger back — l a t e r on i n the 
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n e g o t i a t i o n s , a t t h a t time between Exxon and Yates. I was 

p r e t t y much not i n i t . I asked t o see some t h i n g s . I d i d 

not put any i n p u t i n t o i t . 

I n February — 

Q. — of 1995? 

A. — of 1995, i n February of 1995, they came back 

t o me and they s a i d , here's what the formula i s ; w i l l you 

consider being in? 

Q. And t h i s i s the 25-50-25 formula? 

A. Exactly. 

Q. A l l r i g h t . And what d i d you t e l l them? 

A. I t o l d them t h a t I d i d n ' t f e e l l i k e one percent 

was f a i r . And I reissued a l e t t e r s t a t i n g I do not want t o 

be included w i t h i n the u n i t , and please leave us alone. 

Q. Following t h a t , then, i t became apparent t o you 

t h a t Exxon and Yates were going t o go forward w i t h 

i n c l u d i n g your t r a c t ? 

A. The h i n t t o me t h a t was going t o — I n t h a t 

second l e t t e r where I reinformed them t h a t I do not want t o 

be w i t h i n the u n i t , I t o l d them i n , I b e l i e v e , the second 

paragraph, something t o the e f f e c t , i f you're going t o do 

s t a t u t o r y u n i t i z a t i o n you'd b e t t e r not do i t i n August, 

because we were about t o have another baby — 

Q. A l l r i g h t — 

A. — and I said I cannot deal w i t h t h a t and t h i s 
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issue a t the same time; you're going t o get delayed. 

And the reason I came t o t h a t conclusion was 

because i n some of the l e t t e r s between Exxon and Yates, 

they had t a b l e s w i t h Premier acreage and w i t h o u t Premier 

acreage, and t h i s f i n a l issue was w i t h Premier acreage, 

which k i n d of smelled t o me l i k e we're going t o s t a t u t o r y 

u n i t i z a t i o n . 

Q. A l l r i g h t . At what p o i n t i n t h i s process d i d you 

seek consultants from the geologic f i e l d t o analyze your 

values as a t t r i b u t e d by Exxon i n the rep o r t ? 

A. Well, t h a t ' s come i n stages. A f t e r t he f i r s t 

Upper Cherry Canyon pi c k , I — We have an engineering 

c o n s u l t a n t i n A r t e s i a , Paul White, who I worked w i t h a l o t 

i n showing him the p i c k and e v a l u a t i n g i t , and we had a 

couple separate meetings w i t h o u t Yates and simply w i t h 

Exxon about the p i c k and discussing i t . Exxon would not 

change t h e i r mind a t e i t h e r of those two meetings. These 

were p r i o r t o the b i g meeting w i t h Yates and Exxon. 

Q. At what p o i n t d i d you — 

A. Following --

Q. Yeah, go ahead. 

A. Then, f o l l o w i n g the f i n a l issue t h a t they were 

going t o do s t a t u t o r y u n i t i z a t i o n , t h a t ' s when I went and 

h i r e d Gerald Harrington and Stu Hanson as g e o l o g i s t s , and 

Paul White was s t i l l working w i t h us on t h i s case a t t h a t 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

282 

time. 

Q. A l l r i g h t . When you h i r e d Stu Hanson t o make a 

geologic i n v e s t i g a t i o n of your p r o p e r t y , d i d you recommend 

t o him any conclusions or s o l u t i o n s or opinions t h a t you 

wanted him t o reach? 

A. No, not i n i t i a l l y , I d i d not. 

Q. You asked him t o make — 

A. I asked him t o draw h i s own conclusions because, 

once again, I'm not an expert i n geology. I know enough t o 

be dangerous. And I wanted h i s conclusions because I was 

f i x i n g t o have t o spend a l o t of money i n going t o c o u r t , 

and I wanted an expert's o p i n i o n on the p i c k , and I wanted 

i t i r r e l e v a n t of any conclusion t h a t I had drawn. 

Q. And Stu Hanson i s here today t o present your 

geologic p o s i t i o n w i t h regards t o the t e c h n i c a l case? 

A. Yes, he i s . 

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

case, have you also r e t a i n e d a c o n s u l t i n g engineering f i r m 

i n A u s t i n , Texas, t o a s s i s t you i n e v a l u a t i n g your p o s i t i o n 

and t o examine the Exxon proposal and t o make 

recommendations f o r s o l u t i o n s t o the problems t h a t they 

perceive? 

A. Yes, I d i d , i n October of 1995, I c e r t a i n l y d i d . 

Q. And t h a t i n d i v i d u a l r e p r e s e n t i n g you today f o r 

the engineering aspect of the case i s Mr. Terry Payne? 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

283 

A. Correct. 

Q. Summarize f o r us i n conclusion, Mr. Jones, what's 

your p o s i t i o n and what are you asking the Commission t o do 

f o r you? 

A. We're asking the Commission t o leave us out of 

the u n i t . And i f they don't leave us out of the u n i t , we 

are asking them t o please look a t our engineering and our 

geology and draw some f a i r and reasonable conclusions from 

i t and t r e a t the Premiere acreage c o r r e c t l y . 

MR. KELLAHIN: Thank you, Mr. Chairman. I have 

no f u r t h e r questions. 

CHAIRMAN LEMAY: Mr. Bruce? 

CROSS-EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Jones, you admitted t h a t a f t e r t h a t June, 19-

— or a f t e r t h a t May, 1994, working i n t e r e s t owners' 

meeting, you continued t o get phone c a l l s or make phone 

c a l l s t o Yates, r i g h t ? 

A. I made phone c a l l s t o Yates a f t e r d i s c u s s i n g w i t h 

Mr. Mayhew i n August. I t would have been i n the f a l l t h a t 

I had a couple of conversations w i t h Mr. Boneau. 

Q. Did Mr. Boneau ever c a l l you d i r e c t l y ? 

A. I don't b e l i e v e so. 

Q. Did — You mentioned also correspondence between 

Exxon and Yates from the f a l l of 1994. Did you re c e i v e 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

284 

t h a t ? 

A. Yes, I d i d . 

Q. So you — Why would they send you t h a t 

correspondence, and why would they make those phone c a l l s 

i f t h e r e was not a chance t o leave Tract 6 i n the u n i t ? 

A. I had already taken the t r a c t out. I admit t h a t . 

My f e a r was, s t i l l , t h a t there would be s t a t u t o r y 

u n i t i z a t i o n . That's why I c a l l e d Mr. Mayhew — i t would 

probably have been i n August or September of 1994 — and I 

s a i d , Are you a l l through w i t h t h i s ? Have you gone t o 

Santa Fe and resolved the whole problem? Am I f r e e , 

f i n a l l y ? 

And a t t h a t time, t h a t ' s when he asked me t o 

please consider a single-phase formula t h a t Dr. Boneau i s 

going t o propose. 

Q. Did you t e l l Ron Mayhew of Exxon about a year ago 

t h a t you would propose your own formula? 

A. I n December, I t h i n k my f i n a l conversation was, I 

s a i d , Well, maybe I ' l l come up w i t h my own idea and present 

i t t o you. 

Q. But u n t i l Wednesday, no formula was ever 

proposed? 

A. That was c o r r e c t . 

Q. Meaning Wednesday, the 13th of December, 1995? 

A. That i s c o r r e c t . 
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Q. At t h i s May, 1994, working i n t e r e s t owners' 

meeting, were there other working i n t e r e s t r e p r e s e n t a t i v e s 

besides Exxon and Yates? 

A. At which meeting? 

Q. The May, 1994, meeting t o discuss geology. 

A. Yes, from P a t r i c k Petroleum. I'm s o r r y , I f o r g e t 

h i s name. P a t r i c k , who i s now U n i t , had a r e p r e s e n t a t i v e 

t h e r e , yes. Yates was the only other i n t e r e s t e d p a r t y . 

Q. And you mentioned you had a t l e a s t — What? 

Three, maybe fou r meetings w i t h Exxon or other working 

i n t e r e s t owners t o discuss your geologic i n t e r p r e t a t i o n ? 

A. Yes, I b e l i e v e we had two w i t h Exxon p r i v a t e l y . 

Those would have been i n 1993. 

Q. What's the c u r r e n t s t a t u s of the FV3 w e l l ? 

A. I t i s no longer TA'd. I n October of t h i s year we 

went i n and removed the plugs from i t and put i t on pumping 

s t a t u s . 

Q. What was the r e s u l t ? 

A. We had about e i g h t or nine days of zero 

p r o d u c t i o n , and then we had about s i x days, and i t . made 

about — a rough guess, i f there was 42 b a r r e l s i n the 

tank, probably 15 or 2 0 b a r r e l s i n the heater, so say 

roughly 60 b a r r e l s , and I don't remember how much water. 

Q. Roughly 3 00 b a r r e l s a day? 

A. I would say roughly 300 b a r r e l s a day. 
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Q. Which zones were tested? 

A. Well, you're going t o open up another s u b j e c t , 

but what — There were two plugs i n t h i s w e l l t h a t Gulf — 

Gulf t e s t e d two zones. 

They t e s t e d the zone t h a t c u r r e n t l y Exxon says i s 

below the Upper Brushy Canyon. They a c i d i z e d , f r a c ' d i t , 

they flowed i t back t o one day, they swabbed i t f o r one 

day, they received about 50 percent of t h e i r f r a c treatment 

back. They s t a r t e d showing a t a i n t of o i l a t the end of 

the second day. 

They immediately put a bridge plug over i t and 

went back up the hole t o the Cherry Canyon, a c i d i z e d and 

p e r f o r a t e d t h a t . 

So what has happened when I removed both bridge 

plugs was t h a t both of those zones were open. 

Q. Okay. So what you're t e l l i n g me, you got 

somewhere between — l i k e seven — maybe seven b a r r e l s a 

day of water and 3 00 b a r r e l s a day of -- I mean seven 

b a r r e l s of o i l and 3 00 b a r r e l s of water per day? 

A. I t was too d i f f i c u l t t o say, because the o i l was 

f l o w i n g up the back side of the w e l l . There was no way t o 

r e a l l y account f o r i t . We had some pro d u c t i o n problem 

equipments out th e r e . 

Q. So you decided t o discontinue any f u r t h e r work on 

the well? 
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A. No, Exxon decided t o discontinue any f u r t h e r work 

on the w e l l . 

Q. What do you mean by that? 

A. Exxon i s the one t h a t shut the w e l l down. We 

were not — I'm going t o have t o say, I'm l e a r n i n g every 

day, but the u n i t was w i t h i n order. We d i d not r e a l i z e 

t h a t when the order was w r i t t e n i n September, t h a t Exxon 

became immediate operators. We f e l t l i k e t h e r e would 

probably be some k i n d of an e f f e c t i v e date. We d i d not 

know what t h a t e f f e c t i v e date was. We s t i l l f e l t l i k e we 

had a window of o p p o r t u n i t y t o p o t e n t i a l l y go out t h e r e and 

j u s t show t h a t there was some primary p r o d u c t i o n w i t h i n the 

w e l l . 

Q. I s n ' t i t t r u e t h a t Exxon o f f e r e d t o a l l o w you t o 

continue t e s t i n g your well? 

A. Yes, they d i d , but I t h i n k i f you go back and 

look a t the economics behind t h a t , i t ' s extremely poor. 

Q. Okay. So — 

A. What they're saying i s — 

Q. — Exxon — 

A. — they're going t o get one 

Q. - - t o take the water --

MR. KELLAHIN: May the witness f i n i s h h i s answer 

t o the question before another question i s asked? 

THE WITNESS: Exxon s a i d , yes, we've worked out 
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an arrangement where we could have disposed of the water. 

But the u n i t — I was b a s i c a l l y going t o get one percent of 

the o i l , because i t was w i t h i n the u n i t already as the 

order was w r i t t e n . 

Q. (By Mr. Bruce) But i f you had t o dispose of the 

water y o u r s e l f , i t was uneconomic f o r you t o continue 

producing t h a t well? 

A. I t was too e a r l y from the t e s t t o t e l l . 

Q. Well, why d i d n ' t you continue producing the well? 

A. Because I was only going t o get one percent of 

the o i l . You s t i l l have other o p e r a t i o n a l costs besides 

water. 

Q. Would you have continued producing t h a t w e l l i f 

i t was producing 3 00 b a r r e l s of water per day, s i x or seven 

b a r r e l s of o i l per day, and you got a l l the production? 

A. Not i f i t was making s i x or seven b a r r e l s a day. 

But once again, the w e l l was s t a r t i n g t o come on. We don't 

know — I don't — I t h i n k i f you're dreaming i t was going 

t o get beyond 20 or 25 b a r r e l s a day, t h a t would be 

s t r e t c h i n g i t . 

MR. BRUCE: Mr. Chairman, the keeper of the 

e x h i b i t s i s missing. I ' d l i k e t o enter i n t o evidence — 

I ' l l hand t h i s t o Mr. Jones and have him i d e n t i f y i t . I 

w i l l provide copies t o the Commission and — 

MR. KELLAHIN: I s t h i s i n t h a t e x h i b i t stack? 
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MR. BRUCE: No, no. 

MR. KELLAHIN: This i s outside t h a t ? 

Q. (By Mr. Bruce) Could you i d e n t i f y t h a t ? I t ' s a 

package of three l e t t e r s , Mr. Jones. Could you i d e n t i f y 

what those are? 

A. This i s correspondence between Exxon and myself, 

and we were t r y i n g t o become — we were t r y i n g t o come t o 

some k i n d of arrangement such t h a t the op e r a t i o n of the 

w e l l would be w i t h i n the g u i d e l i n e s of Exxon's OSHA r u l e s , 

and also a way of disposing of the water such t h a t we could 

continue producing the w e l l . 

Q. Did you ever respond i n w r i t i n g t o these l e t t e r s ? 

A. I never — The l a s t agreement l e t t e r , which i s 

probably the most important l e t t e r , I never d i d s i g n , no. 

There was not — I never d i d come t o t h a t agreement. I 

s t i l l f e l t l i k e i t was important t o separate us from Exxon 

and not show our i n c l u s i o n w i t h Exxon w i t h i n t h i s u n i t . 

I also want t o add one other t h i n g . The f i r s t 

time we a c t u a l l y knew the e f f e c t i v e date was i n a l e t t e r 

from Joe Thomas, dated October 18th, t e l l i n g us t h a t the 

e f f e c t i v e date of the u n i t was October 1st. 

We s t i l l f e l t l i k e t h a t window of o p p o r t u n i t y was 

th e r e , and we s t i l l f e l t l i k e we were s t i l l operators of 

the w e l l . The OCD i n A r t e s i a approved t h a t , they 

approved --
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MR. BRUCE: Mr. Chairman, we're not here t o 

suggest t h a t Mr. Jones was doing anything i l l e g a l . We 

don't have any problem w i t h t h a t . We j u s t merely — The 

e f f e c t i v e date of the u n i t doesn't p l a y i n t o t h i s . I t ' s 

j u s t t h a t — We j u s t want t o show what the correspondence 

was between Exxon and Premier. 

MR. KELLAHIN: Mr. Chairman, I t h i n k the t o p i c i s 

i r r e l e v a n t . I t ' s a f a i l e d e f f o r t by Premier and Exxon t o 

come t o some agreement about f u r t h e r a c t i v i t y on the FV3 

w e l l . I'm happy i f the Commission wants t o spend i t s time 

on t h i s t o p i c . I don't see how i t aids you i n the process. 

MR. BRUCE: I'm done w i t h my q u e s t i o n i n g , Mr. 

Chairman, but i t ' s not i r r e l e v a n t . 

THE WITNESS: These p e r f s — 

MR. BRUCE: This p a r t — Part of t h i s case has t o 

do w i t h the geology and the productive c a p a b i l i t i e s of the 

FV3 w e l l , and we t h i n k t h i s i s d i r e c t l y on p o i n t . 

THE WITNESS: But these lower p e r f s are excluded 

out of t h i s u n i t anyway, the lower p e r f s t h a t I'm t a l k i n g 

about. 

CHAIRMAN LEMAY: Well, i s t h i s the only time i t ' s 

going t o be covered, or i s engineering testimony — 

MR. BRUCE: I'm not — 

CHAIRMAN LEMAY: — going t o go i n t o t h i s 

t e s t i n g ? 
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THE WITNESS: No, we're not covering i t . 

CHAIRMAN LEMAY: Well, I t h i n k i t ' s s i g n i f i c a n t 

i n the sense t h a t you d i d run some t e s t s on t h i s w e l l t h a t 

would be p a r t of the u n i t , and the issue came up before, 

whether t h i s w e l l was economic or uneconomic. 

So from t h a t p o i n t of view, I t h i n k i t ' s r e l e v a n t 

testimony. 

MR. KELLAHIN: A l l r i g h t , s i r . 

MR. BRUCE: And I have nothing f u r t h e r of t h i s 

witness. 

CHAIRMAN LEMAY: Okay. 

REDIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Point of c l a r i f i c a t i o n , then. Ken, when we're 

l o o k i n g a t t h i s t e s t , there i s nothing i n t h i s t e s t t h a t ' s 

a t t r i b u t a b l e t o the Upper Cherry Canyon i n t e r v a l f o r which 

you are seeking the a d d i t i o n a l i n c l u s i o n of t h i s 82 f e e t of 

net pay t h a t Exxon i s in t e n d i n g t o exclude? 

A. Correct. 

Q. A l l r i g h t . This t e s t r e l a t e s t o zones i n t h i s 

w e l l b o r e outside of t h a t issue? 

A. Correct. 

MR. KELLAHIN: A l l r i g h t . No f u r t h e r questions. 

MR. BRUCE: I d i d n ' t q u i t e understand, but the 

e n t i r e Delaware i n t e r v a l i s u n i t i z e d , Mr. Chairman. 
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CHAIRMAN LEMAY: Yes, we understand. 

You're through w i t h cross? 

MR. KELLAHIN: Yes, s i r . 

CHAIRMAN LEMAY: Mr. Carr? 

EXAMINATION 

BY MR. CARR: 

Q. Dr. Jones, when d i d Premier a c t u a l l y acquire the 

acreage t h a t i s the subject of t h i s hearing? 

A. I n J u l y , 1990. J u l y 1st, 1990, was the c l o s i n g 

date w i t h Chevron. 

Q. And i t was acquired from whom? 

A. Chevron. 

Q. At the time i t was acquired, was the FV3 w e l l i n 

existence a t t h a t time? 

A. Yeah, i t was TA'd. I t was encased, yes. 

Q. From t h a t time, when you acquired the p r o p e r t y , 

through the e f f e c t i v e date of t h i s u n i t , d i d Premier do 

anything t o attempt t o r e t u r n t h i s acreage t o a c t u a l 

production? 

A. We d i d some t h i n g s f o r the FV1 and FV2, but we 

d i d not do anything f o r the FV3, no. 

Q. Was there any t e s t on the FV3 a t a l l ? 

A. No, because there was some — There was s t i l l 

land problems. We d i d not — The lease purchase from 

Chevron was the FV lease. 
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I t does not include the whole s e c t i o n . There's 

12 0 acres on the northern h a l f t h a t was owned by another 

company i n Houston a t t h a t time. 

There was — I n the Delaware th e r e was a 

communitization r u l e , and Amoco o r i g i n a l l y was the owner of 

t h a t l i t t l e 120-acre lease, and one-eighth of the ownership 

was w i t h Amoco and seven-eighths w i t h Chevron. So t h e r e 

was a question of whether we needed t o deal w i t h t h i s other 

company or not. And we were going through n e g o t i a t i o n s , 

t r y i n g t o buy them out a t t h a t time. 

Q. From the time you acquired the p r o p e r t y u n t i l the 

e f f e c t i v e date of the u n i t , nothing was done t o t e s t or 

otherwise r e t u r n the FV3 t o production; i s t h a t r i g h t ? 

A. Correct. But we were handcuffed as of — 

Q. And you went i n — 

A. But we were handcuffed as of the summer of 1991. 

I mean, t h a t ' s when — May of 1991 i s when the f i r s t 

meeting was. 

Q. And so during t h a t e n t i r e p e r i o d of time, knowing 

t h a t you had questions about whether or not the t r a c t would 

be and what the formula may be, t h e r e was n o t h i n g done t o 

t h i s w e l l t o acquire any hard i n f o r m a t i o n on what i t might 

be able t o produce? 

A. No, there wasn't any reason t o do. There wasn't 

any reason t o . 
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Q. And so when you went i n t o these hearings, having 

had no reason t o t r y and e s t a b l i s h any — or acquire any 

data on the w e l l , you went i n w i t h only the i n f o r m a t i o n 

t h a t you had, and t h a t was, you thought you might be able 

t o r e t u r n i t t o production, c o r r e c t ? 

A. Correct. 

Q. And you t r i e d t o do t h a t a f t e r the u n i t was 

e s t a b l i s h e d ; i s n ' t t h a t r i g h t ? 

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

Q. And you've produced about 3 00 b a r r e l s of water a 

day; i s t h a t correct? 

A. Correct, and the o i l was coming up and the gas 

was coming up and — The t e s t has been abandoned, so nobody 

knows. I t ' s i r r e l e v a n t . 

Q. As the operator of t h a t w e l l , do you have any 

op i n i o n as t o what would be the source of the water t h a t 

was being produced i n t h a t well? Do you know i f i t was 

Delaware or not? 

A. Well, you s t i l l — we s t i l l had h a l f of the f r a c 

recovered down i n t h a t lower zone, so a l o t of the water 

was coming from t h a t . 

Q. Do you know i f the other — r e s t of the water was 

coming from the Delaware or some other zone? 

A. We d i d not go back i n and t r y and i s o l a t e the 

p e r f s and f i n d out where the water was coming from. 
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When we went i n and removed the plugs, t h e r e was 

not a whole l o t of pressure above the Upper Cherry Canyon. 

When we removed the plugs covering t h i s f r a c j o b , the w e l l 

s t a r t e d f l o w i n g back up the 5-1/2-inch casing — 

Q. My question i s , do you — 

A. — so t h a t the pressure i s coming from t h e r e . 

Q. — do you know whether or not t h i s w e l l needs t o 

be r e p a i r e d t o i s o l a t e the water? 

A. Well, the t e s t wasn't f i n i s h e d . I mean, there's 

no way t o — You can't draw t h a t conclusion u n t i l the t e s t 

was f i n i s h e d . 

Q. So you don't know? 

A. No, I don't know. C e r t a i n l y don't know. 

Q. Now, when you got the t e c h n i c a l r e p o r t — 

A. Uh-huh. 

Q. — you were i n t e r e s t e d i n the p o t e n t i a l f o r a C02 

f l o o d i n t h i s area; i s t h a t not correct ? 

A. I thought the reserves were sta g g e r i n g . 

Q. I n terms of the implementation of a C02 f l o o d , 

i s n ' t i t , i n your opinion, appropriate t h a t someone l i k e 

Exxon ought t o take the lead i n implementing t h a t k i n d of a 

program? 

A. Well, there — there's no doubt about t h a t . 

Q. You're not q u a r r e l i n g w i t h the f a c t t h a t Exxon 

has had the t e c h n i c a l and f i n a n c i a l resources t o do i t ? 
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A. No, I don't — there's no — 

Q. You're not suggesting t h a t Premier should do t h a t 

i n s t e a d of Exxon? 

A. No, I'm not — Not i n i t i a t i n g the whole f l o o d . 

I'm not t r y i n g t o become the operator of the e n t i r e f l o o d , 

no. 

MR. CARR: That's a l l I have. 

CHAIRMAN LEMAY: Mr. Bruce? 

MR. BRUCE: Follow-up on something Mr. Carr 

asked. 

FURTHER EXAMINATION 

BY MR. BRUCE: 

Q. Didn't Paul White, your former engineer, advise 

you t o d r i l l back i n 1993 t o prove up your acreage? 

A. Paul White f e l t l i k e i t was important t o show 

prod u c t i o n out t h e r e . Paul White does not make the c a l l s 

on the economics as the operator. 

MR. BRUCE: Thank you. 

THE WITNESS: He also — I mean, i f you want t o 

put i n — 

MR. KELLAHIN: You've answered, Ken. That's 

f i n e . 

THE WITNESS: Okay. 

MR. KELLAHIN: One p o i n t of c l a r i f i c a t i o n , Mr. 

Chairman. 
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FURTHER EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Carr has asked about the water. Did you have 

any t e c h n i c a l data a v a i l a b l e t o you t o analyze by which you 

could come as a p r a c t i c a l o i l and gas operator t o any 

conclusion about what's happening w i t h t h a t water i n the 

FV3 w e l l ? 

A. No. 

Q. Was there any in f o r m a t i o n i n d i c a t i n g t h a t t h a t 

water might be channeling from somewhere? 

A. There i s in f o r m a t i o n from Gulf sources t h a t shows 

t h a t the water may be channeling, but I f e l t l i k e most of 

the water i n the t e s t s t h a t we d i d was coming from those 

zones below the Upper Brushy Canyon. 

Q. What i s the source of the i n f o r m a t i o n from Gulf 

t h a t i n d i c a t e s t h a t some of t h i s water might be channeling 

from some other source? 

A. There's a temperature l o g t h a t they ran a f t e r 

they a c i d i z e d the Upper Cherry Canyon t h a t shows t h a t i t 

went out of zone. 

MR. KELLAHIN: Nothing f u r t h e r , Mr. Chairman. 

CHAIRMAN LEMAY: Commissioner Bailey? 

EXAMINATION 

BY COMMISSIONER BAILEY: 

Q. Do you have other Delaware p r o p e r t i e s t h a t would 
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have aided you i n your i n t e r p r e t a t i o n of the logs or the 

q u a l i t y of the water or any background there? 

A. No, we do not. I've looked a t logs from other 

w e l l s , but I don't own any of the p r o p e r t i e s . 

Q. Okay. This f i r s t e d i t i o n t h a t you spoke of f o r 

the Exxon r e p o r t , d i d i t have the same u n i t boundaries as 

what's presented here? 

A. The same u n i t boundaries -- There was a change i n 

the v e r t i c a l boundaries, because the f i r s t e d i t i o n d i d not 

incl u d e the Lower Cherry Canyon a t t h a t time. But there's 

not any issue about t h a t , so... 

Q. Okay. Dr. Boneau yesterday sa i d t h a t d u r i n g h i s 

n e g o t i a t i o n s w i t h Exxon concerning t h e i r formula f o r — 

t h a t he had spoken t o you several times, and s p e c i f i c a l l y 

my question was whether the b e n e f i t t h a t accrued t o Premier 

was a side e f f e c t of t h e i r n e g o t i a t i o n s or whether or not 

you were in v o l v e d i n any of those discussions? 

A. I was not involved i n the disc u s s i o n . I 

b e l i e v e -- I made two phone c a l l s t o Dr. Boneau. One of 

the phone c a l l s was i n reference t o a l e t t e r t h a t was sent 

t o Mr. Mayhew. 

I n t h a t l e t t e r — Yates was w i l l i n g t o pay f o r 

more of the c a p i t a l costs than what they were going t o 

rec e i v e i n working i n t e r e s t . Premier, i n t h e i r formula, 

was going t o have t o pay fou r times the c a p i t a l costs than 
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what they were going t o receive i n working i n t e r e s t s . 

And they were s t i l l i n a two-phase formula, and 

the n e g o t i a t i o n s were not going anywhere, and I was 

b a s i c a l l y c a l l i n g , saying, What are you a l l doing? Why are 

you w i l l i n g t o pay f o r more of the c a p i t a l costs than what 

you're going t o receive i n the working i n t e r e s t owner? 

And Mr. Boneau's response was t h a t Mr. Peyton 

Yates f e l t l i k e i t was f a i r . And I j u s t l e f t i t a t t h a t . 

I was k i n d of flabbergasted. 

Q. But you were aware t h a t Premier would b e n e f i t 

from the n e g o t i a t i o n s a t t h a t time? 

A. I knew t h a t they were s t i l l corresponding about 

me. I knew t h a t i n these l e t t e r s t h a t they were coming up 

w i t h t a b l e s w i t h Premier acreage and w i t h o u t Premier 

acreage. I knew about t h a t . But I had no i n p u t t o what 

the formula was. 

Q. Your f i r s t d esire i s t o be l e f t out of the u n i t ; 

the t e s t i n d i c a t e d t h a t the economics of primary p r o d u c t i o n 

were questionable; i t ' s not a candidate f o r w a t e r f l o o d on 

i t s own. What would you do w i t h t h i s w e l l i f i t were not? 

A. I t h i n k y o u ' l l see i n the engineering and the 

geology t h a t there are other zones w i t h i n the w e l l , t h a t 

there's p o t e n t i a l behind. 

There i s , f o r instance, p o t e n t i a l w i t h i n the FV2. 

The FV2, which i s f u r t h e r i n t o our s e c t i o n , had a blowout 
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w i t h i n what I would describe the Lower Brushy Canyon. I t 

i s not even — We have not even t e s t e d t h a t w e l l y e t . We 

have not had the — there's — I t ' s been a handcuff 

s i t u a t i o n from the s t a r t . 

Q. So you're saying i f i t ' s not included i n the 

u n i t , you would t e s t other zones and t r y primary p r o d u c t i o n 

i n other — 

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

Q. — zones w i t h i n t h a t well? 

And i f they were successful, then those reserves 

t h a t may be there would be l e f t i n the ground? 

A. C e r t a i n l y . We have two very good l o c a t i o n s 

d i r e c t l y n o r t h of the FV3 too. 

Q. That you would intend t o d r i l l ? 

A. Yes. 

COMMISSIONER BAILEY: That's a l l . 

CHAIRMAN LEMAY: Commissioner Weiss? 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Mr. Jones, what prompted you t o t e s t the w e l l 

here r e c e n t l y ? 

A. I f e l t l i k e from — Well, one aspect of i t was, I 

f e l t l i k e I could show the Commission t h a t the number or 

the formula i s skewed. 

I f e l t l i k e i f the w e l l would have came back and 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

301 

was making 25 b a r r e l s a day, f o r instance, out of t h i s 

zone, regardless of what the water was, t h a t I could s t a r t 

p lugging i n some numbers i n t o t h e i r formula and show how i t 

r e a l l y skews the whole r e p o r t , because they were we i g h t i n g 

so h e a v i l y on primary, they were weighting so h e a v i l y on 

secondary, when the whole concept of t h i s f l o o d i s t o do a 

t e r t i a r y f l o o d i n the f u t u r e . 

Q. But you had time t o do t h i s e a r l i e r . I t sounds 

l i k e the t e s t was a bust. 

A. The t e s t was inc o n c l u s i v e . I mean, I'm not — I 

wouldn't s i t up here and t e l l you i t was going t o be 

anything g r e a t , but i t was i n c o n c l u s i v e , I f e l t . 

COMMISSIONER WEISS: That's the only question I 

had. Thank you, s i r . 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Dr. Jones, d i d you go i n there and t r y and 

i s o l a t e what I assume you t h i n k i s a d d i t i o n a l pay, i f you 

have a d i f f e r e n t c o r r e l a t i o n , w i t h packers or anything, t o 

t r y and prove t h i s was o i l - p r o d u c t i v e ? 

A. No, s i r , I was s t i l l — I n t h i s t e s t , l i k e I've 

t e s t i f i e d , t h e r e was seven or e i g h t days of absolute t o t a l 

water. 

When we were pumping the w e l l through the next 

s i x days, the w e l l was s t i l l pumping water, but i t was 
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f l o w i n g o i l back up the casing, and the gas pressure was 

co n t i n u i n g t o increase, and the o i l was coming up. I t was 

not coming up d r a m a t i c a l l y , but I would say over the s i x 

days i t probably averaged ten b a r r e l s a day. 

So a t t h a t time i s when Mr. Mayhew c a l l e d me and 

sai d we were i n v i o l a t i o n . He sai d , We've got some 

problems, maybe we can work w i t h you on i t , but there's 

some problems out there w i t h OSHA standards t h a t you need 

t o address. 

So I shut the w e l l down. I needed t o w a i t f o r 

Mr. K e l l a h i n t o come back from va c a t i o n , I needed t o 

discuss many d i f f e r e n t t h i n g s w i t h him. 

Q. When d i d you t h i n k t h i s w e l l had a d d i t i o n a l 

p o t e n t i a l ? You mentioned a couple t h i n g s here t h a t you 

thought the w e l l might have a d d i t i o n a l o i l somewhere, Lower 

Brushy Canyon, t h i s c o r r e l a t i o n t h a t would, as I understand 

i t , g i ve you more pay than Exxon gave you c r e d i t f o r . When 

d i d t h a t r e a l i z a t i o n come t o you? 

A. There's an unmanned mud log from t h i s w e l l , and 

the r e are notes on the o r i g i n a l l o g t h a t we obtained from 

Chevron i n the t r a n s f e r of ownership, and from those notes 

we were able t o piece together some places t h a t have some 

p o t e n t i a l . 

The Lower Brushy Canyon, a t the very — j u s t 

above the Bone Springs sand, there are some sands t h a t they 
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show strong cuts out of, gas k i c k s out o f . There are — I n 

the Lower Cherry Canyon, they re p o r t e d o i l on the b i t s . 

There are some zones, i n the Middle Cherry Canyon t h a t has 

got gas shows through. 

So there i s some p o t e n t i a l . We don't know what 

i t i s , we don't have any r e a l i z a t i o n . 

But what's going t o happen i s , the whole 

r e s e r v o i r i s going t o be u n i t i z e d , but we're only going t o 

get c r e d i t out of these two pieces. So what the focus of 

the r e p o r t i s , i s j u s t the two pieces i n the Delaware. 

That doesn't mean t h a t the w e l l does not have other paying 

zones w i t h i n i t , and nobody r e a l l y knows y e t , because 

nobody's — we have not t e s t e d . 

Q. Well, d i d you a t a l l propose t o Exxon t h a t you 

might d r i l l another w e l l t o t e s t these zones, core them, 

somehow evaluate them, somehow r e a l i z e t h i s p o t e n t i a l so 

i t ' s not p o t e n t i a l , so i t would be — I would t h i n k t h a t 

f o r a l l u n i t operators, t h a t r e a l i z a t i o n , not j u s t 

s p e c u l a t i o n , based on some evidence, r e a l i z a t i o n of t r u e 

a d d i t i o n a l p o t e n t i a l would be h i g h l y v a luable t o you and 

everyone else? 

A. I t h i n k so. I agree w i t h what you're saying. 

Understand, I was looking a t , f i r s t of a l l , the economics. 

And I was, second of a l l -- I kept i n touch w i t h 

Exxon q u i t e w e l l about what was going on i n terms of the 
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n e g o t i a t i o n s i n the approval of t h i s , not i n what the 

formula was. And the only piece of i n f o r m a t i o n t h a t Exxon 

would t e l l me about what the formula was going t o be was 

t h a t i t was going t o be h e a v i l y r e l a t e d upon reserves. And 

I was l o o k i n g a t fou r percent of the reserves o f f G-19 and 

saying, Well, why not j u s t s i t back and spend money on 

other p r o j e c t s and r e a l i z e --

Q. Do you r e a l i z e how spe c u l a t i v e C02 f l o o d i n g i s 

and t h a t we don't have a l o t of h i s t o r y w i t h i t ? 

A. I r e a l i z e now. I d i d n ' t know, s i r . I d i d n ' t — 

I was t a k i n g Exxon a t t h e i r word. I f they were going t o 

say i t was going t o make 50 m i l l i o n b a r r e l s , I f e l t l i k e 

they had the technology t h a t they were going t o r e - — I f 

t h a t ' s the whole case of t h i s r e p o r t — I mean, I wasn't 

going t o disagree w i t h i t . I d i d n ' t have any formal 

t r a i n i n g t o disagree w i t h i t , and I'm not sure t h a t there's 

too many people t h a t do besides Exxon. 

So i f i t was going t o make 50 m i l l i o n b a r r e l s , 

then — You know, the p r o j e c t could make 3 0 m i l l i o n , i t 

could make 70 m i l l i o n . I don't t h i n k anybody here can t e l l 

you. 

Q. I t could make zero? 

A. That's e x a c t l y r i g h t , I r e a l i z e t h a t now. 

Q. Did you a t any time enter i n t o n e g o t i a t i o n s 

wanting t o s e l l your property, or was t h a t something you 
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j u s t never wanted t o do? 

A. Exxon came up and they asked about i t one time, 

and they asked about s e l l i n g the pro p e r t y , and they made 

a — what I would say remarkably low o f f e r f o r i t , and I 

was not i n t e r e s t e d i n i t . 

I s t i l l f e l t l i k e I wanted — I owned the whole 

s e c t i o n , I d i d n ' t want t o s p l i t the Delaware up, I wanted 

t o be able t o maintain t h a t as a whole. 

CHAIRMAN LEMAY: Here's my — I b r i n g t h a t up, i t 

hasn't been mentioned, and many times t h a t ' s t y p i c a l i n 

wa t e r f l o o d t e r t i a r y operations where l a r g e c a p i t a l 

expenditures are necessary, many times the operator buys 

out the smaller i n t e r e s t s so they're not p a r t of the 

p r o j e c t . 

That's the only question I had. 

A d d i t i o n a l — ? Yes, Mr. Bruce? 

FURTHER EXAMINATION 

BY MR. BRUCE: 

Q. Dr. Jones, you mentioned the FV2. That's outsi d e 

the u n i t boundary, the FV2 well? 

A. Yes, i t i s , and t h a t draws the p o i n t t h a t — why 

I wanted t o keep the Delaware as a whole. 

Q. What i s the producing zone i n t h a t w e l l ? 

A. C u r r e n t l y i t ' s i n the Canyon. 

Q. O i l w e l l , gas well? O i l w e l l or gas we l l ? 
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A. I t ' s a gas. 

Q. What i s i t s c u r r e n t average monthly producing 

rate? 

A. Oh, i t ' s extremely low. Maybe 300, 200 MCF a 

month. 

Q. And then one other w e l l was mentioned yesterday, 

the FV1, which i s , I t h i n k , on Tract 6; i s t h a t c o r r e c t ? 

A. Correct. 

Q. And what's the st a t u s of t h a t w e l l ? 

A. That w e l l i s making some gas out of the f i r s t 

Bone Springs sand. This lease was purchased because of the 

Bone Springs and the Delaware, and we're c u r r e n t l y working 

up i n the Bone Springs r i g h t now. We s t i l l have another 

pay f o r t h a t w e l l . 

Q. How much i s i t producing, on a monthly basis? 

A. I t would probably be s t i l l i n the same range. 

A f t e r — We spent probably $120,000 on t h a t w e l l , and we 

probably have only captured 40 m i l l i o n cubic f e e t of gas. 

I don't — To be honest w i t h you, I can't t e l l you the 

exact number, but i t ' s very low r i g h t now. I t ' s probably 

something on the order — 

Q. — producing — 

A. -- probably something on the order of the FV2, 

c o r r e c t . 

Q. Have you f i l e d production r e p o r t s on the FV1? 
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A. Oh, yeah, there are C-104s a t the OCD o f f i c e a t 

A r t e s i a a l l the time. 

MR. BRUCE: That's a l l I have, Mr. Chairman. 

CHAIRMAN LEMAY: Any other questions of the 

witness? 

MR. KELLAHIN: No, s i r . 

CHAIRMAN LEMAY: I f not, thank you. He may be 

excused. 

MR. KELLAHIN: Mr. Chairman, w e ' l l c a l l Stu 

Hanson a t t h i s time. 

STUART D. HANSON, 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Hanson, would you please s t a t e your name and 

occupation, s i r ? 

A. My name i s Stuart Hanson. I'm a c o n s u l t i n g 

g e o l o g i s t . 

Q. Where do you r e s i d e , s i r ? 

A. Roswell, New Mexico. 

Q. On past occasions have you t e s t i f i e d and 

q u a l i f i e d as an expert i n the f i e l d of petroleum geology 

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

A. Yes, s i r . 
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Q. As p a r t of your p r o f e s s i o n a l employment as a 

g e o l o g i s t , have you i n the past had occasion t o examine 

e x p l o r a t i o n and production geology w i t h regards t o the 

Delaware Mountain group i n southeastern New Mexico? 

A. Yes, s i r . 

Q. What has been t h a t experience? 

A. I s t a r t e d w i t h Union O i l of C a l i f o r n i a i n 1972, 

Esperanza f i e l d , worked f o r Hannigan Petroleum. We never 

d r i l l e d — Yes, we d i d d r i l l some Delaware, excuse me, a 

couple of them. But we d i d extensive e x p l o r a t i o n work w i t h 

the Hannigans f o r Delaware, got i n t e r e s t e d i n i t . 

I n 1983, I was one of the founders of Siet e O i l 

and Gas, and we found q u i t e a b i t of Delaware o i l . 

Q. There's a hum i n the fan i n the c e i l i n g , Mr. 

Hanson, and you're soft-spoken. That microphone w i l l not 

am p l i f y your voice, i t ' s f o r the cou r t r e p o r t e r ' s use. I f 

you need some water, I've brought my water b o t t l e — 

A. I ' l l speak up as — 

Q. — ther e f o r you. Try t o speak up i f you can. 

A. I ' l l speak up as l o u d l y as I can. 

CHAIRMAN LEMAY: Avalon-Delaware water? 

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

t h i s i s not Avalon i n j e c t i o n water. 

THE WITNESS: I ' l l speak up as l o u d l y as I can. 

Q. (By Mr. Ke l l a h i n ) A l l r i g h t , s i r . 
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Summarize f o r us, Mr. Hanson, what has been your 

involvement w i t h regards t o the subject matter of the 

hearing before the Commission today. 

A. I was h i r e d by Mr. Jones t o independently look 

s p e c i f i c a l l y a t the c o r r e l a t i o n s i n the area of h i s Tract 

6, as f a r as the northwest corner of the Avalon-Delaware 

f i e l d . 

Q. Summarize f o r us the kinds of t o o l s and geologic 

i n f o r m a t i o n t h a t you drew upon t o make t h a t independent 

e v a l u a t i o n of h i s property. 

A. I used w e l l logs, d r i l l i n g r e p o r t s , such maps as 

he had a v a i l a b l e , i n c l u d i n g Exxon's t e c h n i c a l r e p o r t and 

maps, some maps t h a t were generated by J e r r y H a r r i n g t o n and 

myself, and then past experience. 

Q. When we look a t your geologic p r e s e n t a t i o n t h i s 

morning, some of these d i s p l a y s have Mr. Harrington's name 

on the bottom of them, but they represent your work product 

as w e l l as his? 

A. Yes, s i r , they do. 

Q. As a r e s u l t of t h a t i n f o r m a t i o n , were you able t o 

reach conclusions and recommendations t o make t o Mr. Jones? 

A. Yes, s i r . 

Q. As p a r t of t h a t process, d i d you a t t e n d and were 

you i n v o l v e d i n the Examiner hearing of t h i s case? 

A. Yes, s i r . 
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Q. And you were here yesterday t o hear the geologic 

p r e s e n t a t i o n made by Exxon? 

A. Yes, s i r . 

MR. KELLAHIN: Mr. Chairman, we tender Mr. Hanson 

as an expert petroleum g e o l o g i s t . 

CHAIRMAN LEMAY: His q u a l i f i c a t i o n s are 

acceptable. 

Q. (By Mr. Kel l a h i n ) I ' d l i k e you t o go back and, 

before we look a t the e x h i b i t s themselves, gi v e us a 

general d e s c r i p t i o n of the Delaware r e s e r v o i r s w i t h regards 

t o t h e i r d e p o s i t i o n , t h e i r environment, so t h a t we have a 

geologic s e t t i n g by which t o understand your t e c h n i c a l 

work. 

A. Yes, s i r . The Delaware Mountain Group i s broken 

up i n t o t h r e e u n i t s : B e l l Canyon, Cherry Canyon and Brushy 

Canyon. These are large c o r r e l a t i o n a l u n i t s and i n v o l v e a 

number of d i f f e r e n t d e p o s i t i o n a l environments, probably 

w i t h i n each of them. There are c e r t a i n e u s t a t i c s e a - l e v e l 

changes associated w i t h them. 

S p e c i f i c a l l y here, we are going t o be addressing 

a small p a r t of the Cherry Canyon and a r a t h e r unusual p a r t 

of the r e s e r v o i r i n t h a t we're approaching the edge of 

Delaware d e p o s i t i o n along the northwest s h e l f . 

What's unique about these p a r t i c u l a r d e p o s i t i o n a l 

environments w e ' l l be loo k i n g a t i s t h a t they are f a i r l y 
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high-energy submarine canyon fan deposits and i n v o l v e two 

kinds of d e p o s i t i o n and q u i t e a number of c o n t r o l s on how 

t h a t d e p o s i t i o n i s — takes place. 

Q. A l l r i g h t . Let's commence, then, w i t h your 

p r e s e n t a t i o n . Let me take a moment and hand out e x t r a 

copies of the d i s p l a y s , and then w e ' l l go f i r s t of a l l t o 

the copies t h a t we've mounted on the d i s p l a y boards, and 

t h a t ' s how w e ' l l proceed. 

A. Yes, s i r . 

Q. I t won't be necessary f o r you t o u n f o l d these 

maps. We're going t o b r i n g l a r g e copies forward, so you 

can — 

A. Okay. 

Q. Mr. Hanson, l e t ' s s t a r t w i t h what I've marked as 

Premier E x h i b i t Number 2. I t ' s the B-B' c r o s s - s e c t i o n . 

Before we have t h a t discussion, l e t ' s have you 

simply i d e n t i f y the two w e l l s t h a t are on the B-B' cross-

s e c t i o n . 

A. B-B' cross-section i s j u s t a shor t c o r r e l a t i o n 

s e c t i o n running from Premier's FV State Number 3 t o the 

Yates petroleum WM4, which i s immediately east of the FV3. 

Q. When you have reviewed the Exxon geologic 

i n f o r m a t i o n i n the cross-sections, d i d you f i n d a d i r e c t 

c o r r e l a t i o n i n any of t h e i r cross-sections w i t h regards t o 

these two wells? 
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A. Yes, s i r . 

Q. You found a cross-section i n t h e i r book where 

they put the — 

A. Oh, no, no, not where they had them juxtaposed as 

they are i n t h i s one. I'm so r r y , I misunderstood your 

question. 

I found a cross-section t h a t contained both 

w e l l s , but not juxtaposed on the same c r o s s - s e c t i o n . 

Q. Describe f o r us what you have done w i t h t h i s 

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

A. I was presented t h i s c r o s s - s e c t i o n w i t h o u t 

c o r r e l a t i o n i n i t — 

Q. Okay. 

A. — so I could come t o my own conclusions. And I 

also had Exxon's c o r r e l a t i o n s a t t h a t time, which I posted 

on the WM4, and then seeing — I had already looked a t 

Exxon's c o r r e l a t i o n s and some of t h e i r other cross-

s e c t i o n s , and a t l e a s t as f a r as the mac r o - c o r r e l a t i o n s , 

the standard r e g i o n a l c o r r e l a t i o n s , I had no s i g n i f i c a n t 

disagreement w i t h i t . 

So I brought those c o r r e l a t i o n s i n from one of 

t h e i r cross-sections — Number 3, I t h i n k , I'm not p o s i t i v e 

of t h a t — t o the WM4, and then independently ran my 

c o r r e l a t i o n s over t o the FV3 from p i c k s t h a t they had on 

the WM4. 
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Q. Take us through the a n a l y s i s , then, and describe 

f o r us what you've done and what you've concluded. 

A. Okay. Well, the d e t a i l e d c o r r e l a t i o n , f i r s t o f f , 

take the simple ones, base of the Goat Seep, Cherry Canyon 

marker on t h i s one, nobody's got a problem w i t h those. 

I d i d n ' t have any problem w i t h the Exxon — You 

know, as f a r as the r e s t of the p i c k s , as long as 

everybody's t a l k i n g the same language you're always going 

t o have a l i t t l e b i t of d i f f e r e n c e as t o what horizons 

people want t o look a t . 

So t a k i n g Exxon's c o r r e l a t i o n s from the WM4, I 

ran them back t o my opinion of what was the c o r r e l a t i o n i n 

the FV3. And i n order t o get there I used the p a t t e r n 

a n a l y s i s of the log appearance from w e l l t o w e l l . 

Q. Describe f o r us, then, the s i g n i f i c a n c e of the 

col o r - c o d i n g on each of the logs. What does t h a t mean? 

A. Well, t h i s i s j u s t — What t h a t i s , i s j u s t k i n d 

of an idea t o give you some of the processes used t o t r y t o 

get from one t o the other. You work from the bottom t o the 

top and from the top t o the bottom. You work from the 

known t o the unknown, and you t r y t o i n t e r p o l a t e i n 

between. You look f o r as many s i m i l a r i t i e s as you can and 

t r y t o c o r r e l a t e those s i m i l a r i t i e s . 

But you also need t o be paying a t t e n t i o n t o what 

the nature of those s i m i l a r i t i e s are and what might happen 
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t o e i t h e r make separate events look the same or what might 

make the same event look d i f f e r e n t or what else might have 

happened durin g the d e p o s i t i o n t h a t could change the 

c o r r e l a t i o n or the appearance of the c o r r e l a t i o n . 

Q. When you look a t the Upper Cherry Canyon 

for m a t i o n , do you have an agreement or a disagreement w i t h 

Exxon w i t h regards t o the thickness a t t r i b u t e d t o the FV3 

w e l l w i t h regards t o t h a t r e s e r v o i r ? 

A. Yes, s i r , I do. I've got a small d i f f e r e n c e a t 

the Upper Cherry Canyon p i c k and a r a t h e r s i g n i f i c a n t 

d i f f e r e n c e a t the Upper Cherry Canyon base. 

Q. So you do i n f a c t have a disagreement? 

A. Yes, s i r . 

Q. Show us what you have concluded. 

A. Well, the dashed l i n e s i n red are Exxon's 

c o r r e l a t i o n s between the two w e l l s , as e s t a b l i s h e d from two 

d i f f e r e n t cross-sections t h a t they had i n the book. 

The s o l i d black l i n e s are the c o r r e l a t i o n s t h a t I 

came up w i t h , which, as i t ended up, were not s i g n i f i c a n t l y 

d i f f e r e n t — as a matter of f a c t , were i n s i g n i f i c a n t l y 

d i f f e r e n t from e i t h e r J e r r y Kenyon's or both Paul White's 

—• J e r r y Harrington. 

The main d i f f e r e n c e was i n t h i s sand package 

r i g h t down here, and i t comprises a gross i n t e r v a l of 84 

f e e t of the r e s e r v o i r , and i t nets out a t 82 f e e t and 
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4.9-percent p o r o s i t y or something l i k e t h a t . 

There was a small d i f f e r e n c e up here a t the top 

of a few f e e t . But t h a t ' s — the main — As f a r as the 

mapping u n i t , from the Upper Cherry Canyon middle t o the 

Upper Cherry Canyon base, there's a s i g n i f i c a n t d i f f e r e n c e 

of 84 f e e t . 

Q. A l l r i g h t , l e t ' s f i n d the footages. When we look 

a t the Upper Cherry Canyon, what Mr. C a n t r e l l i d e n t i f i e d as 

the Downlap marker, on your an a l y s i s you f i n d t h a t t o be a t 

2546? 

A. Yes, s i r . 

Q. And he f i n d s i t t o be lower, a t 2589? 

A. Yes, s i r . 

Q. When you look a t the base of the Upper Cherry 

Canyon forma t i o n , am I c o r r e c t i n understanding t h a t your 

d i s p l a y shows you conclude i t t o be a t 2852? 

A. Yes, s i r . 

Q. And t h a t under Mr. C a n t r e l l ' s c o r r e l a t i o n he 

f i n d s t h a t t o be a t 2768? 

A. Let's see — -58, s i r , 2758. 

Q. 2758, a l l r i g h t . The d i f f e r e n c e , then, i s , you 

a t t r i b u t e d a net pay f o r t h a t wellbore of an a d d i t i o n a l 82 

fee t ? 

A. Yes, s i r . 

Q. Did you use the same c u t o f f values t h a t Mr. 
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C a n t r e l l d i d t o get from gross t o net? 

A. Yes, s i r . 

Q. So there's no d i f f e r e n c e i n t h a t methodology? 

A. No, s i r . 

Q. Describe f o r us why, i n your o p i n i o n , you t h i n k 

Mr. C a n t r e l l ' s wrong i n determining the net footage w i t h 

regards t o the FV3 w e l l . 

A. Okay. I n order t o do t h i s , now, I have t o go 

r e g i o n a l and then back t o l o c a l — 

Q. A l l r i g h t , l e t ' s do t h a t . 

A. — because -- I n large p a r t I have very l i t t l e 

disagreement w i t h Exxon on t h i s . Their idea of going from 

r e g i o n a l framework t o set up a l o c a l framework, there's 

a b s o l u t e l y nothing wrong w i t h t h a t . That's what you have 

t o do. 

Q. And t h a t ' s i n f a c t what you have done? 

A. Exactly. I have had — I n the past, I've had 

Delaware cross-sections going a l l across the e n t i r e 

basement f o r the sole purpose of knowing where I was when I 

got someplace. 

But anyway, i n t h i s p a r t i c u l a r area — 

Q. Just a minute. No one's going t o be able t o see 

you t h e r e , Stu. Let me t u r n t h a t around. 

CHAIRMAN LEMAY: Some of you want t o come around 

here, f e e l f r e e t o , so you can see what he's drawing. 
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We're i n f o r m a l , so j u s t come j o i n us. 

Q. (By Mr. K e l l a h i n ) A l l r i g h t , please continue, 

Stu. 

A. Okay. A l o t of t h i s i s somewhat r e p e t i t i o u s from 

what they've already presented, and i t ' s only because w e ' l l 

need the framework. 

Okay, we've got the northwest s h e l f coming around 

here, and you've got t h a t Avalon associated w i t h i t 

approximately here. And then you've got Parkway associated 

approximately t h e r e , East Shugart. The scale i s not too 

good but... 

These submarine canyon fans are a source of the 

sediment, from the northwest or north-northwest or 

something l i k e t h a t . And these t h i n g s may be braided or 

whatever, doesn't make any d i f f e r e n c e . 

As f a r as the source, g e n e r a l l y accepted t o be 

something on the order of — We don't r e a l l y care, because 

a l l we care about i s t h a t a source rock provided chemically 

and p h y s i c a l l y weathered sediments t o drainages t h a t were 

i n t e r s e c t i n g t h i s s h e l f edge a t these p o i n t s , and t h a t ' s 

what we r e a l l y want t o address. 

What happens t o — Okay, the kinds of sediment 

we're d e a l i n g w i t h , g e n e r a l l y p i l l o w e l a s t i c s , we've got 

p a r t i c u l a t e carbonates, p a r t i c u l a t e clays and p a r t i c u l a t e 

s i l i c a t e s ranging from very small s i l t sizes up through 
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f a i r l y coarse sands. 

What happens t o those t h i n g s i s , they are 

t r a n s p o r t e d subject t o various environmental c o n d i t i o n s . 

Usually r a i n w i l l t r a n s p o r t i t down drainages i n t o these 

i n t e r s e c t i o n s w i t h the s h e l f . 

What takes place a t t h a t p o i n t i s f a i r l y unique 

t o t h i s type of Delaware d e p o s i t i o n . This i s not the same 

k i n d of d e p o s i t i o n t h a t you're going t o see f u r t h e r on i n 

the Basin, associated w i t h any of the other members of the 

Delaware Mountain Group. These are higher-energy depo s i t s . 

And because of those higher-energy and 

i n t e r m i t t e n t - e n e r g y — i n t e r m i t t e n t l e v e l s of energy 

t r a n s p o r t and ge n e r a l l y higher energy regimes of t h a t 

t r a n s p o r t when i t i s t a k i n g place, you get a d i f f e r e n c e i n 

the nature of these deposits. They're c a l l e d submarine 

canyon dam assemblages. Some people have some other names 

f o r them. What i t b o i l s down t o i s t h a t they are the 

r e s u l t of de n s i t y c u r r e n t s . There's d i f f e r e n t names f o r 

those. Some people c a l l them t u r b i d i t e s . I t h i n k t h a t 

k i n d of clouds the issue, and I d i d n ' t mean t h a t as a pun. 

The problem w i t h t u r b i d i t e s i s , people expect t o 

see e i t h e r a f u l l or a p a r t i a l d r i l l sequence i n a 

t u r b i d i t e . And I'm going t o make another l i t t l e drawing 

here t h a t ' s going t o ex p l a i n why t h a t i s n ' t e x a c t l y 

necessary. 
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This i s going t o be a schematic graph, and i t has 

t o do w i t h what happens t o sediments t r a n s p o r t e d t h i s way. 

And t h i s a x i s down here, the X a x i s , i s going t o be g r a i n 

s i z e / d e n s i t y , which are — you can see are r e l a t e d t o 

d e n s i t y l i t h o l o g y . And t h i s i s going t o be energy, 

t r a n s p o r t energy, increasing t h i s way, i n c r e a s i n g t h i s way. 

This energy can mostly be looked a t as a f u n c t i o n 

of the speed of the l i q u i d medium. Density c u r r e n t s are — 

oh, probably mostly i n the 85- t o 95-percent s o l i d range, 

w i t h a small amount of f l u i d s . They are c a l l e d bottomholes 

sometimes because they t r a v e l very near the bottom of the 

t r a n s p o r t drainages. 

They can be extremely erosive, depending on the 

nature — depending on how f a s t they're moving. That 

r e l a t i o n s h i p i s described by an exponential curve, 

something l i k e t h a t . I t ' s a c t u a l l y steeper than t h a t , 

because i n the equation t h a t component of the equation t h a t 

b r i n g s i n the speed uses the s i x t h power of the speed. 

I t ' s the only a c t u a l equation t h a t I know of t h a t uses the 

sixth-power exponent. But a l l t h a t means i s t h a t once you 

get t o t h i s p o i n t i t brings change very, very r a p i d l y . 

There's another l i n e on t h i s t h i n g t h a t ' s 

associated w i t h i t . I t ' s something l i k e t h a t , doesn't 

r e a l l y — This i s completely schematic. What takes place 

i n t h i s area down here i s d e p o s i t i o n . What takes place i n 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

320 

t h i s area r i g h t here i s a combination of — i s t r a n s p o r t , 

excuse me. And — Let me see, t r a n s p o r t . And then up here 

we've got t r a n s p o r t and erosion. 

You can see from t h i s , as you increase the 

energy, you s t a r t t o move — you s t a r t t o t r a n s p o r t l a r g e r 

s i z e e l a s t i c s . Once the energy increases f o r a given s i z e 

c l a s t i c past a c e r t a i n p o i n t , t h a t bottomhole t r a n s p o r t 

where the t r a n s p o r t — or the medium w i t h the c l a s t i c i n i t 

a c t u a l l y begins t o cut the surfaces t h a t i t i s being 

c a r r i e d upon, t h a t i t ' s abrading against. 

That take place q u i t e a b i t i n these submarine 

canyon fans. I t takes place i n the canyon i t ' s feeding, 

the h i l l , and perhaps a t t h i s p o i n t we should look a t the 

side view of the h i l l . This i s going t o be k i n d of 

v e r t i c a l l y exaggerated, but you're l o o k i n g a t a g r a d i e n t . 

Now, drainage coming i n here, i t h i t s t h i s p o i n t , 

the g r a d i e n t changes downward. Well, as the g r a d i e n t 

changes downward, g r a v i t y upon i t increases and, you know, 

water flows f a s t e r . So the energy increases. 

You get here, the energy decreases because the 

g r a d i e n t decreases. What happens i s , you've got c u t , more 

cut . You get down here, drop down below t h i s l e v e l , 

s t a r t i n g t o cause i t — s t a r t d e p o s i t i n g some sands. 

This i s r e a l l y s i m p l i s t i c here, because f i r s t o f f 

i t s g r a d i e n t can change, which explains why some of the 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

321 

d e p o s i t i o n a l sequences i n Avalon are somewhat d i f f e r e n t 

from Parkway, somewhat d i f f e r e n t from East Shugart. But 

there's an awful l o t of s i m i l a r i t i e s between most of them. 

You can change t h i s g r a d i e n t , you can increase 

the t o r t u o s i t y of channel coming i n , or the path f o l l o w e d 

down the g r a d i e n t . I f you increase t h a t , you change energy 

l e v e l s l o c a l l y i n the t r a n s p o r t d i r e c t i o n . What t h a t does 

i s t h a t sometimes y o u ' l l be d e p o s i t i n g i n , sometimes y o u ' l l 

be eroding here, sometimes y o u ' l l be t r a n s p o r t i n g a c e r t a i n 

g r a i n s i z e here. And you get odd mixes, which e x p l a i n s 

your v a r i a t i o n , explains q u i t e a b i t of v a r i a t i o n i n l o g 

character. 

There's one other t h i n g t h a t takes place i n the 

d e p o s i t i o n t h a t has a l o t t o do w i t h what you see i n the 

logs and a l o t t o do w i t h c o r r e l a t i o n s , and t h a t i s t h a t 

the d e p o s i t i o n we're t a l k i n g about here i n the f a n i s 

mostly the coarsest p a r t , because t h a t ' s what's going t o 

drop out f i r s t as you make t h i s sudden change of energy a t 

t h i s change i n the gr a d i e n t . So you're going t o get the 

coarsest p a r t , which i n t h i s case means mostly l a r g e r s i l t s 

and sandstones. 

There's also t h i s f i n e l y — what I mentioned, 

f i n e l y p a r t i c u l a t e carbonates, f i n e l y p a r t i c u l a t e c l a y s . 

These t h i n g s go out, and they don't sink very f a s t . I 

mean, i t takes them a long time. 
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These large packages of sediment t h a t come down 

the drainage, as I mentioned, were environmentally 

c o n t r o l l e d . They are i n t e r m i t t e n t . Some people c a l l them 

c a t a s t r o p h i c events. There's a l o t of these. We've had a 

l o t of catastrophe i n the h i s t o r y . They come down the 

c l o s e s t , based on r a i n f a l l back here, somewhere i n the 

headlands. I t doesn't make any d i f f e r e n c e how f a r away as 

long as the water h i t s i t . But they're not happening a l l 

the time. They come i n c l o s e s t . 

Between those c l o s e s t s , we have t h i s f i n e l y — 

f i n e c l a s t i c m a t e r i a l t h a t i s slowly f i l t e r i n g down a t a 

very steady r a t e . I t can be a f f e c t e d by alongshore 

c u r r e n t s , but i n essence i t ' s very evenly d i s t r i b u t e d , and 

i t ' s deposited i n quiescent periods. I t ' s a very, very 

even, very, very uniform d e p o s i t i o n . 

You can see on Exxon's 19A q u i t e a few of these, 

events, which, by the way, they have used, and r i g h t l y so, 

as a c o r r e l a t i o n measure. Here's a good example of one 

r i g h t here. 

Q. Mr. Hanson, you're now r e f e r r i n g t o what has been 

introduced as Exxon E x h i b i t 19A, Mr. C a n t r e l l ' s . I s i t — 

I t h i n k i t ' s Mr. C a n t r e l l ' s — 

A. Anyway, these events out of t h i s — t h a t type of 

d e p o s i t i o n , i s — They always have t o have names f o r i t . 

They c a l l i t hanging f l a s h e s ; at l e a s t some people do. 
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I t makes very good time markers. I mean, you 

know, nice uniform c o r r e l a t i o n markers, i t a l l came down, 

they have a very c o n s i s t e n t character which i s very 

d i f f e r e n t from the sand character, makes i t very easy t o 

use. 

They also, by the way, have a f u n c t i o n i n the 

t r a p p i n g mechanism, as they f r e q u e n t l y are the seals f o r 

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

Q. Do you see a seal i n the r e s e r v o i r where Mr. 

C a n t r e l l has put the base of the Upper Cherry Canyon i n the 

FV3? 

A. Not on t h a t t r a c k . There's a stop upward 

m i g r a t i o n , but i t — A c t u a l l y , since he's going up t o t h a t 

w e l l from the east, or i n t h i s case from the east, i t makes 

i t a l i t t l e tough t o f i g u r e out how i t w i l l t r a p t o the 

northwest. But of course, the cr o s s - s e c t i o n stops — 

Q. Well, when you look a t the FV3 l o g i t s e l f , and 

we're l o o k i n g a t t h i s 82 f e e t below Mr. C a n t r e l l ' s base f o r 

t h a t r e s e r v o i r , do you see anything t h a t p h y s i c a l l y 

separates out what he picks f o r the base of t h a t r e s e r v o i r 

from what you have picked as the base? 

A. Yes, s i r , we have — I t ' s one c o r r e l a t i o n t h a t I 

i n d i c a t e d on cross-section B-B'. 

Q. I s t h a t a seal t o the r e s e r v o i r where he's got a 

f l o o r t o the r e s e r v o i r t h a t precludes c o n t r i b u t i o n from the 
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82 f e e t t h a t you're adding t o the well? 

A. There i s i n d i c a t i o n of a hemipelagic t h e r e , but 

i t ' s t h i n n i n g very r a p i d l y from the character which you see 

back t o the east on t h a t one. How you're going t o do a 

question o f , i s i t going t o f u n c t i o n as a seal or not, you 

can't t e l l t h a t from the logs. 

Q. When you look a t the p o r o s i t y values on the l o g , 

do you see any change i n the p o r o s i t y as you move through 

t h i s i n t e r v a l where you have the 82 f e e t t o g i v e you a 

m a t e r i a l d i f f e r e n c e between the 55 f e e t he has added t o the 

well ? 

A. I t ' s b e t t e r . 

Q. The lower p a r t where you're t r y i n g t o add i s 

b e t t e r ? 

A. The p o r o s i t y i s b e t t e r . 

Q. Are you using the 10-percent c u t o f f ? 

A. Yeah. 

Q. Do you see any reason t o exclude the 82 f e e t t h a t 

you're proposing be added? 

A. One of the th i n g s we haven't discussed y e t i s 

t h a t we d i d mention some of t h a t cut and f i l l on t h i s t h i n g 

happens i n these fans. 

As I sai d , you've got these nice r e g i o n a l markers 

t h a t go through and c a r r y q u i t e w e l l . By the way, they 

c a r r y a l i t t l e b e t t e r between f i e l d s than they do i n the 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

325 

f i e l d s . But you've s t i l l got some macr o i n t e r v a l s t h a t 

nobody's going t o argue on the c o r r e l a t i o n , and we a l l use 

them t o get from one f i e l d t o another and t o get around i n 

the f i e l d . 

You run i n t o some problems when you s t a r t 

breaking down these c o r r e l a t i o n s too f a r . And every 

g e o l o g i s t I know, i n c l u d i n g me, i s going t o break them down 

j u s t as f a r as we can, because i t t e l l s us more — You need 

t o go from the macro t o the micro i n order t o t r y and 

understand as much about what happened there t o cause the 

t r a p as po s s i b l e . 

Some of the t h i n g s t h a t occur: As you get a 

bigger r a i n f a l l back up here, i t comes down a l i t t l e b i t 

f a s t e r . And instead of d e p o s i t i n g when i t gets here, i t 

erodes through the p r e - e x i s t i n g one. And i t might end up 

l a y i n g down a pod l i k e t h a t , which means t h a t a chunk of 

t h a t i s gone which i s replaced by younger sediments. And 

t r y i n g t o p i c k t h a t up o f f the logs gets t o be q u i t e an 

exercise. 

So what I l i k e t o do — I agree w i t h them t h a t 

t h e i r logs are e s s e n t i a l l y p o i n t sources of i n f o r m a t i o n . 

They are. 

But you've got — Like i n t h i s case, you've got 

an area where you've got q u i t e a number of w e l l s . Now, 

they — I n t h e i r package they have a whole s e r i e s of 
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downdip cross-sections, going from ~ I think they number 

them from the southwest up t o the northeast. 

What I l i k e t o do i s t h a t and then g r i d — I put 

together as many cross-sections as I p o s s i b l y can when I'm 

working on a f i e l d , e s p e c i a l l y i n the development phases, 

as p o s s i b l e . And believe me, every time you d r i l l another 

w e l l i n the f i e l d you f i n d out something you d i d n ' t know 

before. 

Q. I n your opinion, has Exxon made a geologic 

mistake w i t h regards t o the net thickness a t t r i b u t a b l e t o 

the FV3 well? 

A. Yes, s i r , I t h i n k they have i n the FV3 w e l l . And 

I would r e f e r both t o the maps t h a t J e r r y and I prepared 

and t o t h e i r maps, the d i f f e r e n c e s between those maps and 

t h e i r maps, 6, 7 and t o a c e r t a i n e x tent 19. 

Q. Describe f o r us — Let's f i n i s h up w i t h the Exxon 

E x h i b i t 19A. Describe f o r us where you b e l i e v e the Exxon 

geologic i n t e r p r e t a t i o n i s flawed. 

A. Well, my opinion, based upon my c o r r e l a t i o n w i t h 

B-B', which goes from the WM4, which they have here, t o the 

FV3, they've i n t e r j e c t e d the C5, which i s n o r t h of the 

east-west l i n e between the FV — excuse me, i t ' s south of 

the east-west l i n e from the FV3 t o the WM4, and the w e l l i s 

not — the CVS i s nowhere near as s i m i l a r t o e i t h e r one of 

the w e l l s as the FV3 i s t o the WM4. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

327 

The main reason f o r the c o r r e l a t i o n s e c t i o n we 

prepared, B-B1, i s t w o f o l d . One, i t ' s the c l o s e s t east 

o f f s e t , and I wanted t o make the c o r r e l a t i o n from east t o 

west or v i c e versa. And the other one, the other t h i n g , i s 

t h a t t h e r e i s s i m i l a r i t i e s between the two logs t h a t are 

very apparent t o me, and I was t r y i n g t o e x t r a p o l a t e 

Exxon's c o r r e l a t i o n s i n t o my c l i e n t ' s w e l l . 

Also, j u s t as an aside, we're approaching the 

edge of the f i e l d here, and there are some sed i m e n t a l l y 

e s t a b l i s h e d s t r u c t u r a l c o n t r o l s on d e p o s i t i o n i n these 

submarine canyon fans, and I f i n d i t a l i t t l e tough t o 

f i g u r e out how t h a t p a r t i c u l a r u n i t could t h i n , coming o f f 

the edge of the f i e l d . 

Q. When you examine the Exxon geologic i n f o r m a t i o n , 

do you f i n d any other occasions i n the r e p o r t where we have 

t h i s event where there i s t h i s t h i n n i n g of the Upper Cherry 

Canyon by moving the bottom of the r e s e r v o i r upwards? 

A. One other, the cross-section immediately south of 

the one i n the FV3, I bel i e v e i t i s , FV3. But immediately 

south of the FV3 i s the ZG1, and those two w e l l s are the 

only ones t h a t — or those two cross-sections t h a t ended i n 

t h a t area are the only ones t h a t thinned anomolously over 

t h i s area. 

Q. Everything else t h a t you've looked a t agrees w i t h 

where you would put the base of the Upper Cherry Canyon 
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r e s e r v o i r ? 

A. There was one — There was more of an accounting 

e r r o r than anything else. They double-labeled the middle 

and the lower top, I b e l i e v e . And one other database i s — 

the computer picked the wrong one and l a b e l e d t h a t . 

Q. Let's look a t Premier E x h i b i t 1 now and have you 

i d e n t i f y and describe the A-A' c r o s s - s e c t i o n . 

A. Okay. Cross-section A-A' i s a c r o s s - s e c t i o n 

running n o r t h t o south, roughly, from the A n t w e l l Mesa 

Macho 1 through the FV Number 1, the FV Number 2, t o the 

FV3, t o the ZG1. 

Q. Describe f o r us the conclusions t h a t you reach 

from examining t h i s cross-section. 

A. Since i t ' s running e s s e n t i a l l y downdip and 

e s s e n t i a l l y r e a l l y d i d n ' t — Now, we d i d n ' t put any super-

d e t a i l e d c o r r e l a t i o n on i t , and we d i d put both Exxon's and 

our c o r r e l a t i o n s on i t . And again, Exxon's are dashed i n 

red, and ours are the black l i n e s . And t h i s , again i s a — 

This i s a s t r u c t u r a l s e c t i o n hung on plus 750. 

I t ' s i n t e r e s t i n g t h a t a t some p o i n t s — f o r 

instance, at the FV Number 2 — we agree on a l l the p i c k s . 

And — Let's see, we agree on a l l but one p i c k back up a t 

the Macho, and t h a t ' s a tough p i c k anyway. I t ' s a l l we 

have at the top, base of the Goat Seep. I t ' s behind-pipe 

l o g , and the i n f o r m a t i o n has been sketchy. 
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Since we're going down the d e p o s i t i o n , or out 

i n t o the fan, and i t ' s been my experience t h a t the 

c o r r e l a t i o n s I've made b e t t e r describe what should happen 

t o the thicknesses of those grosser i n t e r v a l s , those p i c k s 

on those c o r r e l a t i o n s , and — 

Q. Mr. C a n t r e l l ' s o b j e c t i v e , as I r e c a l l i t , was t o 

have i n t e g r i t y w i t h a r e g i o n a l concept of d e p o s i t i o n i n 

terms of h i s a n a l y s i s . 

A. I can give you an example of what I'm t a l k i n g 

about when going from the r e g i o n a l t o the micro. 

When we were working on East Shugart t e n years 

ago, we were i n the development phase. Conoco was a 

pa r t n e r . And we were g e t t i n g some r e a l l y good r o l l s , and 

everybody was very i n t e r e s t e d i n the i n f o r m a t i o n t h a t we 

were developing out of the development phase of the p r o j e c t 

and e v e r y t h i n g else. And of course, Conoco wanted t o go 

explore, and they f e l t t h a t since we had found t h i s one, 

t h a t we ought t o work together on the same p r o j e c t t o 

explore f o r these t h i n g s . 

Well, Conoco was p u t t i n g out seismic, and we were 

— we d i d n ' t have any seismic. But they wanted t o shoot a 

r e g i o n a l c ross-section — they wanted t o shoot a r e g i o n a l 

s e c t i o n . 

I suggested t h a t since we were probably going t o 

be l o o k i n g f o r markers t h a t would be associated w i t h the 
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Delaware, we ought t o tune frequency response so t h a t we 

could read the smaller events i n the 3000- t o 5000-foot 

range, these t h i n n e r events. 

They ran a t e s t l i n e , played w i t h the 

frequencies, came up w i t h a frequency range t h a t a c t u a l l y 

could read 500- and 600-foot hemipelagics a t 3500 t o 5000 

f e e t . I was k i n d of s u r p r i s e d , maybe i t w i l l work. So we 

d i d p a r t i c i p a t e w i t h them on a r e g i o n a l seismic l i n e . And 

on d e p o s i t i o n a l s t r i k e — i n other words, we were s t a y i n g 

i n t h i s area where I f e l t l i k e we were going t o f i n d the 

best o i l regime because of the higher energy — the change. 

I wanted some more of these submarine canyon fans. 

Well, they shot the l i n e , they processed the 

data, h i r e d a geophysicist, nice young guy w i t h a master's 

degree. He works t h i s s t u f f up, and he c a l l s me up one day 

and he says, Can you come down here and look a t t h i s ? He 

says, I've got a r e a l problem. 

So I went down. Just t o say f o r — as an 

example, two or three of these t h i n g s , we made sure t h a t — 

one through two. One was the o l d shoot a t the o r i g i n a l 

small one t h e r e n o r t h of Greenwood, and then through our 

east shooter we extended i t some i n both d i r e c t i o n s . 

He says, How come when I get west of the East 

Shugart and east of the East Shugart a l l my markers c a r r y , 

but when I get t o the f i e l d I lose h a l f of them? 
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He's l o s t h a l f of them because t h a t ' s where a l l 

the energy was t a k i n g place, and t h a t ' s where a l l the 

erosion i s , and t h a t ' s what you're l o o k i n g f o r . You're 

l o o k i n g f o r a loss of r e g i o n a l markers. And t h a t ' s a r e a l 

good place t o look f o r a submarine canyon fan. 

So anyway, what I'm saying i s , i s t h a t , yes, you 

need a r e g i o n a l framework t o be able t o work the 

formations. But as you go i n t o these higher-energy 

d e p o s i t i o n a l areas, which are the p r o d u c t i v e f i e l d s , you're 

bound t o lose some of those because of the e r o s i v e nature 

of the d e p o s i t i o n . 

Q. Let's go t o Premier E x h i b i t 3. Mr. Hanson, I've 

placed before you on a d i s p l a y board, Premier E x h i b i t 3. 

Would you i d e n t i f y and describe t h a t d i s p l a y f o r us? 

A. I t i s a cross-section, s t r u c t u r a l c r o s s - s e c t i o n 

hung on plus 7950 f e e t . I t runs from the FV3 t o the Yates 

EP7, t o the Yates EP6. 

Q. What's your geologic conclusion w i t h regards t o 

t h i s d isplay? What are you t r y i n g t o demonstrate? 

A. The main t h i n g i s , again from another v e c t o r , 

from n o r t h - n o r t h e a s t , coming across the d e p o s i t i o n a l s t r i k e 

of the f i e l d , there's what I b e l i e v e t o be an anomalous 

t h i n n i n g of the i n t e r v a l i n question, b a s i c a l l y from the 

Upper Cherry t o the Downlap. 

Q. I f you f o l l o w the Exxon i n t e r p r e t a t i o n ? 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

332 

A. I f you f o l l o w the Exxon i n t e r p r e t a t i o n . There i s 

an anomalous t h i c k e n i n g of t h a t p a r t below i t . There i s an 

anomalous t h i n n i n g of t h a t p a r t above i t . 

And the amount of d i f f e r e n c e i s very d i f f i c u l t t o 

e x p l a i n i n the framework of the d e p o s i t i o n of these fans. 

They j u s t — I've looked a t a l o t of them, and I haven't 

seen anything, e s p e c i a l l y on the periphery of the f a n , t h a t 

looked anything l i k e t h a t . You don't get a sudden 

t h i c k e n i n g a t the edge and then a sudden t h i n n i n g a t the 

edge. 

You would expect, as you're coming o f f of the — 

F i r s t o f f , t h i s t h i n g i s frameworked on the Brushy Canyon, 

which i s a — the term they use now i s low stand, but i t ' s 

a nice smooth d e p o s i t i o n a l f e a t u r e . I n other words, i t was 

the f i r s t one of these t h i n g s t o happen. 

They tend t o be very uniform, they tend t o be 

very smooth on the top. Part of t h a t reason i s , they were 

deposited — There was a e u s t a t i c s e a - l e v e l change. They 

were deposited i n deeper water, they're s u b j e c t t o less 

turbulence, less diagenesis, they don't get any alongshore 

c u r r e n t a c t i o n and below-wave face. 

So they get nice and smooth, and they provide a 

n i c e l i t t l e hump which provides s t r u c t u r a l components i n t o 

the subsequent d e p o s i t i o n of the Upper Brushy and Cherry 

Canyon, t h a t d e p o s i t i o n which takes place a t a lower sea 
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l e v e l , a f t e r a e u s t a t i c sea-level change. 

I t makes i t very d i f f i c u l t t o e x p l a i n what 

c o r r e l a t i o n s i n red are shown. 

Q. And those are the Exxon c o r r e l a t i o n s ? 

A. Yes, s i r . 

Q. What's your u l t i m a t e conclusion about t h i s issue, 

Mr. Hanson? 

A. Well, I b e l i e v e t h a t the FV3 and the zone i n 

question has an e x t r a gross of 84 f e e t , an e x t r a net of 82 

f e e t . 

And there are other reasons f o r b e l i e v i n g t h a t 

c o r r e l a t i o n too. For instance, going back t o B-B', which 

i s r i g h t here, there's a zone on here — excuse me, I ' l l 

h o l d i t up so I can see i t — t h a t i s probably l i k e i n the 

WM4 . 

Q. And how i s t h a t i d e n t i f i e d on the e x h i b i t ? I s i t 

shaded i n a p a r t i c u l a r color? 

A. I t ' s shaded i n pink r i g h t here. 

Q. A l l r i g h t . And i t ' s a t approximately what 

footage on t h a t l o g , so the record w i l l be c l e a r on what 

you're saying? 

A. I t i s approximately 2718 t o 2728. 

Q. This i s the east o f f s e t t o the FP3? 

A. FP3. 

Q. This i s the WM4, and what have you concluded? 
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A. That w e l l i s p e r f o r a t e d i n th r e e places. I t ' s 

p e r f o r a t e d at a t h i n zone c e n t e r i n g at 2527, another zone 

a t — i t looks l i k e about 2582 t o maybe 2586, and then the 

zone i n question t h a t I j u s t mentioned. 

A l l those zones were t r e a t e d t o g e t h e r , and the 

w e l l i s pr o d u c t i v e . I'm not aware of i t s c u r r e n t 

p r o d u c t i o n , but I know t h a t i t i s p r o d u c t i v e . 

Q. What have you concluded about the WM4 w e l l , then, 

a t t h a t p o int? 

A. Based on my c o r r e l a t i o n s and some other 

i n f o r m a t i o n I'm going t o present here i n a minute, I 

b e l i e v e t h a t t h a t s p e c i f i c lower zone, mainly the one from 

2718 t o 2728, i n the WM4, i s c o r r e l a t i v e t o a zone i n the 

FV3, which runs on the w i r e l i n e measured from approximately 

2776 down t o 2790. Now, what's i n t e r e s t i n g about t h a t 

p a r t i c u l a r zone i s t h a t when the FV3 was d r i l l e d , they had 

an unmanned hot-water gas detector i n the doghouse t h a t 

also recorded footage. 

Q. Now, we're t a l k i n g about an i n t e r v a l t h a t 

c o r r e l a t e s t o the 82 f e e t , some p o r t i o n of the 82 f e e t ? 

A. Yes, t h i s — I n the FV3, t h i s c o r r e l a t i v e 

i n t e r v a l i n the FV3 i s i n t h a t 82 f e e t . 

Q. And i t ' s i n the 82 f e e t t h a t ' s excluded under the 

Exxon geologic analysis f o r the Upper Cherry Canyon 

r e s e r v o i r ? 
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A. Yes, i t i s . 

Q. A l l r i g h t . Let's move some of these d i s p l a y s and 

have you r e t u r n t o your seat, and then w e ' l l t a l k about the 

mud l o g . 

A l l r i g h t , s i r , l e t ' s t u r n t o what has been 

marked as E x h i b i t 4. Hand you one, s i r . Here's the r e s t 

of the package. 

Mr. Hanson, i d e n t i f y f o r the record what we have 

submitted as Premier E x h i b i t 4. 

A. Premier E x h i b i t 4 i s a d r i l l i n g - t i m e l o g , p l o t t e d 

f o r the FV3 from 2740 down t o 2840, 100-foot i n t e r v a l . 

Q. What i s the source of t h i s data? 

A. That i s — comes o f f of the p r e v i o u s l y mentioned 

d r i l l i n g time and hot-water record, which i s E x h i b i t 5. 

Q. A l l r i g h t , l e t ' s look a t E x h i b i t 5. Describe f o r 

us how you've used E x h i b i t 4 and E x h i b i t 5 as your a n a l y s i s 

w i t h regards t o t h i s t o p i c . 

A. A l l r i g h t . Well, E x h i b i t 5 i s the base data from 

which E x h i b i t 4 was prepared. On the r i g h t side of the 

paper tape t r a c k , y o u ' l l see a whole l o t of l i t t l e t i c k 

marks. 

Q. You're looking a t E x h i b i t 5? 

A. Yes, s i r . 

Q. A l l r i g h t . 

A. You w i l l also see t h a t i t ' s on a graph paper 
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which has some h o r i z o n t a l l i n e s drawn on i t a t r e g u l a r 

i n t e r v a l s . Those l i n e s — t h i s t h i n g i s on a drum which i s 

run by a clock, and those h o r i z o n t a l l i n e s are 15 minutes 

apart i n r e a l time. 

Q. A l l r i g h t , s i r . What's the po i n t ? 

A. That means t h a t every time the d r i l l pipe 

penetrates a f o o t , i t causes a pen t o c l i c k over and record 

a t i c k on the r i g h t side of t h i s paper tape. The paper 

tape i s t u r n i n g a t a constant r a t e of speed. B a s i c a l l y , 

one u n i t , one of these d i v i s i o n s every 15 minutes. 

So by measuring the distance between i n d i v i d u a l 

t i c k s , you can accurate l y measure the p e n e t r a t i o n r a t e of 

the b i t , which has q u i t e a b i t of s i g n i f i c a n c e t o 

i n t e r p r e t i n g the w e l l w h i l e you're d r i l l i n g . 

Q. So what's the point? 

A. A l l r i g h t , on the l e f t side there's another l i n e , 

which i s connected t o a hot-water gas d e t e c t o r . I t j u s t 

d e t e cts methane; i t does not detect any of the other gases. 

And i t ' s q u i t e q u a l i t a t i v e i n t h i s case. I t j u s t t e l l s you 

when there's none or when there's j u s t background and when 

you get an anomalous increase. 

And a t a p o i n t on t h i s one — w e l l , we must — 

One other t h i n g here. The c a l i b r a t i o n f o r the d r i l l i n g 

t ime, as f a r as what the t i c k s a c t u a l l y mean, there ' s some 

white squares here t h a t have penciled numbers i n them. For 
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instance, 2723, 2752, 2784. Those are connections. I n 

other words, when they make a connection of the d r i l l pipe 

every, roughly, 32 f e e t , the d r i l l e r — He keeps the t a l l y 

board and he — a t the same time he marks down h i s 

connection on the t a l l y board, he marks down the depth a t 

which he made t h a t connection, r i g h t onto the paper tape, 

so t h a t we have a way of working backward and forward from 

each connection t o count up the t i c k s and get an accurate 

i n d i c a t i o n of what f o o t each t i c k i s t a l k i n g about t h a t i t 

recorded. 

Q. How does t h i s i n f o r m a t i o n a i d your a n a l y s i s then? 

A. Well, f i r s t o f f , on the r i g h t s i d e , when the 

recorder makes a t i c k of a s p e c i f i c f o o t , the b i t i s — 

Let's j u s t take an example, 2785. That means the b i t i s 

2785 f e e t below the r i g . 

At t h a t same time — a t t h a t p o i n t , 2785 f e e t 

below the r i g , the mud i s coming out of the b i t , i t i s 

p i c k i n g up the samples, i n c l u d i n g any gas samples t h a t come 

from t h a t f o o t , and s t a r t i n g i t s t r i p back up the hole i n 

the annular space on the outside of the d r i l l p i pe. 

I t takes a c e r t a i n amount of time t o get from 

2785 back up t o the surface, which i s where the gas 

de t e c t o r i s . So we have t o f i g u r e out how long i t took t o 

get from the bottom t o the top, so t h a t the gas d e t e c t o r , 

which then records on the tape — We know t h a t even though 
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the bottom of t h a t k i c k says t h a t i t ' s a t 2780-something, 

whatever i t i s on here, i t ' s a c t u a l l y 15 — i n t h i s case, 

15 minutes f u r t h e r back up the tape. 

Q. You need t o go through t h i s a n a l y t i c a l process so 

t h a t you can determine e x a c t l y where i n the r e s e r v o i r you 

a c t u a l l y are? 

A. Exactly where the gas sample came from, e x a c t l y . 

I need t o know where the gas sample came from r e l a t i v e t o 

d r i l l pipe measure. 

Q. And were you able t o do t h a t ? 

A. Yes, s i r . 

Q. And where do you put t h i s ? 

A. I t c o r r e l a t e s — as the d r i l l pipe c o r r e l a t e s t o 

the w i r e l i n e — which, by the way, the w i r e l i n e c o r r e l a t e s 

seven f o o t low t o d r i l l - p i p e measure, and t h a t ' s not an 

unusual occurrence. As a matter of f a c t , i t ' s unusual i f 

d r i l l pipe and w i r e l i n e ever comes out the same. 

Anyway, f i g u r i n g t h a t seven-foot d i f f e r e n c e , 

going back t o the l o g , t h i s gas show c o r r e l a t e s back i n t o 

the same break we were t a l k i n g about from 2718 t o 2720 — 

No, t h a t was i n the — wrong — I n our w e l l , i n the FV3 — 

Q. Here i t i s , Stu. 

A. I n the FV3, i t c o r r e l a t e s back t o a sand zone 

f r o m 2776 t o 2790. 

Q. Again, we're below where Exxon has picked the 
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base of the Upper Cherry Canyon? 

A. Yes, s i r . And the f a c t t h a t t h i s t h i n g — We got 

a gas show duri n g d r i l l i n g , the zone looks very s i m i l a r — 

The whole i n t e r v a l looks s i m i l a r , but t h i s p a r t i c u l a r zone 

looks very s i m i l a r t o t h a t one t h a t ' s p e r f o r a t e d i n the 

pro d u c t i v e w e l l , the WM4 t o the east. 

And then of course there's one other i n d i c a t i o n 

t h a t t hey're s i m i l a r . There were some s i d e w a l l cores were 

shot by Gulf O i l . 

Q. Let's go t o the core i n f o r m a t i o n . We have t h a t 

as — 

A. — 5A. 

Q. — E x h i b i t 5A. Let's t u r n your a t t e n t i o n t o 5A. 

A. 5A i s a core a n a l y s i s r e p o r t prepared by 

Petroleum Reservoir Engineering of Dallas, Texas, and i t i s 

an a n a l y s i s of a number of s i d e w a l l cores t h a t were shot 

i n the FV3. These are s i d e w a l l percussion cores, and they 

shoot a hollow b u l l e t i n t o the w a l l and t r y t o recover a 

sample of the formation. 

Q. What's the conclusion w i t h regards — 

A. There were two samples — 

Q. — t o the core? 

A. There were two samples shot i n the i n t e r v a l i n 

question. One was at 2781 and one was a t 2783. We can be 

q u i t e sure t h a t t h a t ' s where they came from, because 
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s i d e w a l l core l o c a t i o n s are u s u a l l y the l a s t t h i n g shot i n 

a w i r e l i n e operation, and the footages a t which they're 

shot i s u s u a l l y shot o f f of the f i r s t l o g g i n g run. So what 

I'm saying i s t h a t they're t i e d i n t o the same w i r e l i n e 

measure as the logs t h a t we're reading. 

And those two samples are described, among other 

t h i n g s , as being too broken f o r a n a l y s i s . Well, t h a t ' s 

j u s t a — That's a standard a b b r e v i a t i o n used, and what i t 

u s u a l l y means i n the Delaware i s t h a t the sand was too 

unconsolidated t o get enough of i t back t o the surface f o r 

much more than a gas d e t e c t i o n . They d i d get enough back 

t o the surface f o r gas d e t e c t i o n , and they have a number of 

cores t h a t were shot through the Upper Cherry Canyon 

i n t e r v a l . Those are the only two t h a t were shot i n the 

zone i n question. 

A l l of the cores t h a t were shot i n the Upper 

Cherry Canyon i n t e r v a l — and by the way, t h r e e others t h a t 

were shot down t o a depth — the deepest one being 2878, 

a l l showed gas-detection readings. I n other words, they 

were run by — the samples themselves were run past the gas 

d e t e c t o r , and methane was detected coming out of the 

samples. 

And t h a t i s a — t h i s i s a — They gi v e you a 

q u a n t i t a t i v e number, but i t ' s a q u a l i t a t i v e amount, because 

these samples have been subject t o washing i n the mud 
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system coming up, they've been subject t o some mechanical 

deformation when they push them out of the core plugs w i t h 

the press, and then f i n a l l y they get sealed i n a b o t t l e . 

There's a l o t of handling involved. 

But anyway, q u a l i t a t i v e l y cores 2781 and 2783 

showed by f a r the highest gas concentrations of any of 

those cores shot i n the Upper Cherry Canyon, and t h i s zone 

i s untested. 

Q. And where i s t h i s i n t e r v a l i n r e l a t i o n t o the 

r e s e r v o i r we're dea l i n g w i t h , as shown on B-B'? 

A. I t ' s below Mr. C a n t r e l l ' s p i c k and above my p i c k . 

Q. What's your conclusion? 

A. I be l i e v e t h a t t h i s i s — This i s p a r t of the 84 

f e e t t h a t I a t t r i b u t e t o being i n t h a t Upper Cherry Canyon 

sequence t h a t we're discussing. 

Q. Do you have any r e s e r v a t i o n s as a g e o l o g i s t about 

the i n c l u s i o n of t h a t 82 net f e e t pay i n the Upper Cherry 

Canyon r e s e r v o i r f o r t h a t — 

A. No, s i r , I'm basing i t mostly on — you know, 

we've been through the whole discussion of going from macro 

t o micro and everything else. But t h a t c o r r e l a t i o n s e c t i o n 

B-B1 t e l l s me everything I need t o know as f a r as having a 

very high l e v e l of confidence i n the c o r r e l a t i o n s t h a t I 

have made. And I s t a r t e d out a t the WM4 using Exxon's 

c o r r e l a t i o n s . I was j u s t e x t r a p o l a t i n g them i n t o the FV3. 
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Q. How does t h i s i n f o r m a t i o n , then, f i t i n t o your 

work so t h a t we can u l t i m a t e l y lead t o what you recommend 

the Commission do i n terms of a d i s t r i b u t i o n of hydrocarbon 

pore volume, i n s o f a r as i t a f f e c t s the Premier t r a c t s and 

the a f f e c t e d Yates t r a c t s ? 

A. Well, i t ' s going t o make some very obvious 

changes i n reserves a t t r i b u t e d t o the Premier acreage, I 

would t h i n k . I mean, I know i t does. 

There's one other change. We mentioned t h a t 

accounting e r r o r — w e l l , i t shouldn't be — Anyway, i t ' s a 

t a b u l a r e r r o r i n the method f o r c a l c u l a t i n g numbers f o r the 

FV1. They had a — I n t h e i r numbers they used 185 f e e t f o r 

the gross thickness. Off of t h e i r own c o r r e l a t i o n s , i t ' s 

a c t u a l l y 215 f e e t , which adds a gross of 30 f e e t , a net of 

2 0 f e e t , above — an average p o r o s i t y of 12.9 percent, and 

the water s a t u r a t i o n i s w i t h i n the range t h a t Exxon's using 

f o r t h e i r reserve c a l c u l a t i o n s . 

Q. As t o what w e l l are you d e s c r i b i n g t h i s e r r o r ? 

A. This i s the FV1 t o the n o r t h of the FV3 on T r a c t 

6. 

Q. Okay. There i s a c l e r i c a l e r r o r , then, i n how 

they have t a b u l a t e d — 

A. C e r t a i n l y the way t h a t i t — 

Q. — t h a t information? 

A. Yes, and I — i t doesn't even — i t ' s not even — 
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i t ' s — Section G? 

Q. Yeah. The p o i n t i s — 

A. I t ' s i n there. 

Q. — on the FV1 w e l l — 

A. The FV1 — 

Q. — by Exxon's own work, i t has been shorted 

some — 

A. — 82 f e e t . 

Q. On the FV1? 

A. No, excuse me, the FV1, by Exxon's own — by a 

mistake i n t h e i r r e p o r t has been shorted 3 0 gross f e e t and 

20 net f e e t . 

Q. Let's go on and have you u n f o l d what's i n f r o n t 

of you as E x h i b i t 6 and E x h i b i t 6A. 

A. E x h i b i t 6 i s Upper Cherry Canyon t h i c k n e s s , 

Downlap t o base i n t e r v a l . And 6A — prepared by J e r r y 

H a r r i n g t o n and myself. And 6B i s the same i n t e r v a l as 

prepared by Exxon, t h e i r Map 7 i n t h e i r package. 

Q. A l l r i g h t , make sure we're l o o k i n g a t the same 

p o s i t i o n . 

A. 6, 6A. 

Q. 6 i s your work product and 6A i s the Exxon work 

product? 

A. Yes, s i r . 

Q. And we're looking a t what r e s e r v o i r ? 
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A. We're loo k i n g a t the gross thickness of the Upper 

Cherry Canyon from the Downlap t o the base of the Cherry 

Canyon. 

Q. A l l r i g h t . Let's look a t your E x h i b i t 6. 

Describe f o r us what you've done, now, w i t h the FV3 

i n f o r m a t i o n on the a d d i t i o n a l net f e e t of pay i n t h i s 

r e s e r v o i r , and how you have contoured t h a t value i n t o the 

gross map f o r t h a t r e s e r v o i r . 

A. Well, as I mentioned before, we made the two 

c o r r e c t i o n s , the FV1, which i s j u s t a mechanical 

c o r r e c t i o n , the FV3, based on a d i f f e r e n t — on our 

d i f f e r e n t p i c k i n c o r r e l a t i o n . 

And what i t shows i n the overview of the f i e l d i s 

a very t y p i c a l - l o o k i n g Delaware fan shape, submarine canyon 

fan shape. I t doesn't have any anomalous t h i c k e n i n g s or 

t h i n n i n g s around the edge. I t has a f a i r l y w e l l 

d i s c e r n i b l e apex or a x i s , whichever you p r e f e r . I t has a 

f a i r l y r e g u l a r shape. I t narrows toward the northwest, i t 

widens on the downdip end, which i s what one — e v e r y t h i n g 

you would expect i t t o do. The — 

Q. Contrast t h a t t o the — Exxon's gross map, 

E x h i b i t 6A. 

A. Exxon's map, because — Well, no question about 

i t , i t ' s because of the d i f f e r e n c e i n the c o r r e l a t i o n p i c k . 

And by the way, they mentioned t h a t the ZG1 looks a l o t 
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l i k e the FV3. I agree. And i f you make — Whichever p i c k 

you make i n one, you're going t o make the same p i c k i n the 

other. 

But what t h a t i s , t h a t puts a very anomalous 

l i t t l e contoured area around those two w e l l s on t h e i r map 

of the same i n t e r v a l we j u s t discussed. 

Q. When we look a t the gross map, then, f o r the 

Upper Cherry Canyon as you have recontoured the l i n e s on 

your e x h i b i t , do we have Exxon's proposed western boundary 

f o r the u n i t contiguous, f o r what you would conclude t o be 

the r e s e r v o i r l i m i t s f o r the western boundary of the Upper 

Cherry Canyon? 

A. Well, no, because lo o k i n g a t the r e s t of the 

f i e l d , the r e s t of the contours on t h i s basis — and I 

r e a l i z e t h a t they brought i n — you know, there's other 

maps t h a t were involved i n p i c k i n g a f i n a l u n i t o u t l i n e . 

But t h i s adds some r e s e r v o i r thickness. And t h i s i s gross 

i n t e r v a l . We're not t a l k i n g p o r o s i t y , net f e e t or 

hydrocarbon net f e e t yet anyway. But I would expect — 

Based on j u s t t h i s map, you would have t o change the u n i t 

i n t e r v a l somewhat t o the northwest. 

Q. As w e l l as t o the west? 

A. Yes, t o the west and northwest. 

Q. A l l r i g h t . 

A. To incorporate the same thicknesses of s e c t i o n 
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t h a t were incorporated i n the r e s t of the u n i t . 

Q. Before we go on t o the next set of e x h i b i t s , i s 

— We're going t o go from the gross now t o the net i n the 

Upper Cherry Canyon. Are those the next displays? 

Before you do t h a t , Mr. Hanson, I've allowed you 

t o make a v e r b a l mistake, I t h i n k . When we t a l k e d about 

the FV1 and the f a c t t h a t t h e i r engineering r e p o r t by your 

a n a l y s i s had shorted the FV1 by 20 net f e e t , we were 

t a l k i n g about the Upper Cherry Canyon. I b e l i e v e I have 

misspoken. That i s a t t r i b u t a b l e t o the Brushy Canyon, i s 

i t not? 

A. I b e l i e v e so. 

Q. A l l r i g h t . And t h a t w i l l a f f e c t , then — 

A. That's r i g h t , i t i s . 

Q. — other c a l c u l a t i o n s . 

Let's go now t o 7 and 7A. We've t a l k e d about the 

gross d i s t r i b u t i o n . Let's look at the net d i s t r i b u t i o n , 

using 7, which I t h i n k we stamped as the Premier e x h i b i t — 

A. Yeah. 

Q. — and 7A, I t h i n k , i s the corresponding Exxon 

e x h i b i t . Did I get the numbers the same on your set? 

A. Yes, s i r . 

Q. A l l r i g h t . Let's s t a r t w i t h your E x h i b i t 7. 

Describe what you've done when you've gone from gross t o 

net. 
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A. Okay. Okay, those are maps — both are maps o f 

the Upper Cherry Canyon hydrocarbon t h i c k - — p o r o s i t y 

t h i c k n e s s , which i s a number i n c o r p o r a t i n g p o r o s i t y c u t o f f s 

and water s a t u r a t i o n s t h a t i s supposed t o net out an amount 

of o i l i n place. 

Q. Now, you've used those same parameters t h a t Mr. 

C a n t r e l l used i n terms of g e t t i n g from gross t o net? 

A. As a matter of f a c t , i n most of the f i e l d we used 

h i s numbers. 

Q. A l l r i g h t . Describe f o r us what's happened under 

your d i s t r i b u t i o n , then, of the net, as co n t r a s t e d t o h i s 

d i s t r i b u t i o n . 

A. The only change, again, i s i n the area of the 

FV3. And again, they have a — On t h e i r map, i t ' s a l i t t l e 

confused, because they put the l i m i t s of primary p r o d u c t i o n 

o u t l i n e d on th e r e , but i f y o u ' l l look i n the area of the 

FV3 on E x h i b i t 7A, y o u ' l l see a k i n d of an anomalous 

t h i n n i n g t h a t comes w e l l i n t o the f i e l d area. 

And again, the only d i f f e r e n c e — That's the only 

d i f f e r e n c e of going back t o the map t h a t Mr. H a r r i n g t o n and 

I prepared. That anomalous t h i n n i n g i s n ' t t h e r e anymore. 

We're back t o the re g u l a r fan shape, a smooth o u t l i n e , a 

more t y p i c a l - l o o k i n g f i e l d o u t l i n e . 

Q. A l l r i g h t . Let's take us from the net, now, t o a 

pore-volume map. I n terms of a s s i s t i n g the engineer now, 
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how do we get from the net t o a geologic map t h a t i s u s e f u l 

t o the c o n s u l t i n g engineer when we're l o o k i n g a t 

c a l c u l a t i n g o i l i n place? 

A. Well, t h a t ' s what these maps are. 

Q. A l l r i g h t . 

A. We d i d n ' t — The pore volume map was i n Exxon's 

package. 

This i s — You go from gross thickness t o net 

thickness using a p o r o s i t y c u t o f f , c a l c u l a t e water 

s a t u r a t i o n s . Then you f i g u r e an average water s a t u r a t i o n , 

which the engineers have t o do, but i t can cause g e o l o g i s t s 

a l i t t l e b i t of problem every once i n a w h i l e . And then 

c a l c u l a t e the hydrocarbon p o r o s i t y t h i c k n e s s . And t h a t ' s 

what the l a s t two maps t h a t we j u s t discussed are. 

Q. I d i d n ' t have a set i n f r o n t of me, and so I've 

misspoken when I characterized those as net maps. They are 

i n f a c t hydrocarbon? 

A. This i s the engineer's base data f o r v o l u m e t r i c s 

when he goes i n t o f i g u r e out o i l i n place, t o the best of 

my understanding. 

Q. A l l r i g h t . Let's go back and have you summarize 

f o r me on the FV3, based upon your knowledge of an 

experience i n de a l i n g w i t h these Delaware w e l l s , p o t e n t i a l 

d r i l l i n g and completion problems f o r these types of w e l l s 

t h a t t h i s Gulf w e l l may be c h a r a c t e r i s t i c o f . 
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A. Okay. F i r s t o f f , Delaware w e l l s , by the nature 

o f the f o r m a t i o n , are d i f f i c u l t t o d r i l l and complete 

s u c c e s s f u l l y i n every attempt. S t a t i s t i c s on them are 

g e t t i n g b e t t e r , and we're l e a r n i n g more about the 

procedures than we used t o know. 

S p e c i f i c a l l y , the FV3 was d r i l l e d i n 1984, I 

b e l i e v e , according t o the l o g heading on the l o g t h a t I 

saw, RMF was .13 a t 78 degrees f a h r e n h e i t . That's f r e s h 

water. You don't h i t the Delaware sand w i t h f r e s h water. 

Q. I s t h a t what Gulf did? 

A. Yeah, sure d i d . 

Q. What happens? 

A. I t swells the clays. There's two kinds of clays 

i n p a r t i c u l a r . One i s c a l l e d v e r m i c u l i t e and one i s c a l l e d 

c e r u s s i t e , which they used t o c a l l M o n t r o l o n i t e when I went 

t o school, but t h i n g s change. 

They s w e l l , s p e c i f i c a l l y — e s p e c i a l l y the 

v e r m i c u l i t e . Cerussites can d r i l l anywhere -- or s w e l l 

anywhere from three t o ten times t h e i r o r i g i n a l volume, and 

v e r m i c u l i t e s can swell up t o 3 0 times t h e i r o r i g i n a l 

volume. 

And even i f you're only l o o k i n g a t 10- t o 15-

percent c l a y cut i n the sand, you can sure knock the — you 

can r u i n the p e r m e a b i l i t y of a r e s e r v o i r s e c t i o n w i t h t h a t 

k i n d of s w e l l i n g very e a s i l y . 
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Q. I n your geologic o p i n i o n , has t h a t occurred i n 

t h i s w e l l t h a t Gulf d r i l l e d ? 

A. I n my opinion, i t has a very high p o s s i b i l i t y 

t h a t t h a t d i d occur, yes. 

Q. Can you as a g e o l o g i s t condemn the Premier t r a c t 

based upon the production r e s u l t s from the FV3 we l l ? Are 

you going t o condemn i t ? 

A. There's a couple other t h i n g s t h a t happened 

t h a t — 

Q. Well, I'm not through y e t . 

A. Well, I know, but I want t o get a l l of the 

p h y s i c a l t h i n g s t h a t happened t o the w e l l f i r s t , and then 

I ' l l — because no, I can't condemn t h a t w e l l . 

A. You can't condemn the acreage? 

A. Right. 

Q. You condemn the well? 

A. I can condemn t h a t bore. But I can't condemn — 

Q. A l l r i g h t . Let's t a l k about the other reasons 

t h a t condemn t h a t wellbore. 

A. They f r a c ' d t h a t w e l l . I've got the f r a c r e p o r t 

r i g h t i n f r o n t of me. F i r s t , they're t a l k i n g about a 

p e r f o r a t e d i n t e r v a l which i s not very l a r g e . Here i t i s . 

They p e r f o r a t e 2710 t o 2716, 2723 t o 2725, and 2738 t o 

2740, w i t h a t o t a l of 28 holes. Then they went through 

cleanup w i t h a c i d , a c i d i z i n g , a few other odds and ends. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

351 

But then they f r a c ' d i t . And I would l i k e t o 

read a l i t t l e b i t about t h a t f r a c . They went down 2 7/8 

t u b i n g w i t h 38,000 gal l o n s of g e l — they c a l l i t Q u a l i t y 

Foam, but i t ' s g e l — and 64,000 pounds of 20-40 sand. 

They d i d i t i n stages. They f i r s t stage i s 18,000 g a l l o n s 

a t 25 b a r r e l s a minute and i n j e c t i o n pressure of 3400 

pounds and zero sand. They're cracking i t . Then they h i t 

i t w i t h 4000 gal l o n s of g e l , 25 g a l l o n s — 25 b a r r e l s per 

minute, excuse me, 3500 pounds i n j e c t i o n pressure, one 

pound of proppant per — one pound of sand per g a l l o n . 

Next stage was 4000 — i t says g a l l o n s , but i t 

doesn't -- w e l l , i t probably does mean g a l l o n s . 4000 

g a l l o n s , 25 b a r r e l s a minute, 4000 pounds of i n j e c t i o n 

pressure, two pounds per g a l l o n of sand. 

They go from another 4000 g a l l o n s a t 4300 pounds 

w i t h t h r e e pounds per — Now staging the sand, as f a r as 

mix t u r e , i s normal procedure. As a matter of f a c t , the new 

equipment stages i t continuously so you don't have t o go 

i n c r e m e n t a l l y i n these jumps. 

But anyway, they ended up on the l a s t one, and 

t h i s i s the one t h a t I t h i n k makes a l o t of d i f f e r e n c e — 

The l a s t 4000 g a l l o n s , 25 b a r r e l s a minute a t 5100 pounds 

w i t h s i x pounds per g a l l o n of sand, and they had pump 

t r o u b l e because of too much sand, and i t shut down the 

op e r a t i o n . 
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5100 pounds, and t h e i r deepest p e r f o r a t i o n i s a t 

274 0. The normal pressure g r a d i e n t i s .5 pounds per f o o t . 

Frac h e i g h t on t h a t job i s almost back t o the surface. 

The only way you could a c c u r a t e l y c a l c u l a t e f r a c 

h e i g h t would be t o run a long Stasonic i n t h e r e , c a l c u l a t e 

modulus, c a l c u l a t e Poisson's r a t i o , and then c a l c u l a t e f r a c 

h e i g h t . 

But the Delaware doesn't have much of a f r a c 

h e i g h t i n the best of times, and t h i s i s i n c r e d i b l e . 

Q. So what's the point? 

A. I t means t h a t t h i s t h i n g i s probably communicated 

almost back up t o the surface casing. 

Q. So what e f f e c t does t h a t have? 

A. That means i t can get water from anywhere. 

Q. What else i s on your l i s t t h a t condemns t h i s 

wellbore? 

A. They made a temperature survey a f t e r the a c i d 

j o b , and i t shows communicate going up. 

Q. What do you conclude? 

A. That t h i s w e l l — I t wasn't d r i l l e d t o be a 

Delaware w e l l , i t wasn't d r i l l e d as a Delaware w e l l , and 

because of what they d i d t o i t d u r i n g d r i l l i n g operations 

and i n completion operations, the chances of becoming a 

Delaware w e l l were not very good, and there's very l i t t l e 

chance of remediation on t h i s bore. 
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Q. What e f f e c t , i f any, does the r e s u l t s of t h i s 

w e l l , under your conclusion, have on the p o t e n t i a l 

p r o d u c t i v i t y of Tract 6, t h a t Exxon wants included i n the 

u n i t ? 

A. Well, i t makes the v a l u a t i o n based on e x i s t i n g 

p r o d u c t i o n p r e t t y d i f f i c u l t , because you don't know e x a c t l y 

what t h i s w e l l could do. 

They have accurate l y s t a t e d t h a t the w e l l s t o the 

south d i d n ' t do very good e i t h e r , and i n every f i e l d you 

look a t you're always going t o get t o the edge where the 

w e l l s s t a r t g e t t i n g worse. I t always happens. 

But t h i s w e l l has not been p r o p e r l y d r i l l e d , 

p r o p e r l y completed, and t h e r e f o r e not p r o p e r l y evaluated. 

And I cannot make the statement t h a t i t 1 s the same as the 

w e l l s t o the south as f a r as i t s p o t e n t i a l p r o d u c t i o n . I 

don't t h i n k anybody r e a l l y knows what i t s p o t e n t i a l 

p r o d u c t i o n capacity i s . 

I t ' s s i m i l a r enough t o w e l l s t o the east t h a t 

have done very w e l l , t h a t you could say t h a t i t could be a 

l o t b e t t e r than i t i s . Log a n a l y s i s suggests t h a t i t ' s 

comparable t o b e t t e r w e l l s than i t i s , much b e t t e r w e l l s . 

There i s reason t o b e l i e v e i t should be b e t t e r , 

and there's reason t o b e l i e v e i t was damaged. 

MR. KELLAHIN: Mr. Chairman, t h a t concludes my 

examination of Mr. Hanson. 
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We move the i n t r o d u c t i o n of h i s E x h i b i t s 1 

through 7 — I bel i e v e i t ' s 7A. 

CHAIRMAN LEMAY: Without o b j e c t i o n , those 

e x h i b i t s w i l l be entered i n t o the record. 

Okay, i f you — We'll take about a t e n - , f i f t e e n -

minute break before cross. 

(Thereupon, a recess was taken a t 10:35 a.m.) 

(The f o l l o w i n g proceedings had a t 10:55 a.m.) 

CHAIRMAN LEMAY: We w i l l resume. We're a l l here 

now. We w i l l resume w i t h the cross-examination. 

Mr. Bruce? 

CROSS-EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Hanson, i n looking a t your geology, I 

understood t h a t you were t a l k i n g about the Upper Cherry 

Canyon. Did you have any dispute w i t h Exxon over the Upper 

Brushy Canyon geology? 

A. Nothing s i g n i f i c a n t , s i r . 

Q. And loo k i n g a t your E x h i b i t 7, i f I understand 

t h i s e x h i b i t , what you're b a s i c a l l y saying i s t h a t the FV3 

and ZG1 w e l l s should be as good as these Yates and Exxon 

w e l l s t o the east and southeast? 

A. That's not e x a c t l y what I sa i d . I t h i n k t h a t — 

I have a problem w i t h c o r r e l a t i o n , using Exxon's 

c o r r e l a t i o n , coming back t o those w e l l s . I b e l i e v e t h a t 
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the c o r r e l a t i o n s t h a t I have used are more c o r r e c t i n the 

case of those two w e l l s . 

I d i d n ' t spend a l o t of time on the ZG1 past t he 

c o r r e l a t i o n stage, but i n the FV3 I b e l i e v e there's more 

s e c t i o n i n the c o r r e l a t i v e i n t e r v a l under d i s c u s s i o n than 

r e f l e c t e d i n the Exxon geology, and I b e l i e v e t h a t i t 

contains some untested p o t e n t i a l i n t h a t s e c t i o n . 

Q. I n the Upper Cherry Canyon? 

A. Yes, s i r . 

MR. BRUCE: I have nothing f u r t h e r , Mr. Chairman. 

CHAIRMAN LEMAY: Mr. Carr? 

MR. CARR: I have no questions of t h i s witness. 

CHAIRMAN LEMAY: Commissioner Bailey? 

EXAMINATION 

BY COMMISSIONER BAILEY: 

Q. I s there any i n d i c a t i o n i n the f i l e s why Gulf d i d 

not o r i g i n a l l y p e r f o r a t e t h a t zone of 2781-2783? 

A. I n those records t h a t I've seen, Commissioner, 

th e r e i s no i n d i c a t i o n of t h a t . But the r e were — I only 

saw p a r t i a l -- I d i d not see a complete f i l e on the w e l l . 

Q. How much does i t cost these days t o d r i l l and 

equip and complete a Delaware well? 

A. I'm f i v e years out of date on t h a t s t u f f . Our 

l a s t costs were running i n the — f o r a w e l l of e q u i v a l e n t 

depth w i t h a s i m i l a r casing program, were running i n the 
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q u a r t e r - o f - a - m i l l i o n t o $325,000 range — 

Q. Okay. 

A. — f i v e years ago. 

Q. Right. So we can assume t h a t t h a t ' s an extremely 

conservative f i g u r e r i g h t now? 

A. Yes, ma'am. 

Q. I'm j u s t t h i n k i n g , the economics of d r i l l i n g a 

new w e l l f o r only primary production, f o r what reserves are 

th e r e , i s i t economic, i n your opinion? 

A. That would take a l i t t l e b i t more work than I've 

done on t h i s one. I n other words, you'd have t o f i g u r e out 

what goals you had, what k i n d of a produc t i o n r a t e could 

you expect, what k i n d of primary p r o d u c i b l e reserves might 

be t h e r e i f the w e l l was d r i l l e d p r o p e r l y . 

I t would take a l i t t l e b i t more work than what 

I've done, and t h a t ' s — Economics on t h a t scale are l e f t 

t o engineers and operators. 

COMMISSIONER BAILEY: Thank you. 

CHAIRMAN LEMAY: Commissioner Weiss? 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Yes, s i r , Mr. Hanson, you've been i n t h i s 

Delaware play f o r a considerable time, and I imagine you've 

kept c u r r e n t w i t h i t . Did you look a t Exxon's proposed C02 

reserves? 
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A. Yes, s i r , as r e f l e c t e d i n — 

Q. Yeah. 

A. — the r e p o r t — 

Q. Yeah, l e t ' s j u s t say those are accurate. What 

would a successful p r o j e c t here do t o the Delaware p l a y i n 

general? 

A. I t would e s t a b l i s h a precedent f o r C02 f l o o d i n g 

t h a t I t h i n k would be important. 

COMMISSIONER WEISS: Yeah, i t would be. That's 

the only question I had. Thank you. 

THE WITNESS: Yes, s i r . 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Mr. Hanson, do you have any experience i n 

formulas a t a l l on wat e r f l o o d , primary, secondary, 

t e r t i a r y ? 

A. Mr. Chairman, I've seen some general numbers i n 

the l i t e r a t u r e . I'm a member of the SPE, and I read the 

a r t i c l e s t h a t they p u b l i s h on t h a t s t u f f . 

Q. Do you know what the Parkway Delaware formula was 

f o r t h a t ? 

A. No, s i r , I don't, because t h a t was formulated 

w i t h i n a year a f t e r I l e f t the company t h a t was op e r a t i n g 

t h a t p r o d u c t i o n property. 

Q. Your cross-section -- Well, I guess the f i r s t 
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question I had i s , d i d you do a l o g e v a l u a t i o n of the Gulf 

w e l l , as f a r as p o r o s i t y and s a t u r a t i o n s ? I s t h a t w i t h i n 

the o i l range, water range, marginal? 

A. Are we speaking of the 2774 t o -90 zone, s i r ? 

Q. Yes. 

A. Yes, i t i s . 

Q. I t f i t s — 

A. Yes, s i r . 

Q. -- something t h a t should be perforated? 

A. Yes, s i r . 

Q. Because below t h a t i t looks water-bearing, 

doesn't i t ? 

A. Well, yes, i t does. Well, we've got two 

questions we need t o address on t h i s one. 

I t gets wetter as you go down from t h e r e , t r u e . 

The zone t h a t ' s i n question i s w e l l w i t h i n my parameters, 

and i t ' s w e l l w i t h i n Exxon's parameters. Exxon's 

parameters f o r t h e i r f l o o d reserves are r a t h e r more 

f o r g i v i n g than you could probably use on primary 

p r o d u c t i o n , because they're going t o get t o r e c y c l e t h e i r 

own water and they can cut themselves a l o t o f slack on 

t h a t basis, which goes w i t h any w a t e r f l o o d p r o j e c t . I t ' s 

very normal. 

The other t h i n g i s t h a t when Exxon or any 

r e s e r v o i r engineer c a l c u l a t e s a s e c t i o n f o r o i l i n place, 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

359 

which he uses then t o c a l c u l a t e moveable — water-moveable 

reserves and t h i n g s l i k e t h a t , they use an average water 

s a t u r a t i o n f o r the s e c t i o n i n question, and t h e y ' l l have a 

c u t o f f on SW, which w i l l be i n the bottom of the zone. 

The Delaware t y p i c a l l y has a — a l l r e s e r v o i r s 

have a c a p i l l a r y t r a n s i t i o n zone i n them, and t h a t ' s a 

f u n c t i o n of pore geometry, pore s i z e , t h r o a t s i z e , 

f r a c t u r e s , whether or not — There are a l l kinds of t h i n g s . 

But i n the Delaware, because of the pore geometry 

and the pore s i z e , g r a i n s i z e , these t r a n s i t i o n zones can 

be q u i t e long. I've c a l c u l a t e d some, i n some of the other 

f i e l d s I've worked on, t h a t were as much as 70 or 80 f e e t 

from economic c u t o f f t o water-free pr o d u c t i o n . And the 

zone you're t a l k i n g about, the small zone t h a t we were 

discu s s i n g up a t the top, -74 t o -90, f i t s w i t h i n — r i g h t 

o f f the l o g a n a l y s i s , f i t s w i t h i n parameters f o r primary 

pro d u c t i o n . The bold zone f i t s w i t h i n Exxon's parameters 

f o r secondary recovery. 

Q. I was r e a l l y t h i n k i n g more i n terms of primary, 

because the Yates w e l l t o the south -- Did they p e r f o r a t e 

the c o r r e l a t i v e i n t e r v a l ? I can't remember. At 2758 t o 

2842? 

A. I don't have t h a t i n f o r m a t i o n , Commissioner. Or 

Mr. Chairman, excuse me. 

Q. I t h i n k they — Well, I guess the p o i n t i s , i t ' s 
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a lousy w e l l t o the south, the same — 

A. The ZG1? 

Q. Yeah. 

A. I t ' s shown as a gas w e l l . The symbol i s a gas 

w e l l on t h i s map, E x h i b i t Number 7 t h a t I'm l o o k i n g a t . 

Q. The cross-section shows i t t o be p e r f o r a t e d , made 

6000 b a r r e l s , I t h i n k , according t o the testimony. 

A. I remember the testimony. 

Q. Very s i m i l a r , yeah, cum t o what we've got up 

here. 

A. But again, I don't know how they d r i l l e d i t or 

how they t r e a t e d i t . 

Q. I s i t possible on your w i r e l i n e -- Your 

measurements, your 15-minute lag time, you f e e l p r e t t y good 

about t h a t . 

What about r e c y c l i n g some gas above as your 

c u t t i n g s and mud i s coming up? I s t h a t p o s s i b l e w i t h your 

gas shows? 

A. What you normally see on a Delaware — Let me 

r e f e r back t o E x h i b i t Number 5. You can see some gas 

associated at d i f f e r e n t places, sometimes r e f e r r e d t o as 

connection gas, and t h a t ' s going t o be some of these small 

spikes, and they're going t o occur every 30 t o 32 f e e t . 

They're p r e t t y easy t o f i g u r e out which ones they are. And 

a c t u a l l y , i t can help you e s t a b l i s h l a g time. 
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Lag time i n t h i s case, though, was e s t a b l i s h e d by 

an engineer c o n t a c t i n g a d r i l l i n g c o n t r a c t o r . He asked 

them what t h e i r strokes per minute and pump pressure was, 

and he c a l c u l a t e d i t . 

And from t h a t depth he's not going t o be very 

much o f f when he said 15 minutes — 

Q. Uh-huh. 

A. — which i s a reasonable l a g time from t h a t depth 

anyway. 

Q. I t sounds l i k e they d i d e v e r y t h i n g k i n d of r i g h t 

on the AFE. They ran some s i d e w a l l cores, they had a 

loggin g u n i t out the r e , and then they screwed up the f r a c . 

Maybe t h a t ' s why they're Chevron now and not Gulf. 

A. They shouldn't have d r i l l e d i t w i t h f r e s h water 

e i t h e r . 

Q. Yeah, f r e s h water i s a b i g — the b i g one. 

Just bottom-line question, Stu: Would t h i s be a 

prospect you would take out and want t o get d r i l l e d again, 

j u s t t o see, because of the way Gulf handled the f i r s t one? 

A. I f I was developing t h i s f i e l d — t h i s would be 

obviously towards the end of development when you got t o 

t h i s phase — I would be lo o k i n g at the northwest extension 

of the maps t h a t J e r r y and I drew, and I would r e a l l y 

wonder about the FV3 and what 1s happening between t h e r e and 

the FVl. 
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And I'm going t o r e f e r s p e c i f i c a l l y t o E x h i b i t s 6 

— w e l l , 6 would be a good place t o j u s t look a t i t . 

There's an i n d i c a t i o n i n the area n o r t h of the 

FV1 t h a t — and t h a t i s i n the d i r e c t i o n t h a t t he sediment 

was coming from — t h a t you might have a p o s s i b l e 

c o n t i n u a t i o n up the r e . 

I've got an i n d i c a t i o n t h a t the FV3 was not 

p r o p e r l y d r i l l e d and completed, and I've got the i n d i c a t i o n 

of some r e s e r v o i r s e c t i o n on the acreage of Tr a c t 6 t h a t I 

would want t o evaluate before I decided I was f i n i s h e d 

developing the f i e l d . 

Q. I t looked l i k e your s t r u c t u r e , though, you're 

f a l l i n g o f f . You take your p i c k , where you disagree w i t h 

Exxon. And r a t h e r than pinch out t h a t sand going up 

northwest r e g i o n a l l y , you're draping i t over a s t r u c t u r e 

because you — then you get a lower marker, which — 

A. Yes, s i r . 

Q. Do you see any i n d i c a t i o n of water i n the Cherry 

Canyon p a r t of t h a t f i e l d , downdip? I mean, the w e l l s are 

making i t , Yates i s making i t , so — 

A. Yes, s i r . 

Q. — would you assume there may be some — 

A. Well, they're — they also — 

Q. — some producible water i n the downdip t h i s side 

of i t ? 
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A. This t h i n g , the o r i g i n a l discovery of the Avalon 

was about a year before we s t a r t e d the East Shugart. There 

wasn't very much of what I would c a l l modern d r i l l i n g of 

the Delaware. As a matter of f a c t , the only p r o d u c t i o n I 

know of t h a t predates t h i s from a s i m i l a r type of 

d e p o s i t i o n i s the o r i g i n a l Shugart w e l l , and t h a t was 

discovered by accident — by Gulf, by the way — back i n 

1958. 

And what happened i s , they were — I n those days 

they c a l l e d i t the snow bank. The Delaware s e c t i o n , they 

f i g u r e d i t was a good place t o make hole. They d i d n ' t get 

samples, they d i d n ' t pay much a t t e n t i o n t o i t . 

And they were doing what they do, they were 

pouring the coal t o the d r i l l b i t , g e t t i n g some hole made, 

and a l l of a sudden — I got t h i s from the guy t h a t was 

running Gulf's d i s t r i c t o f f i c e i n Roswell when they d r i l l e d 

t h i s w e l l . I t h i n k you know who. 

Anyway, a l l of a sudden, p e n e t r a t i o n ceased. 

They t r i p p e d out of the hole and the b i t sub were burned 

o f f . They had a downhole f i r e . They were d r i l l i n g w i t h 

n a t u r a l gas too, which made i t r e a l l y e x c i t i n g . 

Q. Now, you were w i t h -- You were w i t h the Esperanza 

t h i n g too, so... 

A. I got there r i g h t a f t e r they d r i l l e d i t . They 

found t h a t one by accident also. 
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Q. Yeah. 

A. I t came up the back side on them. 

CHAIRMAN LEMAY: We won't reminisce anymore. 

Thank you. That's a l l the questions I have. 

MR. KELLAHIN: I ' d l i k e t o c a l l Terry Payne, Mr. 

Chairman. 

TERRY D. PAYNE. 

the witness h e r e i n , a f t e r having been f i r s t d uly sworn upon 

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. A l l set? 

A. I t h i n k so. 

Q. A l l r i g h t . Mr. Payne, f o r the record, s i r , would 

you please s t a t e your name and occupation? 

A. My name i s Terry Payne. I'm a c o n s u l t i n g 

petroleum engineer. 

Q. Where do you re s i d e , s i r ? 

A. I n A u s t i n , Texas. 

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

expert i n the f i e l d of petroleum engineering before the O i l 

Conservation D i v i s i o n ? 

A. Yes, s i r , I have. 

Q. Summarize f o r us your education and employment 

experience, Mr. Payne. 
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A. I have a bachelor of science degree i n petroleum 

engineering from the U n i v e r s i t y of Texas. I received t h a t 

i n 1985. 

I have worked f o r Conoco, f o r about a year a f t e r 

t h a t , i n f i e l d operations. I was then employed by Chevron 

f o r approximately s i x years as a prod u c t i o n engineer and as 

a r e s e r v o i r engineer. 

For the past four years I have been employed by 

P i a t t , Sparks and Associates i n A u s t i n , doing c o n s u l t i n g 

petroleum engineering studies. 

Q. Describe f o r us the general scope of your 

c o n s u l t i n g engineering d u t i e s as they p r e s e n t l y e x i s t . 

A. We are a f u l l - s e r v i c e c o n s u l t i n g engineering 

f i r m . We do work f o r small operators, f o r mid-size 

companies, f o r a l l of the major o i l companies. I've done 

work f o r Exxon i n the past. We do any type of petroleum 

engineering e v a l u a t i o n , r e s e r v o i r study, we do q u i t e a 

number of secondary enhanced recovery s t u d i e s and 

u n i t i z a t i o n s t u d i e s . 

Q. Would your f i r m have the c a p a b i l i t i e s t o generate 

an engineering study such as the Exxon study we've seen 

dated August of 1992? 

A. Yes, we would. 

Q. What were you asked t o do when Ken Jones h i r e d 

you? 
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A. Ken asked me t o look a t the engineering r e p o r t , 

the study t h a t was prepared by Exxon, t o evaluate t h a t 

study, and then t o look at the proposed p a r t i c i p a t i o n 

formula t h a t was the r e s u l t i n g formula from the l a s t 

hearing. 

He wanted t o know i f we thought i t was a 

reasonable formula and a f a i r formula. I f so, the matter 

would stop t h e r e . I f not, he wanted recommendations on how 

t o make i t f a i r . 

Q. As p a r t of your p r e p a r a t i o n , d i d you review the 

t r a n s c r i p t and e x h i b i t s from the D i v i s i o n Examiner hearing 

of t h i s case back i n June of 1995? 

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

Q. And as p a r t of your work, have you reviewed and 

st u d i e d not only the August, 1992, Exxon small engineering 

s i z e book and then the f o l d o u t which i s the geologic 

displays? 

A. I looked a t the b i g f a t book and the one t h a t 

goes w i t h i t , yes. 

Q. A l l r i g h t . I n a d d i t i o n t o u t i l i z i n g t h a t 

i n f o r m a t i o n , what other i n f o r m a t i o n d i d you draw upon t o 

make your analysis? 

A. We looked a t other p u b l i c record i n f o r m a t i o n 

a v a i l a b l e i n the area, production-type data, some other 

logs i n the area. We also used some t o o l s t h a t we commonly 
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use i n our s t u d i e s , some petroleum-engineering software and 

computer programs t h a t we have i n our o f f i c e . 

Q. When we t a l k about t r a d i t i o n a l parameters t o be 

select e d f o r purposes of determining p a r t i c i p a t i o n w i t h i n 

u n i t s f o r secondary recovery p r o j e c t s or t e r t i a r y recovery 

p r o j e c t s , are those terms and i n f o r m a t i o n f a m i l i a r t o you? 

A. Yes, s i r , they are. 

Q. Do you use those on a r e g u l a r , d a i l y basis i n 

your work? 

A. Yes, we do. 

Q. I n a d d i t i o n , d i d you consult w i t h and work w i t h 

Stu Hanson i n terms of analyzing and e v a l u a t i n g t he 

geologic components t h a t are involved i n t h i s case? 

A. Yes, we d i d . That was one of the issues t h a t we 

were aware o f , was t h a t there was a disagreement about some 

of the geologic p i c k s . We evaluated the magnitude of the 

d i f f e r e n c e and c a l c u l a t e d the r e s u l t s . 

Q. And based upon a l l t h a t work, you now have 

engineering conclusions and recommendations f o r the 

Commission? 

A. Yes, s i r , I do. 

MR. KELLAHIN: We tender Mr. Payne as an expert 

witness. 

CHAIRMAN LEMAY: His q u a l i f i c a t i o n s are 

acceptable. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

368 

Q. (By Mr. K e l l a h i n ) What d i d you f i n d out, Mr. 

Payne? 

A. I n general, we are d e f i n i t e l y i n agreement t h a t 

the f i e l d needs t o be u n i t i z e d . We are i n agreement t h a t 

w a t e r f l o o d i s the l o g i c a l next step, C02 i s a very good 

l i k e l i h o o d i n the f u t u r e . There's an extremely l a r g e 

t a r g e t here t h a t , i f we are going t o recover i t , C02 i s the 

most l i k e l y way t o do i t . 

We looked more and more a t the engineering study 

done by Exxon, i d e n t i f i e d some problems w i t h i t . And a t 

t h a t p o i n t i n time we had t o make the d e c i s i o n — "we" as 

i n Premier — t o e i t h e r redo the study or t o see i f we 

could take the work t h a t had been done and f i x the 

problems. 

Exxon t a l k e d yesterday about the costs associated 

w i t h doing such a study. They roughly estimated i t as h a l f 

a m i l l i o n d o l l a r s . Our costs would probably not be t h a t 

h i g h but they would be s i g n i f i c a n t , t o redo t h i s e n t i r e 

study. 

That was r e a l l y not f e a s i b l e f o r Ken, so the 

o p t i o n was t o take the work t h a t had been done and make i t 

f a i r t o everyone. 

Q. I n your opinion, have you been able t o i d e n t i f y 

the s i g n i f i c a n t problems, f i n d s o l u t i o n s t o those problems, 

and come up w i t h a conclusion i n your o p i n i o n t h a t ' s f a i r , 
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e q u i t a b l e and reasonable f o r a l l i n t e r e s t owners? 

A. We have. There are e s s e n t i a l l y two op t i o n s . 

The f i r s t o p t i o n i s t o leave Premier out of the 

u n i t . That i s an op t i o n . That i s Ken's f i r s t choice. 

I f the Commission chooses t o b r i n g Ken i n t o t he 

u n i t , a r e v i s i o n i n the formula i s necessary t o provide 

e q u i t y , and we w i l l propose a new formula. 

Q. Let's t a l k about the issue of the i n - — Let's 

t a l k about the boundary, l e t ' s t a l k about the l o g i c of 

Exxon's proposed boundary, i n s o f a r as i t f i t s i n t o t h i s 

r e s e r v o i r . What's your opinion? 

A. Well, we can s t a r t w i t h E x h i b i t 1. I t ' s — As I 

sa i d , we've been involved i n a number of secondary recovery 

s t u d i e s , and i t i s unusual t o not have a r e s e r v o i r - l i m i t 

map t h a t conforms more c l o s e l y t o the u n i t boundaries than 

we have here. When I look a t E x h i b i t 1, the Upper — 

Q. A l l r i g h t , l e t me, f o r the record, so you and 

I are not confused, I'm going t o mark your engineering 

book — 

I - , . Okay. 

Q. — as E x h i b i t 8, and then we're going t o go 

through and t a l k about page numbers. 

A. Okay, I'm sor r y . 

Q. We've gone through and — 

A. A l l r i g h t . 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

370 

Q. — numbered the pages. So you're l o o k i n g a t page 

1 of E x h i b i t 8, and the f i r s t sheet s t a r t s w i t h page 1. 

A. I w i l l t r y t o r e f e r t o page numbers. 

Q. A l l r i g h t , s i r , l e t ' s go. 

A. Page Number 1, again, i s the hydrocarbon pore 

volume map on the Upper Cherry Canyon r e s e r v o i r . And you 

can see t h a t — 

Q. Well, whose map i s t h i s ? 

A. This i s Premier O i l and Gas's i n t e r p r e t a t i o n of 

hydrocarbon pore volume. 

Q. This i s the one t h a t Stu Hanson j u s t described a 

w h i l e ago, I t h i n k , as Premier E x h i b i t 7? 

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

Q. A l l r i g h t , please continue. 

A. I t ' s the same map, j u s t on a smaller scale. 

The anomalous t h i n g here, t o me, i s t h a t we see 

hydrocarbon pore volume up t o increments of t e n on the west 

side of the u n i t boundary. We see hydrocarbon pore volume 

i n increments up t o s i x , going across Section 25, and s i x 

looks t o be a reasonable boundary over on the east side of 

the u n i t . 

And we come around t o the south side and we p i c k 

up some hydrocarbon pore volume increments up t o f o u r --

down t o f o u r . And r e a l l y , over a l a r g e p o r t i o n of the 

south h a l f of Exxon's s e c t i o n , the volumes are much 
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smaller, and yet those are included i n the u n i t . 

And then we move back around over t o the west 

si d e , and again we j u s t see a disagreement, a discrepancy 

on the u n i t boundary and the hydrocarbon pore volume. 

Q. I f you were t o have the o p p o r t u n i t y t o 

re c o n f i g u r e the size and the shape of the u n i t so t h a t you 

could s a t i s f y your engineering c r i t e r i a , what would t h a t 

c r i t e r i a be and what would the shape be? 

A. I t would be more c l o s e l y t i e d t o hydrocarbon pore 

volume. Granted, t h a t i s a d i f f i c u l t t h i n g t o do i n the 

Delaware, but i t disappears, and we've heard testimony t h a t 

i t hasn't changed since 1991, and i t s o r t of sounds l i k e 

t h a t ' s what they decided t o do then, and ins t e a d of any 

ana l y s i s t h a t ' s what i t was going t o be. I t would probably 

be more c l o s e l y t i e d t o a t r u e r e s e r v o i r l i m i t . 

Q. When we look a t Section 25, do we f i n d t he 

i n c l u s i o n of the east h a l f of the east h a l f of 25 w i t h i n 

the proposed u n i t t o be a l o g i c a l boundary f o r t h a t u n i t ? 

A. Based on the ana l y s i s we have done, t h a t does not 

appear t o be a l o g i c a l boundary. 

Q. I f you had the f l e x i b i l i t y and the o p p o r t u n i t y t o 

put t h a t boundary, where w i t h i n Section 25, i f a t a l l , 

would t h a t western boundary be? 

A. I don't know i f the boundary would even be on 

Section 25. I t might be f u r t h e r west than t h a t . 
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Q. I s Dr. Boneau's c r i t e r i a of t r y i n g t o have a u n i t 

t h a t contains the e n t i r e r e s e r v o i r achieved, i n your 

o p i n i o n , by adopting the boundary as proposed by Exxon? 

A. No. 

Q. Let's t u r n t o Page 2. What are we seeing on page 

2? 

A. Page 2 i s our i n t e r p r e t a t i o n of the hydrocarbon 

pore volume i n the Lower Cherry Canyon-Upper Brushy. 

Again, i t ' s the map t h a t Stu t e s t i f i e d t o j u s t a moment 

ago, j u s t on a smaller scale. 

There i s b e t t e r agreement i n t h i s area w i t h the 

hydrocarbon pore volume d i s t r i b u t i o n , but t h e r e are s t i l l 

some problems. For instance, j u s t south of our acreage, 

the east h a l f of the east h a l f of 25, t h e r e are hydrocarbon 

pore volumes as small as f o u r , whereas the acreage j u s t 

west of the u n i t boundary on Premier's t r a c t i s not 

included. 

So again, t h i s one does t i e b e t t e r t o the 

hydrocarbon pore volume contours, but t h e r e are some 

i n e q u i t i e s . 

Q. With regards t o hydrocarbon pore volume, what i s 

your engineering conclusion about the pay outs i d e of the 

u n i t , as proposed by Exxon? 

A. There appears t o be pay outside the u n i t t h a t 

would f a l l w i t h i n a r e s e r v o i r l i m i t d e f i n i t i o n t h a t i s not 
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included w i t h i n the u n i t boundary. 

Q. Let's t u r n t o page 3. I d e n t i f y and describe what 

you're showing on page 3. 

A. Before we leave the — 

Q. Yeah. 

A. — the u n i t , i t — Well, we can do t h a t l a t e r , 

t h a t ' s f i n e . Page 3 i s f i n e . 

Page 3 i s simply taken from Exxon's E x h i b i t 7 i n 

the previous hearing. I t h i n k i t was in c o r p o r a t e d i n the 

record yesterday and made a p a r t of t h i s hearing. But t h i s 

i s j u s t a schematic diagram of the zones t h a t are 

pr o d u c t i v e w i t h i n the u n i t i z e d i n t e r v a l . We have the Upper 

Cherry Canyon, the Middle Cherry Canyon, the Upper Brushy 

and the Lower Brushy. 

And i f you were t o superimpose the u n i t boundary 

on these wellbores, you would see t h a t seven of the 37 

w e l l s produce from other than the proposed i n j e c t i o n 

i n t e r v a l s . And the p o i n t being, i s t h a t t h e r e are a 

s i g n i f i c a n t number of w e l l s t h a t have produced from other 

i n t e r v a l s t h a t are not considered i n t h i s u n i t i z a t i o n . The 

reserves are given no c r e d i t . I n t h i s case, the operator 

loses the a b i l i t y t o produce those reserves, and they are 

not considered i n t h i s formula i n any way, shape or form. 

There are an a d d i t i o n a l t hree w e l l s j u s t o u t s i d e 

the u n i t t h a t have produced from the Lower Brushy, so i t 
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appears t h a t there are a s i g n i f i c a n t number of w e l l s . I t 

may not be s i g n i f i c a n t volumes of produc t i o n t o t h i s day, 

but t e n years ago we d i d n ' t t h i n k the Delaware was worth 

anything a t a l l . 

So we're t a l k i n g about a u n i t t h a t ' s probably 

going t o be i n place f o r the next 60 years. We've heard 

about the great d i f f i c u l t y t o put the boundary t o g e t h e r , t o 

put the formula together. And t o neglect these i n t e r v a l s 

may be s h o r t - s i g h t e d . So i t ' s a concern t h a t we have. 

Q. Let's t u r n t o the issue of the w a t e r f l o o d t a r g e t , 

and we're l o o k i n g a t a l l these m u l t i p l e o p p o r t u n i t i e s i n 

the Delaware. Focus f o r our a t t e n t i o n what are the f l o o d 

t a r g e t s , then, under Exxon's plan? 

A. Okay, these numbers are d i r e c t l y from Exxon's 

r e p o r t , and what we have done i s summarize the w a t e r f l o o d 

t a r g e t reserves by operator acreage. I t ' s not working 

i n t e r e s t owner; i t ' s merely who operated what acreage p r i o r 

t o u n i t i z a t i o n . 

So f o r instance, i n Premier, they operated the 

fo u r t r a c t s t h a t are the east h a l f of the east h a l f of 25. 

On those f o u r t r a c t s , according t o Exxon's r e p o r t , we had 

approximately 3 m i l l i o n b a r r e l s of w a t e r f l o o d t a r g e t 

reserves. 

Now, i t ' s important t o know what w a t e r f l o o d 

t a r g e t reserves are. We heard testimony yesterday about 
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the c r i t e r i a f o r whether or not a formation can be 

waterflooded. The key component i s the r e s i d u a l o i l 

s a t u r a t i o n t o water. And i n the Exxon a n a l y s i s they've 

used 3 5 percent. 

So anywhere we have o i l s a t u r a t i o n g r e a t e r than 

35 percent and -- s i g n i f i c a n t l y higher enough so t h a t you 

can produce enough o i l t h a t i t ' s economic, you have 

w a t e r f l o o d t a r g e t o i l . I f the o i l s a t u r a t i o n i s higher 

than 35 percent, i t ' s c l a s s i f i e d as t a r g e t reserves. So 

t h a t i s the methodology t h a t we used. 

I t h i n k they also applied a sweep e f f i c i e n c y t o 

t h a t c a l c u l a t i o n t o come up w i t h these absolute numbers. 

But you can see t h a t t h e r e are 3 m i l l i o n b a r r e l s 

of w a t e r f l o o d t a r g e t reserves on the Premier t r a c t . That's 

a s i g n i f i c a n t amount of o i l t h a t i s mobile. I t i s 

f l o o d a b l e w i t h water. And yet Exxon chooses not t o f l o o d 

those t r a c t s . 

Q. Now, when we're t a l k i n g about t h i s w a t e r f l o o d 

t a r g e t reserves on page 4, t h i s does not y e t r o l l i n 

workover reserves under the a l l o c a t i o n system, does i t ? 

A. That i s c o r r e c t . These are j u s t w a t e r f l o o d 

t a r g e t reserves. 

Q. And you got t h i s o f f of t h e i r E x h i b i t E-6, I 

t h i n k . I t ' s i n the e x h i b i t book. 

A. That's c o r r e c t . 
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Q. A l l r i g h t . 

A. Now, the f i r s t question I had i s , why i s Exxon 

not wanting t o f l o o d these t r a c t s ? I f we could — I hope 

these are a v a i l a b l e . I f we could look back a t some of the 

maps i n Exxon's study, the b i g book, and i f we could s t a r t 

w i t h Map 17, we're looking a t — 

A. Yes. 

Q. — the large — 

A. I t ' s e i t h e r i n the large one, or i t ' s i n the back 

of Volume 10, but whichever one i s ea s i e s t . 

Q. And we're lo o k i n g a t Map 17? 

A. At Map 17. 

Q. Okay. I t says the "Upper Cherry Canyon - Average 

P o r o s i t y " . 

A. Average p o r o s i t y . Through the course of my 

an a l y s i s I was wondering, why i s Exxon not proposing t o 

f l o o d these t r a c t s ? There's 3 m i l l i o n b a r r e l s of t a r g e t 

reserves on here. I thought, w e l l , i t must be because of a 

d i f f e r e n c e i n p o r o s i t y or water s a t u r a t i o n . 

But as you look, the east h a l f of the east h a l f 

of 2 5 has a p o r o s i t y contour running through t h e r e of 14 

percent. That i s equal t o or b e t t e r than the p o r o s i t y 

t h a t ' s on Exxon's t r a c t , Section 31. I n f a c t , we have an 

area of 12 percent down the r e . And I t h i n k t h a t ' s an area 

t h a t they carve out not t o f l o o d , but s t i l l we have 14-
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percent p o r o s i t y on our t r a c t , j u s t l i k e t h e i r s . 

Q. Does t h a t give you any reason, then, t o 

d i s t i n g u i s h the boundary — I'm so r r y , the i n c l u s i o n of the 

Premier t r a c t s f o r w a t e r f l o o d purposes, based upon p o r o s i t y 

values? 

A. This gives you no reason t o exclude them, no, 

s i r , i t does not. 

Q. So i f you were t o design the w a t e r f l o o d p r o j e c t 

using the average p o r o s i t y value f o r the Upper Cherry 

Canyon, th e r e i s c e r t a i n l y every reason t o i n c l u d e those 

t r a c t s i n the wa t e r f l o o d f l o o d patterns? 

A. That would be p a r t of your d e c i s i o n . But t h i s 

would not exclude i t . 

Q. A l l r i g h t , what's the next p a r t of the d e c i s i o n 

process? 

A. A l l r i g h t , i f we t u r n t o Map 19 — and again, 

we're going t o look a t the Upper Cherry Canyon. This time, 

we're going t o look at average water s a t u r a t i o n . 

Now, you see the east h a l f of the east h a l f of 25 

s t a r t s out around the FV3 a t 4 0-percent water s a t u r a t i o n , 

and i t maintains about 4 0 percent, a l l the way up through 

the acreage proposed f o r i n c l u s i o n , and i t ' s 40 t o 50 

percent over the r e s t of Section 25. 

I f you look down i n Section 31 again, we have 

s i g n i f i c a n t l y higher water s a t u r a t i o n s , and y e t they 
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propose t o f l o o d t h a t area. As a r e s e r v o i r engineer, i t 

doesn't make sense. I t seems i n c o n s i s t e n t . 

Q. When we go back t o your page 4, then, l e t ' s see 

the net e f f e c t of Exxon's proposal. I f we look a t the 

Premier t r a c t , the w a t e r f l o o d t a r g e t reserves are almost 3 

m i l l i o n . That represents 8-percent-plus of the f i e l d 

t a r g e t w a t e r f l o o d reserves, except Premier gets zero c r e d i t 

f o r those reserves under t h i s system? 

A. That's e x a c t l y r i g h t . Now, s t i l l t h a t d i d not 

s a t i s f y my question of, why i s t h i s acreage not included? 

I went through the same process on the Lower Cherry, Upper 

Brushy, and Exxon does not have an average p o r o s i t y map i n 

t h e i r r e p o r t . 

I was curious about t h a t . I went back through 

t h e i r r e p o r t and found the range of p o r o s i t i e s t h a t they 

c a l c u l a t e , and they're a l l between 12 and 15 percent. So 

there's j u s t not a b i g v a r i a t i o n i n p o r o s i t y , so we don't 

r e a l l y need t o map i t . 

But i t i s important t o look back a t Map 12. I f 

t h a t one i s a v a i l a b l e , we might take a quick look a t i t . 

Q. Okay, l e t me t u r n back t o Map 12. This i s the 

"Lower Cherry/Upper Brushy Canyon - Average Water 

Saturation"? 

A. That's r i g h t . 

Q. A l l r i g h t , why i s t h i s important? 
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A. Well, again, the s i n g l e most important component 

i n whether or not you're going t o f l o o d an area i s the 

water s a t u r a t i o n . So I was curious why are c e r t a i n areas 

being flooded, why are others not? 

And again, on the Premier acreage — Now, these 

s a t u r a t i o n s are higher, there's no question about t h a t . 

But here on our acreage we have s a t u r a t i o n s from 65 t o 

about 75 percent. Again, Section 31 has s a t u r a t i o n s of the 

same magnitude. 

So again, I don't see a reason t o exclude the 

Premier t r a c t from the w a t e r f l o o d of t h i s p r o j e c t a t t h i s 

p o i n t i n time. I j u s t — At t h i s p o i n t I'm s t i l l 

s t r u g g l i n g f o r the answer. 

And i t wasn't u n t i l I saw — t a l k e d w i t h Ken more 

about i t and saw the temperature survey of the FV3 w e l l 

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

Q. A l l r i g h t , l e t me stop you f o r a second before we 

t a l k about the temperature survey. 

What's your engineering judgment and conclusions 

about whether there's mobile o i l underneath T r a c t 6? 

A. I t ' s my opinion t h a t there i s , and my o p i n i o n i s 

c o n s i s t e n t w i t h the Exxon mapping t h a t i s presented i n 

t h e i r e x h i b i t s . 

Q. Mr. Beuhler yesterday t a l k e d about the d i r e c t 

r e l a t i o n s h i p between the water s a t u r a t i o n and the r e s i d u a l 
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o i l — s a t u r a t i o n t o o i l . I t h i n k t h a t ' s p a r t of the 

a n a l y s i s t h a t you t e c h n i c a l people go through t o decide i f 

you've got, i n f a c t , recoverable o i l ? 

A. I t ' s very important. 

Q. A l l r i g h t . Yet when you look a t t h e i r modeling 

e f f e c t on the engineering work, what do you see? 

A. Well, t h a t ' s where we — That's when i t became 

c l e a r t o me why they were not wanting t o w a t e r f l o o d the 

Premier t r a c t s . 

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

A. I n t h e i r modeling work, what Exxon has done i s , 

they take a 4 0-acre t r a c t w i t h the w e l l i n the center, and 

t h i s i s something t h a t ' s t y p i c a l l y done. They then take 

the 40 acres and s p l i t i t i n t o quarters and model a s i n g l e 

10-acre quarter of i t . 

And f o r the purposes of p r e d i c t i n g secondary 

recovery, they put a producer at the top corner and put the 

i n j e c t o r a t the bottom corner and model t h a t 10 acres. 

They then f l o o d i t and see how i t performs. 

Mr. Beuhler's work on the h i s t o r y match, when he 

i n i t i a l l y put i n the 38.5-percent water s a t u r a t i o n t h a t was 

c a l c u l a t e d from the l o g a n a l y s i s , he could not get a 

h i s t o r y match, because there was too much water produced 

from the FV3 w e l l . 

So what he d i d t o get a h i s t o r y match was 
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increase the water s a t u r a t i o n i n h i s model almost up t o 60 

percent. He t o t a l l y disregarded not only h i s a n a l y s i s of 

the l o g , but he t o t a l l y disregarded the mapping done by h i s 

g e o l o g i s t . Nowhere on t h a t map i n t h a t area do you see 60-

percent water s a t u r a t i o n . 

Again, the reason he had t o do t h a t was t o match 

the water production t h a t had been reported i n t h a t w e l l . 

Q. Once he gets t h a t match, then, he can c a l c u l a t e 

and determine whether under t h a t scenario i t ' s economic t o 

w a t e r f l o o d Tract 6? 

A. I f you've got a 60-percent water s a t u r a t i o n i n 

the model, which means there's 4 0 percent o i l , and your 

r e s i d u a l o i l s a t u r a t i o n t o water i s 3 5 percent, there's 

only a f i v e - p e r c e n t swing i n t h e r e . So no, t h a t probably 

i s why he got the r e s u l t s t h a t he got. 

Q. What's the problem w i t h the model? 

A. There's r e a l l y no problem w i t h the model. The 

r e a l problem i s t h a t he d i d n ' t -- he t e s t i f i e d yesterday 

t h a t he d i d n ' t look a t any data t h a t i n d i c a t e d t o him t h a t 

t h e r e was water p o t e n t i a l l y coming from outs i d e h i s modeled 

i n t e r v a l i n the Delaware. 

Q. He a t t r i b u t e d a l l t h a t p roduction, t h a t water 

c u t , based upon the water production Gulf had i n the FV3 

w e l l , cranked t h a t i n t o the model, and i t now becomes 

uneconomic t o f l o o d f o r t h a t t a r g e t o i l ? 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

382 

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

Q. A l l r i g h t . What d i d you f i n d i n your research 

w i t h regards t o the p o t e n t i a l source of t h a t water? 

A. We found a — There i s a v a i l a b l e a temperature 

survey t h a t Gulf ran on the w e l l a f t e r i t was p e r f o r a t e d 

and t r e a t e d , and — 

Q. Do you have a copy of th a t ? 

A. I have a copy of t h a t . 

Q. A l l r i g h t . 

A. I t ' s a two-page e x h i b i t . 

MR. KELLAHIN: Mr. Chairman, we're going t o mark 

t h i s f o r i n t r o d u c t i o n as Premier E x h i b i t 9. I t i s not 

c u r r e n t l y marked on the e x h i b i t s , but i t — 

MR. BRUCE: I t h i n k i t should be 10. 

MR. KELLAHIN: Ten? The engineering book i s 8. 

MR. BRUCE: Well, I have an e x h i b i t — Mr. 

Hanson's l a s t e x h i b i t was marked E x h i b i t 8 t h a t you gave t o 

me. 

MR. KELLAHIN: A l l r i g h t . Let me c o r r e c t the 

rec o r d , Mr. Chairman. 

Mr. Bruce reminds me t h a t E x h i b i t 8 should be the 

l a s t of Mr. Hanson's e x h i b i t . That was h i s p o r o s i t y 

d i s t r i b u t i o n map. I need t o , w i t h your assistance, have 

you r e i d e n t i f y Mr. Payne's engineering work as E x h i b i t 9, 

and then we w i l l mark the temperature survey as E x h i b i t 10, 
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and I'm back i n the sequence here. 

Thank you, Jim. 

Q. (By Mr. K e l l a h i n ) A l l r i g h t , Terry, l e t ' s t a l k 

about E x h i b i t 10, the temperature survey. 

A. Okay. I apologize f o r E x h i b i t 10. I t may be 

d i f f i c u l t t o read. I d i d n ' t want t o make any c o r r e c t i o n s 

myself, because t h i s i s e x a c t l y how the l o g appears. I t ' s 

a gamma-ray temperature survey run on the w e l l a f t e r i t was 

s t i m u l a t e d , and w e ' l l look a t the second page here i n a 

minute. 

But the conclusion down a t the very bottom of the 

f i r s t page i s t h a t the gamma ray and temperatures i n d i c a t e 

t r e a t e d i n t e r v a l from 2710 t o -45 and channel up t o 2665. 

So t h a t i s c o n s i s t e n t w i t h what you would expect from such 

a l a r g e treatment t h a t was done on t h a t w e l l . I t ' s 

c o n s i s t e n t w i t h Mr. Hanson's expectations, and t h i s i s data 

t h a t seems t o i n d i c a t e t h a t t h a t ' s what happened. 

But the second page of t h i s e x h i b i t , again, shows 

t h a t — the basic data from which t h a t conclusion i s 

d e r i v e d . You see the gamma-ray curve i s increased, not 

only i n the p e r f o r a t e d i n t e r v a l . The p e r f o r a t i o n s are 

designated i n the depth column by c i r c l e s , the dashed 

gamma-ray curve, you see the increase not only i n the 

i n t e r v a l but above. And you see the decrease i n the 

temperature curve, not only i n the t r e a t e d i n t e r v a l but 
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also above. 

Over on the f a r r i g h t - h a n d side i t ' s got a 

darkened area w i t h the t r e a t e d i n t e r v a l , and then arrows 

i n d i c a t i n g a channel up t o 2665. 

Q. So how are you going t o resolve t h i s ? 

A. Well, the importance of t h i s i n f o r m a t i o n i s t h a t 

i t provides an explanation f o r the anomalous p r o d u c t i o n 

behavior t h a t we saw i n the FV3 w e l l . 

I f you c a l c u l a t e by l o g a n a l y s i s 38.5-percent 

water s a t u r a t i o n and y e t you get the p r o d u c t i o n performance 

t h a t we've seen i n t h i s w e l l , i t ought t o throw up a red 

f l a g and you ought t o say, what's causing t h i s ? . Not j u s t 

simply throw the log analysis away. You need t o ask, why 

i s t h i s causing — what's causing — what's happening here? 

I n the modeling work t h a t ' s not what was done. 

We — The water s a t u r a t i o n was simply increased from 3 0.5 

percent up t o 60 percent, and t h a t r e a l l y d i c t a t e d the 

r e s u l t s of the model a t t h a t p o i n t i n time. 

Q. Let me have you t u r n t o page 5, and l e t ' s look a t 

t h i s i l l u s t r a t i o n . Would you i d e n t i f y and describe what 

we're seeing on page 5? 

A. Okay. Page 5 i s simply a c o l o r r e p r e s e n t a t i o n of 

the numerical values on page 4, and i t shows t h a t Premier 

has e i g h t percent of the w a t e r f l o o d t a r g e t o i l i n place 

w i t h i n the u n i t boundary. Again, these are from Exxon's 
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r e p o r t . And y e t we get no c r e d i t , zero b a r r e l s . 

Exxon, on the other hand, has 41 percent of the 

w a t e r f l o o d t a r g e t , and yet through the 50-percent 

p a r t i c i p a t i o n p a r t of the formula, they're assigned almost 

60 percent of the c r e d i t f o r the w a t e r f l o o d reserves. 

Yates has almost 50 percent of the t a r g e t , y e t gets only 40 

percent of the c r e d i t . And MWJ has j u s t over one percent 

of the t a r g e t and no c r e d i t , because t h e i r t r a c t s a ren't 

being flooded e i t h e r . 

Q. What's your conclusions about the r e l i a b i l i t y of 

u t i l i z i n g Exxon's conclusion w i t h regards t o the w a t e r f l o o d 

t a r g e t o i l i n s o f a r as i t a f f e c t s Premier? 

A. I t h i n k t h e i r conclusions about t a r g e t o i l are 

v a l i d . There i s w a t e r f l o o d t a r g e t o i l on these t r a c t s . 

The e x c l u s i o n of Premier's t r a c t s from the w a t e r f l o o d , 

based on the r e s u l t of t h i s model, i s premature. The FV3 

w e l l b o r e cannot be condemned a t t h i s time. There are 

reserves on t h a t t r a c t t h a t are j u s t as f l o o d a b l e as other 

reserves i n the f i e l d . So we can't j u s t make the d e c i s i o n 

not t o f l o o d those t r a c t s . 

Q. While we're t a l k i n g about the FV3 w e l l , Mr. 

Hanson ch a r a c t e r i z e d t h a t wellbore as a f a i l e d attempt t o 

a p p r o p r i a t e l y t e s t the Delaware at t h a t l o c a t i o n . Does 

t h a t w ellbore serve any purpose a t t h i s p o i n t , or should we 

j u s t plug and abandon i t ? 
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A. No, we don't need t o plug and abandon i t now. 

There are other zones t h a t have p o t e n t i a l i n t h a t w e l l . I t 

was, Mr. Hanson t e s t i f i e d , not designed t o be a Delaware 

producer, but there are th i n g s t h a t we can p o t e n t i a l l y 

s t i l l do t o salvage t h a t w e l l , even i f the r e are problems. 

This channel could be squeezed and r e p e r f o r a t e d . 

I t ' s 5-1/2-inch casing, so p o t e n t i a l l y a smaller l i n e r 

could be run. But i t ' s not time t o plug the w e l l a t t h i s 

p o i n t . 

Q. Let's t u r n t o the t o p i c of the C02 t a r g e t o i l , i f 

you w i l l . I f y o u ' l l t u r n t o page 6, l e t ' s have you discuss 

t h a t t o p i c . 

A. We'll go through t h i s one a l o t q u i c k e r , but i t ' s 

the same r a t i o n a l e as the wa t e r f l o o d t a r g e t reserves. 

These are taken, again, from the Exxon r e p o r t . 

Q. Let me stop you r i g h t t h e r e . Why i s i t the same 

r a t i o n a l e when we're lo o k i n g a t the C02 t a r g e t o i l , as 

opposed t o the wa t e r f l o o d t a r g e t o i l ? 

A. Well, i t ' s a f u n c t i o n of the r e s i d u a l o i l 

s a t u r a t i o n t o t h i s process. 

I n Exxon's r e p o r t they have used a r e s i d u a l o i l 

s a t u r a t i o n t o the m i s c i b l e f l o o d of t e n percent. So 

wherever we have remaining o i l s a t u r a t i o n above t h a t , i t ' s 

a t a r g e t . 

But again, where we have c o n f l i c t i n g s a t u r a t i o n s , 
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we've excluded some areas and not others. But you f i n d the 

t a r g e t and you c a l c u l a t e the t a r g e t i n the same manner you 

do as the w a t e r f l o o d . 

Q. Using t h e i r numbers, what's the conclusion here 

on comparing the wa t e r f l o o d — the C02 t a r g e t reserves? 

A. I t may be h e l p f u l t o also look a t page 7, which 

again i s a c o l o r d i s p l a y of these numbers. 

Premier has j u s t over 10 m i l l i o n b a r r e l s of C02 

t a r g e t reserves on t h e i r t r a c t s , and t h a t represents 5.88, 

almost 6 percent, of the f i e l d t o t a l . And y e t t h e i r C02 

p a r t i c i p a t i o n f a c t o r , the 25 percent of the t o t a l , o n l y 

gives them 4.08-percent p a r t i c i p a t i o n . 

Again, Exxon has 56 percent of the f i e l d t a r g e t 

and y e t they get 60 percent of the p a r t i c i p a t i o n . Yates 

comes out p r e t t y equal a t around 35, 3 6 percent. MWJ has 

1.6 percent of the t a r g e t and yet gets .42-percent 

p a r t i c i p a t i o n . 

Q. A l l r i g h t . A l l of your d i s c u s s i o n up t o now 

in v o l v e s numbers t h a t are derived based upon Exxon's 

geology; i s t h a t not true? 

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

Q. We have not s u b s t i t u t e d y e t any change w i t h 

regards t o Mr. Hanson's conclusion about the d i s t r i b u t i o n 

of hydrocarbon pore volume share? 

A. Up t o t h i s p o i n t , we have not done any of t h a t , 
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because the p o i n t of these e x h i b i t s i s t h a t the u n i t as i t 

i s formed today and the p a r t i c i p a t i o n formula t h a t we're 

using i s u n f a i r t o Premier. We could make t h a t p o i n t using 

even Exxon's study. So we d i d not need t o i n c o r p o r a t e any 

of t h a t i n these e x h i b i t s . 

Q. Let's t u r n t o page 8 and look at these 

c a t e g o r i e s , the e f f e c t of the formula and the assumptions. 

A. A l l r i g h t . What we've done here i s analyze how 

t h i s formula a f f e c t s the various t r a c t s and again using 

Exxon's numbers of 1.626 m i l l i o n b a r r e l s t h a t w i l l be 

produced from the f o u r Premier t r a c t s under the C02 f l o o d . 

We've looked at case one, and under the c u r r e n t 

scenario none of those b a r r e l s are produced d u r i n g primary, 

none of those b a r r e l s are produced d u r i n g w a t e r f l o o d . 

They're a l l produced during C02. As a r e s u l t , the Premier 

t r a c t s are zeroed out under 75 percent of the p a r t i c i p a t i o n 

and only receive c r e d i t under the 2 5-percent p o r t i o n of the 

C02. The r e s u l t i n g p a r t i c i p a t i o n i s 1.019 percent. 

Well, c l e a r l y we can see t h a t t h e r e i s w a t e r f l o o d 

t a r g e t o i l on t h e i r t r a c t s . Exxon even c a l c u l a t e s i t . The 

water --

Q. On the Premier t r a c t ? 

A. On the Premier t r a c t , t h a t ' s r i g h t . And t h i s 

e x h i b i t here j u s t merely makes the assumption t h a t 25 

percent of the o i l , mobile o i l , i s produced d u r i n g the 
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w a t e r f l o o d phase, instead of C02. 

And as you can see, as you work through the 

c a l c u l a t i o n , i f t h a t were t o occur, Premier's p a r t i c i p a t i o n 

would more than t r i p l e . 

The formula i s a f u n c t i o n of t i m i n g . These 

reserves are mobile w a t e r f l o o d reserves, but because they 

are not produced during the w a t e r f l o o d phase, they are 

devalued. I f they were produced dur i n g the w a t e r f l o o d 

phase, even 2 5 percent of them, Premier's p a r t i c i p a t i o n 

would more than t r i p l e . 

Q. What's your conclusion? 

A. I t ' s — Well, i t ' s an unusual formula. We'll 

t a l k about t h a t more. But i t i s u n f a i r t o the Premier 

t r a c t s , and t h a t i s why Premier wants out of t h i s u n i t a t 

t h i s time. 

Q. Let's look at the t o p i c of i f Premier i s removed, 

what happens t o the remaining t r a c t s t h a t are i n the u n i t ? 

I f y o u ' l l t u r n behind the blue sheet, l e t ' s go t o the next 

s e c t i o n i n the book and, s t a r t i n g w i t h page 9 — 

A. Okay. 

Q. — have you i d e n t i f y f o r us what you have s t u d i e d 

i n terms of t r y i n g t o determine what e f f e c t , i f any, e x i s t s 

when the Premier t r a c t i s excluded. 

A. Okay. I have t o the best of my a b i l i t y 

reproduced G-19 from the Exxon r e p o r t i n t o a spreadsheet, 
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and I b e l i e v e t h a t a l l the numbers are the same. I t h i n k 

they a l l check out. And t h a t ' s s t a t e d down t h e r e on the 

bottom — the footnote of the page, t h a t t h a t ' s the source 

of t h a t data. And we've kept the same t i t l e s , e v e r y t h i n g , 

even the EUR and RUR u n i t s are i n KBO. We would normally 

put MBO f o r thousand b a r r e l s of o i l , but — 

Q. Terry, I t h i n k you've misspoken. Have you not 

used the G-24 spreadsheet? 

A. Well, I'm g e t t i n g t o t h a t . 

Q. I'm s o r r y . 

A. Yeah. 

Q. I'm ahead of you then. 

A. Yeah. Just below the EUR and RUR, the u n i t s are 

KBO. I t says, as amended i n 2-15-93 l e t t e r . And t h a t i s 

what we're t a l k i n g about. We've been t a l k i n g about t h i s 

G-19, G-24. G24 does not appear i n the Exxon r e p o r t . I t 

was mailed under correspondence dated 2-15-93. 

And what G-24 d i d s p e c i f i c a l l y t o the Premier 

t r a c t s , G-19 i n the r e p o r t gives C02 reserves on the 

Premier t r a c t of j u s t over 2 m i l l i o n b a r r e l s , 2.060 m i l l i o n 

b a r r e l s . G-24 reduced t h a t t o the 1.626 m i l l i o n b a r r e l s 

t h a t was on — Exxon E x h i b i t 36, maybe, I f o r g e t the 

number. But t h a t ' s the number t h a t they're using i n the 

formula now, not the G-19 numbers t h a t you see i n the 

r e p o r t . 
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So I thought t h a t was important t o c l e a r t h a t up. 

Q. What happened between G-19 t o get us t o G-24? 

A. I t ' s my understanding t h a t they moved the 

placement of some of the f u t u r e producers and i n j e c t o r s 

t o — j u s t moved them a few f e e t one way or the other, and 

i t r e s u l t e d i n some changes p r i m a r i l y i n the C02 

recoverable o i l f o r each t r a c t . 

Q. A l l r i g h t . 

A. So we have the a b i l i t y t o do t h a t , t h a t ' s 

c e r t a i n l y something we can do. 

What we were t r y i n g t o do here was on the — The 

only t h i n g t h a t ' s d i f f e r e n t about t h i s page than e i t h e r 

G-19 or G-24 i s , the f a r right-hand, we've c a l c u l a t e d a 

r e s u l t i n g p a r t i c i p a t i o n f a c t o r . And I've done t h a t on a 

t r a c t basis, and I've used the Exxon 25-50-25 formula t o 

c a l c u l a t e a p a r t i c i p a t i o n formula f o r each t r a c t . 

And the whole p o i n t of these next few pages i s 

j u s t t h a t i f we remove Premier from t h i s u n i t , t h a t a l l 

t h a t ' s going t o happen i s , everybody else's share of the 

proceeds i s going t o go up, i t ' s not going t o go down. 

Now, i t does make the assumption t h a t a co-op 

w i l l be done and the reserves t h a t are between Yates and 

Premier would e v e n t u a l l y be captured. We've heard 

testimony t h a t there's 2 m i l l i o n recoverable b a r r e l s of o i l 

between those t r a c t s . 
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There i s sometimes d i f f i c u l t y i n n e g o t i a t i n g a 

co-op. There might be o p e r a t i o n a l concerns on what do you 

do w i t h the C02, how does Premier get i t back over, and 

t h a t k i n d of t h i n g . But f o r 2 m i l l i o n b a r r e l s I t h i n k we 

would f i n d a way t o do i t . 

So t h i s e x h i b i t --

Q. I n terms of in c r e a s i n g u l t i m a t e recovery from a 

r e s e r v o i r and thereby preventing waste, the concept of 

these l e a s e - l i n e i n j e c t i o n w e l l s between Exxon, Yates and 

Premier i s a v i a b l e concept t h a t can be executed i n v a r i o u s 

ways? 

A. I t c e r t a i n l y can. And you know those ways b e t t e r 

than I do, but I t h i n k i t can be almost f o r c e d upon the 

s i t u a t i o n . 

Q. A l l r i g h t , please continue. What happens? 

A. E s s e n t i a l l y -- Again, t h i s e x h i b i t does make the 

assumption t h a t the recovery i s the same f o r the t r a c t s , 

even i f we p u l l Premier out. 

But page 10 — What I've done beyond page 9, i s 

t a g the f o u r t r a c t s t h a t Premier operates, the 1109, the 

13 09, 1509 and 17 09, and gone through the mathematical 

exercise of zeroing out the C02 recovery f o r those t r a c t s . 

So we've j u s t taken those b a r r e l s out of the p r o d u c t i o n 

from the u n i t . That's the only change we've made t h e r e . 

A l l the other t r a c t s get the same recovery. 
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Page 11, the f o l l o w i n g page, merely c o n t r a s t s the 

change i n p a r t i c i p a t i o n f a c t o r f o r each t r a c t . The 

second — We l i s t the t r a c t and then the p a r t i c i p a t i o n 

f a c t o r as i t e x i s t s now and then what happens i f we remove 

Premier, and i t ' s shown i n g r a p h i c a l format on page number 

12. 

Q. A l l r i g h t , l e t ' s look a t Page 12 and have you 

show us g r a p h i c a l l y what's happening. 

A. Okay, simple concept. A l l we're doing i s 

removing Premier. L o g i c a l l y t h e i r p a r t i c i p a t i o n i s zeroed 

out, i t goes t o zero. And the remaining t r a c t s , t h e i r 

p a r t i c i p a t i o n increases. I f i t ' s a money-making d e a l , they 

make more money. I f i t ' s , we're going t o lose money on 

t h i s deal, a l l Premier does i s absorb some of t h a t , but — 

i f t hey're i n the u n i t . 

Q. As p a r t of your i n v e s t i g a t i o n of the Exxon 

engineering r e p o r t , d i d you examine how they had analyzed 

the primary reserves f o r the u n i t ? 

A. Yes, I d i d . We -- Again, our number-one goal i s 

t o get — We f e e l l i k e Premier i s not being t r e a t e d f a i r l y , 

and they should be excluded from the u n i t . I f th e y ' r e 

going t o be included, we wanted t o demonstrate t h a t t h e r e 

are problems not only w i t h the formula but w i t h the numbers 

t h a t are being used i n the formula. 

Q. Let's look at the issue, then, of the primary 
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reserves, then, i f y o u ' l l t u r n t o page 13, have you 

describe t h i s issue f o r us. 

A. Okay. Again, t h i s i s a s e c t i o n of G-24, and i t 

-- we l i s t each t r a c t on the f a r l e f t s i d e , and then we 

have the Exxon estimates of remaining u l t i m a t e reserves on 

each t r a c t and the estimated u l t i m a t e recovery f o r each 

w e l l . 

Now, the f o u r t h column over, we h i g h l i g h t the 

a c t u a l c u r r e n t production. And there are some w e l l s , and 

they are h i g h l i g h t e d i n gray, where our p r o d u c t i o n today 

already exceeds what Exxon has estimated. They're not b i g 

exceptions, but again, t h i s i s a number t h a t we're using i n 

the p a r t i c i p a t i o n formula, and we know t h a t those f o u r 

w e l l s are already i n c o r r e c t . 

Now, I r e a l i z e the work was done back i n 1992, 

but i t ' s being presented i n these e x h i b i t s here today as 

p a r t of the today and yesterday -- as p a r t o f the 

p a r t i c i p a t i o n formula, and we know they're wrong. 

Q. Do you have some p l o t s or curves t h a t v a l i d a t e 

and v e r i f y your opinion about c e r t a i n of these t r a c t s 

r e c e i v i n g too high a c r e d i t — 

A. Yes. 

Q. — f o r the remaining primary reserves? 

A. Yes, I do. 

Q. Let's look a t those. 
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A. The l a s t column on t h i s sheet, we've got two 

t h i n g s we're showing here. The a c t u a l curve p r o d u c t i o n , 

t h e r e are w e l l s t h a t we already know exceed the numbers, we 

know those are wrong. Then we have some ove r s t a t e d reserve 

estimates, and t h a t ' s what we've shown i n the next few 

pages. 

Page 14 s t a r t s out — There's r e a l l y no need t o 

go a l l through a l l of them, but page 14 shows the data t h a t 

Exxon had a v a i l a b l e on Tract 1511, the WM6, up t o the time 

of the r e p o r t , which was i n the 1992-93 time frame, and the 

p r e d i c t i o n of reserves t h a t they made a t t h a t time was 

f i n e . That's the data they had, and i t was f i n e . 

But you can see what's happened t o the pro d u c t i o n 

of t h a t w e l l since t h a t time, and c l e a r l y we've ove r s t a t e d 

the reserves f o r Tract 1511. 

Page 15, i f anybody cares t o do i t , i s out of the 

r e p o r t and i t j u s t shows the Exxon f i t on t h a t p a r t i c u l a r 

w e l l , the data t h a t was a v a i l a b l e , and you can check i t 

against the l i n e t h a t we've drawn on the curves. 

We've performed the same exercise on page 16, on 

the Well 1915. 

Page 17 i s the f i t t h a t Exxon used. 

Page Number 18, again, i s a w e l l where we see the 

estimated reserves t h a t are being used i n the r e p o r t today, 

are based on data t h a t we had i n the 1992-93 time frame, 
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and you can see what t h a t w e l l has done since then. 

Q. 1919 i s over on the east side of the u n i t ? 

A. That's r i g h t . 

Q. And page 18 shows t h e i r f i t and then what's 

happened t o the production since they made the for e c a s t ? 

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

Q. A l l r i g h t , please continue. 

A. Well, there's more of the same. Page 20 shows 

the 2111, the f o r e c a s t we made. I don't want t o c r i t i c i z e 

the f o r e c a s t t h a t was made at the time, because i t was 

probably f i n e w i t h the data t h a t we had, but i t ' s j u s t 

c l e a r t h a t those w e l l s are not going t o make those 

reserves. And t h a t i s 2 5-percent p a r t i c i p a t i o n formula — 

or 2 5 percent of the formula. 

I show the same t h i n g on page 22. 

And we show another w e l l on page 2 4 t h a t was shut 

i n f o r a p e r i o d of time. That w e l l c e r t a i n l y may come back 

and produce the reserves t h a t we had forecasted, but the 

t i m i n g w i l l c e r t a i n l y be o f f on t h a t f o r e c a s t . 

Q. Let's t u r n t o page 26 now and look a t the t o p i c 

of Exxon's c a l c u l a t i o n . 

A. Let's — One more p o i n t . 

Q. Am I ahead of you?. 

A. One more p o i n t on the primary reserves. These 

are proved producing w e l l s . They're producing w e l l s , the 
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reserves would be categorized as proved producing reserves. 

They're very low r i s k . T y p i c a l l y , when they're evaluated 

t h e y ' r e assigned about a 95-percent p r o b a b i l i t y of success. 

Banks, according t o various surveys, w i l l loan about 84 

percent of the value f o r those reserves. They're extremely 

low r i s k . 

And we do need t o d i f f e r e n t i a t e between the r i s k 

of these reserves and the value of these reserves, and I 

want t o t r y t o do t h a t as we go through the v a r i o u s 

components. 

But these are -- They're proved producing, by 

d e f i n i t i o n , and they're very l o w - r i s k . 

Q. Okay, l e t ' s t u r n t o the t o p i c , then, of the 

percentage recovery of o r i g i n a l o i l i n place by t r a c t . 

A. Okay. 

Q. And t h i s i s using Exxon's c a l c u l a t i o n . 

A. That's c o r r e c t , we're s t i l l using a l l the 

i n f o r m a t i o n from the Exxon r e p o r t . And there's a l o t of 

i n f o r m a t i o n on t h i s page. 

What we have c a l c u l a t e d i s the percent recovery 

of o r i g i n a l o i l i n place, or the recovery f a c t o r f o r each 

t r a c t , as s t a t e d i n the Exxon r e p o r t . And we've grouped 

the t r a c t s by operator. And what you see i s a wide v a r i e t y 

of recovery f a c t o r s , and t h a t ' s not s u r p r i s i n g . 

But what's important t o me i s comparing the 
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o f f s e t t r a c t s . I f you look a t Premier, the f o u r Premier 

t r a c t s on page 26, i f we s t a r t w i t h the 1109, the Exxon 

p r e d i c t e d recovery as a percentage of o i l i n place i s about 

8 percent, 7.92 percent. 

I f we move over t o Tract 1111 --

Q. That's the east o f f s e t t o the Premier t r a c t ? 

A. The east o f f s e t , which was operated by Yates. We 

have a p r e d i c t e d recovery on t h a t t r a c t of about 15 

percent, j u s t almost double the recovery of the 1109. 

I f we compare the 1309 t o the 1311, again a Yates 

o f f s e t , i t ' s 16 percent of the o i l i n place, t o 37 percent 

of the o i l i n place, again over double. 

I f we compare the 1509 t o the 1511, we've got 16 

percent t o about 32 percent. Again, i t ' s double the 

recovery. And we sof t e n the -- Well, I ' l l e x p l a i n why i n a 

minute. 

1709 compared t o 1711, 1709 again i s the t r a c t 

t h a t has the FV3 wellbore, and i t i s the s u b j e c t of the 

modeling work t h a t was done by Exxon, and they p r e d i c t an 

u l t i m a t e recovery of under 6 percent f o r t h a t w e l l , based 

on t h e i r model, based on t h e i r model alone. And y e t on the 

1711, which i s the o f f s e t t r a c t , they p r e d i c t a 3 0-percent 

recovery. 

Now, i t might be important t o go back t o the 

modeling f o r a second. When they d i d t h e i r q u a r t e r - a c r e 
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modeling, where they had production data, they — I t ' s my 

understanding from the r e p o r t they adjusted the water 

s a t u r a t i o n however they needed t o a d j u s t i t t o match 

pro d u c t i o n . Where they d i d n ' t have e x i s t i n g p r o d u c t i o n 

data, no adjustment was made. So i t ' s a hit-and-miss type 

adjustment. 

And then we take t h a t — and I have the same 

r e s e r v a t i o n s t h a t Dr. Boneau had about the modeling work. 

We take t h a t quarter-acre model and plug i t i n i n v a r i o u s 

places around the f i e l d and use i t t o p r e d i c t what t h i s 

f i e l d i s going t o do i n the f u t u r e . 

And we r e a l l y ignore the best data t h a t I t h i n k 

we have, and t h a t ' s the l o g data. I t ' s the most c o n s i s t e n t 

data. We t a l k about a l l the w e l l s going through a l l the 

i n t e r v a l s . I t ' s r e l a t i v e l y modern l o g data. We analyze i t 

i n a c o n s i s t e n t manner, and i t provides a r e l a t i v e value, 

i f you w i l l , of each t r a c t . I t ' s a c o n s i s t e n t treatment t o 

every t r a c t . 

The modeling i s an i n c o n s i s t e n t treatment. Where 

we have data, we use i t . Where we don't have data, we make 

any adjustments, and i t ' s an i n c o n s i s t e n t treatment. 

Q. The f i n a l comparison, I think, i s the 1709 to the 

1909? 

A. That's c o r r e c t . The 1709, again, based on the 

modeling, gets a recovery f a c t o r of under 6 percent. The 
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1909, j u s t t o the south of i t , gets a recovery f a c t o r of 

over 11 percent. These very low recovery f a c t o r s are 

d i r e c t p r e d i c t i o n s from the model, and they're a f u n c t i o n 

of the i n p u t data t h a t we have. 

Q. A l l r i g h t , l e t ' s look a t E x h i b i t Page 27. 

A. We'll go through t h i s r e a l quick. I t ' s j u s t — 

I t ' s the same type of d i s p l a y using primary recovery alone. 

Obviously, the 1709, they're only c o n t r i b u t i n g — or 

they're only g i v i n g i t c r e d i t f o r the 5000 b a r r e l s i t ' s 

produced so f a r , so i t has a very low primary recovery. 

Some of the o f f s e t t r a c t s — and w e ' l l see 

another e x h i b i t t h a t d i s p l a y s t h i s i n a l i t t l e b i t more 

d e t a i l l a t e r on, but r e a l l y the p o i n t t o make from t h i s s 

t h a t there are much higher primary recovery f a c t o r s on some 

o f f s e t t r a c t s than even the Premier. 

Q. Page 28? 

A. Same p o i n t on E x h i b i t 28. There are some very 

high recovery f a c t o r s , as a percentage of o r i g i n a l i n place 

— I'm saying very high, they're — i n a r e l a t i v e manner. 

They're a higher recovery than the Premier t r a c t , even 

though they're d i r e c t o f f s e t s . 

So Premier gets obviously no c r e d i t f o r 

w a t e r f l o o d o i l . They're not, according t o the Exxon 

proposal, r i s k i n g those — or f l o o d i n g t h a t acreage a t a l l . 

MR. KELLAHIN: Mr. Chairman, t h i s would be, i f 
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you d e s i r e t o do so, a l o g i c a l place f o r Mr. Payne and I t o 

i n t e r r u p t h i s testimony. I see by my watch i t ' s about 

lunchtime. I suspect t h a t he and I have another hour t o go 

before I f i n i s h w i t h h i s discussion, and — Would you l i k e 

t o have a lunch hour now, or do you want t o t r y t o work 

through t h i s ? 

CHAIRMAN LEMAY: Okay, w e ' l l take a break, come 

back a t one o'clock. 

(Thereupon, a recess was taken a t 11:57 a.m.) 

(The f o l l o w i n g proceedings had a t 1:03 p.m.) 

CHAIRMAN LEMAY: Let's continue. Mr. Payne, Mr. 

Kel l a h i n ? 

MR. KELLAHIN: Thank you, Mr. Chairman. 

Q. (By Mr. K e l l a h i n ) Mr. Payne, l e t ' s t u r n t o the 

t o p i c of the workover reserves. Let's s t a r t t h a t 

d i s c u s s i o n . 

Let me d i r e c t your a t t e n t i o n back t o your e x h i b i t 

book. I t ' s Premier E x h i b i t 9, and we're l o o k i n g a t page 

29. 

From your perspective as a r e s e r v o i r engineer 

w i t h experience i n p u t t i n g together u n i t s and doing t he 

engineering work, analyze f o r us the issue of the workover 

reserves. 

A. Okay, what we've l i s t e d here are a l l of the w e l l s 

t h a t are proposed f o r workover i n the Exxon engineering 
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r e p o r t , E x h i b i t 10. The w e l l name, the t r a c t name, the 

zone t h a t i s the t a r g e t . The zone a c t u a l l y comes from the 

w a t e r f l o o d AFE. That's how we know which zone they're 

a f t e r . 

We also l i s t the o r i g i n a l o i l i n place i n t h a t 

zone as per the r e p o r t , the workover reserves, and then 

c a l c u l a t e a recovery f a c t o r , t h a t t h a t recovery represents 

from the given zone. 

And we j u s t s t a r t w i t h the EP7. There's already 

been considerable discussion about t h a t w e l l . 2 66,000, 

2 67,000 b a r r e l s of workover reserves, a recovery f a c t o r 

from the Upper Cherry Canyon of 10.5 percent. 

We have the remark on there t h a t t h a t ' s already 

been done. We might want t o go i n t o t h a t w e l l j u s t a 

l i t t l e b i t more, and I t h i n k one of the cross-sections t h a t 

Mr. Hanson has i s C-C. 

MR. JONES: They're labeled 1, 2, 3, Terry. 

MR. KELLAHIN: Which one are you l o o k i n g f o r ? 

THE WITNESS: Here i t i s . 

Q. (By Mr. K e l l a h i n ) Okay. Drawing our a t t e n t i o n , 

Mr. Payne, back t o Premier E x h i b i t Number 3, you're l o o k i n g 

a t the cross-section Mr. Hanson sponsored a w h i l e ago? 

A. That's c o r r e c t , and the middle l o g on t h i s cross-

s e c t i o n i s the EP7. And what we've h i g h l i g h t e d on here are 

the attempts t h a t have already been done on t h i s w e l l t o 
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recover these 2 67,000 b a r r e l s of workover reserves. 

By the way, the c u r r e n t recovery of t h i s w e l l i s 

about 1600 b a r r e l s of o i l t o t a l , and I t h i n k February of 

t h i s year was the l a s t month t h a t i t produced, a t l e a s t 

p r o d u c t i o n data t h a t we could get. 

I n i t i a l l y , the w e l l was completed down here from 

2796 t o 2836. I t was acidized w i t h 1500 g a l l o n s of a c i d 

and was swabbed dry. There was a small show of o i l and 

gas, but i t was swabbed dry. 

They came back up, they e v e n t u a l l y set a bridge 

plug i n here between — p e r f o r a t e d t h i s zone from 2662 t o 

2686, a c i d i z e d w i t h 1500 gall o n s of a c i d again, and t h i s 

alone swabbed dry w i t h no show of an o i l or gas. 

And a t t h a t p o i n t they came up here and 

p e r f o r a t e d t h i s zone, the upper zone, 2558 t o 2572, 

a c i d i z e d and f r a c ' d i t w i t h 22,000 pounds of sand. And 

t h i s i s the zone t h a t i s c u r r e n t l y producing and has made 

the 1600 b a r r e l s of o i l . 

So there was a question about whether or not t h i s 

zone had been adequately t e s t e d i n the Upper Cherry Canyon, 

what has — c e r t a i n l y been p e r f o r a t e d across a l l the zones 

t h a t you had s i g n i f i c a n t p o r o s i t y responses on. Not every 

f o o t i n the e n t i r e i n t e r v a l has been p e r f o r a t e d , but 

c e r t a i n l y p e r f o r a t e d the best l o o k i n g zones. 

Q. What's your conclusion about the appropriateness 
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of i n c l u d i n g a workover reserve p o t e n t i a l f o r Tr a c t 1111 of 

the 266,000 b a r r e l s of o i l ? 

A. Well, I t h i n k those reserves are hi g h . Those 

reserves may u l t i m a t e l y be recovered, but they should not 

be put i n t o the workover reserve category. 

And again, those are — workover reserves, i t ' s 

j u s t merely coming up the w e l l and p e r f o r a t i n g behind-pipe 

pay. And by most — r e a l l y , by every d e f i n i t i o n those 

would be considered primary reserves. They would not be 

considered workover reserves, they would be considered — 

they would a c t u a l l y be c l a s s i f i e d as proved behind-pipe 

reserves. 

And I want t o t a l k some more about r i s k f a c t o r s 

because those are important. But the r i s k associated w i t h 

behind-pipe reserves i s t y p i c a l l y about 75 percent. We 

t a l k e d about the producing being even higher than t h a t . 

Proved behind-pipe i s t y p i c a l l y about 75 percent, loan 

value i s about 55 p e r c e n t , j u s t f o r some numbers. 

I n c o n t r a s t , i n t h i s f i e l d , since we have not 

r e a l l y done a p i l o t study — We've done an engineering 

study on these — on the workover i n C02 reserves, but we 

haven't done a p i l o t study. I t would be hard t o c l a s s i f y 

those enhanced recovery or improved recovery reserves as 

proved. We would probably have t o put those i n t o the 

probable category, e i t h e r behind pipe i n e x i s t i n g w e l l s or 
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undeveloped where we s t i l l have t o d r i l l i t . 

But t h a t r i s k f a c t o r would be between about 20 

and 25 percent, as f a r as p r o b a b i l i t y of success. So we go 

from proved producing a t about 95 percent t o proved behind-

pipe a t 75, down t o these probable reserves a t about 19 t o 

2 5 percent, something l i k e t h a t . 

As f a r as r i s k associated w i t h the C02 versus the 

w a t e r f l o o d , by d e f i n i t i o n , at t h i s p o i n t i n time t h e r e 

wouldn't be a s i g n i f i c a n t d i f f e r e n c e i n the r i s k i n those 

reserves, because the methodology t h a t we have used t o 

p r e d i c t them i s the same f o r each case. I t ' s a model 

p r e d i c t i o n . We've used the same i n f o r m a t i o n , the same 

analogy, we don't have any more i n f o r m a t i o n about the 

p r o b a b i l i t y of the w a t e r f l o o d working than the C02. 

So r e a l l y by d e f i n i t i o n you would c l a s s i f y them 

both as probable e i t h e r behind-pipe or undeveloped. So you 

would assign a s i m i l a r r i s k f a c t o r t o the w a t e r f l o o d and 

the C02. 

Q. Do you have any opinions or comments concerning 

the Exxon method of t a k i n g the workover reserves as a 

category and p u t t i n g them together w i t h the w a t e r f l o o d 

t a r g e t o i l ? 

A. Well, again, there's a b i g discrepancy i n the 

r i s k associated w i t h those reserve c a t e g o r i e s . So t o lump 

them both i n t o the 50-percent p a r t i c i p a t i o n f o r the formula 
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i s i n c o n s i s t e n t . 

Q. Let's t u r n t o page 30. You've reproduced a copy 

of Exxon's E x h i b i t G-20 out of t h e i r engineering book, have 

you, s i r ? 

A. Yeah. One more comment on these reserves. 

Obviously, there's a s i g n i f i c a n t amount of reserves 

a t t r i b u t e d t o these workovers, and again the t i m i n g i s 

c r i t i c a l . This formula, p u t t i n g a l l these reserves i n t o 

the workover category, i s c r i t i c a l . We — I t h i n k the o i l 

i s mobile, i t ' s t h e r e , i t can be produced, but probably not 

j u s t by workover. 

Q. Page 30? 

A. Okay, page 3 0 i s taken from the Exxon r e p o r t . 

I t ' s E x h i b i t G-20, and probably the best place t o s t a r t i s 

a c t u a l l y the chart on the bottom of the page. And what 

t h i s i s , i s a t h e o r e t i c a l recovery f a c t o r as a percentage 

of o r i g i n a l o i l i n place, versus water s a t u r a t i o n . And as 

you i n t u i t i v e l y would expect, the recovery f a c t o r i s higher 

a t the lower water s a t u r a t i o n s . 

This i s a c a l c u l a t i o n t h a t you can make using the 

numbers given down a t the bottom, r e s i d u a l o i l t o 

w a t e r f l o o d of 35 percent, r e s i d u a l o i l t o the m i s c i b l e 

process of 10 percent, and then the sweep e f f i c i e n c i e s , 

secondary 7 0 percent, t e r t i a r y of 4 0 percent. You can make 

t h i s c a l c u l a t i o n . 
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I f you look a t t h i s c h a r t a t a water s a t u r a t i o n 

value of 38.5 percent, which i s what we c a l c u l a t e d f o r the 

FV3 i n the Upper Cherry Canyon zone, you would p r e d i c t a 

recovery f a c t o r of about 4 6 percent from t h i s t h e o r e t i c a l 

c h a r t . Now, t h e o r e t i c a l , but t h a t ' s the k i n d of number 

you'd be l o o k i n g f o r . 

I f we go t o the chart on the top of the page, 

t h i s i s an o i l recovery versus i n i t i a l water s a t u r a t i o n , 

from the s i m u l a t i o n model. I t ' s based on the Upper Cherry 

zone. And again, i f we enter t h a t c h a r t a t water 

s a t u r a t i o n of about 3 8.5 percent, you would p r e d i c t a 

primary plus secondary recovery f a c t o r of over 3 0 percent. 

So even w i t h the model, i f we had the r i g h t water 

s a t u r a t i o n i n th e r e , we would p r e d i c t over 3 0-percent 

recovery. 

But as we t a l k e d about before, t o match the 

performance t h a t we saw i n the FV3, the water s a t u r a t i o n i n 

the model was adjusted up t o almost 60 percent. And as you 

can see, the recovery f a c t o r i s much lower. So t h a t model 

matches the performance, but we've t a l k e d about the 

problems w i t h the performance of the FV3. 

So t h i s — Again, t h i s i s a s i t u a t i o n where the 

model r e s u l t s d i d n ' t match the geology. I t made me wonder 

what's going on w i t h t h i s w e l l and l e d t o the temperature 

survey i n the FV3. 
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Q. Do you have a d i s p l a y t h a t demonstrates your 

a n a l y s i s of the Exxon data w i t h regards t o recovery f a c t o r s 

versus water saturations? 

A. Yes, I do. 

Q. And what's the point? Why are we l o o k i n g a t t h i s 

issue on E x h i b i t Page 31? 

A. Page 31 i s a companion t o page 30, and what I've 

done here i s take the recovery f a c t o r s f o r the v a r i o u s 

t r a c t s and compared i t t o an average water s a t u r a t i o n of 

the two zones. 

Since the p r e d i c t i n g work was done based on both 

zones c o n t r i b u t i n g , I couldn't see what amount of 

pro d u c t i o n was coming from each zone, so I had t o keep them 

together l i k e i t was done i n the Exxon r e p o r t . 

But I d i d — I was able t o c a l c u l a t e the recovery 

as a percentage of o i l i n place, and t h a t ' s on the Y a x i s . 

And then p l o t t e d t h a t versus the weighted average water 

s a t u r a t i o n of the two zones. 

And what you see i s , the green t r i a n g l e s are the 

p r e d i c t e d performance f o r the Premier t r a c t s . And they 

a l l , w i t h o u t exception — The way you need t o look a t t h i s 

c h a r t i s , p i c k a water s a t u r a t i o n , any water s a t u r a t i o n , 

and then compare the recoveries of the va r i o u s t r a c t s . 

Now, from the charts on the previous page, seem 

t o k i n d of i n d i c a t e t h a t i f you have a water s a t u r a t i o n , 
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you have a s i n g l e recovery t h a t goes w i t h i t , a unique 

value f o r t h a t . Well, you know, i n r e a l l i f e t h a t ' s not 

r e a l l y going t o happen. 

But f o r instance, i f you look a t the 55- t o 60-

percent water s a t u r a t i o n range, which i s where the weighted 

average of the Premier t r a c t s f a l l , a l l of our p r e d i c t e d 

recovery f a c t o r s are much lower than other t r a c t s w i t h 

s i m i l a r weighted s a t u r a t i o n s . And again, i t ' s a product of 

the modeling, and the Premier t r a c t s are given a much lower 

recovery f a c t o r than other s i m i l a r t r a c t s , even w i t h the 

same water s a t u r a t i o n . 

Q. A l l r i g h t , s i r , anything else about page 31? 

A. Not about 31. No, t h a t ' s i t . 

Q. A l l r i g h t . You've made a comparison of f u t u r e 

p r o d u c t i o n t o the assigned p a r t i c i p a t i o n percentages used 

by Exxon i n t h e i r report? 

A. Yes, I have. 

Q. A l l r i g h t . And t h a t ' s the t o p i c of page 32 and I 

b e l i e v e 33? 

A. Yes, 3 3 i s a companion graph t o 32. 

Again, i t ' s important t o d i s t i n g u i s h between the 

acreage, and the ana l y s i s I've done here i s an oper a t o r -

acreage basis, i t ' s not a w o r k i n g - i n t e r e s t basis. I've 

heard Exxon t a l k about g e t t i n g 74 percent of the o i l or 

something l i k e t h a t . That's not what t h i s r e f l e c t s . I t ' s 
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j u s t what the t r a c t s operated by Exxon — what t h e i r share 

was. 

And what i t ' s meant t o show i s t h a t the Premier 

t r a c t s who have a formula assigned p a r t i c i p a t i o n f a c t o r of 

the 1.019 percent a c t u a l l y produce 3.3 percent of the 

f u t u r e reserves from the f i e l d . To me, t h i s i s a very 

important t e s t as t o whether or not the formula t r e a t s a l l 

the t r a c t s f a i r l y , because — 

Q. Why do you assign importance t o t h i s a n a l y s i s i n 

determining whether the t r a c t s are r e c e i v i n g r e l a t i v e value 

and t h e r e f o r e being t r e a t e d f a i r l y ? 

A. Well, I t h i n k f u t u r e production i s a very 

important c o n s i d e r a t i o n i n the r e l a t i v e value of each 

t r a c t . And when you do compare percentage of f u t u r e 

p r o d u c t i o n t o the percentage of p a r t i c i p a t i o n , Premier lags 

by — I t ' s a f a c t o r of three t o one. Exxon gets a 

p a r t i c i p a t i o n f a c t o r of about 65 percent, and y e t they only 

produce about 61 percent of the reserves. You know, i t ' s 

3- or 4-percent d i f f e r e n c e . But at the 60-percent l e v e l , 

t h a t ' s not as s i g n i f i c a n t as i t i s a t the 1-percent l e v e l . 

Yates i s 34 t o 35, and MWJ i s .12 t o .34. 

Q. When you as a c o n s u l t i n g engineer are examining 

t h i s type of issue f o r other c l i e n t s concerning whether a 

p a r t i c i p a t i o n formula i s f a i r or not, does t h i s p a r t i c u l a r 

a n a l y s i s become what you would c h a r a c t e r i z e t o be the t r u e 
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t e s t of t h a t formula? 

A. I t — Yes, i t i s . I t i s a very important 

c o n s i d e r a t i o n , and i t ' s a formula t h a t we could not 

recommend when you get t h i s d i s p a r i t y . 

Q. Turn t o page 33, and l e t ' s see t h i s i l l u s t r a t e d 

i n a d i f f e r e n t fashion. 

A. I t h i n k i t ' s 34 and 35. 

Q. I'm so r r y , I was loo k i n g a t 33. You have — 

A. Okay, 34 and 35 i s j u s t another comparison of 

reserve category and percentage of f u t u r e p a r t i c i p a t i o n — 

I'm s o r r y , production. 

What we're showing here i s t h a t the primary 

reserves, the remaining primary reserves as de f i n e d by 

Exxon, account f o r only 2.4 percent of the f u t u r e 

p r o d u c t i o n from the u n i t , and yet they receive a 25-percent 

p a r t i c i p a t i o n f a c t o r . 

The cha r t on page 3 5 goes on t o show t h a t the 

secondary recovery, the wa t e r f l o o d and workover recovery, 

i s about 17 percent of the f u t u r e p r o d u c t i o n , but i t ' s got 

a 50-percent f a c t o r . 

The t e r t i a r y reserves are 81 percent of the 

f u t u r e p roduction, and yet they've only got a 25-percent 

p a r t i c i p a t i o n . 

Q. When you're looking a t pages 34 and 35, you're 

l o o k i n g a t the percentage of production versus the 
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percentage under the f a c t o r ? 

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

Q. And these are out of balance? 

A. Again, we're out of balance. 

Q. Let's look a t r e l a t i v e value now. Let's t u r n t o 

the t o p i c w i t h i n pages 3 6 through 4 0 and look a t t h i s 

comparison of r e l a t i v e value. 

A. Okay. 

Q. Describe f o r us what you're doing and then lead 

us through the a n a l y s i s . 

A. Well, the — from a business s t a n d p o i n t , i f you 

want t o t a l k about r e l a t i v e value, you're probably going t o 

b o i l down t o d o l l a r s a t some p o i n t . And what we wanted t o 

do here was t o compare the f u t u r e revenue from the 

w a t e r f l o o d and primary recovery versus the f u t u r e revenue 

from the C02 f l o o d . 

So using the Exxon w a t e r f l o o d AFE, where the 

f a c t o r s are shown on page 39, I simply took the p r o d u c t i o n 

stream t h a t they have estimated, the p r i c e f o r e c a s t i n g t h a t 

they have used, and t h e i r cost p r o j e c t i o n s f o r the 

o p e r a t i o n of the u n i t and then proceeded through the 

c a l c u l a t i o n of determining a before-income-tax net cash 

f l o w f o r the p r o j e c t . And the cumulative before-income-tax 

net cash f l o w f o r the w a t e r f l o o d i s the $ 2 6 3 - m i l l i o n f i g u r e 

t h a t ' s shown on page 36. 
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I t ' s also shown i n g r a p h i c a l d i s p l a y on page 37. 

Page 37 i s a net cash flow versus time r e l a t i o n s h i p . 

I d i d the same — went through the same procedure 

using the i n f o r m a t i o n i n w a t e r f l o o d AFE, and a t the back of 

E x h i b i t 10, the Exxon r e p o r t , as f a r as t h e i r p r o j e c t i o n s 

f o r the C02 f l o o d . I d i d n ' t change any costs or worry 

about the p r i c e or anything, because what I was concerned 

about, again, was the r e l a t i v e value of the two p r o j e c t s . 

And when I ran the numbers f o r the C02 f l o o d , i t 

came up t o be a t o t a l of the $1.3 b i l l i o n . We're t a l k i n g 

huge numbers here. So t o get the incremental value of the 

C02 f l o o d , I subtracted the t o t a l , the $1.3 b i l l i o n , from 

the f u t u r e primary and w a t e r f l o o d of $263 m i l l i o n and got 

the incremental value of the C02 f l o o d alone, and t h a t ' s 

r i g h t a t a b i l l i o n d o l l a r s . 

What I was i n t e r e s t e d i n was the r e l a t i o n s h i p 

back on page 36, because as you see on page 36, we l i s t the 

values of each of the p r o j e c t s and the percentage of the 

t o t a l value, and the f u t u r e primary reserves and w a t e r f l o o d 

represents 2 0 percent of the value from a net cash f l o w 

b a s i s , whereas the C02 f l o o d represents 80 percent of the 

value. 

And the p a r t i c i p a t i o n formula w e i g h t i n g i s almost 

d i r e c t l y opposite. The f u t u r e primary and w a t e r f l o o d gets 

75-percent weighting. That's the 25 plu s the 50. And the 
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C02 f l o o d gets only 25-percent. 

Q. What's your engineering o p i n i o n and judgment 

about the appropriateness of the Exxon-proposed formula f o r 

the u n i t ? 

A. I t ' s a formula t h a t does not a c c u r a t e l y assign 

r e l a t i v e value t o the various t r a c t s . 

Q. I n determining what t o do, d i d you analyze and 

consider t r a d i t i o n a l values t o be included i n any 

p a r t i c i p a t i o n formula? 

A. Yes, I d i d . 

Q. When we t a l k about t r a d i t i o n a l values, what would 

they be? 

A. Well, we have them l i s t e d on page 41, but i t ' s — 

Things t h a t are more t r a d i t i o n a l are t h i n g s l i k e o r i g i n a l 

o i l i n place, t h i n g s l i k e c u r r e n t r a t e . There i s — A 

remaining reserve f a c t o r i s considered a normal f a c t o r . 

Acreage, t a r g e t reserves. 

Really, you can do i t on anything you want t o do 

i t on. But these are a l i s t of t h i n g s — Dr. Boneau t a l k e d 

yesterday about ten or eleven t h i n g s t h a t are normal 

f a c t o r s . This would be a l i s t of t h i n g s t h a t we would 

consider normal f a c t o r s t o use i n u n i t i z a t i o n . 

Q. As p a r t of your a n a l y s i s , d i d you examine the 

p a r t i c i p a t i o n formula and the f a c t o r s used i n the Parkway-

Delaware u n i t ? 
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A. Yes, s i r , I d i d . Our f i r m was a c t u a l l y i n v o l v e d 

i n the study p r i o r t o doing the w a t e r f l o o d f o r the Parkway-

Delaware f i e l d . I t ' s — The formula was approved i n Case 

Number 10,618, i f anybody wants t o check t h a t . 

But the formula i n the Parkway-Delaware i s 4 0 

percent recoverable o i l , 35 percent remaining o i l , 5 

percent usable w e l l s — i t ' s f i v e f a c t o r s here, i t w i l l 

make sense i n a minute — 10 percent recoverable gas, and 

10 percent — the remaining 10 percent i s remaining gas. 

And I hope a l l t h a t adds up t o 100 percent. I t h i n k i t 

does. 

But the Parkway-Delaware formula i s very s i m i l a r 

t o the formula t h a t we have here, the remaining o i l 

component and remaining gas component. 

Q. You mean here, the one you're about t o propose? 

A. I'm g e t t i n g ahead of myself, you're e x a c t l y 

r i g h t . We probably should do t h a t f i r s t . 

Q. A l l r i g h t . Let's t a l k about your proposal, and 

then l e t ' s come back i n and compare t h a t t o the Parkway 

Delaware formula. 

A. Okay. 

Q. Let's go through page 41. Describe what you're 

doing. 

A. Okay. Again, t h i s i s a l i s t of what we consider 

t o be a l i t t l e b i t more normal values. And on the l e f t -
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hand side of the page we've l i s t e d them a l l , and then on 

the center and over t o the r i g h t we've broken down each 

operator's acreage. And again, we're on page 41. 

Q. And we're looking a t the operator's acreage, 

simply because t h a t ' s the way the s t u f f comes out of t h e i r 

engineering book? 

A. Well, and also i t ' s important t o me t o look a t i t 

on a t r a c t - b y - t r a c t basis. I , of course, care whose 

working i n t e r e s t i s i n what t r a c t , but t h a t ' s not important 

f o r determining r e l a t i v e value. I t ' s important t o look a t 

each t r a c t on a stand-alone basis. 

Q. Well, t h a t was what I was t r y i n g t o ask, and I 

d i d n ' t do a very good job of i t . When you as a c o n s u l t i n g 

engineer are loo k i n g a t r e l a t i v e values, you don't care who 

owns or operates any p a r t i c u l a r t r a c t ; you're l o o k i n g a t 

t r a c t r e l a t i o n s h i p s and t h e i r value as t o a p a r t i c u l a r 

reserve component or a parameter? 

A. That's e x a c t l y r i g h t , and t h a t ' s — That's the 

only way we get t o do the work t h a t we get t o do, i s t o be 

i m p a r t i a l on those values and come up w i t h a f a i r formula, 

what t r e a t s each t r a c t f a i r l y . 

But again, what I wanted t o do was l i s t a l l of 

these f a c t o r s . I t ' s o r i g i n a l o i l i n place, cumulative o i l 

p r o d u c t i o n t o 1-1-93 — and I picked t h a t date because t h a t 

was e s s e n t i a l l y the date of the Exxon e v a l u a t i o n . So i t 
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was cumulative o i l production as of 1-1-93. 

We looked a t the January, 1993, o i l p r o d u c t i o n 

r a t e , again, because — looking f o r a date t o be c o n s i s t e n t 

w i t h the Exxon r e p o r t . We looked a t the i n i t i a l p o t e n t i a l 

r a t e , we looked a t number of w e l l s per t r a c t , we looked a t 

remaining primary reserves. And t h i s i s r i g h t from the 

Exxon r e p o r t . The only t h i n g t h a t I have done d i f f e r e n t l y 

here i s , I consider primary reserves t o be the remaining 

recoverable reserves from the Exxon r e p o r t , p l u s the 

workover reserves. I put those i n t o a primary category. 

We looked a t t o t a l lease acreage, we looked a t 

the w a t e r f l o o d t a r g e t from the Exxon r e p o r t , the C02 t a r g e t 

from the Exxon r e p o r t , the w a t e r f l o o d reserves, C02 

reserves, f u t u r e b a r r e l s produced, and t o t a l b a r r e l s 

produced. 

So we looked a t a l l those f a c t o r s . 

Q. Now, when you get down t o the w a t e r f l o o d 

reserves, you have subtracted the workover reserves from 

t h a t row and put i t i n the remaining primary reserves? 

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

Q. A l l r i g h t . 

A. That's a good p o i n t . 

Q. There's a s h i f t there? 

A. There i s a s h i f t , you're r i g h t . 

Q. When you do t h a t , now, you've gone down through 
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f u t u r e b a r r e l s produced, t o t a l b a r r e l s produced. Take us 

across a row and see what happens i n each of the columns. 

A. Okay. Well, l e t ' s look a t the two t h a t were most 

r e l e v a n t t o me. The f i r s t one was f u t u r e b a r r e l s produced, 

from the Exxon r e p o r t . 

I f you go across, the Premier acreage, according 

t o the r e p o r t i n the f u t u r e , was going t o produce 1.62 6 

m i l l i o n b a r r e l s , which was 3.3 percent of the t o t a l f u t u r e 

p r o d u c t i o n . The Exxon acreage was going t o produce almost 

30 m i l l i o n b a r r e l s ; t h a t ' s 60 percent. Yates acreage, 

about — j u s t under 18 m i l l i o n b a r r e l s , and t h a t ' s 35 

percent. And the MWJ acreage, 167,000 b a r r e l s ; t h a t ' s .34 

percent. 

So i t ' s — Again, going back t o the Premier, the 

1.626 m i l l i o n b a r r e l s i s 3.3 percent of t h a t t o t a l on the 

f a r r i g h t - h a n d side, the 49 m i l l i o n b a r r e l s . 

Q. Hold t h a t thought f o r a moment. Find the Premier 

acreage as t o f u t u r e b a r r e l s produced i n t h a t row. You get 

3.3 percent? 

A. Yes. 

Q. The very bottom row of the spreadsheet i s your 

recommendation t o the Commission f o r a p a r t i c i p a t i o n 

formula, i s i t not? 

A. Yes, i t i s . 

Q. A l l r i g h t . We'll come back t o the formula i n a 
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minute, but the net r e s u l t of applying t h a t formula, i n 

terms of analyzing r e l a t i v e value f o r f u t u r e b a r r e l s 

produced, r e s u l t s i n what happening t o the Premier share 

under t h a t percentage? When you look a t the proposed 

p a r t i c i p a t i o n f a c t o r , a t the bottom of the Premier row — 

A. Right. 

Q. — i t ' s 3.42 percent? 

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

Q. And how does t h a t compare back up t o the f u t u r e 

b a r r e l s produced f o r t h e i r operated t r a c t s ? 

A. I t ' s very close t o the value of f u t u r e 

p r o d u c t i o n . 

Now, the other t h i n g t h a t was important t o me 

was, how does the average value of a l l of these components, 

these 13 components, how does t h a t stack up? 

And i f you look on the average column, or row, 

which i s the second from the bottom, i f you average a l l of 

these components together, Premier has roughly 3.5 percent, 

g i v i n g each of these f a c t o r s equal weighting. They have 

3.5 percent of a l l of these, they have 3.3 percent of the 

f u t u r e p roduction. 

So when we looked a t t h i s , i t was my o p i n i o n t h a t 

we d i d n ' t need t o go back and re-do t h i s e n t i r e study t o 

c o r r e c t the problems w i t h the study. We needed t o address 

the formula. And by addressing the problems w i t h the 
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formula, we could a r r i v e at an adequate p a r t i c i p a t i o n . 

Q. Are you s a t i s f i e d , then, under your proposed 

formula, t h a t r e l a t i v e value i s a p p r o p r i a t e l y assigned t o 

the Premier-operated t r a c t s ? 

A. Yes, I am. 

Q. Let's look a t the Exxon-operated t r a c t s and look 

a t f u t u r e b a r r e l s produced, t o t a l b a r r e l s produced, the 

average, and then the percentage under your proposed 

formula. 

A. Okay. Future b a r r e l s produced, Exxon gets 

about — j u s t over 60 percent. As f a r as the average of 

a l l these, they're a t 61 percent. And the proposed 

p a r t i c i p a t i o n f a c t o r gives them j u s t over 59. So again, 

we're i n very close agreement th e r e . 

Q. The Yates-operated t r a c t ? 

A. Future b a r r e l s produced, Yates has 3 5.74 percent. 

On the average of a l l these f a c t o r s , they have 3 4 percent. 

And w i t h our proposed formula, they get 3 6 percent. So 

again, very good agreement. 

Q. And then f i n a l l y the MWJ-operated t r a c t s ? 

A. MWJ i s .34 on the f u t u r e b a r r e l s , 1.28 on the 

average, and 1.09 as per the proposed formula. So again, 

we're i n very good agreement. 

Q. Let's go t o the bottom of t h a t spreadsheet, and 

t e l l us the percentages and the f a c t o r s you're using by 
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which you achieve the proposed p a r t i c i p a t i o n formula. 

A. Okay, l e t me also back up and say, I l i s t e n e d t o 

everybody yesterday very c a r e f u l l y t a l k about what they 

were con s i d e r i n g when they were designing t h e i r formulas, 

because I was very i n t e r e s t e d i n what was behind t h e i r 

t h i n k i n g . 

Mr. Beuhler said t h a t he was wanting t o consider 

recovered o i l , include the associated r i s k and the value of 

those reserves. I hope t h a t ' s — The best I remember, I 

t h i n k t h a t ' s p r e t t y close t o what he s a i d . 

Dr. Boneau said he wanted t o a c c u r a t e l y r e f l e c t 

each t r a c t ' s c o n t r i b u t i o n . 

So those — And those are the exact same thoughts 

t h a t we had when we were looking a t t h i s formula. And I 

t h i n k t h a t when you look a t f u t u r e b a r r e l s produced, as 

w e l l as consider the average of a l l of these other 

components, i f you can design a formula t h a t balances those 

out, t h a t you've met those o b j e c t i v e s . 

So our proposed p a r t i c i p a t i o n f a c t o r l i s t e d down 

at the bottom of the page, i t ' s 50 percent o r i g i n a l o i l i n 

place, i t ' s 10 percent weighted on the January, 1993, 

r a t e — I'm s o r r y , we're on page 41. So again, our — 

Q. I t ' s the t i n y , t i n y p r i n t a t the very bottom? 

A. I t ' s the very, very t i n y p r i n t a t the very bottom 

of the page. Proposed f a c t o r i s 50 percent o r i g i n a l o i l i n 
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place; 10 percent January, 1993, r a t e ; 20 percent remaining 

primary reserves; and 2 0 percent of f u t u r e b a r r e l s 

produced. And again, t h a t should add up t o 100 percent. 

And i f we c o n t r a s t t h a t t o the formula i n the 

Parkway-Delaware, r a t h e r than use o r i g i n a l o i l i n place, a t 

Parkway they used remaining o i l i n place on each t r a c t , but 

— or remaining reserves. And i t was 10 percent gas, 40 

percent — 35 percent o i l . So t h e i r o i l - i n - p l a c e component 

i n t h a t f a c t o r was 45 percent, ours i s 40. Their component 

f o r f u t u r e recovery was 40 percent recoverable o i l , 10 

percent recoverable gas. So t h a t ' s — 50 percent of t h e i r 

formula was f u t u r e reserves, and i n our formula i t ' s 4 0 

percent. So again, we're i n good agreement t h e r e . 

The — w e l l , t h a t ' s — We're i n good agreement on 

t h a t formula. 

Q. A l l r i g h t . Does t h i s a n a l y s i s and proposed 

p a r t i c i p a t i o n formula you're recommending t o the Commission 

-- i s t h i s based upon the — Exxon's i n t e r p r e t a t i o n of the 

geologic d i s t r i b u t i o n of hydrocarbon pore volume f o r the 

pool? 

A. Yes, s i r , i t i s . And I t h i n k i t ' s a very 

important p o i n t , and we've t a l k e d about i t t h i s morning. 

But the l o g an a l y s i s t h a t was done on each w e l l i s done i n 

a c o n s i s t e n t manner across the f i e l d . 

Now, I don't t h i n k anybody would s i t here and say 
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t h a t we know water s a t u r a t i o n i s 59 percent and not 58. We 

don't know i t t o t h a t degree of accuracy. But we have 

t r e a t e d those t r a c t s i n a co n s i s t e n t manner across the 

f i e l d . 

So when we come back and assign a r e l a t i v e value 

based on o r i g i n a l o i l i n place, a l l the t r a c t s have been 

t r e a t e d f a i r l y . Whereas, when we look a t the reserves, the 

p r o j e c t i o n s f o r reserves, we've done i t from modeling and 

we've made changes, we've used data where i t was a v a i l a b l e 

and we d i d n ' t where i t wasn't. And so i t ' s an i n c o n s i s t e n t 

treatment on t h a t basis. 

But something t h a t was important t o me i n asking 

myself, can we use the reserves a t a l l , i s , I t h i n k we can 

because we're t a l k i n g about a recovery of about roughly 50 

m i l l i o n b a r r e l s t o t a l from the f i e l d , out of an o r i g i n a l 

o i l i n place of 241. So i t ' s something j u s t over a 20-

percent recovery f a c t o r , i s what we're p r e d i c t i n g f o r the 

f i e l d . So the reserves aren't so out of l i n e t h a t they 

can't be used. So I f e e l l i k e i t i s important t o a t l e a s t 

honor those i n the formula. 

Q, And t h i s formula, i n your o p i n i o n , would be 

c o n s i s t e n t w i t h the methodology approved by the D i v i s i o n 

when a Parkway-Delaware u n i t formula was adopted? 

A. Yes, i t would. 

A. Let's look a t the t o p i c of should the Commission 
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adopt Mr. Hanson's conclusion about the geology — 

A. Okay. 

Q. — and t h e r e f o r e determine i t ' s a p p r o p r i a t e t o 

r e d i s t r i b u t e r e s e r v o i r share i n terms of hydrocarbon pore 

volume. 

A. Okay. 

Q. Have you analyzed what t o do t o solve t h a t issue? 

A. Yes, I have. And t h a t ' s probably a good p o i n t t o 

make, i s , t h i s formula assumes a l l the data from the Exxon 

r e p o r t . I t uses none of the i n f o r m a t i o n t h a t we're going 

t o t a l k about here i n a few minutes, as f a r as the geologic 

p i c k , the new o i l i n place, anything l i k e t h a t . This i s 

based on a l l the i n f o r m a t i o n from the Exxon r e p o r t . And 

I'm showing page 41 i s what we're r e f e r r i n g t o t h e r e . 

Page 4 2 i s based on the hydrocarbon pore volume 

maps t h a t were prepared by Mr. Hanson. And we l i s t on the 

f a r l e f t - h a n d side each of the t r a c t s and the operator of 

those t r a c t s , where there was a change i n hydrocarbon pore 

volume from the Exxon maps. 

And there — f o r instance, then we l i s t the 

r e s e r v o i r , and i n the Lower Cherry-Upper Brushy t h e r e were 

only t h r e e t r a c t s t h a t we f e l t needed t o be changed. I n 

the Upper Cherry, there were a l l the t r a c t s l i s t e d here. 

But what we d i d was look a t the Exxon hydrocarbon 

pore volume on each of the t r a c t s . We couldn't use the 
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maps i n t h e i r r e p o r t because of a l l the copying t h a t ' s 

going on. They were d i s t o r t e d . But we could go back t o 

the e x h i b i t s and c a l c u l a t e the hydrocarbon pore volume. So 

t h a t ' s what we d i d on each of these t r a c t s . 

Then, using the Premier map, we planimetered the 

hydrocarbon pore volume f o r those t r a c t s where we f e l t 

t h e r e was a d i f f e r e n c e and came up w i t h a r a t i o between the 

two. 

Now, there's some t r a c t s where we t h i n k there's 

less o i l i n place, there's some t r a c t s where we t h i n k 

there's more. 

But t h a t r e s u l t i n g change i s r e f l e c t e d on the 

n e x t - t o - l a s t column on the right-hand side, the change from 

Exxon's c a l c u l a t i o n s , thousands of stock tank b a r r e l s — 

thousand stock tank b a r r e l s of o i l , and we l i s t them going 

down the page. 

And of course, the b i g one i s the change t o t r a c t 

1709 where the FV3 wellbore i s , and we have the s i g n i f i c a n t 

d i f f e r e n c e on the pick a t the bottom of the Upper Cherry. 

The r e s t of the t r a c t s have corresponding changes 

w i t h them, but none of them are nearl y as s i g n i f i c a n t as 

t h a t one. 

Q. You've taken Mr. Hanson's hydrocarbon pore volume 

map, you've looked a t the contouring, you have then 

a r i t h m e t i c a l l y analyzed t h a t and come up w i t h an o i l - i n -
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place volume and shown the appropriate adjustment, then, t o 

make? 

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

Q. What do you do then? 

A. Well, t h a t number, t h a t change i n o r i g i n a l o i l i n 

place, then, i s c a r r i e d through t o the recovery of 

w a t e r f l o o d reserves and C02 reserves. 

We assume t h a t whatever recovery f a c t o r was used 

on t h a t t r a c t p r e v i o u s l y s t i l l a p p l i e s , but i t ' s — The 

magnitude of the recovery i s adjusted, based on the change 

i n o i l i n place. I f o i l i n place went up, obv i o u s l y the 

recoverable reserves goes up. I f o i l i n place goes down, 

recoverable reserves go down, but i t ' s by the same f a c t o r . 

Q. A l l r i g h t , s i r . Continue w i t h our d i s c u s s i o n of 

t h i s issue, then. I f y o u ' l l t u r n , I t h i n k , t o page 43, 

l e t ' s see how t h i s i s analyzed i n terms of each t r a c t . 

A. Okay. Again, along the l i n e s of the FV3, which 

i s Tract 1709 i n our Section 25, what I've done here i s 

superimpose on an Exxon t r a c t map, t h e i r Map 23, the r e p o r t 

p r o j e c t e d , primary recovery f a c t o r s f o r each of the w e l l s . 

And again, I've taken remaining primary and added 

workover reserves t o i t — those are both primary 

reserves — and d i v i d e d i t by the o i l i n place. I wanted 

t o see how the r e l a t i o n s h i p of recovery f a c t o r v a r i e d 

around the f i e l d . 
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And what I saw was t h a t the Premier t r a c t , 

because of the problems t h a t we've discussed, of course, 

had the lower recovery. I t ' s got a .16-percent recovery of 

the o r i g i n a l o i l i n place. I f you look a t the o f f s e t 

t r a c t s , you know, they're much higher, and you have t o 

question why. 

But i t looked t o me t h a t the — o b v i o u s l y , the 

Premier t r a c t was low. We knew why. The zone t h a t was 

open i n the o i l w e l l was i n a l l l i k e l i h o o d producing some 

extraneous water. There was a d d i t i o n a l pay i n the Lower 

Cherry, and t h e r e was a d d i t i o n a l pay i n the — I'm s o r r y , 

t h e r e was a d d i t i o n a l pay i n the Upper Cherry, w i t h our new 

c o r r e l a t i o n , and there was a d d i t i o n a l pay t h a t was not 

opened i n the Lower Cherry-Upper Brushy. 

I t ' s important t o know t h a t these r e c o v e r i e s , a l l 

of these w e l l s , are going t o be opened up i n m u l t i p l e 

zones. 

For instance, Tract 1311, up t h e r e t o the 

northwest, where they're p r e d i c t i n g a 6.33-percent recovery 

of the o r i g i n a l o i l i n place, t h a t w e l l w i l l produce, once 

i t ' s worked over, from both zones. So i t ' s going t o get 6 

percent of the o i l i n place, but i t ' s open i n two zones. 

The Premier w e l l , the FV3, so f a r has only produced from 

the Upper Cherry. I t has not been opened up i n a l l the 

zones y e t . 
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But l o o k i n g at t h i s , I made an estimate based on 

the performance of the o f f s e t w e l l s t h a t a reasonable 

recovery f o r the FV3 under primary producing c o n d i t i o n s 

would be a minimum of 2 percent of the o r i g i n a l o i l i n 

place. To the east, we've got 2.6 percent, n o r t h and 

south, we've got much higher recoveries. But I wanted t o 

have a number t o come up w i t h remaining Primary reserves 

f o r t h i s w e l l , and I estimated t h a t i t would be 2 percent 

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

Q. A l l r i g h t , s i r . Then what happens? 

A. Well, i f we look at page 44, i t shows the r e s u l t s 

of going through t h a t c a l c u l a t i o n . And again, I j u s t l i s t 

some t r a c t s t h a t are o f f s e t t o 1709, the o r i g i n a l o i l i n 

place on those t r a c t s , the p r e d i c t e d primary recovery f o r 

each of them and the recovery f a c t o r , and you can see 

they're a l l above the 2 percent t h a t we're p r e d i c t i n g f o r 

the 17 09 w i t h the FV3 w e l l . 

But we have p r e d i c t e d — 2-percent recovery of 

t h a t would r e s u l t i n a c a l c u l a t i o n of 62,000 stock tank 

b a r r e l s of o i l as u l t i m a t e primary recovery. And since 

we've produced 5000 there's 57,000 remaining. So the 

62,000 b a r r e l s of o i l represents 2 percent of the o i l i n 

place. And then we j u s t s u b t r a c t out what we've already 

produced. 

Q. A l l r i g h t , s i r . Then what happens? 
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A. Well, we've made the adjustment f o r o r i g i n a l o i l 

i n place, we've determined what we t h i n k are primary 

recoverable reserves on t h i s t r a c t . 

The next t h i n g t h a t we f e l t i t would be important 

t o do i s t o look at the f l o o d p a t t e r n s themselves t h a t are 

proposed f o r the C02 f l o o d . 

Q. Let's do t h a t . I f y o u ' l l t u r n t o page 45, 

describe what you're i l l u s t r a t i n g here. 

A. Okay. Around the periphery of the u n i t , we do 

not have the w e l l s i n place a t t h i s time. Those are w e l l s 

t h a t are going t o have t o be d r i l l e d a t some p o i n t i n the 

f u t u r e . 

I n the r e p o r t , we've made the assumption t h a t a l l 

of those w e l l s w i l l be d r i l l e d i n the center of the t r a c t . 

W ell, there's nothing t h a t makes us do t h a t . We have the 

a b i l i t y t o move those w e l l s wherever we want t o move them 

w i t h i n t h a t t r a c t . I n f a c t , t h a t was the basis f o r making 

the change between G-19 and G-24, was, they moved the 

i n j e c t i o n w e l l s , moved the producers around, and adjusted 

reserves on each of the t r a c t s . 

Well, the p o i n t t h a t we're making here i s t h a t we 

don't have t o d r i l l these w e l l s i n the center. We can move 

them over t o an orthodox p o s i t i o n , 330 away from the u n i t 

boundary. And we make t h i s adjustment not j u s t on the 

Premier t r a c t but a l l the way around the u n i t . 
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Q. Why would t h a t be important? 

A. Well, i t ' s extremely important because i n the 

modeling work t h a t i s done, when we do the qu a r t e r - a c r e 

p a t t e r n modeling, there i s no o i l a v a i l a b l e o u t s i d e the 

qu a r t e r p a t t e r n f o r the w e l l t o produce. 

Q. That's the assumption the model makes? 

A. That's the assumption the model makes, t h a t ' s 

e x a c t l y r i g h t . 

And i t ' s s o r t of the same t h i n g t h a t we do here 

w i t h these f l o o d f a c t o r s . We're e s s e n t i a l l y e s t a b l i s h i n g a 

no-flow boundary — i n t h i s case w e ' l l say on the western 

edge of the w e l l , we've got the i n j e c t o r on the eastern 

s i d e , and we make the assumption t h a t the — the r e p o r t 

makes the assumption t h a t no b a r r e l s are produced from the 

west side of t h a t w e l l . 

And the reason t h a t ' s important i s , again, the 

formula considers only f u t u r e reserves. The edge t r a c t s 

don't get any c o n t r i b u t i o n f o r the o i l i n place on the west 

side — or the outside of the u n i t . I t ' s a f u n c t i o n of the 

modeling, because i n the model the o i l i s not t h e r e f o r i t 

t o produce. But i n r e a l l i f e i t i s . 

We know t h a t on the periphery of these w e l l s , 

t h a t t h e r e i s going t o be some o i l drawn i n t o the w e l l b o r e . 

I t ' s a f a c t of p u t t i n g the w e l l on prod u c t i o n . But f o r the 

purpose of c a l c u l a t i n g reserves, t h a t o u t s i d e p r o d u c t i o n 
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was not allowed t o happen. And so the reserves t h a t we 

have p r e d i c t e d t o t a l l y ignore any of the o i l i n place 

o u t s i d e , on the periphery of these w e l l s . And t h a t o i l i n 

place i s a c t u a l l y t h e r e . Some of i t w i l l be produced, but 

i t does not get c r e d i t e d t o the t r a c t t h a t i t comes from. 

Q. When we look at the top i l l u s t r a t i o n , t h a t ' s what 

Exxon's doing t o three of Premier's t r a c t s when we see the 

v o l u m e t r i c — I mean the volume geometric f a c t o r s on 

Exxon's E x h i b i t E-7 — 

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

Q. — t h a t ' s what they're doing here i n the 

engineering book? 

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

Q. A l l r i g h t . And by moving t h a t w e l l f a r t h e r west, 

the producer f a r t h e r west, you now have a f f o r d e d the 

o p p o r t u n i t y t o t h a t t r a c t t o recover 2 5 more percent of the 

recoverable o i l w i t h i n t h a t t r a c t ? 

A. That's r i g h t , i t a c t u a l l y — Instead of the f l o o d 

f a c t o r i n the top diagram, being .5, w i t h the i n j e c t o r on 

the edge and the producer i n the middle, only h a l f the 

t r a c t processed, Exxon assigns i t a f l o o d f a c t o r of .5. I t 

only gives c r e d i t f o r h a l f the o i l . 

I n the bottom diagram, i f we move the producer t o 

the f a r t h e s t orthodox l o c a t i o n , we probably need t o move 

the i n j e c t o r over w i t h i t , but we can increase the f l o o d 
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f a c t o r t o .75. We process t h r e e - f o u r t h s of the t r a c t , not 

j u s t h a l f of i t . 

And i t ' s the same p o i n t t h a t Yates was making 

yesterday about t h e i r concern of Premier l e a v i n g the u n i t . 

I f the Premier t r a c t s are not included i n the u n i t , t h i s 

f l o o d f a c t o r percentage gets s h i f t e d over t o the Yates 

t r a c t s , and t h e i r o i l i n place gets cut by h a l f , t h e i r 

reserves get cut , i n the scenario where th e r e i s not a 

co-op. I f there i s a co-op, then those reserves get 

recovered. 

But i t ' s — t h i s scenario i s what happens t o 

Yates i f Premier i s removed, and t h a t ' s probably why 

they're so i n t e r e s t e d i n having Premier i n the u n i t . 

But e v e n t u a l l y -- You have t o draw the boundary 

somewhere, but we f e e l l i k e the hydrocarbon pore volume 

maps show t h a t t here i s d e f i n i t e l y recoverable o i l , not 

only i n the t r a c t s t h a t are i n the u n i t , but ou t s i d e t h a t . 

And t h i s formula gives a b s o l u t e l y no c r e d i t t o the o i l on 

the e x t e r i o r of the f l o o d p a t t e r n . 

Q. You're t a l k i n g about Exxon's formula? 

A. I'm sorr y , Exxon's formula, you're r i g h t . 

Q. I n order t o solve t h a t problem, you're suggesting 

t h a t i f the Premier t r a c t i s included i n the u n i t , t h a t 

those producing w e l l s , instead of being centered i n each 

40-acre t r a c t , are re q u i r e d t o be d r i l l e d 330 o f f t h e i r 
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western boundary of those 4 0-acre t r a c t s ? I s t h a t what I'm 

understanding? 

A. I'm saying t h a t we have t h a t a b i l i t y . We have 

the a b i l i t y t o do t h a t . And the problem w i t h the formula 

as i t i s r i g h t now i s t h a t i t assumes t h a t we don't, and i t 

assumes t h a t we leave those b a r r e l s i n the ground. That's 

the problem w i t h the formula, based s t r i c t l y on reserves. 

Whereas our formula, t h a t has a 50-percent 

component f o r o r i g i n a l o i l i n place, gives the t r a c t c r e d i t 

f o r t h a t o i l t h a t i s between the producer and the edge of 

the t r a c t . I t also has the 50-percent w e i g h t i n g f a c t o r on 

pr o d u c t i o n , so i t recognizes the f a c t t h a t an edge t r a c t 

does not have the same value as an i n t e r i o r t r a c t . But i t 

does not ignore the o i l i n place on the outsi d e of these 

edge t r a c t s . 

Q. This provides an o p t i o n as t o t h r e e of Premier's 

t r a c t s . Do you have a suggestion f o r the Tract 1109, which 

i s the one — under the weighting f a c t o r has only 25 

percent under Exxon's analysis? 

A. That's r i g h t , i f we look a t page 46, the next 

page i n the booklet, t h i s represents Tract 1109, the most 

northwest corner t r a c t i n the u n i t . 

Again, we're not — The w e l l i s not t h e r e y e t . 

We don't have t o d r i l l i t i n the center of the t r a c t . 

I'm i n agreement w i t h Mr. Hanson as he t e s t i f i e d 
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t h i s morning t h a t , you know, where 1s the r e a l l y i n t e r e s t i n g 

p a r t of the pay outside t h i s u n i t ? I t ' s t o the west and t o 

the northwest. 

Well, there's no reason i n 1109 t o have t o put 

t h a t w e l l i n the center of the t r a c t . We can move i t 

f u r t h e r northwest and instead of having a f l o o d f a c t o r of 

.25 f o r t h a t t r a c t , we can double i t t o .5. 

And i t — Again, t h i s top diagram i s another good 

way t o t a l k about the modeling t h a t was done. I f you look 

a t t h a t dashed l i n e , t h a t does represent the model g r i d , 

the top p i c t u r e on page 46, where we have a producer on one 

corner and an i n j e c t o r i n the other corner. The only 

d i f f e r e n c e i s t h a t i n the model, none of the other o i l on 

t h a t t r a c t i s contained i n the model, whereas obvi o u s l y i n 

r e a l l i f e i t i s . But i t ' s not i n the model. 

Q. Let's t u r n t o page 47 and show you the e f f e c t of 

the r e v i s e d f l o o d p a t t e r n s . 

A. Okay. We've made t h i s adjustment t o a l l o f the 

periph e r y t r a c t s where the reserves — where the w e l l s are 

not c u r r e n t l y i n place. Obviously on Tract 1709, the FV3 

w e l l , t h a t w e l l i s d r i l l e d and i t cannot be moved. So we 

couldn't make any adjustment f o r t h a t w e l l . But every 

p e r i p h e r a l w e l l where we could move i t , we moved i t out 

l i k e we showed on the previous diagram. 

And we show the f l o o d f a c t o r from the Exxon 
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r e p o r t i s i n column 2 and the C02 reserves a t t r i b u t e d t o 

t h a t t r a c t , and then we show the proposed or adjusted f l o o d 

f a c t o r , i f we move the w e l l s out as f a r as we can, and we 

use the f a c t o r of the two f l o o d f a c t o r s t o r a i s e the C02 

reserves. 

For instance, Tract 1109, p r e v i o u s l y we would 

have a f l o o d f a c t o r of .25 and recover 265,000 b a r r e l s of 

o i l . Well, under our proposal i t would have a f l o o d f a c t o r 

of .5 and i t would recover twice as much o i l , or 530,000 

b a r r e l s . 

Then we f o l l o w the same analogy f o r each of the 

t r a c t s , where we have the a b i l i t y t o move the w e l l 

l o c a t i o n . 

Q. Let's go t o the r e s e r v o i r pressure example — 

A. Okay. 

Q. — you've got i l l u s t r a t e d on page 48 and have you 

set up the example and lead us through i t . 

A. We j u s t — We wanted t o show i n a schematic form 

here t h a t when you put a w e l l on p r o d u c t i o n , absent an 

i n j e c t o r on one side and an i n j e c t o r on the other, there's 

not a no-flow boundary at t h a t w e l l . The w e l l i s going t o 

produce from a l l the way around, from 3 6 degrees around the 

w e l l b o r e . 

Again, i f you take an edge-tract w e l l , although 

i t does produce from a l l p a r t s of i t s t r a c t , i t does not 
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get any c r e d i t f o r the production t h a t comes from the 

o u t s i d e of the w e l l . 

So t h i s was j u s t a schematic t o demonstrate t h a t 

p o i n t . 

Q. A l l r i g h t , s i r , page 49, would you i d e n t i f y and 

describe what you're showing here? 

A. Okay, page 49 i s the l a s t of our e x h i b i t s , and 

what we've done here i s using our proposed formula t h a t we 

had on the previous e x h i b i t , we've gone back i n and made 

the adjustments t h a t we f e e l are necessary t o the geology 

and t o the reserve c a l c u l a t i o n s f o r the v a r i o u s t r a c t s . 

And, you know, we obviously had — we had 

d i f f e r e n t o r i g i n a l o i l i n place. The January, 1993, o i l 

r a t e , of course, i s a f a c t u a l number; t h a t d i d n ' t change. 

Remaining primary reserves, we increased f o r the Premier 

w e l l . Waterflood reserves are shown here. C02 reserves 

were increased, based on the f l o o d f a c t o r s . And then 

f u t u r e b a r r e l s produced also went up because of the 

adjustments t h a t we discussed. 

I f you use those numbers and use the formula t h a t 

we have recommended, the bottom l i n e shows the 

p a r t i c i p a t i o n f a c t o r s t h a t would be a p p l i e d t o each of the 

various operators' t r a c t s . And again, there's reasonable 

comparison between the two, reasonable agreement. 

I f we look at the future-barrels-produced l i n e , 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

437 

the very bottom l i n e , Premier a c t u a l l y produces 5.2 

percent of the f u t u r e b a r r e l s from the u n i t , but only gets 

4.5-percent p a r t i c i p a t i o n . Exxon produces 58 percent of 

the f u t u r e b a r r e l s , gets the same p a r t i c i p a t i o n . Yates 

produces about 3 6.7 percent of the f u t u r e b a r r e l s and gets 

36.1-percent p a r t i c i p a t i o n . And s i m i l a r f o r MWJ, s i m i l a r 

agreement t h e r e . 

Another important f a c t o r t h a t I d i d n ' t b r i n g up 

about the proposed formula i s t h a t two of the f a c t o r s — 

the January, 1993, o i l r a t e and the w a t e r f l o o d reserves — 

Premier s t i l l has zero value f o r those numbers, even though 

t h e r e i s w a t e r f l o o d recoverable o i l on t h e i r t r a c t . And 

obviously the January, 1993, r a t e s , the w e l l was shut i n , 

so. . . 

Q. So the assumption i s t h a t the p a t t e r n as proposed 

by Exxon goes forward f o r the waterflood? 

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

Q. And t h e r e f o r e the recoverable w a t e r f l o o d reserves 

t h a t might otherwise be produced from the Premier t r a c t are 

l e f t unrecovered i f t h a t plan i s i n i t i a t e d — 

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

Q. -- the Exxon plan i s i n i t i a t e d ? 

A. Well, they u l t i m a t e l y are produced under C02. 

Q. And t h a t ' s where you p i c k them up under t h i s 

analysis? 
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A. That's c o r r e c t . This formula takes the issue of 

t i m i n g away. I t doesn't matter i f the reserves are 

produced under w a t e r f l o o d or under C02, and we saw the 

problems t h a t t h a t presented on an e a r l i e r e x h i b i t . I t can 

throw the f a c t o r way o f f of l i n e . 

Q. Summarize f o r us your conclusions and 

recommendations, Mr. Payne. 

A. I t h i n k t h a t the formula, t h a t i t stands now, 

does not t r e a t Tract 6, the Premier t r a c t , i n a f a i r and 

e q u i t a b l e manner. I t does not r e f l e c t t h a t t r a c t ' s 

r e l a t i v e value t o the u n i t . 

And we have two options. Number one i s t o remove 

i t from the u n i t . Number two i s , i f we're going t o leave 

i t i n , we need t o t r e a t i t f a i r l y . And our formula t h a t we 

have proposed not only t r e a t s the Premier acreage f a i r l y , 

but we've shown t h a t i t t r e a t s everyone else f a i r l y as 

w e l l . 

So i t ' s a l i t t l e b i t unusual t h a t we don't come 

w i t h a recommendation; we're le a v i n g two choices. But 

those are the two choices. 

Q. I f y o u ' l l take page 49 and compare i t t o 41, 

l e t ' s t a l k about the e f f e c t of the change. You're l o o k i n g 

a t page 41. Under 41 i s the a p p l i c a t i o n of your 

recommended formula using these t r a d i t i o n a l parameters, by 

adopting Exxon's geologic conclusions? 
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A. That's c o r r e c t . 

Q. And a t the bottom row of t h i s spreadsheet, you've 

got v a r ious percentages assigned t o the operators of those 

t r a c t s . 

Let's take t h a t and compare i t t o the l a s t row on 

page 49. I f the Commission adopts Mr. Hanson's geology, 

and also adopts your proposed formula, what happens? 

A. Well, there's r e a l l y not much d i f f e r e n c e , 

o b viously, since our b i g disagreement on geology a f f e c t s 

the Premier t r a c t s . I t i s p r i m a r i l y the Premier t r a c t s 

t h a t b e n e f i t . There i s a d i f f e r e n c e — We go from 3.4-

percent p a r t i c i p a t i o n , w i t h our proposed formula and 

Exxon's geology, t o a 4.5-percent p a r t i c i p a t i o n w i t h our 

formula and our geology. 

Q. The impact on the Exxon-operated t r a c t s i s what? 

A. Exxon goes from 59.2-percent p a r t i c i p a t i o n down 

t o 58.2. So r e a l l y , the 1 percent switches from one t o the 

other. There's, as you can see, minimal impact on Yates 

and minimal impact on MWJ. 

Q. I f the Commission adopts your formula and Mr. 

Hanson's geology, under the proposed p a r t i c i p a t i o n f a c t o r 

f o r Premier, they would receive 4.52 percent of a l l f u t u r e 

production? 

A. Yes. 

Q. Their share of the f u t u r e b a r r e l s produced, which 
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was a key component f o r you, i f I understand c o r r e c t l y , f o r 

t h e i r t r a c t s i s 5.17? 

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

Q. A l l r i g h t . I s t h a t s t i l l f a i r and a p p r o p r i a t e , 

i n your opinion? 

A. I t ' s — I n my opinion, i t i s . I t ' s — The 4.5 

percent i s s t i l l i n good agreement w i t h a l l t he average 

numbers t h a t we looked a t . When we make the changes i n 

geology, i t goes up t o 4.5 percent, but i t ' s s t i l l — i s i n 

good general agreement w i t h the f u t u r e b a r r e l s produced, i t 

sure i s . 

Q. A l l r i g h t . Let's f i n a l l y look a t t h i s 

comparison. Let's compare the Exxon geology and formula t o 

what happens t o the Premier-Exxon-Yates t r a c t s , as w e l l as 

MWJ, and see what those percentages are i n r e l a t i o n t o the 

percentages you've shown on page 41, where i t ' s your 

formula and s t i l l Exxon's geology. 

A. Okay. 

Q. Can you draw t h a t comparison f o r us? 

A. Yeah. We need t o go back t o page 32. 

Q. And t h a t ' s i n your book, r i g h t ? 

A. I n my book. We should have put a t a b l e together 

on t h i s . I'm s o r r y we d i d n ' t do t h a t , but... 

I f we look at page 32, the formula assigned 

pa r t i c i p a t i o n for each of the operators i s shown i n the 
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middle column. And where Premier, as i t stands now, 

p a r t i c i p a t e s a t 1.02 percent, i f you c o n t r a s t t h a t t o our 

page 49, our u l t i m a t e recommendation, they now get 4.5 

percent. 

Exxon under the c u r r e n t proposal — and again, 

I'm comparing page 3 2 t o page 4 9 — Exxon, as i t stands 

now, gets 64.8 percent; they get 58.3 under our formula. 

Yates c u r r e n t l y has 34.07; they would stand t o p a r t i c i p a t e 

a t 3 6.1 percent. And MWJ would go from .12 up t o 1.08. 

MR. KELLAHIN: That concludes my examination of 

Mr. Payne. We move the i n t r o d u c t i o n of h i s E x h i b i t Number 

9. 

Have I got t h a t wrong again? I s t h i s 9 or 10? 

MR. BRUCE: This i s 9. 

MR. KELLAHIN: A l l r i g h t , 9, please. 

CHAIRMAN LEMAY: Without o b j e c t i o n , E x h i b i t 9 

w i l l be entered i n t o the record. 

Mr. Bruce? 

CROSS-EXAMINATION 

BY MR. BRUCE: 

Q. I ' l l t r y go t o through the t h i n g s i n the order 

you d i d , Mr. Payne. 

A. Good, w e ' l l be organized. 

Q. The f i r s t two pages of your E x h i b i t 9, I t h i n k , 

were aimed a t saying why the u n i t boundaries should be 
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d i f f e r e n t than they are, i f I can paraphrase you. I s t h a t 

c o r r e c t ? 

A. Yes. 

Q. Now, looking at page 2 of E x h i b i t 9, doesn't i t 

appear t h a t b a s i c a l l y a l l the mapped area w i t h i n , say, a 

s i x - f o o t contour l i n e i s w i t h i n t h a t u n i t ? 

A. There's good general agreement, as I t h i n k I 

s t a t e d , on the Lower Cherry-Upper Brushy. However, there's 

s i g n i f i c a n t v a r i a t i o n on the Upper Cherry. 

Q. And t h a t ' s what you t r i e d t o e x h i b i t on page 1? 

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

Q. I n determining u n i t boundaries, would i t be f a i r 

t o take i n t o account a c t u a l production? 

A. I t i s a component, i t ' s something t o consider. 

I t ' s not the only t h i n g t o look a t . 

Q. Well, l e t ' s look a t page 3, then. And I 

understand the purpose of t h i s e x h i b i t , but you have a 

w e l l — the westernmost w e l l on t h i s e x h i b i t , you show i s 

producing from the Lower Brushy Canyon. I s n ' t i f a f a c t 

t h a t t h a t w e l l immediately t o the east was dry i n the 

Delaware? 

A. I don't know the depth t h a t t h a t w e l l was d r i l l e d 

t o , and I don't know what was done t o a c t u a l l y d e f i n e i t as 

dry. 

Q. Okay, l e t ' s move on t o page 4, page 4 of E x h i b i t 
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9. 

A. I do know t h a t we show s i g n i f i c a n t hydrocarbon 

pore volume a t t h a t l o c a t i o n i n the Exxon maps and i n our 

maps. 

Q. Once again, when you say "operator", you're not 

t a l k i n g about a p a r t i c u l a r working i n t e r e s t owner's t o t a l 

percentages here; you're j u s t l o o k i n g a t t h e i r operated 

acreage; i s t h a t correct? 

A. That's c o r r e c t , and I hope t h a t ' s c l e a r . I know 

t h a t ' s confusing, but t h a t ' s e x a c t l y what I've done. 

Q. But then you use the term "w a t e r f l o o d t a r g e t 

reserves" out of the Exxon r e p o r t . I s n ' t t h a t a c t u a l l y 

w a t e r f l o o d t a r g e t o i l ? Doesn't "reserves" imply an 

economically recoverable o i l ? 

A. There's d i f f e r e n t d e f i n i t i o n s f o r reserves. Some 

of them are not economically recoverable a t the c u r r e n t 

time. 

But you're r i g h t , t h a t i s w a t e r f l o o d t a r g e t o i l . 

I d i d n ' t mean t o confuse you by p u t t i n g "reserves" t h e r e . 

Q. And i t would be the same on page 6? That's not 

reserves, t h a t was the wate r f l o o d t a r g e t o i l ? 

A. That's — You're r i g h t , you're e x a c t l y r i g h t . 

Q. Or, excuse me, C02. 

A. Yeah, as we've t a l k e d about, there's many 

d i f f e r e n t categories f o r reserves. But t h a t i s a t o t a l 
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volume of the t a r g e t . You would not recover a l l those 

b a r r e l s , under t h a t process. 

Q. Now, as I understand i t , what you are advocating 

i s , i f Premier's acreage remains i n the u n i t , you are also 

t a l k i n g about s i g n i f i c a n t l y expanding the w a t e r f l o o d 

program t o incorporate a number of a d d i t i o n a l producing 

w e l l s and a number of a d d i t i o n a l 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 program i t s e l f ? 

A. No. 

Q. You're going t o r e t a i n the same w a t e r f l o o d 

p r o j e c t area and the same number of i n j e c t i o n w e l l s and the 

same number of producing wells? 

A. I have made no p r e d i c t i o n of what Exxon would do 

w i t h the w a t e r f l o o d . I n f a c t , the w a t e r f l o o d AFE s t a t e s 

t h a t the p a t t e r n may be expanded, i t may stay the same, i t 

may be contracted, based on the r e s u l t s of the study. 

What I am saying i s t h a t t h e r e i s w a t e r f l o o d 

t a r g e t o i l on the Premier t r a c t s . There i s no d i f f e r e n c e , 

from a r e s e r v o i r q u a l i t y standpoint, between the Premier 

t r a c t s and some t r a c t s t h a t Exxon does propose t o 

w a t e r f l o o d . 

And the point — I f you're talking s p e c i f i c a l l y 

about page 8, i s that the timing of whether or not you do 

i t i s c r i t i c a l . I f the barrels are recovered under the 

waterflood process, they're much more valuable to the t r a c t 
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than i f they're recovered under the C02 process. And by 

value, I mean as i t i s weighted i n the Exxon formula. The 

Exxon formula weights i t 50 percent t o 25 percent f o r C02. 

Q. But i f a d d i t i o n a l w e l l s aren't d r i l l e d on, say, 

Premier's acreage, or even some of Exxon's f r i n g e acreage, 

those a d d i t i o n a l w a t e r f l o o d reserves t h a t you speak about 

won't be recovered, w i l l they, unless they go t o a C02 

program? 

A. Yeah. Now, I am not saying t h a t — I'm not 

proposing t h a t they w a t e r f l o o d the t r a c t . What I'm saying 

i s t h a t t h i s formula i s biased towards the t r a c t s where 

they do w a t e r f l o o d , as opposed t o t r a c t s where they don't. 

The beauty of our proposed formula i s t h a t i t doesn't 

matter i f they w a t e r f l o o d t h a t t r a c t or not. 

So t h i s e x h i b i t i s not meant t o say t h a t they 

should w a t e r f l o o d those t r a c t s . I t p o i n t s out the problem 

when they don't. 

Q. And you haven't done any economics w i t h j u s t 

expanding the w a t e r f l o o d program? 

A. I have made some p r e l i m i n a r y c a l c u l a t i o n s on what 

i t would be -- what the economics would be i f you saw a 

s i m i l a r recovery t o some of the other Exxon t r a c t s . And i f 

you use a s i m i l a r type recovery t o what some of the Exxon 

w e l l s are going t o get on s i m i l a r acreage, i t ' s — 

c e r t a i n l y you don't r u l e i t out from an economic 
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standpoint. 

Q. But i f you don't get the same recovery, then i t 

doesn't work; i s t h a t — 

A. Well, i f you don't get the same recovery on the 

Exxon acreage, i t ' s not going t o work e i t h e r . That's a 

given. 

But the p o i n t i s t h a t from a r e s e r v o i r 

engineering standpoint, there's no d i f f e r e n c e i n some of 

the p o r t i o n s of the f i e l d t h a t we are dec i d i n g t o 

w a t e r f l o o d and some of the p o r t i o n s of the f i e l d t h a t we 

are e l e c t i n g not t o wate r f l o o d . But the formula has a 

strong bias towards the acreage t h a t you do e l e c t t o 

wa t e r f l o o d . 

Q. I f y o u ' l l move t o page 32 of your E x h i b i t 9 — 

One p r e l i m i n a r y question: I s t h i s using the Exxon f i g u r e s 

or Mr. Hanson's fi g u r e s ? 

A. This e x h i b i t i s j u s t using the Exxon f i g u r e s , a l l 

the way up t o the e x h i b i t of our proposed formula. 

Q. Okay. 

A. Just so t h a t everybody's c l e a r , I t h i n k t h a t ' s 

page 41. Everything p r i o r t o 41 i s using Exxon numbers. 

Q. Now, t h i s percentage of f u t u r e p r o d u c t i o n , t h a t ' s 

f o r Premier 3.3 percent. That's w a t e r f l o o d p l u s C02? 

A. A l l Exxon assigns t o Premier i s C02 reserves, so 

t h a t ' s a l l C02. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

447 

Q. Okay. And then the Exxon and Yates f i g u r e s would 

in c l u d e w a t e r f l o o d plus C02? 

A. Plus workover, plus primary. 

Q. Okay. So you're assuming t h a t — I s i t j u s t as 

l i k e l y as the C02 o i l w i l l be recovered, as the w a t e r f l o o d 

o i l or the primary o i l ? 

A. The analysis t h a t we've done a t t h i s p o i n t i n 

time would say t h a t i t ' s j u s t as l i k e l y . We haven't done 

any more a n a l y s i s on the C02 than we have on the 

wa t e r f l o o d . 

Q. Does the C02 have a higher r i s k and cost than the 

waterflood? 

A. A higher r i s k ? 

Q. Risk and cost than w a t e r f l o o d o i l ? 

A. I don't know t h a t the r i s k i s any d i f f e r e n t than 

the w a t e r f l o o d . The C02 does have a higher cost. And by 

" r i s k " — When I t a l k about " r i s k " , I t a l k about the 

t y p i c a l d e f i n i t i o n of reserve r i s k . 

Q. One question on the Parkway-Delaware formula. 

That d i d n ' t have a C02 reserve component, d i d i t ? 

A. I don't t h i n k t h a t t h a t was a n t i c i p a t e d f o r t h a t 

time. But again, the Parkway-Delaware, t h e i r formula was 

recoverable o i l i n the f u t u r e . So i t d i d n ' t have a bias 

towards workovers or wa t e r f l o o d or C02. I t was j u s t 

recoverable o i l . 
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Q. Now, I t h i n k I heard you give a t o t a l recovery 

f a c t o r — and I — I guess i t doesn't r e a l l y matter which, 

whether you use Mr. Hanson's geology or Mr. C a n t r e l l ' s , but 

a t o t a l recovery f a c t o r of 2 0 percent. That would i n c l u d e 

C02, w a t e r f l o o d workovers, primary, f o r t h i s p o o l . I s t h a t 

what you stated? 

A. Yeah, and I — I t h i n k the number i s 2 2 percent, 

something l i k e t h a t . 

Q. Twenty-two percent. 

A. But t h a t ' s u l t i m a t e recovery from the f i e l d — 

Q. Okay. 

A. — which i s j u s t over 50 m i l l i o n b a r r e l s , d i v i d e d 

by the o i l i n place, the 241.8, I t h i n k i s what i t i s , from 

the Exxon r e p o r t . 

Q. Okay. What i s t h i s primary plus w a t e r f l o o d , 

roughly? You can c a l c u l a t e i t i f you want. 

A. About 4 percent. 

Q. Okay. So l o o k i n g a t your p a r t i c i p a t i o n formula, 

50 percent of i t i s based on o r i g i n a l o i l i n place; i s t h a t 

c o r r e c t ? 

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

Q. So 50 percent of your formula i s t h a t 78 t o 96 

percent of the o i l t h a t w i l l never be recovered? 

A. I missed t h a t question. Can you repeat t h a t 

question? 
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Q. Okay. Your formula i s weighted 50 percent t o 

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

o i l i n place w i l l only be somewhere i n the range of 4 t o 22 

percent? 

A. Right. 

Q. So l e t ' s assume i t ' s almost a l l going t o be 

recovered, say 8 0 percent -- 2 0 percent, l e t ' s say the 

t o t a l recovery from t h i s pool i s 20 percent. F i f t y percent 

of your formula depends on the 80 percent of the o i l t h a t 

stays i n the ground; i s t h a t c o r r e c t ? 

A. No. No, 50 percent of the formula depends on the 

o r i g i n a l o i l i n place, not the o i l t h a t stays i n the 

ground. 

Q. And 80 percent of t h a t o r i g i n a l o i l i n place w i l l 

remain i n the ground? 

A. Well, we don't -- we don't — We don't know t h a t . 

But o r i g i n a l o i l i n place i s a t r a d i t i o n a l number t h a t ' s 

probably i n 90 t o 95 percent of the formulas. And again, 

i t ' s a f a c t o r , i t gives a c o n s i s t e n t uniform treatment t o 

every t r a c t on the f i e l d , every t r a c t i n the u n i t . And 

i t — 

Q. That would assume equal recoveries on f r i n g e 

t r a c t s as there are i n the sweet spot of the f i e l d ? 

A. No, i t does not, and t h a t ' s why o r i g i n a l o i l i n 

place i s o f t e n used, i s t h a t i t gives value even t o t r a c t s 
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where you are not p r e d i c t i n g as much recovery. I t — I n 

t h i s formula as i t stands today, the 25-50-25, t h e r e i s a 

r i n g of o i l outside a l l of the producers t h a t , from our 

p r e d i c t i o n s , i s -- i n the modeling work, i s impossible t o 

recover, and t h a t o i l i s given no c r e d i t , no weight a t a l l 

i n the e x i s t i n g formula. 

But the — 

Q. And then another f a c t o r i n your formula i s 2 0 

percent of f u t u r e production, and once again, t h a t 20 

percent assumes t h a t a l l of t h a t t e r t i a r y o i l i s going t o 

be recovered? 

A. Yes, i t does. The — 

Q. And t e r t i a r y o i l dwarfs the C02 and the water- — 

I mean the w a t e r f l o o d and the primary o i l ? 

A. Yes, i t does. But the r a t i o n a l e was t h a t t he 

o r i g i n a l o i l i n place i s a w e l l known, c o n s i s t e n t number 

t h a t ' s used i n almost — some form, remaining o i l or 

o r i g i n a l o i l i n place — i s used i n almost a l l 

p a r t i c i p a t i o n formulas. 

The January, 1993, r a t e i s a f a c t u a l number. 

There's no argument about t h a t . I n f a c t , t h a t ' s one where 

Premier gets zeroed out because they had no r a t e a t the 

time. 

The 2 0-percent remaining primary, t h a t ' s r e a l l y 

the lowest r i s k reserves. Even though we showed some 
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problems, i t ' s the lowest r i s k reserve p r e d i c t i o n . 

And then 2 0 percent f o r t o t a l f u t u r e b a r r e l s t o 

give t r a c t s t h a t are going t o produce w a t e r f l o o d and C02 

reserves, some value under t h a t p a r t i c i p a t i o n a l s o . 

But i t ' s a co n s i s t e n t formula, i t ' s a reasonable 

formula, i t ' s very s i m i l a r t o the Parkway-Delaware formula. 

And the important t h i n g t o look a t i s t h a t i t gives an 

equal, or very close t o equal, p a r t i c i p a t i o n t o the 

r e l a t i v e value of each t r a c t . 

Q. Let's look at the f i n a l page of your e x h i b i t , 

page 49. I t h i n k you said you were here yesterday and 

l i s t e n e d t o a l l the witnesses? 

A. Yes. 

Q. We can p u l l out the e x h i b i t s i f necessary, but 

Mr. Thomas t e s t i f i e d yesterday t h a t of the Exxon acreage, 

Exxon was 100-percent working i n t e r e s t owner, and of the 

Yates acreage i t owned about 2 5 percent of the working 

i n t e r e s t . 

So c o r r e c t me i f I'm wrong. I f you do t h a t , t h a t 

leads t o Exxon having a gross i n t e r e s t i n p r o d u c t i o n of — 

You can c a l c u l a t e i t , but 58.3 percent? I mean — 

A. I t h i n k i t ' s — 

Q. — 67.3 percent, excuse me. 

A. Yeah, t h a t adds up. 

Q. Okay. But then you've got t o net out the r o y a l t y 
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and 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 owners. And we could look 

a t the u n i t agreement, E x h i b i t B t o the u n i t agreement. 

But assuming there was a burden on each lease of 17.5 

percent, what would t h a t make Exxon's p a r t i c i p a t i o n i n the 

u n i t ? 

A. Are you asking what 17.5 percent of — 

Q. What's 82.5 percent of — 

A. Of 67.3? 

Q. Yes. 

A. • 55*5* 

Q. So t h a t ' s what you're recommending, t h a t Exxon go 

down i n p a r t i c i p a t i o n from 74 percent t o a l i t t l e over 55 

percent i n t h i s u n i t ? 

A. I'm recommending t h a t Exxon get 58.3 percent of 

the o i l produced from the f u t u r e u n i t . What Exxon's 

r o y a l t y s i t u a t i o n i s on over r i d e s , I don't have any c o n t r o l 

over. 

What I'm concerned about i s Exxon's share of the 

f u t u r e o i l production, r e l a t i v e t o the other t r a c t s i n the 

f i e l d . And when I say Exxon, i t ' s because you questioned 

me on Exxon. I'm concerned about MWJ, j u s t as much as 

Yates, j u s t as much as Exxon or Premier. 

Q. Was there anything wrong w i t h the numbers t h a t I 

gave you? 

A. I don't know. You t o l d me t o assume the 
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r o y a l t i e s , so I don't know. 

Q. Somewhere i n t h e r e , though, Exxon's net revenue 

i n t e r e s t i n the u n i t w i l l be decreased from about 74 t o 55 

percent, roughly? 

A. Well, yeah, assuming your r o y a l t y numbers are 

r i g h t , t h a t ' s t r u e . 

Q. Yeah. 

A. I t h i n k i t ' s important t o look, t h a t even under 

Exxon's own c a l c u l a t i o n s they've got 59 percent of the o i l 

i n place, they've got 59 percent of the w e l l s , they've got 

58 percent of the acreage, 41 percent of the w a t e r f l o o d 

t a r g e t , 56 percent of the C02 t a r g e t . 

So even a f a c t o r e d , watered-down NRI number i s i n 

l i n e w i t h numbers t h a t are t r a d i t i o n a l average values f o r 

u n i t i z a t i o n . We could argue a l l day, but I t h i n k i t ' s f a i r 

and provides r e l a t i v e value. 

Q. Okay. And Exxon has what? 75, 80 percent of 

primary production, c u r r e n t production? 

A. They have 74.6 percent of the cumulative o i l 

p r o d u c t i o n as of 1-1-93. As of January, 1993, they had 79 

percent of the r a t e . 

And t h a t 80-percent f a c t o r i s one of the numbers 

we chose f o r the formula because Exxon needed, i n my 

o p i n i o n , t o have a l i t t l e b i t more value than some of the 

other formulas we looked a t . So t h a t January, 1993, r a t e 
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was one we threw i n th e r e . 

Q. Okay. And on the other hand, you're recommending 

f o r Premier 4.5 percent, which had 0.1 percent of primary 

production? 

A. That's r i g h t . Premier had one w e l l on one of 

t h e i r t r a c t s t h a t had serious mechanical problems, t h a t we 

t a l k e d about. 

And t h a t j u s t i s another reason why i n a f a c t o r , 

people oftentimes use three or four d i f f e r e n t t h i n g s t o 

look a t , because i f you look a t any s i n g l e value per 

formula, i t can d i s t o r t the p i c t u r e . But i f you look a t an 

average of a number of t h i n g s and then p i c k a few t h a t 

provide good r e l a t i v e value, you end up w i t h a formula l i k e 

we had here. 

Q. One f i n a l t h i n g . How come you changed your 

p a r t i c i p a t i o n formula on Wednesday, t h i s Wednesday, from 

the p a r t i c i p a t i o n formula you proposed on Monday? 

A. Because i t h u r t Yates too much i n comparison t o 

Exxon. I t gave Yates only a 3 0-percent p a r t i c i p a t i o n . 

Once we incorporated a l l of the geologic work and the 

reserve work --

Q. What was — 

A. — we saw t h a t t h a t formula was out of balance. 

Q. What was Premier's p a r t i c i p a t i o n under Monday's 

formula? 
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A. I t was higher. I don't remember the exact 

number, but i t was higher. 

Q. What about Exxon's p a r t i c i p a t i o n under the Monday 

formula? 

A. By a d d i t i o n , I guess i t was probably higher. 

MR. BRUCE: Okay. Pass the witness, Mr. 

Chairman. 

CHAIRMAN LEMAY: Mr. Carr? 

MR. CARR: I have no questions. 

MR. KELLAHIN: Nor I , Mr. Chairman. 

CHAIRMAN LEMAY: Commissioner Bailey? 

EXAMINATION 

BY COMMISSIONER BAILEY: 

Q. I ' l l ask you the same question I asked the 

g e o l o g i s t . What i s the c u r r e n t p r i c e f o r d r i l l i n g , 

completing and p e r f i n g of a Delaware w e l l these days? 

A. I t h i n k t h a t the AFE — and we could look a t i t 

t o be sure, but I t h i n k i t ' s about $250,000. Now, they're 

doing a package, they get a l i t t l e b i t b e t t e r p r i c e . But I 

t h i n k i t ' s about a quarter of a m i l l i o n d o l l a r s . 

I e n t e r t a i n anybody t o look a t the AFE, i f t h a t ' s 

not r i g h t . I t should have the r i g h t answer. 

Q. When you were t a l k i n g about the r i s k f a c t o r s of 

75 percent and 95 percent, don't those r i s k f a c t o r s assume 

t h a t there's a good wellbore t o be used? 
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A. The 95-percent r i s k i s from proved producing 

reserves, and t h a t i s p a r t of the r i s k . You don't g i v e i t 

a 100-percent value f o r the reserves, because i t could f a i l 

a t some p o i n t i n the f u t u r e . But s t a t i s t i c s have shown i n 

the past t h a t 95 percent of those reserves are going t o be 

recovered. 

And i t — You sometimes need t o f a c t o r i n , i s i t 

a brand-new w e l l t h a t you t h i n k i s going t o have a 3 0-year 

l i f e , or i s i t a w e l l t h a t has a 30-year l i f e but i t ' s i n 

year 29? 

So i t ' s 95 percent on an average, but t h e r e aire 

other f a c t o r s t h a t go i n t o i t . 

Q. Or i s i t a w e l l t h a t has channeling behind the 

cement and a l l of the problems t h a t were brought out — 

A. That could p o t e n t i a l l y — 

Q. — i n e a r l i e r testimony? 

A. I'm s o r r y . That could p o t e n t i a l l y increase the 

r i s k , i t sure could. 

I f you're doing an e v a l u a t i o n of a w e l l , an 

economic e v a l u a t i o n , you might have a mechanical r i s k 

f a c t o r . And i n t h a t s i t u a t i o n , i t might be higher. 

So I would consider t h a t s p e c i f i c s i t u a t i o n , i f 

you know i t t o e x i s t , more of a mechanical r i s k than a 

reserve r i s k . 

Q. Negotiations concerning formulas have been going 
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on f o r q u i t e some time. When was the f i r s t t h a t Premier 

gave an a l t e r n a t e formula? 

A. I don't know t h a t . We were contacted by Ken and 

Tom probably i n October. I t was November before I r e a l l y 

got through a l l the data and — 

Q. Last month? 

A. Right. — and t o l d them t h a t we f e l t l i k e we 

could help them. 

So i t took us roughly about a month t o come up 

w i t h the formula. I t h i n k i t took Yates and Exxon about 

t h r e e years. I t took us about a month. But t h a t ' s t he 

only time frame t h a t we were involved i n the p r o j e c t . 

Q. The rev i s e d f l o o d p a t t e r n s t h a t you are 

suggesting, what impact w i l l t h a t have on the time i n v o l v e d 

f o r p r e s s u r i n g up t h a t pressure, the C02 m i s c i b i l i t y ? 

A. Well, I confused the issue. The w e l l s t h a t we 

recommend moving are the p e r i p h e r a l C02 w e l l s . They're not 

inv o l v e d i n the w a t e r f l o o d a t a l l . The r e s e r v o i r w i l l be 

repressured d u r i n g the w a t e r f l o o d stage. 

The only p o i n t t h a t we're making t h e r e i s t h a t 

those w e l l s don't have t o be d r i l l e d i n the center of the 

t r a c t . They can be moved on the edge and capture more 

reserves. There w i l l be less o i l l e f t i n the ground. 

But those are a l l C02 w e l l s . That's why the 

f l o o d f a c t o r s were only increased on the C02 reserves. 
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That's the only w e l l s t h a t we've moving, are the C0 2 

capture w e l l s . 

Q. And moving those w e l l s would not have any impeict 

on the time involved f o r i n s t i t u t i n g a C02 flood? 

A. No. No, the w a t e r f l o o d w i l l have already — once 

we reach the -- I'm assuming once we reach the d e c i s i o n t o 

do the C02 f l o o d we w i l l have seen the e f f e c t of the 

w a t e r f l o o d , we w i l l have studied i t , we w i l l have known the 

r e s e r v o i r i s f l o o d a b l e , the r e s e r v o i r w i l l be above minimum 

m i s c i b i l i t y pressure. And a t t h a t p o i n t w e ' l l go t o 

another vote and decide t o do the C02 f l o o d . 

But a t t h a t p o i n t — our only — Our c o n t e n t i o n 

i s t h a t at t h a t p o i n t , when we decide t o do C02 , we're 

f r e e t o put the wellbores wherever we want. 

And I said we would only move the producers, but 

we'd probably also move the i n j e c t o r s t o be an equal 

distance between the two producers. So you might move them 

a l i t t l e b i t also. 

COMMISSIONER BAILEY: That's a l l I have. 

CHAIRMAN LEMAY: Commissioner Weiss? 

COMMISSIONER WEISS: Yeah, I have a couple. 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. You mentioned — Yesterday we heard t h a t Exxon 

estimated i t cost the maybe $500,000 t o perform a study of 
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t h i s . What do you t h i n k i t would cost your f i r m t o do such 

a study? 

A. I t would depend on how d e t a i l e d . We d i d a l o t of 

logs, a l o t of l o g a n a l y s i s , geologic i n t e r p r e t a t i o n . We 

probably wouldn't do the quarter p a t t e r n modeling; we'd 

probably want t o do more of a f u l l - f i e l d model i f we were 

going t o r e a l l y t r y t o p r e d i c t what's going t o happen. I'm 

going t o run away p o t e n t i a l c l i e n t s . I t could be several 

hundred thousand d o l l a r s . I t h i n k we could do i t f o r less 

than Exxon spent, but i t would be a l o t of money. 

And t h a t ' s why one of my f i r s t d e c isions was, do 

we s t a r t over or can we f i x t h i s ? 

Q. And as I understood i t from your answer t o 

Commissioner Bai l e y , your i n p u t t o t h i s t h i n g was l a s t 

month? 

A. I was reviewing the work t h a t had been done and 

t a l k i n g back and f o r t h w i t h Ken f o r the month before. But 

our i n p u t , as f a r as designing a new formula, was p r i m a r i l y 

over the l a s t month. 

Q. Do you t h i n k i t would have had more e f f e c t i f i t 

had been brought up i n 1994 or 1993? 

A. Let me make sure I understand — 

Q. Do you t h i n k your i n p u t would have — Obviously 

they d i d n ' t pay much a t t e n t i o n t o you, or you wouldn't be 

here today. 
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Would they have paid a t t e n t i o n t o you back i n 

1993 or 1994 i f you had been involved i n t h i s u n i t i z a t i o n 

process as i t went along, r a t h e r than coming i n a month 

ago? 

A. I haven't had any n e g o t i a t i o n s w i t h Exxon or w i t h 

Yates, and I should probably apologize f o r t a k i n g out the 

formula so l a t e . They got i t the day a f t e r I got i t , a f t e r 

I saw what we needed t o do. 

I would l i k e t o t h i n k t h a t i f we had been 

in v o l v e d , we could have impressed upon everybody t h a t t h i s 

formula, as i t i s , i s not f a i r . And I c e r t a i n l y would l i k e 

t o t h i n k t h a t Exxon would have l i s t e n e d , and Yates and MWJ. 

I said before, we have done work f o r Exxon i n the 

past. I would l i k e t o t h i n k they would l i s t e n . 

Q. And now i n the course of your review, d i d you — 

and you mentioned you had worked on the Parkway-Delaware 

w a t e r f l o o d . Did you come across any w a t e r f l o o d analogies 

i n the Delaware? Did you evaluate any? 

A. I t h i n k the Parkway i s the best analogy. I t ' s 

probably s i m i l a r s i z e , scale, scope. I can't t h i n k of any 

others t h a t I would consider t o be a good analogy. 

Q. How i s i t working? 

A. We have l o s t touch w i t h i t a l i t t l e b i t , but I 

have had discussions w i t h a g e o l o g i s t who was a working 

i n t e r e s t owner i n the u n i t , who t e l l s me t h a t i t ' s going 
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very w e l l , t h a t they are very pleased. Now, I don't know 

i f t h a t helps you, but they're happy. 

Q. Yeah, uh-huh. 

A. I don't have any numbers. 

Q. That's f i n e . You mentioned something about 

pressure on your graph or your p i c t u r e here t o show how 

pressure declines o f f s e t t i n g the producer, the pressure 

drawdown — 

A. Page 48? 

Q. Yeah. What's the c u r r e n t pressure on Tr a c t 6, 

c u r r e n t bottomhole pressure? 

A. I don't know of a pressure measurement. I do 

know t h a t there's been very l i t t l e r e s e r v o i r voidage on 

t h a t t r a c t . 

The Upper Brushy-Lower Cherry — I'm s o r r y , the 

Lower Cherry-Upper Brushy has never been produced on any of 

t h a t t r a c t . 

There's been a — some produc t i o n i n FV3, i n the 

upper p a r t of the Upper Cherry. There's never been any 

pr o d u c t i o n i n what we consider the lower p a r t of the Upper 

Cherry. 

I t ' s a long way of saying I don't know, but i t ' s 

not much below v i r g i n pressure, I wouldn't t h i n k , on t h a t 

t r a c t , unless we have very good communication w i t h the 

o f f s e t t r a c t s t h a t could have p o t e n t i a l l y drained or 
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reduced the pressure. 

Q. Let me see, and then w i t h o u t a w a t e r f l o o d or a 

C0 2 f l o o d , how much o i l do you t h i n k w i l l be recovered o f f 

of Tract 6? 

A. That's a very good question. I should have 

covered t h a t , because t h a t ' s another t h i n g we look a t as 

f a r as do we want t o be i n or not? 

I d i d look at the o f f s e t r e coveries of the t r a c t s 

o f f s e t t i n g the Premier acreage. We're 1109. I looked a t 

1111, 1113 — sor r y , 1311, 1511, 1711. 

And i f you look on page 43, i f you look a t the 

recovery f a c t o r s , under primary c o n d i t i o n s t h a t are 

p r e d i c t e d f o r those t r a c t s , the 4.5, the 6.3, the 5.08 and 

the 2.57, again on the t r a c t s j u s t east of ours — 

Q. What about t o the south? Did you f i g u r e t h a t 

one? 

A. I d i d n ' t f i g u r e t h a t one because i t wasn't i n the 

r e p o r t . This data was j u s t coming from the Exxon r e p o r t . 

But i f you assume — And again, we're t a l k i n g 

about t r a c t s w i t h s i m i l a r p o r o s i t y , s i m i l a r water 

s a t u r a t i o n . I f you assume those same reco v e r i e s of 

o r i g i n a l o i l i n place and apply i t t o the o i l i n place on 

the Premier t r a c t s , i n 1109 you get 152,000 b a r r e l s ; i n 

1309 you get 235,000; 1509 i s 181,000; and 1709 i s 80,000 

b a r r e l s . So the t o t a l i s 648,000. 
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Now, the reason I c a l c u l a t e d t h a t i s , I was 

wanting t o compare i t t o how many b a r r e l s the formula 

c r e d i t s Premier's t r a c t s w i t h , and t h a t ' s 489,000 b a r r e l s . 

So i t looked t o me by analogy these t r a c t s under primary 

c o n d i t i o n s alone could p o t e n t i a l l y produce 650,000 b a r r e l s 

i f they d i d j u s t what Exxon said they were going t o do next 

door. So t h a t ' s 160,000 b a r r e l s d i f f e r e n c e , and t h a t — 

Q. Well, what's the b i r d i n the hand? 

A. You have t o consider t h a t , and the question i s 

the FV3. I t was not d r i l l e d t o be a Delaware w e l l . 

Q. Well, was the one t o the south d r i l l e d p r o p e r l y , 

completed properly? 

A. I don't know the mechanical s i t u a t i o n of t h a t 

w e l l l i k e I do the FV3, but I know i t was not d r i l l e d as a 

Delaware w e l l . I t was d r i l l e d t o go deeper, a t a time when 

we d i d not know the problems associated w i t h d r i l l i n g 

through the Delaware. 

So t h a t would only lead me t o speculate, and I 

shouldn't do t h a t . I j u s t don't know about t h a t w e l l . 

COMMISSIONER WEISS: That's a l l my questions. 

Thank you. 

THE WITNESS: Thank you. 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Just a couple, Mr. Payne, since the word " f a i r " 
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has been used a number of times. You don't t h i n k the 

formula i s f a i r . I s t h a t — 

A. No, s i r . 

Q. — your " f a i r " or Mr. — Yates* " f a i r " or Exxon's 

" f a i r " or — can you — Let's f i g u r e the word " f a i r " . I t ' s 

been r a i s e d a number of times. We need a d e f i n i t i o n of i t . 

Do you want t o r e v e r t back, i f you would, t o t h a t 

— where you l i s t e d a l l those formulas. I t h i n k t h a t must 

be Number 41, page 41. 

A. Page 41. 

Q. Yeah. Have you been involved i n n e g o t i a t i o n s 

w i t h other — representing companies when they're — l i k e 

Parkway, when they're working on a formula f o r u n i t i z a t i o n ? 

A. We have, our f i r m has, I p e r s o n a l l y have. We, a 

l o t of times, don't get involved i n formula n e g o t i a t i o n . 

We are h i r e d t o do a study, t o determine whether or not the 

p r o j e c t i s f e a s i b l e , and we t y p i c a l l y l e t the working 

i n t e r e s t owners discuss the formula. We give them a sheet 

l i k e t h i s and say, you guys go decide what's f a i r . 

Q. So g e n e r a l l y t h e r e , the formula ends up being a 

product of n e g o t i a t i o n . Or does everyone agree what's 

f a i r ? 

A. I don't know i f everyone always agrees what's 

f a i r . I t h i n k there's compromise sometimes. And I t h i n k 

sometimes when you can't agree, you end up i n t h i s forum 
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here. So no, we don't always agree. 

Q. Do you know any examples where a r e g u l a t o r y body 

has set the formula on a u n i t agreement? 

A. We were involved i n a s i t u a t i o n over here 

r e c e n t l y where the formula was addressed, and r a t h e r than 

change the formula, changes were made i n the geology and 

the reserves. So I do know t h a t the NMOCD here j u s t 

r e c e n t l y has been involved i n a s i t u a t i o n l i k e t h i s , and 

t h a t was the one Mr. K e l l a h i n mentioned yesterday, the West 

Lovington-Strawn f i e l d . 

Q. But the formula stayed i n , i t ' s j u s t the science 

changed, d i d n ' t i t ? 

A. The formula stayed i n , the science changed, 

t h a t ' s c o r r e c t . 

CHAIRMAN LEMAY: The — I'm not sure i f t h a t 

one's reached — That wasn't appealed, was i t ? 

MR. KELLAHIN: No. Small p o i n t : Mr. Payne 

t e s t i f i e d a t t h a t hearing and proposed a formula — 

CHAIRMAN LEMAY: Uh-huh. 

MR. KELLAHIN: — and i t was r e j e c t e d by — 

CHAIRMAN LEMAY: Yeah, t h a t p e r i o d of time f o r 

appeal of t h a t order, I don't t h i n k — I haven't seen --

THE WITNESS: I don't t h i n k i t ' s going t o be 

appealed. 

CHAIRMAN LEMAY: I don't t h i n k i t ' s been 
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appealed, i s my p o i n t . 

MR. KELLAHIN: The p a r t i e s s e t t l e d between the 

two processes and kissed and made up. 

CHAIRMAN LEMAY: Yeah. 

MR. BRUCE: Mr. Chairman, Mr. K e l l a h i n and I were 

both i n v o l v e d i n t h a t , and i t wasn't appealed, of course. 

And t h a t one — The two main working i n t e r e s t owners, 

Charles G i l l e s p i e and Dalen resources, own 90 percent of 

the working i n t e r e s t between them, and the change t h a t was 

adopted by the Commission added two percent t o t h a t working 

i n t e r e s t . So they had very l i t t l e i n c e n t i v e t o appeal. 

Q. (By Chairman LeMay) Yeah, I was t r y i n g t o get 

i n t o a p o i n t of how these formulas are a r r i v e d a t , and I 

j u s t wondered. Since Mr. Payne was using the word " f a i r " 

and has mentioned some formulas, I j u s t wanted t o go i n t o 

t h a t a l i t t l e more, how these t h i n g s are a r r i v e d a t 

ge n e r a l l y . 

A. I can t e l l you t h a t I've been i n meetings when 

working i n t e r e s t owners a r r i v e d a t a formula i n less than 

15 minutes, and I've seen s i t u a t i o n s where i t takes years. 

So I don't know i f there i s a — 

Q. Are they negotiated, then, g e n e r a l l y , even 15 

minutes, or i s i t j u s t — 

A. They — Yeah, I guess you would use the word 

"negotiated", and they a r r i v e a t something t h a t i s f a i r , . 
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Q. And f a i r , okay. 

A. Let roe say t h a t I t h i n k t h i s i s a benchmark 

f i e l d . We do have the Parkway Delaware i n the area, but 

t h i s i s a f i e l d t h a t h o p e f u l l y i s going t o work under 

w a t e r f l o o d , h o p e f u l l y i s going t o work under C02. 

And I t h i n k the next time we have one of these 

they're going t o be asking, What d i d you do i n the Avalon? 

And i t ' s something f o r you t o consider s e r i o u s l y , as I know 

you w i l l , and I t h i n k t h a t t h i s formula i s a b e t t e r way t o 

do i t . 

Q. Didn't you say Parkway had no C02 component? 

A. I t was based purely on recoverable o i l , and t o 

the best of my r e c o l l e c t i o n t h a t d i d not i n c l u d e C02. 

Q. Because the reserves here, I mean, the o i l i n 

place and what's been t a l k e d of reserves, the C02 j u s t 

overbalances everything else. 

A. Yeah — 

Q. To me, i t appears t h a t — i f you look a t the 

numbers --

A. You're e x a c t l y r i g h t , and t h a t ' s why we're not 

too concerned about them not w a t e r f l o o d i n g the t r a c t . I 

mean, otherwise t h a t would be a much bigger issue. 

But the — we have t h i n g s — At the A p r i l , 1994, 

working i n t e r e s t owner meeting, t h e r e was a handout. We 

d i d n ' t pass i t out. But according t o Exxon the p r i z e i s 
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the C02 p r o j e c t . You know, the reserves f o r the w a t e r f l o o d 

— i f you r i s k those reserves at an ap p r o p r i a t e r i s k f a c t o r 

and do a r i s k a n a l y s i s of the w a t e r f l o o d , you might not do 

i t . You might not do i t . 

Exxon's probably got b e t t e r places t o spend t h e i r 

money. I f you — You know, we're l o o k i n g a t the p o t e n t i a l 

of C02 here. 

Q. And you mentioned i t again, page 41. What I 

wanted t o ask i s , you l i s t 13 f a c t o r s t h e r e , and depending 

on how you weight those f a c t o r s I assume one p a r t y may 

consider i t f a i r — Example, i t doesn't take a PhD i n 

mathematics t o look a t t h a t t h i r d one. O i l p r o d u c t i o n of 

the second one, cumulative o i l , i f you weight those heavy, 

or weight them a t a l l , t h a t reduces, and we've — a l l the 

formulas we've seen increases Premier's p a r t i c i p a t i o n . 

But i f you weigh h e a v i l y a cumulative o i l f a c t o r 

t h a t ' s going t o reduce your p a r t i c i p a t i o n , i s n ' t i t ? 

A. I t would. That's why I s a i d I t h i n k t h e r e are 

two t e s t s . What — How are the f u t u r e b a r r e l s produced 

from each t r a c t compensated f o r i n the formula? This 

compensates f o r them. And also, what could a t r a c t do on 

i t s own? And we see t h a t the Exxon formula f a l l s s h o r t on 

t h a t . 

So I t h i n k those are the two t e s t s . And we've 

t r i e d t o come up w i t h a formula t h a t gives a reasonable, 
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f a i r treatment t o each t r a c t . 

CHAIRMAN LEMAY: Thank you. 

THE WITNESS: Thank you. 

CHAIRMAN LEMAY: Commissioner Weiss has another 

one. 

THE WITNESS: Okay. 

FURTHER EXAMINATION 

BY COMMISSIONER WEISS: 

Q. One more question, p r e t t y basic. How important 

i s a C02 f l o o d t o Mr. Jones --

A. I don't — 

Q. — i n your estimation? 

A. I don't know i f I could answer t h a t . I t h i n k 

i t ' s — 

MR. KELLAHIN: May I suggest t h a t i f the 

Commissioner would l i k e t o r e c a l l Mr. Jones, l e t ' s put t h a t 

question t o him. 

COMMISSIONER WEISS: You bet, he can speak r i g h t 

t h e r e i f you don't mind. 

THE WITNESS: Well, I t h i n k — 

MR. KELLAHIN: Speak up, Ken. 

MR. JONES: Excuse my co l d . I t h i n k i n t h r e e 

years i t ' s something t h a t ' s — a f t e r the C02 t e s t s are 

done, i t ' s going t o be a reasonable t h i n g t o look a t , a t 

t h a t time. 
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But r i g h t now i t ' s not. And as we got 

testimony — we — You know, the p o t e n t i a l primary behind 

our t r a c t s i s th e r e . I s i t — 

COMMISSIONER WEISS: So my question was, C02 

f l o o d i n g i s not important t o you? 

MR. JONES: I t h i n k i t could be very important i n 

the f u t u r e , i n three or four years. 

COMMISSIONER WEISS: Thank you. 

THE WITNESS (MR. PAYNE): Can I say, from a 

re s e r v o i r - e n g i n e e r i n g standpoint and an o i l - r e c o v e r y 

s t a n d p o i n t , i t ' s obviously very important. 

COMMISSIONER WEISS: Thank you. 

CHAIRMAN LEMAY: A d d i t i o n a l questions of the 

witness? I f not, he may be excused. 

Are we — 

MR. BRUCE: I would ask permission t o put up Mr. 

C a n t r e l l f o r about f i v e minutes of r e b u t t a l . 

CHAIRMAN LEMAY: Okay. 

MR. CARR: May i t please the Commission, I would 

also l i k e t o c a l l Dr. Boneau. 

CHAIRMAN LEMAY: Okay, l e t ' s take about f i v e 

minutes. 

(Thereupon, a recess was taken a t 2:45 p.m.) 

(The f o l l o w i n g proceedings had a t 2:57 p.m.) 

CHAIRMAN LEMAY: We'll resume. 
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Mr. Bruce? 

MR. BRUCE: Mr. Chairman, i f I could, I ' d l i k e t o 

r e c a l l Mr. C a n t r e l l , and I ' d l i k e the record t o r e f l e c t he 

was p r e v i o u s l y sworn and q u a l i f i e d as an expert g e o l o g i s t . 

CHAIRMAN LEMAY: Okay. 

DAVID L. CANTRELL (Recalled), 

the witness h e r e i n , having been p r e v i o u s l y duly sworn upon 

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

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Mr. C a n t r e l l , you've been here l i s t e n i n g t o 

Premier's witnesses, haven't you? 

A. Yes, I have. 

Q. And you heard some discussion about the FV3 w e l l 

and the s t a t e of t h a t w e l l and whether or not i t ' s damaged, 

haven't you? 

A. Yes, I have. 

Q. Let's get on t o t h a t . Could you i d e n t i f y your 

E x h i b i t 4 0 and discuss what t h a t shows f o r the Commission? 

A. Okay, E x h i b i t 4 0 i s a produc t i o n p l o t from the 

w e l l we keep discussing here, the Eddy FV State Number 3, 

the FV3 w e l l , and i t simply shows r a t e versus time f o r o i l 

p r o d u c t i o n , f o r water production, and then a t h i r d one f o r 

water c u t . The o i l r a t e i s shown i n green, the green l i n e 

t h e r e . The blue l i n e i n d i c a t e s the water p r o d u c t i o n . The 
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red l i n e shows water cut. 

Just q u i t e simply, t h i s e x h i b i t i s meant t o k i n d 

of i n d i c a t e the production h i s t o r y of t h i s w e l l . The 

yel l o w box i n the f r o n t end of t h i s p l o t i n d i c a t e s the 

e a r l y time h i s t o r y of t h i s w e l l , when they were doing q u i t e 

a l o t of t e s t i n g of the w e l l , j u s t t o give you some more 

d e t a i l e d i n f o r m a t i o n about how i t was making — about the 

k i n d of r a t e s i t was making. 

You can see t h a t the w e l l f i r s t came on l i n e a t 

the end of A p r i l , e a r l y May, 1984, and de c l i n e d out through 

time. Last reported production t h a t I have records of i s 

A p r i l , 1986. The t o t a l production from t h i s w e l l i s 5.1 

thousand b a r r e l s of o i l . 

This i s j u s t t o show you k i n d of the h i s t o r y of 

the w e l l . This i s q u i t e a t y p i c a l p r o d u c t i o n p l o t , two-

r a t e d e c l i n e f o r Avalon w e l l s . 

Q. So the production d e c l i n e before the workover i s 

normal f o r an Avalon well? 

A. Yes, yes. 

Q. Okay. And does t h i s also show t h a t a f t e r the 

workover the water production r a t e declined? 

A. Yeah. I should p o i n t out t h a t t h e r e was — i n 

the yellow i n s e t box, the e a r l y time p o r t i o n of t h i s w e l l , 

t h e r e was another recomplete attempt above the Downlap 

surface, which u l t i m a t e l y produced no o i l , but i t d i d 
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i n t e r r u p t o i l production through t h a t time. 

O i l production before and a f t e r t h a t recomplete 

attempt was b a s i c a l l y s i m i l a r . Water r a t e s are b a s i c a l l y 

s i m i l a r . I n f a c t , through time, i f you look a t the long -

term h i s t o r y of t h i s w e l l , water r a t e has b a s i c a l l y 

d e c l i n e d through time. 

Q. I s there any evidence of the Upper Cherry Canyon 

workover causing any problems w i t h t h i s w e l l ? 

A. I see no evidence of t h a t recomplete causing a 

problem. 

Q. Are there any w e l l r e p o r t s t h a t might have been 

f i l e d w i t h the D i v i s i o n or elsewhere t h a t i n d i c a t e d t h e r e 

were any problems w i t h t h i s well? 

A. Not t o my knowledge. 

Q. What's E x h i b i t 41? 

A. E x h i b i t 41, then, i s a comparison of the 

pro d u c t i o n h i s t o r y — and t h i s time we're j u s t l o o k i n g a t 

o i l r a t e — of the FV State Number 3 w i t h i t s nearest 

o f f s e t t o the south, the C i t a d e l ZG1 pr o d u c t i o n . 

This w e l l — We a l l agree t h a t the FV3 and the 

ZG1 look f a i r l y s i m i l a r , are analogous g e o l o g i c a l l y . What 

we're showing here i s , then, an o i l - r a t e - v e r s u s - c u m u l a t i v e -

o i l p l o t of the FV3 and the C i t a d e l — the ZG1 w e l l t h e r e 

t o the south. The ZG1 production i s shown i n green, and 

the FV3 production i s shown i n red, so t h a t the red l i n e on 
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f i g u r e — on E x h i b i t 41 i s the same as the green l i n e on 

E x h i b i t 40. 

This e x h i b i t was o r i g i n a l l y put together i n June 

of 1995, q u i t e a few months ago. B a s i c a l l y what i t shows 

i s t h a t p r o d u c t i o n from the ZG1 i s on t r e n d , i s e x a c t l y — 

or i s very s i m i l a r t o the production behavior f o r the FV3. 

Since t h i s time, we've had some f u r t h e r 

p r o d u c t i o n , and the ZG1 production t r e n d i s r i g h t along the 

same t r e n d as the FV3 w e l l . 

So not only, then, are they analogous 

g e o l o g i c a l l y — I t h i n k we a l l agree on t h a t — but i t 

appears t h a t the production, the o i l p r o d u c t i o n from these 

two w e l l s i s p r e t t y analogous also. The ZG1 doesn't appear 

t o have any completion problems, as we've been informed the 

FV3 has. 

I might also add t h a t water r a t e s f o r these two 

w e l l s are also f a i r l y s i m i l a r . 

Q. When you say informed about completion problems 

on the FV3, you're t a l k i n g about the statements of 

Premier's witnesses? 

A. Testimony I've heard today. 

Q. Mr. Hanson, Premier's g e o l o g i s t , got up and 

discussed the mud log on the FV3 w e l l . Do you agree w i t h 

Mr. Hanson? 

A. Well, not e x a c t l y . 
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Q. Okay, and could you discuss t h a t ? And I ' d r e f e r 

you t o your E x h i b i t 42. 

A. I f y o u ' l l take a look a t E x h i b i t Number 42, t h i s 

i s a depth p l o t , again f o r the Eddy FV State Number 3, the 

FV3 w e l l , and i t shows several of the raw w i r e l i n e l o g 

curves t h a t we used i n the g e o l o g i c a l and v o l u m e t r i c 

modeling t h a t we d i d , as w e l l as some of the c a l c u l a t e d 

parameters t h a t we derived. 

Just t o k i n d of b r i e f l y describe t h i s e x h i b i t 

f i r s t o f f , the f i r s t t r a c k on the l e f t i s gamma ray. Next 

i s the depth t r a c k . W i t h i n t h a t depth t r a c k are annotated 

only the depths, but also on the ri g h t - h a n d side are the 

p e r f o r a t e d i n t e r v a l s there. 

The next t r a c k i s r e s i s t i v i t y . The t r a c k a f t e r 

t h a t , as you go t o the r i g h t , i s e f f e c t i v e — i s c a l c u l a t e d 

water s a t u r a t i o n . F i n a l l y , the t r a c k on the extreme r i g h t -

hand corner of t h i s e x h i b i t i s p o r o s i t y . 

What I've done, then, i s using standard l a g g i n g 

techniques, I came up w i t h a l i t t l e d i f f e r e n t answer than 

Mr. Hanson d i d . I ended up lagging the show up about 11 

f e e t from i t s d r i l l depth l o c a t i o n . And I've annotated 

where I would put those shows on t h i s , and you can see i t 

drawn i n red th e r e , on — I guess i t ' s the f o u r t h depth 

t r a c k over, f o u r t h t r a c k over. 

And you can see i n the s o r t of o v e r a l l gross 
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i n t e r v a l i n question here, there's r e a l l y two major and 

maybe another s u b s i d i a r y mud-log show t h e r e . When you l o g 

i t the way t h a t I've done here, you can see i t f i t s i n 

q u i t e n i c e l y w i t h the other i n f o r m a t i o n t h a t we have 

a v a i l a b l e . 

For example, i f you compare i t t o the water 

s a t u r a t i o n s t h a t you've c a l c u l a t e d from the w i r e l i n e logs, 

you can see t h a t both of those areas of gas show f i t i n 

p r e t t y w e l l w i t h low c a l c u l a t e d water s a t u r a t i o n s . I n 

f a c t , t h a t upper mud log show f i t s i n q u i t e n i c e l y w i t h 

what t u r n s out t o be the highest o i l s a t u r a t i o n , t he lowest 

water s a t u r a t i o n s t h a t ' s c a l c u l a t e d i n the e n t i r e w e l l . 

Also, I should note on here, l e t me back up and 

say t h a t i t ' s hard t o v i s u a l i z e , but there's — Just above 

what's i n d i c a t e d as 2800 on the depth t r a c k , j u s t above 

t h a t there's a l i n e w i t h a very small typed "UCHB". That's 

the base of the Upper Cherry Canyon. Moving on up the 

depth t r a c k , 2700 and j u s t above t h a t i s a l i n e annotated 

"UCHM". And f i n a l l y the next l i n e annotated above t h a t i s 

the Upper Cherry Downlap. So the UCHB l i n e i s b a s i c a l l y 

the base of the Upper Cherry. 

The p o i n t here i s , the way I would l a g t h i s show 

i s t o — r e s u l t s i n t h i s mud-log show being e n t i r e l y w i t h i n 

the Upper Cherry Canyon i n t e r v a l . I t corresponds q u i t e 

w e l l , then, w i t h c a l c u l a t e d water s a t u r a t i o n s . 
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I f y o u ' l l note also, i t corresponds also w i t h the 

completion data. I f y o u ' l l look over i n the depth t r a c k , 

i f you see the l i t t l e open boxes t h e r e , those are the 

i n t e r v a l s t h a t Gulf a c t u a l l y p e r f o r a t e d . So c l e a r l y Gulf 

f e l t t h a t t h i s was probably the way t h i s l o g should be 

lagged as w e l l . So we f e e l t h i s s o r t of scenario, t h i s 

s o r t of technique, i s probably c o r r e c t . 

These lower mud-log shows, they are d e f i n i t e l y on 

the mud l o g , on t h i s u n c a l i b r a t e d , unmanned mud-log show 

t h a t Premier was t a l k i n g about e a r l i e r . They — Apparently 

Gulf again d i d n ' t f e e l they were worthy of t e s t i n g , and 

apparently Premier doesn't e i t h e r , since they've had the 

w e l l f o r f i v e years and haven't done anything about t h a t . 

Q. Now, Mr. Hanson submitted h i s E x h i b i t s 5 and 5A, 

some raw data. Who provided t h a t data t o Premier? 

A. I d i d . 

Q. One f i n a l issue, Mr. C a n t r e l l . When Dr. Jones 

was t e s t i f y i n g , he mentioned t h a t i t looked l i k e i n c e r t a i n 

of h i s w e l l s there was — there were other zones which may 

be p r o d u c t i v e i n the Delaware on h i s acreage. 

Outside of the two main pay zones t h a t you 

discussed, I t h i n k i n E x h i b i t 16 of your testimony, d i r e c t 

testimony, are there other productive zones i n t h i s pool? 

A. The answer i s yes. L o c a l l y t h e r e are other 

s m a l l , p r o d u c t i v e i n t e r v a l s around the area and even w i t h i n 
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the u n i t i z e d area t h a t we've proposed. There's a couple of 

g e n e r a l i z a t i o n s you can make about a l l of them, though. 

I n p a r t i c u l a r , the one they're i n t e r e s t e d i n i s 

i n the Lower Brushy Canyon. I f you a c t u a l l y look a t w e l l -

t e s t i n f o r m a t i o n around the pool, the Lower Brushy Canyon 

has been t e s t e d a t l e a s t 15 times. The maximum pr o d u c t i o n , 

maximum cumulative production from any of these w e l l s i s 

less than 12,000 b a r r e l s of o i l . The average of the 

successful t e s t s was j u s t under 8000 b a r r e l s of o i l 

cumulative production from these zones. 

Q. Are these zones continuous across the pool? 

A. No, they're small, they're s t r a t i g r a p h i c a l l y 

discontinuous and i s o l a t e d , as much as 600 t o 700 f e e t 

a p a r t , v e r t i c a l l y . So they would probably not be very good 

candidates f o r a w a t e r f l o o d or a C02 f l o o d . 

Q. Okay. F i n a l l y , l e t me show you — This i s Mr. 

Payne's E x h i b i t 9, j u s t the very f i r s t page. I t ' s 

a c t u a l l y , I t h i n k , Mr. Hanson's geologic map. 

When he was discussing u n i t o u t l i n e , down toward 

the southwest corner of the u n i t — I can't t e l l e x a c t l y ; 

i t looks l i k e there's a w e l l i n the — What would t h a t be? 

The northwest quarter of the southwest q u a r t e r of Section 

36? 

A. Okay. 

Q. And i t looks l i k e i t has a dryhole mark. What i s 
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t h a t w ell? 

A. Yeah, t h a t w e l l i s a w e l l operated by MWJ. I t ' s 

the GW State Number 2 w e l l . This w e l l TD'd — I t was 

d r i l l e d as a Delaware t e s t . I t TD 1d a t the top of the Bone 

Spring, and i t was a dryhole. 

MR. BRUCE: Thank you, Mr. C a n t r e l l . 

At t h i s time, Mr. Chairman, I would move the 

admission of Exxon's E x h i b i t s 4 0 through 42. 

CHAIRMAN LEMAY: Without o b j e c t i o n , those 

e x h i b i t s w i l l be i n t o the record. 

Mr. Carr? 

MR. CARR: I have no questions. 

CHAIRMAN LEMAY: Mr. Kellahin? 

MR. KELLAHIN: Thank you, Mr. Chairman. 

CROSS-EXAMINATION 

BY MR. KELLAHIN: 

Q. When we're looking a t these hydrocarbon pore 

volume maps t h a t you prepared, Mr. C a n t r e l l , you were 

dis c u s s i n g w i t h Mr. Bruce the EP Number 2 w e l l , which i s — 

I'm s o r r y , t h a t ' s the EP3. The EP3 i s the one on the 

nor t h e r n boundary — 

A. I'm so r r y , could I — 

Q. — of the u n i t ? 

A. — could I get a map? 

Q. Are you w i t h me? 
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A. Uh-huh. 

Q. Up no r t h of the EP7, which i s the Yates w e l l i n 

1111 — 

A. Uh-huh. 

Q. — outside of the u n i t i s the EP3. 

A. Yes. Mr. Bruce and I weren't t a l k i n g about t h a t 

w e l l ; we were t a l k i n g about the GW2 w e l l . 

Q. A l l r i g h t . When you look a t the EP3 w e l l — 

A. Okay. 

Q. - - o n t h i s d i s p l a y --

A. Correct. 

Q. — t h a t ' s given hydrocarbon pore volume thickness 

i n the Upper Cherry Canyon t h a t i s outside the c u r r e n t 

n o r t h e r n boundary of t h a t proposed u n i t , i s i t not? 

A. That's r i g h t , t h a t ' s r i g h t . 

Q. Do you know what i t produces out of c u r r e n t l y ? 

A. I t produces out of the Lower Brushy. 

Q. Do you have any idea what the cum i s on t h a t 

w e l l ? 

A. I t ' s about 30,000 b a r r e l s . 

Q. How does t h a t r e l a t e t o t h i s 12,000 or 8000 

c r i t e r i a i n terms of production? 

A. The 12,000 b a r r e l s of o i l i s the l a r g e s t 

cumulative production from the Lower Brushy Canyon i n s i d e 

the i n t e r v a l . 
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Q. Yet outside the u n i t on t h a t boundary — 

A. That's — 

Q. — we've got great production? 

A. That's c o r r e c t . I n f a c t , i f you look over a t the 

GW1, t h e r e are other w e l l s around t h a t produce from t h i s 

zone. But they're g e n e r a l l y d i f f e r e n t — They're d i f f e r e n t 

from what we're t a l k i n g about f l o o d i n g . 

Q. A l l r i g h t . 

A. They're i s o l a t e d . The GW1 i s separated from the 

main pay by the GW2 which i s a dryhole. 

Q. W i t h i n the u n i t area, then, f o r the Delaware 

fo r m a t i o n , t h a t i s g e t t i n g u n i t i z e d ? 

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

Q. You're s u b j e c t i n g the f l o o d t o what? Everything? 

What r e s e r v o i r s are t o be flooded? 

A. We are s u b j e c t i n g — The i n t e r v a l s we're 

proposing t o f l o o d are the main pay zones. These are the 

zones t h a t c o n t a i n the vast bulk of the reserves. That was 

the p o i n t of my e a r l i e r comments. 

Q. A l l r i g h t . Are you suggesting t o the Commission 

t h a t t h e r e i s a b s o l u t e l y no value f o r any of the other 

zones w i t h i n the u n i t i z e d i n t e r v a l ? 

A. The p o i n t of my comments was t o i n d i c a t e t o the 

Commission t h a t yes, there i s other p r o d u c t i o n around. But 

i s i t economically viable? E s p e c i a l l y , i s i t something 
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t h a t you would want t o go a f t e r f o r a w a t e r f l o o d or C02 

flood? 

Q. I've not made myself c l e a r , Mr. C a n t r e l l . W i t h i n 

the u n i t — 

A. Uh-huh. 

Q. — you've got e x i s t i n g wellbores. Those 

wellbores and t h a t l o g i n f o r m a t i o n gives you the 

o p p o r t u n i t y f o r o i l recovery outside of the r e s e r v o i r s 

being c r e d i t e d w i t h i n the Exxon book? 

A. I f there i s c u r r e n t production or cumulative 

p r o d u c t i o n from other w e l l s , I mean, t h a t ' s given c r e d i t . 

Q. I guess my p o i n t i s , and I t h i n k you and I are 

agreeing, the formula ignores a l l those other zones i n 

determining value. 

A. What i t ignores i s — What i t says i s t h a t those 

other zones are not good candidates f o r w a t e r f l o o d i n g or 

C02 f l o o d i n g . They're not good candidates i n terms of 

t h e i r d i s c o n t i n u i t y , i n terms of t h e i r reserves, i n terms 

of the o i l volume t h a t they contain. 

Q. Yeah, t h a t ' s not i n the formula? The formula 

makes assessments of r i s k and weighted f a c t o r s based upon 

the Upper Cherry Canyon and t h i s Upper Brushy Canyon. I t 

makes no judgment about any other zone? 

A. I'm not an expert on the formula. I'm j u s t 

t r y i n g t o simply t e l l you which zones are good candidates 
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f o r w a t e r f l o o d i n g and which zones aren't. 

Q. The judgment was made by Exxon t h a t i n the 

formula i n terms of d e r i v i n g r e l a t i v e value t o use only the 

Upper Cherry Canyon as we've discussed and t h i s Upper 

Brushy Canyon, t h a t ' s i t ? 

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

Q. A l l r i g h t . You discussed i n E x h i b i t 4 0 t h i s FV3 

w e l l . I s i t your r e s p o n s i b i l i t y t o make decisions about 

water channeling and workover p o t e n t i a l of wells? 

A. No, the whole p o i n t of t h i s , Mr. K e l l a h i n — I'm 

not an expert on f r a c height or any of t h a t s o r t of t h i n g . 

The whole p o i n t of t h i s was j u s t t o show you what t h i s w e l l 

has a c t u a l l y done. 

Q. A l l r i g h t , we're t a l k i n g engineering — 

A. We're t a l k i n g production. We're not t a l k i n g 

engineering or geology — 

Q. Well, l e t ' s — 

A. — we're t a l k i n g production data. 

Q. Let's t a l k about geology i n terms of the water. 

Does Exxon have cores of t h i s Upper Cherry Canyon i n t e r v a l ? 

A. Yes, i t does. 

Q. What d i d you c a l c u l a t e t o be the 1^ f o r the Upper 

Cherry Canyon? 

A. I t ' s i n the r e p o r t . The value i s l i k e .04 or 

something l i k e t h a t . 
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Q. E x h i b i t 4 0 — 

A. Yes, s i r . 

Q. — i t ' s got c o l o r codes on here. We've got a 

water r a t e . Okay? We've got an o i l r a t e down here. The 

water cut i s i n red, i s i t not? 

A. That's r i g h t . 

Q. And what's the scale used t o p o s i t i o n t h a t water 

cut on the display? 

A. Well, t h a t ' s the scale shown on the d i s p l a y . I n 

other words, water cut from the beginning i s very h i g h , 

very close t o 100 percent. 

Q. And how were you able t o p l o t t h a t water c u t as 

demonstrated on E x h i b i t 4 0? 

A. I'm sorr y , I don't — 

Q. Where d i d the data come from t o get the water cut 

t o put on here? 

A. I t was c a l c u l a t e d . 

Q. A l l r i g h t , and then the p l o t represents what, 

s i r ? The water cut over time? 

A. The p l o t represents the o i l r a t e over time, the 

water r a t e over time, and those are d i r e c t measurements. 

And then c a l c u l a t e d from those two, you can c a l c u l a t e a 

water c u t . 

Q. Did you c a l c u l a t e t h i s water cut? 

A. Well, yes. 
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Q. You're the one t h a t put the red l i n e on here? 

A. Well, I d i d n ' t p h y s i c a l l y draw t h a t — 

Q. No, s i r , but your work product r e s u l t e d i n t h a t 

l i n e being drawn on t h i s display? 

A. Yes. 

MR. KELLAHIN: A l l r i g h t . No f u r t h e r questions, 

Mr. Chairman. 

CHAIRMAN LEMAY: Questions, Commissioner Bailey? 

Commissioner Weiss? 

COMMISSIONER WEISS: No questions. 

CHAIRMAN LEMAY: I have no none. Thank you. 

THE WITNESS: Thank you. 

MR. BRUCE: I have nothing f u r t h e r , Mr. Chairman. 

MR. KELLAHIN: A l i t t l e housekeeping chore, Mr. 

Chairman, w h i l e we wa i t f o r Mr. Carr t o r e c a l l Dr. Boneau. 

I have neglected t o introduce two e x h i b i t s f o r 

the record. 

E x h i b i t 10 i s Mr. Payne's temperature survey, 

which he discussed i n a s s o c i a t i o n w i t h h i s engineering 

book. We would move the i n t r o d u c t i o n of E x h i b i t 10. 

I n a d d i t i o n , I have taken Mr. Hanson's hand 

drawing, where he described and i l l u s t r a t e d h i s geologic 

d i s c u s s i o n , and marked t h a t as Premier E x h i b i t 11. We 

would request your permission t o have those admitted 

f o r m a l l y i n t o the record a t t h i s time. 
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CHAIRMAN LEMAY: Okay, those e x h i b i t s w i l l be 

admitted i n t o the record. Thank you, Mr. K e l l a h i n . 

Mr. Carr? 

MR. CARR: May i t please the Commission, a t t h i s 

time I would l i k e t o r e c a l l Dr. Boneau and request t h a t the 

record r e f l e c t Dr. Boneau remains under oath and t h a t h i s 

c r e d e n t i a l s as a r e s e r v o i r engineer have been accepted and 

made a matter of record. 

CHAIRMAN LEMAY: Fine, so noted. 

DAVID F. BONEAU (Recalled). 

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

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

DIRECT EXAMINATION 

BY MR. CARR: 

Q. Dr. Boneau, you were present when Ms. B a i l e y 

asked Mr. Payne questions about the impact of r e l o c a t i n g 

c e r t a i n w e l l s during the C02 f l o o d of t h i s p r o j e c t , were 

you not? 

A. Yes, s i r . 

Q. Her questions were d i r e c t e d a t the impact of 

r e l o c a t i n g these w e l l s on the t i m i n g of implementation of 

C02. I n your o p i n i o n , w i l l moving these w e l l s have other 

impacts on the C02 f l o o d i n the Avalon-Delaware Pool? 

A. Yes, and I hope t h a t I could demonstrate t h a t i n 

a b r i e f p e r i o d of time. The e s s e n t i a l p o i n t i s , t h e r e i s 
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no f r e e lunch. You don't get something f o r n o t h i n g by 

moving those w e l l s out. I ' l l attempt t o draw t h i s 

s i t u a t i o n . 

I'm attempting t o draw the f o u r Premier t r a c t s 

and the adjacent f o u r Yates t r a c t s , a p a r t of the 

r e s e r v o i r , t o t r y t o i l l u s t r a t e the idea. And the w e l l s 

t h a t e x i s t , f o u r Yates w e l l s — and the Premier w e l l i s 

about here. 

What Exxon i s proposing i s — and t h i s i s i n the 

C02 stage — i s t o d r i l l an i n j e c t o r here and d r i l l a 

producer on the Premier acreage, roughly t h e r e . And you 

w i l l not recover any of t h i s o i l out t o the west. 

What Premier suggests i s moving these w e l l s , t h i s 

edge w e l l , c l o s e r t o the boundary and thereby accessing the 

o i l i n t h i s 3 3 0-foot s t r i p between the Exxon-proposed 

l o c a t i o n and the Premier-proposed l o c a t i o n , and then a t the 

same time moving t h i s i n j e c t o r west. And what he a c t u a l l y 

showed was so t h a t the r e l a t i v e distance between the 

i n j e c t o r and producer out i n the Premier acreage would be 

s i m i l a r . Now, he maybe i s n ' t t i e d t o t h a t , but you would 

move t h i s i n j e c t o r west i n order t o access t h i s w e l l . 

Fine. 

But what happens, and what he d i d n ' t go i n t o , 

whatever, what he d i d n ' t go i n t o was t h a t you h u r t the 

s i t u a t i o n over here. You've moved t h i s i n j e c t o r f u r t h e r 
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away from the Yates producers, and the r e s u l t of t h a t i s 

t h a t you're going t o get a less e f f i c i e n t recovery i n here, 

on the Yates Acreage, i n order t o get more recovery on the 

Premier acreage. You're j u s t going t o be — Your sweep 

e f f i c i e n c y i s the word the engineer would use, but your 

sweep e f f i c i e n c y on the Yates acreage i s going t o be h u r t , 

and t h a t ' s where the f r e e lunch goes away. And b a s i c a l l y , 

t h a t ' s the whole p o i n t . 

Now, we're not going t o go i n t o numbers, but you 

do lose recovery on the Yates acreage i n order t o 

accomplish the t h i n g s t h a t Mr. Payne suggested i n moving 

these w e l l s out. And k i n d of hidden i n h i s assumptions was 

t h a t t h i s e f f i c i e n c y on the Yates would remain the same, 

and i n t r u t h — I'm sure everybody agrees t h a t i t won't. 

Q. And Dr. Boneau, the area where you're going t o 

have a less e f f i c i e n t sweep, i s t h a t not i n a b e t t e r 

p o r t i o n of the r e s e r v o i r than moving f u r t h e r t o the west, 

f u r t h e r t o the edge of the r e s e r v o i r ? 

A. Yes, t h a t ' s c o r r e c t . The thickness and the 

p r o d u c t i o n , et cetera, on the Yates acreage i s s u p e r i o r t o 

what's on Premier, so you're h u r t i n g your recovery i n a 

b e t t e r p a r t of the r e s e r v o i r i n order t o improve i t on the 

edge. 

Q. Now, Dr. Boneau, you were present, were you not, 

when Mr. Weiss asked Mr. Payne questions about h i s 
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a n a l o g i z i n g the p o t e n t i a l f o r the Premier t r a c t w i t h 

o f f s e t t i n g w e l l s east of the Premier t r a c t , were you not? 

A. Yes, I've been here. 

Q. And also you were present when Mr. Weiss asked 

questions about the w e l l due south of the FV Number 3 w e l l , 

were you not? 

A. Yes, I was here f o r t h a t . 

Q. The w e l l due south of the FV Number 3, i s t h a t 

the C i t a d e l ZG Number 1 well? 

A. Yeah, t h a t ' s the Yates w e l l w i t h t h a t name. 

Q. And t o what formation was t h a t w e l l o r i g i n a l l y 

proposed? 

A. That w e l l was permitted as a Delaware w e l l , and 

i t was d r i l l e d as a Delaware w e l l . When Yates reached the 

bottom of the Delaware, the logs were so discouraging t h a t 

we deepened i t a r e l a t i v e l y short way i n t o the Bone Spring 

and ran pipe and made a poor Bone Springs producer, which 

has since been recompleted back t o a poor Delaware 

producer, l i k e we sai d , but --

Q. How poor? How poor i s the w e l l i n the Delaware? 

A. The w e l l i s now making 7 o i l and 2 00 water, and 

i t has the production t h a t you j u s t saw from Mr. C a n t r e l l . 

Q. And t h i s i s the immediate south o f f s e t t o the FV 

Number 3? 

A. Yes, s i r , t h a t ' s c o r r e c t . 
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MR. CARR: That's a l l I have. 

CHAIRMAN LEMAY: Thank you. 

Mr. Bruce? No questions? 

MR. BRUCE: No, s i r . 

CHAIRMAN LEMAY: Mr. Kellahin? 

MR. KELLAHIN: Just a few p o i n t s , Mr. Chairman. 

CROSS-EXAMINATION 

BY MR. KELLAHIN: 

Q. Dr. Boneau, f o r the w e l l you've j u s t described, I 

t h i n k I have found i t i n Tract 1711. I'm s o r r y , j u s t a 

minute. Where i s i t ? Oh, no, t h i s i s the 19 09 w e l l . 

You're l o o k i n g a t the — I've l o s t t r a c k of my w e l l numbers 

here. VG1, i s i t ? 

A. ZG1. 

Q. ZG1. 

A. ZG1. 

Q. ZG1. What are your for e c a s t s of what t h a t w e l l 

i s going t o recover? 

A. Less than 20,000 b a r r e l s of o i l . 10,000 t o 

15,000 b a r r e l s of o i l . 

Q. Okay. Under your ana l y s i s of what occurs i n the 

C02 p r o j e c t , have you made an ana l y s i s of what happens 

under the w a t e r f l o o d process i f the common boundary between 

Premier and Exxon i s as I've indicated? Your e x i s t i n g 

w e l l s , as shown, are there. Under the c u r r e n t w a t e r f l o o d 
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p l a n , as I understand, everything t o the west of those 

e x i s t i n g wellbores i s not going t o recover the w a t e r f l o o d 

t a r g e t o i l a t t r i b u t a b l e t o the Yates t r a c t s w i t h i n those 

f o u r t r a c t s ; i s t h a t not true? 

A. That's my understanding a l s o , yes, s i r . 

Q. Are there w a t e r f l o o d t a r g e t o i l recoverable 

reserves i n the west h a l f of each of those t r a c t s ? 

A. There are probably some. Not a whole bunch, but 

some. 

MR. CARR: Thank you, Mr. Chairman, t h a t ' s a l l I 

have. 

CHAIRMAN LEMAY: Commissioner Bailey? 

COMMISSIONER BAILEY: No questions. 

CHAIRMAN LEMAY: Commissioner Weiss? 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Yeah, I have a question. I t ' s concerning the 

u n i t i z a t i o n e f f o r t t h a t ' s been put together t o date. I 

guess you've been involved f o r a long time i n i t , and 

i n i t i a l l y — I don't know a l l the d e t a i l s . I haven't read 

your books c a r e f u l l y . But as I got i t , Exxon came i n w i t h 

a formula t h a t you disagreed w i t h . 

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

Q. You renegotiated f o r a year or two and f i n a l l y 

got an agreement; i s t h a t c o r r e c t ? 
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A. We renegotiated f o r ten months, approximately. 

Q. Ten months, and got an agreement. 

How long w i l l i t take you t o r e n e g o t i a t e again, 

or i s the r e any assurance there w i l l ever be a u n i t i f you 

have t o do i t again, i f we f i n d we want t o change the 

u n i t i z a t i o n formula? 

A. Those r e n e g o t i a t i o n s would not be t r i v i a l . They 

would take s i x months or two years or never happen. They 

w i l l not take a week or a month. They w i l l take — They 

w i l l take a s i g n i f i c a n t length of time, and I'm not sure 

t h a t I can y e l l and scream at those guys enough t o get i t 

s t r a i g h t e n e d out. 

COMMISSIONER WEISS: That's my only question. 

Thank you. 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Just a quick one, Dr. Boneau. Do you know i f you 

d r i l l e d t h a t — What's the name of i t ? The CZ1? 

A. ZG1. 

Q. CGI. 

A. ZG1. 

Q. C — Zebra? 

A. I t was intended — Yeah, Zebra. 

Q. Okay. 

A. I t was intended t o be c a l l e d C i t a d e l — 
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Q. I see. 

A. -- and when Yates submitted the papers they 

s p e l l e d i t C-i-t-d-e-1, and so sometimes i t ' s c a l l e d 

C i t a d e l and sometimes i t ' s c a l l e d C i t d e l and sometimes i t ' s 

c a l l e d ZG1 and sometimes i t ' s j u s t c a l l e d t h a t crummy w e l l . 

[Laughter) 

Q. (By Chairman LeMay) Did you d r i l l t h a t crummy 

w e l l w i t h f r e s h water, mud? 

A. I don't know f o r sure. I t h i n k the procedure i s , 

you d r i l l w i t h f r e s h water, and you p i c k up enough s a l t out 

of the s a l t t h a t you're r e a l l y d r i l l i n g w i t h s a l t mud. 

CHAIRMAN LEMAY: Only question I had. Thank you 

very much. 

THE WITNESS: Thank you. 

CHAIRMAN LEMAY: Does t h a t conclude i t ? 

MR. KELLAHIN: No, s i r , I need t o c a l l Mr. Payne 

back — 

CHAIRMAN LEMAY: Okay. 

MR. KELLAHIN: — t o address a couple of p o i n t s , 

i f I may, Mr. Chairman. 

CHAIRMAN LEMAY: Yeah. 

MR. CARR: May i t please the Commission, w h i l e 

Mr. K e l l a h i n i s c a l l i n g Mr. Payne, I would l i k e t o mark and 

copy what Dr. Boneau drew as Yates E x h i b i t Number 8. I 

move i t s admission. 
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CHAIRMAN LEMAY: No crummy w e l l on the e x h i b i t ? 

MR. CARR: No crummy w e l l on the e x h i b i t . 

TERRY D. PAYNE ( R e c a l l e d ) , 

the witness h e r e i n , having been p r e v i o u s l y duly sworn upon 

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Let's deal f i r s t , Mr. Payne, w i t h Dr. Boneau's 

drawing, h i s concerns about the f a c t t h a t i f the C02 

p r o j e c t i s ever i n i t i a t e d , your n o t i o n t h a t a d j u s t i n g the 

producers f a r t h e r west, r e l o c a t i n g the i n j e c t o r i s somehow 

going t o have a hidden adverse consequence which you have 

not addressed or recognized. 

A. Okay. The f i r s t t h i n g we need t o do i s look back 

at E x h i b i t 28, t h a t Exxon presented. The reason t h a t I 

made the assumption, i f you w i l l , t h a t you get n o t h i n g f o r 

not h i n g i s t h a t they are a l l i r r e g u l a r p a t t e r n s i n t h i s 

f i e l d , and Exxon makes t h a t assumption i n t h e i r 

c a l c u l a t i o n s . Their f l o o d f a c t o r s are .5 or .75; they're 

not .53 or .68. 

So the only reason I made t h a t assumption i s t h a t 

we're f r e e t o move those w e l l s , and those p a t t e r n s would be 

no more i r r e g u l a r than the p a t t e r n s t h a t are already going 

t o be i n the f i e l d . So I j u s t wanted t o c l e a r t h a t up. 

And I f e e l l i k e t h a t our estimates of C02 
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reserves are r e l i a b l e as they are. 

Q. Mr. C a n t r e l l r a i s e d or sponsored Exxon E x h i b i t 

40, I b e l i e v e i t was, where he was disc u s s i n g some 

engineering issues w i t h regards t o water cuts and what t h a t 

w e l l could have or would have or should have done. Do you 

have a copy of t h a t d i s p l a y i n f r o n t of you? 

A. Yes. 

Q. What does t h i s mean t o you as an engineer? 

A. I t ' s very important. I t ' s the issue of the whole 

p r o j e c t i o n mechanism of t h e i r model. 

The FV3, as they have i t p l o t t e d here on E x h i b i t 

40, c l e a r l y shows a r a p i d d e c l i n e i n o i l r a t e a t the 

i n i t i a l p r oduction p e r i o d of the w e l l . I t shows a 

corresponding increase i n water cut. 

This i s not a water-drive f i e l d . The only way 

the water cut i s going t o increase i s i f you get extraneous 

water p r o d u c t i o n . 

This e x h i b i t c l e a r l y shows t h a t there's a channel 

i n t h i s w e l l , and t h a t ' s why the water cut i s i n c r e a s i n g . 

Q. And you have t o take out those f a c t o r s i n the 

formula, or the adjustments or decisions Exxon made on the 

FV3 w e l l , i n order t o get an appropriate value f o r t h a t 

t r a c t ? 

A. That's r i g h t . And i f you — Further, i f you look 

at E x h i b i t 41, you see the i n i t i a l o i l r a t e of the FV3 i s 
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over 60 b a r r e l s a day, and i t q u i c k l y drops t o below 20. 

That's when the water comes i n through the channel. 

When you compare t h a t t o the C i t a d e l ZG1, there's 

no comparison as f a r as i n i t i a l o i l r a t e . So c l e a r l y you 

can see what's happened on t h i s w e l l . 

MR. KELLAHIN: That concludes my examination, Mr. 

Chairman. 

CHAIRMAN LEMAY: Questions of the witness? 

MR. BRUCE: No, s i r . 

CHAIRMAN LEMAY: Commissioners? None? 

COMMISSIONER WEISS: No, I have no questions. 

CHAIRMAN LEMAY: Okay. Thank you, you may be 

excused. 

MR. BRUCE: One t h i n g , Mr. Chairman. There's a 

couple of f o l k s here from Un i t Petroleum, and Mr. Ed Heald 

of U n i t would l i k e t o make a b r i e f statement, not 

testimony. 

CHAIRMAN LEMAY: Well, t h a t ' s f i n e . What I ' d 

l i k e t o do, and we u s u a l l y do t h i s , i s ask my f e l l o w 

Commissioners i f they want t o r e c a l l any witness f o r any 

reason, t o ask any questions. 

I need t o know f i r s t i f t h a t ' s the end of your — 

MR. BRUCE: I have no — 

CHAIRMAN LEMAY: — of your a l l testimony, the 

witnesses you have. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

497 

Mr. Kellahin? 

MR. KELLAHIN: We have concluded our e v i d e n t i a r y 

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

CHAIRMAN LEMAY: Okay. Mr. Bruce. 

Mr. Carr? 

MR. CARR: Yes, we've concluded, Mr. Chairman. 

CHAIRMAN LEMAY: Are you — Do you want t o r e c a l l 

anyone, Commissioner Bailey, ask any questions of any of 

the witnesses? 

COMMISSIONER BAILEY: A l l the questions I had 

before have been answered. 

CHAIRMAN LEMAY: Thank you. 

Commissioner Weiss, any questions? 

COMMISSIONER WEISS: No, I have no more 

questions. 

CHAIRMAN LEMAY: I wanted t o give you a l l t he 

chance. 

I don't have any e i t h e r , so we're ready t o wrap 

i t up, i f you want t o — your statements now? 

MR. BRUCE: Yeah, Mr. Heald. 

MR. HEALD: Yeah, I'm Ed Heald w i t h the U n i t 

Corporation. 

CHAIRMAN LEMAY: I'm s o r r y , i d e n t i f y y o u r s e l f 

again. 

MR. HEALD: Ed Heald, U n i t Petroleum. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

498 

MR. BRUCE: H-e-a-l-d. 

MR. HEALD: I'm Ed Heald w i t h the U n i t 

Corporation. And as discussed p r e v i o u s l y , we're a small 

working i n t e r e s t w i t h less than f i v e percent of the u n i t . 

And I guess b a s i c a l l y as a statement, we'd l i k e 

t o say f i r s t , we're very impressed w i t h Exxon's t e c h n i c a l 

r e p o r t . I t ' s a very thorough, d e t a i l e d — and we — I've 

looked a t the geology, and we agree w i t h the i n t e r p r e t a t i o n 

of Yates and Exxon. 

And also, as a small working i n t e r e s t owner we 

f e e l t h a t we've t r e a t e d f a i r l y and e q u i t a b l y by our working 

i n t e r e s t i n the u n i t t h a t ' s been proposed. 

And also make a statement t h a t even as a small 

working i n t e r e s t owner, Exxon has been very good t o get us 

a l l the i n f o r m a t i o n t h a t we needed t o help evaluate the 

proposed w a t e r f l o o d , and we're very a p p r e c i a t i v e of t h a t 

a l s o . 

That's a l l . 

CHAIRMAN LEMAY: Thank you very much. 

A d d i t i o n a l statements f o r the record? 

Do you a l l want t o summarize b r i e f l y ? 

MR. KELLAHIN: What's the f l i g h t schedule? 

MR. BEUHLER: We missed i t . 

MR. KELLAHIN: Did you? 

CHAIRMAN LEMAY: I mean, t h a t ' s up t o you. 
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MR. BRUCE: I have a page-and-a-half statement 

I ' d l i k e t o make. And i n accord w i t h Mr. Carr's r u l e s of 

procedure, I be l i e v e I go l a s t . 

MR. KELLAHIN: Mr. Carr, what are the procedures? 

Would you l i k e t o make a statement? 

MR. CARR: I ' d be happy t o make a statement, and 

I ' l l go whenever you t e l l me t o . I mean, I w i l l g i v e my 

statement. 

MR. KELLAHIN: Mr. Chairman, members of the 

Commission, I t h i n k i t ' s the p r a c t i c e of the Opponents t o 

close f i r s t , and then l e t the Applicants have the l a s t say, 

and the p a r t i e s supporting t h e i r p o s i t i o n . I b e l i e v e t h a t 

i s the p r a c t i c e . 

CHAIRMAN LEMAY: That's f i n e . You a l l have t h a t 

worked out. We're here t o l i s t e n . 

MR. KELLAHIN: A l l r i g h t . What I ' d l i k e t o 

recommend t o you i s t h a t the Commission a f f o r d us the 

op p o r t u n i t y t o submit t o you proposed decisions i n the form 

of orders and f i n d i n g s w i t h regards t o the t o p i c s of 

importance from our perspective, and we hope t h a t y o u ' l l 

a f f o r d us t h a t o p p o r t u n i t y . 

CHAIRMAN LEMAY: Mr. K e l l a h i n , I pl a n t o ask f o r 

d r a f t orders from a l l p a r t i e s . 

MR. KELLAHIN: Let me preface my statements by 

t e l l i n g you I have looked and searched t o see i f Mr. Bruce, 
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Mr. Carr or I or anyone else has brought t o t h i s Commission 

t h i s k i n d of case f o r de c i s i o n . To the best of my 

knowledge, you're e s t a b l i s h i n g a precedent w i t h whatever 

you do i n t h i s case. This i s a case of f i r s t impression 

f o r t h i s Commission under the S t a t u t o r y U n i t i z a t i o n Act. 

Commissioner Weiss expressed a question yesterday 

w i t h regards t o whether or not anybody had done t h i s before 

and what d i d you do? The simple answer i s , the absence of 

those cases i s a t t r i b u t a b l e t o the f a c t t h a t i n most 

s i t u a t i o n s the b i g boys buy out the l i t t l e boys and the 

l i t t l e boys go away. 

Occasionally, the D i v i s i o n Examiners w i l l deal 

w i t h the s t a t u t o r y u n i t i z a t i o n procedure, which i s 

a v a i l a b l e only f o r w a t e r f l o o d p r o j e c t s and only f o r 

t e r t i a r y p r o j e c t s . Normally, they w i l l deal w i t h them, 

because there's p a r t i e s t h a t they cannot f i n d . That w i l l 

occur. 

You w i l l f i n d t h a t there's a m a j o r i t y of the 

working i n t e r e s t owners t h a t have selected a s o l u t i o n f o r 

which t h e r e i s some disagreement, and d u r i n g the course of 

t h a t process, before the case reaches you, i t i s 

compromised, s e t t l e d or otherwise disappears. 

The c l o s e s t analogy I have f o r you i s a recent 

case t h a t Mr. Bruce and I d i d f o r Larry Squires of Snyder 

Ranches on my p a r t . He was a small r o y a l t y owner i n one of 

STEVEN T. BRENNER, CCR 
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G i l l e s p i e ' s t r a c t s . G i l l e s p i e was the operator seeking the 

wa t e r f l o o d . I t was a pressure maintenance p r o j e c t — i t 

was gas i n j e c t i o n , i s what i t amounted t o — t o increase 

o i l p r o d u c t i o n . 

G i l l e s p i e and others had consolidated a l l of — 

or a s u b s t a n t i a l p o r t i o n of the working i n t e r e s t ownership. 

The D i v i s i o n c o r r e c t l y allowed us t o debate, discuss the 

geology, the d i s t r i b u t i o n of r e s e r v o i r pore volume and t o 

consider and r u l e upon an appropriate s e l e c t i o n of 

p a r t i c i p a t i o n parameters, as w e l l as a formula. 

I w i l l suggest t h a t order t o you as a s t a r t i n g 

p o i n t i n your d e l i b e r a t i o n s , because Examiner Catanach has 

created one of the f i n e s t c r a f t e d decisions t h a t I t h i n k 

t h i s D i v i s i o n has made. I t i s w e l l reasoned, i t ' s w e l l 

a r t i c u l a t e d . U n f o r t u n a t e l y , I d i d n ' t win although I wanted 

t o win, and n e i t h e r d i d Mr. Bruce. But t h a t ' s not the 

p o i n t . I t h i n k he has f a i r l y framed the issue, and he 

reached a de c i s i o n based upon the record he heard. 

What he d i d , and what I suggest t o you, i s , he 

st r u g g l e d w i t h f a i r n e s s . The Chairman has asked what's 

f a i r . F a i r means — a moving t a r g e t , perhaps. You have 

the b e n e f i t of the s t a t u t e . The State of New Mexico, 

through the l e g i s l a t i v e process, has defined f a i r n e s s f o r 

you, and I'm going t o show you t h a t d e f i n i t i o n . 

This i s the f a i r n e s s formula. Let me o u t l i n e f o r 
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you how I have analyzed i t , and t h a t i s , I've taken out of 

the S t a t u t o r y U n i t i z a t i o n Act these components where the 

L e g i s l a t u r e defines f a i r n e s s . 

One of the issues of f a i r n e s s i s a d e c i s i o n w i t h 

regards t o the size and the shape of the u n i t . You must 

f i r s t of a l l make a de c i s i o n w i t h regards t o how many 

t r a c t s are i n t h i s u n i t and what shape i t takes. 

Mr. Payne i s c o r r e c t i n understanding t h a t i t ' s 

very common f o r the t e c h n i c a l people t o present you a 

hydrocarbon pore volume map w i t h a zero l i n e , and we see 

e i t h e r v o l u n t a r y u n i t i z a t i o n or s t a t u t o r y u n i t i z a t i o n done 

w i t h i n the framework of a zero l i n e t o d e f i n e the l i m i t s of 

t h a t r e s e r v o i r , and so t h a t everyone included i n t h a t 

package i s t r e a t e d on some t e c h n i c a l basis t h a t i s f a i r . 

That i s g e n e r a l l y what i s done. 

I f y o u ' l l see, however, down i n the bottom of the 

summary I've given you, under Section 70-7-7, i n sub A, i t 

says, the D i v i s i o n — and t h a t means the Commission as w e l l 

— has the a u t h o r i t y and the o b l i g a t i o n t o approve or 

p r e s c r i b e a plan or u n i t agreement f o r u n i t operations 

which includes an e n t i r e pool or a p a r t t h e r e o f . 

And t h a t makes sense. You have seen through the 

course of s i t t i n g i n these kinds of proceedings, w i t h 

regards t o u n i t s , t h a t i t i s not unusual t o see a r e s e r v o i r 

being developed w i t h a d j o i n i n g m u l t i p l e u n i t s . 
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We have suggested t o you an o p t i o n t h a t i s 

v i a b l e , f e a s i b l e and represents a s o l u t i o n f o r you i n t h i s 

case, and t h a t i s t o exclude the Premier t r a c t and a f f o r d 

the o p p o r t u n i t y t o Premier t o make a judgment a t such time 

i n the f u t u r e — estimated i t now t o be thr e e or f o u r years 

— i n which t o make the business decisions about 

p a r t i c i p a t i n g or not i n the C02 p r o j e c t . 

That can be accomplished on a cooperative basis 

where those l e a s e - l i n e i n j e c t i o n w e l l s are done between the 

two p r o p e r t i e s . We've had cases before t h i s D i v i s i o n where 

we've t a l k e d about l e a s e - l i n e i n j e c t i o n w e l l s . 

I w i l l t e l l you and represent t o you t h a t under 

s t a t u t o r y u n i t i z a t i o n , as w e l l as your general scope of 

a u t h o r i t y and power, t h i s Commission can d i r e c t over Ken's 

o b j e c t i o n the d r i l l i n g and l o c a t i o n of those i n j e c t i o n 

w e l l s along t h a t boundary. I f i n three years they come 

back w i t h t h e i r science p r o j e c t and give you the 

f e a s i b i l i t y t h a t shows i t ' s p r a c t i c a l t o do so, then we can 

a l l make t h a t d e c i s i o n then. And i f you f i n d t h a t i t i s , 

then i t w i l l happen. You have t h a t a u t h o r i t y . 

You've t e s t e d some of your a u t h o r i t y r e c e n t l y 

when the Stevens case, the Exxon-Stevens case, went t o the 

New Mexico Supreme Court. The lawyers here p a r t i c i p a t e d i n 

t h a t . Your powers are awesome, they're i n c r e d i b l e . 

The framework i n which you get t o do t h i s has 
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some l i m i t s , however. My p o s i t i o n i s , Exxon i s piggy

backing a spec u l a t i v e C02 p r o j e c t on top of t h i s w a t e r f l o o d 

p r o j e c t . I recommend t o you t h a t you have the a u t h o r i t y 

and the o b l i g a t i o n t o separate those two p r o j e c t s . The 

problem of what they have presented t o you i s , they have 

given you a flawed proposal. 

When we look at f a i r n e s s under the d e f i n i t i o n of 

s t a t u t o r y u n i t i z a t i o n , i t describes a r e l a t i v e value under 

70-7-4-J. R e l a t i v e value i s a two-part concept. I t ' s a 

c o n t r i b u t i n g value, and i t ' s a compensating value. I t i s 

i n a p p r o p r i a t e f o r you t o include the Premier t r a c t f o r the 

w a t e r f l o o d p r o j e c t , because i t has no c o n t r i b u t i n g value. 

Under Exxon's a n a l y s i s , i t zeroes out i n those parameters. 

The l i m i t a t i o n of the Act says t h a t you determine 

r e l a t i v e value as t o each u n i t ' s r e l a t i o n t o other t r a c t s , 

t a k i n g i n t o account those l i k e - k i n d parameters. They have 

analyzed i t , they've c r e d i t e d nothing of those recoverable 

w a t e r f l o o d t a r g e t o i l t o the Premier t r a c t , because the 

f l o o d doesn't extend t h a t f a r . 

They are s h i f t i n g the r i s k from Yates and p u t t i n g 

i t on Ken, and t h a t ' s what's happened. Ken doesn't get t o 

decide anything anymore. 

You are Ken's t r u s t e e , h i s f i d u c i a r y f o r h i s 

share, a t t h i s p o i n t . The de c i s i o n has been made. As a 

one-percent owner, there i s no d e c i s i o n t h a t he can now 
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make, or i n the f u t u r e make, t h a t matters. 

I f the C02 p r o j e c t goes forward, i t ' s going t o be 

decided by Exxon and by Yates. Ken's not going t o decide 

anything t h a t matters. The only t h i n g he w i l l do i s e i t h e r 

consent or go nonconsent. I f he goes nonconsent, h i s 

i n t e r e s t i s gobbled up w i t h h i s share of whatever 

p r o d u c t i o n i s a t t r i b u t a b l e t o him. 

You're i n Ken's shoes, you get t o vote today as 

t o what happens t o Ken's t r a c t f o r the next 60 years, w h i l e 

Exxon and Yates get t o postpone t h a t d e c i s i o n t i l l sometime 

i n the f u t u r e when they have determined the f e a s i b i l i t y and 

the v i a b i l i t y of the C02 p r o j e c t . 

Mr. Bruce and Mr. Carr are l i k e l y t o argue t h a t 

Ken never d r i l l e d a w e l l on t h i s f r i n g e t r a c t . We don't 

know what's going t o happen. Simply because t h a t never has 

happened i s no excuse t o d r i l l the producing w e l l , not t o 

expose i t t o w a t e r f l o o d and t o hold i t i n t h e i r i n v e n t o r y 

f o r t h r e e or four years u n t i l they make the business 

d e c i s i o n about whether i t goes forward. 

The f a c t t h a t Ken d i d not s e l l h i s i n t e r e s t t o 

Exxon, t h a t t h a t d i d n ' t happen, i s a problem here, because 

you're seeing t h i s case w i t h i n the context of a case of 

f i r s t impression. The precedent you e s t a b l i s h w i l l 

determine how other cases l i k e t h i s are handled. 

You have the a u t h o r i t y . I t says — Under Section 
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70-7-6-B i t says, I f the D i v i s i o n or the Commission 

determines the p a r t i c i p a t i o n formula, does not a l l o c a t e 

u n i t i z e d hydrocarbons on a f a i r , reasonable, e q u i t a b l e 

basis, i f you be l i e v e Mr. Payne's testimony, then i t says 

the Commission s h a l l — i t doesn't say you may or you might 

or you ought t o -- i t says you s h a l l determine r e l a t i v e 

value. 

We're suggesting the s o l u t i o n t o t h a t i s t o adopt 

Mr. Payne's recommended formula by which, as you see from 

h i s conclusions, a l l i n t e r e s t owners under the operated 

t r a c t s have an increased advantage under h i s formula, w i t h 

the exception of some of the Exxon t r a c t s which are 

s l i g h t l y reduced. I t h i n k there was a three-percent s h i f t . 

My p o i n t i s , you have t h a t a u t h o r i t y . I t i s your 

o b l i g a t i o n under the s t a t u t e t o resolve a di s p u t e t h a t the 

p a r t i e s have not been able t o solve f o r themselves. 

When you look a t the f i r s t s e c t i o n , which i s 

probably the most important, you're l o o k i n g a t a s e c t i o n 

t h a t describes e s t a b l i s h i n g f a i r n e s s , based upon a 

p r o p o r t i o n t h a t the q u a l i t y of recoverable o i l or gas i n a 

given t r a c t bears t o the t o t a l p roperty w i t h i n the u n i t . 

The Exxon proposal does not do t h a t . I t i s 

f a t a l l y flawed when i t apportions l i k e - k i n d reserves under 

t h a t weighted formula. I t i s no excuse t o compensate Ken 

f o r one percent of remaining primary p r o d u c t i o n , when he i s 
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making no c o n t r i b u t i n g value f o r t h a t category. I t i s my 

op i n i o n and b e l i e f under t h i s s t a t u t e t h a t you're precluded 

and l i m i t e d from doing so. 

And so how do you resolve i t ? 

You e i t h e r accept Mr. Hanson's geology, adopt h i s 

r e s e r v o i r pore volume, and r e q u i r e the p a r t i e s t o put t h a t 

i n t o the c a l c u l a t i o n . That i s one s o l u t i o n t h a t we've 

discussed f o r some time, t h a t i s an o p t i o n f o r you. 

You have the o p t i o n of excluding Ken's t r a c t . 

We've discussed t h a t . You know perhaps b e t t e r than anybody 

a t t h i s p o i n t t h a t t h a t ' s a choice f o r you. 

You have the opt i o n and, I suggest t o you, the 

o b l i g a t i o n t o change the formula. 

The t h r e a t from Exxon and Yates i s t h a t i f you 

t i n k e r w i t h the deal, they're going away, t h i s a i n ' t going 

t o happen. I t h i n k t h a t ' s nonsense. I t h i n k t h a t ' s 

nonsense, t h a t those two b i g boys are going t o take t h e i r 

toys and walk away from t h i s deal i f one percent says, I 

don't want t o be i n i t and you come up w i t h a s o l u t i o n 

t h a t ' s f a i r t o everyone. Exxon and Yates are going t o walk 

away from t h i s deal? I would t h i n k they would have b e t t e r 

business i n t e g r i t y and more r e s p o n s i b i l i t y than t o abandon 

t h i s p r o j e c t , based upon the de c i s i o n you make w i t h regards 

t o Ken's one percent. 

You have a dilemma, a s c i e n t i f i c dilemma. You've 
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got t o come t o g r i p s w i t h the net pay thickness i n the FV3. 

Mr. Hanson's described f o r you t h a t problem. You have t o 

make a d e c i s i o n on t h a t issue. We w i l l leave i t t o you t o 

decide what t o do. The consequences are apparent. The 

formula — The d i s t r i b u t i o n of pore volume changes i f you 

be l i e v e Mr. Hanson. 

We bel i e v e the C02 p r o j e c t i s premature. Do you 

want t o loan money on t h a t C02 p r o j e c t ? I s the bank going 

t o loan money on t h a t C02 p r o j e c t ? You're the banker of 

t h i s deal. You get t o decide i f t h i s i s important enough, 

i f there's enough money and cost i n v o l v e d t o r e q u i r e the 

bi g boys t o come back here i n a couple of years and t e l l 

you what they're doing, why they're doing, and get 

approval, then, t o do what they t h i n k they might p o s s i b l y 

do a t some p o i n t i n the f u t u r e . 

We're asking t h a t you separate these p r o j e c t s , i f 

you decide t o approve them, t h a t you approve them 

separ a t e l y , or deal w i t h them separately, and giv e Ken the 

o p p o r t u n i t y t o have the b e n e f i t of your best choice on what 

you w i l l now do w i t h h i s i n t e r e s t . 

Thank you. 

CHAIRMAN LEMAY: Mr. Carr? 

MR. CARR: May i t please the Commission, i t ' s 

i n t e r e s t i n g t o be here today f o r Yates, w i t h Premier 

l o o k i n g a t us as one of the b i g guys and Exxon l o o k i n g a t 
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us as one of the l i t t l e guys. 

But we're here today because a f t e r an e f f o r t t h a t 

has taken the b e t t e r p a r t of f i v e years, we are a t a p o i n t 

where we b e l i e v e we have an important p r o j e c t t o present t o 

you, t o support Exxon i n presenting i t t o you. 

And we are here i n a case t h a t , l i k e a l l cases, 

w i l l set some precedent. But t h i s i s an important case, 

because t h i s i s r e a l l y the prototype f o r a number of 

Delaware u n i t s t h a t , i f we are successful here, w i l l be 

coming before you over the next few years. The p r o j e c t 

i t s e l f i s very important, and the b e n e f i t s w i l l accrue t o 

Yates, t o Exxon, t o Premier and t o numerous other p a r t i e s 

i n the i n d u s t r y . 

One t h i n g I t h i n k i s very c l e a r i n t h i s case, and 

t h a t i s t h a t no one disputes t h a t Exxon i s and has been the 

proper p a r t y t o b r i n g t h i s proposal forward. They have the 

t e c h n i c a l and f i n a n c i a l a b i l i t y t o go forward w i t h t h i s 

p r o j e c t , not only today but as i t goes forward through the 

secondary recovery phase and i n t o the C02 f l o o d . 

And the C02 f l o o d i s very important. I t may not 

be important t o each of the players today, but the 

r e s e r v o i r engineers t e l l you t h a t i t i s a c e n t r a l issue i n 

the long-term development of these Delaware r e s e r v o i r s , 

i t ' s t e r r i b l y important. 

And i t i s not only important but i t i s prudent t o 
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look a t t h a t today, t o address t h a t , and t o recognize t h a t 

t h a t i s a l e g i t i m a t e and an appropriate f a c t o r as we go 

forward, t r y i n g t o determine how t o best develop the 

remaining reserves i n t h i s pool. 

The evidence before you, I t h i n k , c l e a r l y shows 

t h a t i f you approve Exxon's proposal, the b e n e f i t s t o a l l 

the p a r t i e s are great indeed. Obviously, they are g r e a t t o 

Exxon's, t o Yates. And we submit on the evidence before 

you they're very great f o r Premier as w e l l . 

We w i l l t e l l you t h a t d e n i a l of the A p p l i c a t i o n , 

or even m o d i f i c a t i o n of the formula, i s a tremendous 

setback t o the e f f o r t , and there may be no p r o j e c t a t a l l . 

And w h i l e Mr. K e l l a h i n says, Oh, goodness, the 

i n t e g r i t y , I t h i n k these people have more i n t e g r i t y than t o 

stand before you and t e l l you t h a t they won't be back i f 

t h i s doesn't work, I t h i n k you need t o weigh t h a t comment 

i n view of the f a c t — i n view of Dr. Boneau's testimony 

t h a t shows f o r years and years we've worked t e c h n i c a l 

r e p o r t s , v o t i n g procedures, a l l o c a t i o n p r o v i s i o n s , and i t 

i s because of the i n t e g r i t y of Yates and the i n t e g r i t y of 

Exxon and those who decided t o get i n and p l a y and work on 

t h i s , other than j u s t i n a t a n g e n t i a l way, t h a t we're here 

before you at a l l . That's why we're here. 

And i f you change the formula and say s t a r t over, 

t h e r e i s no assurance t h a t t h i s p r o j e c t w i l l ever be back. 
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Now, t h i s case may be unique i n some respects — 

they a l l are — but you are again c a l l e d upon t o decide the 

issues before you, based on waste and c o r r e l a t i v e - r i g h t s 

c o n s i d e r a t i o n s . And t h a t ' s not unique. And you're c a l l e d 

upon t o decide t h i s case based on the evidence presented 

here i n t h i s proceeding. And t h a t i s not unique. 

And the waste c o n s i d e r a t i o n and the waste issue, 

I submit, i s f a i r l y simple. Yates and Exxon come before 

you and say, Without the Premier t r a c t , as we go forward 

w i t h the development of t h i s r e s e r v o i r , 2 m i l l i o n b a r r e l s 

of o i l can be l o s t . That's the waste issue. 

We b e l i e v e t h a t more w i l l be recovered w i t h them 

i n . And i f you agree w i t h t h a t , then we submit you should 

r u l e f o r Exxon. 

We've had an engineering p r e s e n t a t i o n by Premier, 

which i s i n t e r e s t i n g . I t says you can take us out and i t 

won't change anything. But the assumption i s t h a t you w i l l 

get the same production or the same recovery from each 

t r a c t . Well, you can do l o t s of t h i n g s i f you use t h a t as 

a t h r e s h o l d assumption. You can change the boundary any 

way you want. 

We submit, though, t h a t what we have shown i s 

t h a t i f we go forward over the long haul and we go through 

secondary and t e r t i a r y recovery, t h i s t r a c t must be i n . 

And w i t h i t i n , more production i n f a c t w i l l be recovered 
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from the p r o j e c t area. 

As t o the c o r r e l a t i v e - r i g h t s issue, we have two 

g e o l o g i c a l i n t e r p r e t a t i o n s t h a t have t o be addressed. 

Yates and Exxon concur i n the Exxon p r e s e n t a t i o n . 

Premier takes a d i f f e r e n t i n t e r p r e t a t i o n , and Mr. Hanson 

came i n here today and he t a l k e d t o you about t h a t 

i n t e r p r e t a t i o n . He d i d , however, note t h a t t he Premier 

t r a c t was on the edge of t h i s r e s e r v o i r . 

And then he t a l k e d t o you about the p o s s i b i l i t y 

of other productive zones, the p o s s i b i l i t y t h a t the FV3 had 

been damaged when i t was completed, t h a t you could have 

water from other zones, t h a t there was p o t e n t i a l f o r 

a d d i t i o n a l production on a stand-alone basis. 

But the f a c t of the matter i s , we t a l k e d about 

what was p o s s i b l e , what might be done, what was the 

p o t e n t i a l , but what they don't have i s any proven 

p r o d u c t i o n from t h e i r t r a c t , any proven commercial 

pr o d u c t i o n . Five and a h a l f years we've been w a i t i n g f o r 

them t o prove up something, and they have not. And I 

suspect i t ' s not u n f a i r t o g e o l o g i s t s present t o s t a t e t h a t 

t h e r e are g e o l o g i s t s who have concluded t h a t v a r i o u s 

formations are p o s s i b l y p r o d u c t i v e , only t o discover when 

you t r y and go out and complete them t h a t they are not, 

t h a t i n f a c t they are not productive. 

They haven't proven anything. They come here and 
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argue from t h i n g s t h a t they are sp e c u l a t i n g can and might 

happen. 

The engineering i s also based on the word 

" p o t e n t i a l " . I f we had thrown the word " p o t e n t i a l " out of 

t h i s hearing, we'd have been home i n p l e n t y of time t o hear 

Oprah Winfrey t h i s afternoon. But we d i d n ' t . We've heard 

what p o t e n t i a l l y can be done, what might occur. And f o r 

f i v e and a h a l f years nothing has been done. 

And I w i l l t e l l you t h a t I'm not here t o say 

there's nothing wrong w i t h having no data. I'm here t o say 

t h a t a f t e r f i v e years there are some consequences of having 

no data. I would suggest t h a t ' s why you have a f i v e - y e a r 

s t a t e lease term, t h a t i f you s i t on i t f o r a long time you 

h i t the p o i n t where i f you haven't done anything, you get 

out of the way and you l e t those who are going t o do 

something w i t h the resource go forward. 

We submit t o you what we have come forward w i t h 

does p r o t e c t the c o r r e l a t i v e r i g h t s of Premier. 

Now remember, c o r r e l a t i v e r i g h t s i s de f i n e d as 

the o p p o r t u n i t y t o produce your f a i r share. But t h a t does 

not mean you have an op p o r t u n i t y t o prevent prudent 

development of a resource. 

And when we t a l k about c o r r e l a t i v e r i g h t s i n the 

context of s t a t u t o r y u n i t i z a t i o n , i t ' s couched i n s l i g h t l y 

d i f f e r e n t terms, because here we have t o look and determine 
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and ask you t o look and determine whether or not what we 

are proposing i n terms of a formula i s f a i r , reasonable and 

e q u i t a b l e t o Premier. 

F a i r , a term t h a t I guess i s l i k e pornography, 

the saying, you know, I know i t when I see i t . Well, I 

t h i n k you have t o look a t i t i n those terms. 

And I t h i n k when you look a t the formula here and 

you have a one-phase formula considering primary 

p r o d u c t i o n , secondary production and then what w i l l occur 

d u r i n g the C02 f l o o d , and you look and you see — Premier 

has nothing i n terms of remaining primary, they haven't 

been able t o do i t . They've been out t e s t i n g t h e i r w e l l , 

they can't r e t u r n t h a t w e l l t o economic producing posture, 

and ergo they have no secondary. 

Their value comes i n the C02 phase, and we've 

shown you we bel i e v e four percent of the pr o d u c t i o n w i l l be 

coming from t h e i r t r a c t a t t h a t time. And we add zero and 

zero and f o u r , and you weight i t , and we come out w i t h one 

percent. 

And I submit t o you t h a t when you look a t t h a t , 

t h a t should look f a i r , e s p e c i a l l y when you recognize t h a t 

t h e r e are s t i l l s u b s t a n t i a l hurdles t o overcome before we 

get t o a C02 phase, when you recognize t h a t t h e y ' r e going 

t o have a cash flow today from a pr o p e r t y t h a t hasn't 

produced anything t o speak of i n the l a s t f i v e years. They 
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get one percent today, I submit t o you, f o r c o n t r i b u t i n g 

a b s o l u t e l y nothing a t a l l . 

Now, Mr. K e l l a h i n says I'm going t o get up here 

and t e l l you, w e l l , they d i d n ' t d r i l l t h e i r w e l l . And I'm 

going t o t e l l you t h a t Yates i n f a c t d r i l l e d t h e i r w e l l f o r 

them. I t ' s t h a t lousy w e l l t o the south, the C i t a d e l or 

C i t d e l Number 1, t h a t may accumulate 20,000 b a r r e l s i f 

we're lucky. 

And when you have a formula t h a t w i l l get t h i s 

t r a c t , i f i t goes through the C02 phase, approximately 500 

b a r r e l s of o i l , and the w e l l t h a t i s most r e f l e c t i v e of 

what can be done w i t h t h a t t r a c t shows they would 

accumulate 20,000, yeah, t h a t sounds f a i r t o me. That 

doesn't sound l i k e b i g players running over a l i t t l e guy. 

So we submit t o you t h a t what we have i n f a c t i s 

a proposal t h a t p r o t e c t s t h e i r c o r r e l a t i v e r i g h t s . 

Now, as t o the formula, we've been i n 

n e g o t i a t i o n s f o r months, and there are 4 0 owners t h a t have 

been in v o l v e d d i r e c t l y or i n d i r e c t l y . I t was r e a l l y only 

the day before yesterday t h a t we got a formula from 

Premier. 

Now, Mr. Weiss, I don't know how i t would have 

played out i f they had a r r i v e d and presented t h i s data back 

a t the time we were r e a l l y t h r a s h i n g out the formula, 

because i t ' s very hard now t o r e c o n s t r u c t t h a t . 
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But i t i s also very hard t o pay a t t e n t i o n and 

consider these issues when there's no one showing up t o 

present them i n the f i r s t place. 

I f they had been th e r e , perhaps we could have 

t a l k e d about these t h i n g s and determined whether they were 

ap p r o p r i a t e . But they weren't t h e r e , and t h a t ' s j u s t how 

i t i s . 

And so what they have done i s , the afternoon 

before hearing they have come i n w i t h a u n i l a t e r a l 

proposal, which c r e d i t s them w i t h reserves t h a t they have 

f a i l e d t o develop, and they come before you and argue again 

f o r a formula. 

And even l a s t time t h e i r own witness, Paul White, 

who — the record of t h a t has been in c o r p o r a t e d i n t o t h i s 

proceeding — Paul White s a i d , you know, you can't — you 

shouldn't consider on one of these formulas reserves t h a t 

have not, i n f a c t , been developed. 

But what we have i s , we have some expert 

witnesses who have worked f o r the l a s t s e v eral months, they 

have looked f o r a number of f a c t o r s t h a t could be 

considered t o value the property. Current r a t e i s one, 

they say, o r i g i n a l o i l i n place i s another, cumulative 

p r o d u c t i o n i s one t h a t they d i d n ' t a c t u a l l y consider. 

And we see they have come up w i t h the Premier 

formula. And t h e i r experts have selected f a c t o r s which I 
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would submit are very favorable t o them, and I would have 

t o c o n g r a t u l a t e Mr. Payne f o r doing h i s j o b . I f you look 

through t h e i r book -- and you can move from page 32 t o page 

39, and y o u ' l l see t h a t on page 32, w e l l , t h e i r f u t u r e 

p r o d u c t i o n i s 3.3 percent. By the time you massage those 

f i g u r e s f u r t h e r on page 49, the Premier t r a c t ' s going t o 

c o n t r i b u t e 5.1 percent. And y e t they haven't proven any of 

i t by producing any of i t . 

And then they come i n and they say, Yes, w e l l , we 

can move the w e l l s around and we can catch a d d i t i o n a l o i l . 

And they are then t r y i n g t o capture t h i n g s on t h e i r 

p r o p e r t y which, according t o t h e i r g e o l o g i s t , i s out on the 

f r i n g e . And they are c r e a t i n g a less e f f e c t i v e development 

p a t t e r n i n the b e t t e r p o r t i o n s of the u n i t . 

B a s i c a l l y what you've been asked t o do i s accept 

l o g data, accept t h a t i n f o r m a t i o n over r e a l p r o d u c t i o n 

data. 

And t h a t ' s one of the reasons we have an O i l 

Commission. We have g e o l o g i s t s and engineers who are asked 

t o evaluate t h i s and see i f i n f a c t i n the r e a l world 

t h a t ' s t he way t o go, i f what you ought t o do i s cast aside 

what's r e a l l y happened and s t a r t chasing v a r y i n g g e o l o g i c a l 

i n t e r p r e t a t i o n s . And t h a t ' s entrusted t o you. 

I w i l l t e l l you t h a t I t h i n k we stand before you 

i n a somewhat d i f f e r e n t posture than Premier, because the 
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m a t e r i a l t h a t we've presented t o you goes back many years, 

and i t ' s easy t o take i t and c r i t i c i z e i t years down the 

road. But i t was developed f o r the purpose of developing 

o i l . I t was f o r the purpose of p r u d e n t l y developing t h i s 

r e s e r v o i r . 

And y e t Premier stands before you w i t h evidence 

which has been concocted i n the l a s t couple of months and a 

formula r e v i s e d t h i s week, and i t s purpose i s t o d e r a i l 

t h i s e f f o r t , t o stop i t . 

And I would suggest, when you f a c t o r t h a t i n , 

what we present i s before you i n a somewhat d i f f e r e n t and 

somewhat b e t t e r posture. 

We t h i n k the d e c i s i o n i s simple. I f you agree 

w i t h us, i f you b e l i e v e t h a t our e f f o r t s can i n f a c t 

e f f e c t i v e l y , i n the years t o come, develop the remaining 

reserves i n the Avalon-Delaware, i f you b e l i e v e t h a t we 

r e a l l y are serious about recovering the a d d i t i o n a l 2 

m i l l i o n b a r r e l s of Yates acreage, then you should agree 

w i t h Exxon and approve the p r o j e c t , because i t prevents 

waste. 

I f you agree w i t h us t h a t 500,000 b a r r e l s of o i l 

i s b e t t e r than the, what we b e l i e v e , 2 0,000 b a r r e l s they 

could probably get i s f a i r , i f you b e l i e v e g i v i n g them a 

cash f l o w now when they have none i s f a i r , and i f you 

b e l i e v e going forward w i t h t h i s p r o j e c t and sharing the 
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b e n e f i t s w i t h a l l the i n t e r e s t owners as we're proposing t o 

do i s f a i r , then c o r r e l a t i v e r i g h t s w i l l be p r o t e c t e d , and 

again you should r u l e f o r Exxon. 

And i n r u l i n g f o r Exxon, I submit you not only 

meet your r e s p o n s i b i l i t i e s under the O i l and Gas Act, but 

you also w i l l f i n d the formula f a i r and you w i l l c a r r y out 

your r e s p o n s i b i l i t i e s under the S t a t u t o r y U n i t i z a t i o n Act 

as w e l l . 

CHAIRMAN LEMAY: Thank you, Mr. Carr. 

Mr. Bruce? 

MR. BRUCE: Mr. Chairman, as I sa i d i n my 

opening, we're here today a f t e r almost f i v e years of e f f o r t 

t o u n i t i z e t h i s pool. During t h a t p e r i o d , an e x c e l l e n t 

t e c h n i c a l r e p o r t was prepared, the plan of u n i t i z a t i o n was 

agreed t o by i n excess of 98 percent of the working 

i n t e r e s t owners and r o y a l t y i n t e r e s t owners, and a u n i t i s 

i n s t i t u t e d which w i l l recover, a t a minimum, an e x t r a 8.2 

m i l l i o n b a r r e l s of o i l f o r the b e n e f i t of the State of New 

Mexico. 

These f i g u r e s are based on geology which Exxon 

spent years developing, versus a couple of weeks t h a t 

Premier has spent t o ob j e c t t o t h i s case. 

The only d i s s e n t i n g p a r t y i n the u n i t has been 

Premier. During the n e g o t i a t i o n p e r i o d t h e r e were s e v e r a l 

working i n t e r e s t owner meetings a t which Premier was 
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allowed t o present i t s g e o l o g i c a l i n t e r p r e t a t i o n of the 

po o l . Not one s i n g l e other working i n t e r e s t owner agreed 

w i t h Premier's geology, i n large p a r t because there's no 

p r o d u c t i o n from i t s acreage t o back up t h e i r 

i n t e r p r e t a t i o n . 

Premier could have d r i l l e d a w e l l t o prove i t s 

cl a i m . I n f a c t , Paul White, Premier's former engineer, 

recommended j u s t t h a t i n 1993. Premier d i d n ' t do so, even 

though — I'm not sure of the d r i l l i n g time f o r a Delaware 

w e l l , but probably around ten days. 

A c t u a l l y , t h i s r e f u s a l t o d r i l l i s , i n f a c t , 

reasonable. A f t e r a l l , no other s i n g l e working i n t e r e s t 

owner has d r i l l e d a w e l l i n t h i s pool since 1985, except 

the w e l l d r i l l e d by Exxon i n 1990, i n the middle of the 

u n i t , t o gather data f o r u n i t i z a t i o n . Obviously, no one 

t h i n k s t h a t the f r i n g e t r a c t s have primary p r o d u c t i o n 

p o t e n t i a l . 

So Premier went t o the June, 1995, D i v i s i o n 

hearing, and again no one believed i t s s p e c u l a t i v e geology. 

A f t e r the Order was entered by the D i v i s i o n , Premier 

decided i t b e t t e r do something. So i t re-entered the FV3 

w e l l . What happened? Well, got a few b a r r e l s of o i l per 

day, 300 b a r r e l s of water per day. I t ' s an economic w e l l 

t h a t no one would produce f o r primary recovery. This r e 

e n t r y v e r i f i e s what Exxon and Yates have s a i d f o r years 
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about t h a t t r a c t and i t v a l i d a t e s the Exxon t e c h n i c a l 

r e p o r t . 

Now Premier i s back, and what does i t r e l y on? 

Again, i t r e l i e s on speculative geology, u n v e r i f i e d by 

a c t u a l d r i l l i n g and production. I t c e r t a i n l y d i d n ' t r e l y 

on i t s October, 1995, w e l l work. They were a c t u a l l y k i n d 

of offended t h a t we brought t h a t up. 

So what does Premier do now? The day before the 

hearing i t proposes a p a r t i c i p a t i o n formula t h a t no one has 

agreed t o and which has no chance of being approved by the 

necessary number of working i n t e r e s t owners. I can s t a t e 

f o r a f a c t t h a t Exxon w i l l never approve i t . 

And why? Because the formula t o t a l l y ignores 

a c t u a l p r o d u c t i o n , and i t also ignores the higher r i s k and 

cost of t e r t i a r y o i l recovery. I t also t r e a t s the f r i n g e 

t r a c t s as i f they're i n the heart of the u n i t . We t h i n k 

t h a t ' s r i d i c u l o u s . 

I f Premier's plan i s adopted, t h i s u n i t i s not 

going t o f l y , and the st a b l e w i l l lose m i l l i o n s of b a r r e l s 

of o i l . 

There's been speculation about a p o t e n t i a l lease-

l i n e agreement t h a t may a t some time, a t some u n s p e c i f i e d 

time, a s s i s t i n the recovery of the 2 m i l l i o n b a r r e l s t h a t 

Dr. Boneau t a l k e d about. But t h a t ' s pure s p e c u l a t i o n . We 

don't t h i n k t h a t w i l l ever happen e i t h e r . Such waste 
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should not be condoned by the Commission. 

Mr. K e l l a h i n r e f e r s t o c o r r e l a t i v e r i g h t s . 

C o r r e l a t i v e r i g h t s enables a p a r t y t o o b t a i n recoverable 

o i l under i t s t r a c t . A c t u a l l y , as Mr. Carr s a i d , the 

o p p o r t u n i t y t o o b t a i n recoverable o i l under i t s t r a c t . 

Premier has never taken t h a t o p p o r t u n i t y , number one. 

But the other key word i s "recoverable". Exxon 

has proven t h a t Premier has no economically recoverable o i l 

under i t s t r a c t u n t i l a C02 f l o o d i s i n s t i t u t e d . 

Nonetheless, the p a r t i c i p a t i o n formula gives value t o 

Premier's o i l i n the ground from day one, even i f i t ' s 

never produced. Thus, Premier's c o r r e l a t i v e r i g h t s are 

p r o t e c t e d , a l l o w i n g Premier t o t r e a t i t s t r a c t as i f i t ' s 

i n the sweet spot of the pool, when c l e a r l y t h a t ' s not 

t r u e , i t i s r i d i c u l o u s . 

Mr. K e l l a h i n also r e f e r r e d t o r e l a t i v e value. I 

t h i n k a l l you need t o do t o get a quick glimpse, a one-

second glance a t r e l a t i v e value, i s t o take out Exxon 

E x h i b i t Number 22, the production map, the bubble map. 

This c l e a r l y shows where the good p a r t of the f i e l d i s , and 

i t gives a snapshot of r e l a t i v e value. 

Based on t h a t , based on the other f a c t o r s s e t 

f o r t h before you, Exxon and Yates proposed a formula, which 

gives everyone f a i r value i n t h e i r t r a c t s , and i t ' s been 

overwhelmingly approved by the i n t e r e s t owners. 
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We simply urge the Commission t o q u i c k l y issue an 

order a f f i r m i n g the D i v i s i o n ' s Order, which approved 

u n i t i z a t i o n . 

Thank you. 

CHAIRMAN LEMAY: Thank you. Anything else i n the 

case? 

MR. KELLAHIN: No, s i r . 

CHAIRMAN LEMAY: Well, we — a couple weeks — 

w i t h Christmas season, now, how about t h r e e weeks f o r d r a f t 

orders? I s t h a t pushing i t ? 

MR. KELLAHIN: No, s i r . 

CHAIRMAN LEMAY: Okay, w e ' l l leave the reco r d 

open f o r some d r a f t orders by the various r e p r e s e n t a t i v e 

counsels. 

And thank you very much f o r everyone's 

c o n t r i b u t i o n , and hope you a l l have a very happy h o l i d a y 

season. 

We'll take t h i s case under advisement. See you 

a l l next year. 

(Thereupon, these proceedings were concluded a t 

4:12 p.m.) 

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

9:10 a.m.: 

CHAIRMAN LEMAY: Good morning, t h i s i s the O i l 

Conservation Commission. My name i s B i l l LeMay. To my 

l e f t i s Commissioner B i l l Weiss, t o my r i g h t Commissioner 

Jami B a i l e y , representing the Commissioner of Pu b l i c Lands, 

State of New Mexico. 

I would also l i k e t o introduce our Commission 

Counsel, Margaret Cordovano, who w i l l be w i t h us today 

doing the l e g a l work of the Commission. 

So we s h a l l begin by c a l l i n g Case 11,353, which 

i s the matter c a l l e d by the O i l Conservation D i v i s i o n t o 

amend Rule 303.C of i t s General Rules and Regulations 

p e r t a i n i n g t o downhole commingling. 

At the request of Mr. K e l l a h i n , we w i l l be 

co n t i n u i n g t h i s case t i l l the January hearing. 

Which reminds me, a f t e r the break we w i l l have 

some dates f o r you a l l . F i r s t I have t o confer w i t h my 

f e l l o w Commissioners t o see i f these dates from here on out 

are acceptable, and then w e ' l l make an announcement, what 

dates w e ' l l be meeting. 

We w i l l be meeting December 14th. That has been 

pre-arranged. So those of you not used t o having a 

December Commission meeting, l i k e we are n ' t , we are going 

t o have one t h i s year. 
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The Cases Number 11,297 and 11,298, one i s the 

A p p l i c a t i o n of Exxon f o r a wa t e r f l o o d p r o j e c t q u a l i f i c a t i o n 

f o r the recovered o i l tax c r e d i t , and 11,298 i s the 

A p p l i c a t i o n of Exxon f o r s t a t u t o r y u n i t i z a t i o n . Both those 

cases w i l l be heard de novo a t the December 14th Commission 

hearing. They w i l l be continued from t h i s docket t o t h a t 

docket. 

(Thereupon, these proceedings were concluded a t 

9:11 a.m.) 

* * * 
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