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MR, CATAHACH: Okay, call Case
9327. The application of Pugan Production Corporation for
an corder pooling all minerel interests in the Gavilan-Mancos
il Pool underlying a certain é640-acre tract of land; or, in

the alternative, for a nonstandard 320-acre oil proration

o

unit in said pool and compulsory pooling therein, Rio Arrviba
County, New Mexico.
Are there appearances in this

casa?

6]

MR, KELLAHIN: If the Examiner
please, I'm Tom Kellahin, Santa Te law firm of Kellahin,
Kellahin & aubrey, appearing on »ehalf of Dugan Production
Corporation.

I have two witnesses to be sworn

¥E. CATAHACH: Are there any
other appearances in this case?

¥ill the two witnesses please

standéd and Ha sworn in.

{(Witnesses zwWorn.)

Oh, I'm sorry. iHold on a

minute.

MR, PADILLA: Mr. Examiner, Fr-
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nest L. Padilla, Santa Fe, New Mexico for Hooper, Williams
and Kimball, or 1 think it's Hooper, Kimball and ®illiams 1
represent.,

MR, LUND: I'm Kent Lund onh be-
half of Amoco.

ME. BRUCE: Mr. Examiner, my
name is James Bruce, representing Mesa Grande, Limited. I
would state that Mesa Grande has no interest in this parti-
cular unit but is interested in the case mainly because of

the other pending forced posling cases in the Gavilan-Mancos

Pool.

MR. PADILLA: Mr. Examiner, our
pogsition will bhe the same,. We have no -- no witnesses to
present.

HR. LUWD: He have no
witnesses, either, and we're in support of developing it as
a 640 standard unit and in opposition to developing it as an
unorthodox 320.

MR. CATANACH: Okay. Now will

the witnesses please stand and be sworn in?

{(¥itnesses sworn.)

MR, CATANACH: You may he

seateaed,
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RICHARLD CORCORAN,
peing called as a witness and being duly sworn upon his

vath, testified as follows, to-wit:

BY #il. KRLLAHIN:

A My name is Richard Corcoran and I an a

landman for Dugan Production Corporation.

G Your name is spelled C~0=-R~C~(Q=R~A-N7?
A That's correct,
& “r. Corcoran, have you previously testi-

fied before the 01l Conservation Division?

A I have.

W What is your involvement with Dugan Pro-
duction Company insofar as this case is concerned?

A I am involved tryving to put together the
land matters as pertains to the changing of the spacing
unit.

0 Have you been involved in the negotia-
tiong with the working interest owners in both the undevel-
oped 320 acres as well as the operator and working interest

owners in  the 320 acres that was developed by the Seifert
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Well?

A I have.

HR, KELLAHIN: We tender Mr.
Corcoran as an expert petroleum landman.

MR. CATANACH: He is s0 quali=-
fied.

" Let me direct your attention to Exhibit
¥Number Cne and let's use this display to describe to the Ex-
aminer what we're trying to accomplish with the application.

A Right,

Q If you'll take just a moment and use the
display to orient the Examiner, first of all, to how you've
identified the bpoundary of the Gavilan-¥ancos Pool.

A That is identified with the solid orange
line and it -- it is just depicting the north half of the
pool.

In addition to that, just to indicate
that there is on-going development, we have in a dashed line
identified the sections that have either recently bsen com~
mitted or completed or have been pooled, force pooled and
will be drilled shortly or have been drilled.

Additionally, the interests that we're
talking about or want to direct our attention to here, is
Section 22, and that is outlined in the pink.

In that section the esast half has a
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dashed line showing the existing 320-acre spacing unit for
the Seifert Well: the west half is where my client or where
ny company own$ an interest and we're here to ask that that
be included -- that the spacing be changed from 320 to 640
and include the west half with the east half.

0 Are  vou familiar with the Commission's
Order R«7407-¥, entered by the Commission on January =-- June

8th, 19872

A I == ves,
0 That order established &40-acre spacing

for the Gavilan-#ancos Pool, did it not?

A Yes.

G In addition that orxder provided a -~ un~
der FRule 2-3, for the oxempting of certain spacing units
that previously existed prior to the pooling change.

L. Oxay.

) “hat efforts have you made with Amoco, as
operator of the Seifert Gas "A" ¥Well, to reform that 320 ac-
res into & 640~acre gpracing unit?

A Qkavy. ¥e «=- we have been in communica-
tion with Aroco and have worked out details as to changing
the existing spacing unit to allow for a voluntary pocl of
the entire 640 acres.

Q what's the reason that Dugan Production

Corporation has pursued that solution to spacing in the
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section as opposed to drilling another well?

A For two reasons. One 1s that we have an
expiring Federal lease and in the event, for whatever reason
any party were not avle to or chose not to -- te voluntarily
pool this -~ this acreage, then we would want to go ahead
and drill a well on a 320 basis or -- or he entered into on
the 640 basis. I know that's not very clear.

And the second reason is that we don't
believe 1it's necessary to at this -- pecessary to 4drill a
second well.

{2 The acreage that's under an expiring

leases with Dugan, expires on what date?

A it expires April 30th, 1988.

v And what acreage is subject to that
lease?

A That is the northwest guarter of Section
£2.

O Would you summarize for the Examiner what

is the current elements by which Amoco and Dugan have agreed
for the reformation of the spacing unit on 540 spacing and
the participation by which vou will accomplish that?

A Okay, so you'tre -~ are you asking me, let
me make sure I understand, what are the terms of our agree~

ment?
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A Okay. The terms of cur agreement, basic~
ally, provide for each of the nonparticipating interests in
the west half to do one of the following:

Tec either pay 125 percent of the drilling
and completion cost within so many days from the Commis-
sion's crder of establishing a 64Q0-acre spacing unit, or
they -- those parties can have their interests, thelir --
those parties can pay 200 percent penalty plus 100 percent
of the drilling and completion costs out of production,

And further, the agreement provides that
in the event any additional wells are to be drilled in this
section, that they would be operated under an operating
agreement that's in existence for the -~ for the 320~acre
spacing unit covering the east half. This operating agree-
ment, amongst other things, has drilling well rates of $3084
and producing well rates of %3384 a month,

And that's the basic terms of this agree-
ment,

o 411 right. The first element of the ag-
reerent  wis negotiations with Amoco by which we could apply
a participation forwmula for the undeveloped acreage to ac—~
guire an interest in the producing well as it existed, and
thaat agreement was that those owners would be afforded the
cpportunity to pay their share of the actual completed well

costs plus an additional 2% percent,
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A That's correct,
¢ They would pay their proportionate share

of that zone.

A That's right.
", All right, sir. The other element that

tahe existing operating agreement that applies to the Sei-
fert vell --

A Yes.

o -- will bhe the operating agreement that
will continue to apply to all the owners in the undeveloped
acreage.

A That, that is right.

] We will perpetuate that existing agree-
ment wtihout modificatien other than to increase the size of
the spacing unit.

A Exactly.

¢ If there are subsequent wells to be
drilled in the secticn, that same operating agreement will
apply?

A Yes, it will.

G And the averhead rates that are used in
that operating agreenent are the $4840 drilling == the =--
what's the drilling well rate on a monthly basis?

A 3 -- well, let me check it so I can --

@ $384072
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A Yes, okay, that's right, $3083.

Q I'm sorry, 53083,

A Right, and the producing well rate \is
5384,

I All right. In the event there are

parties in the section that elect not to pay their
proportionate share of the actual cost plus the additional
25 percent within a 30~day election period =-

A Ve

" e d &

.

" ~~ at the end of that period, then the
operators that have consented can recover that invegtment
form those ponconsenting owners out of production.

A Yas, but that 1is 1limited to those
operators having an interest gt this point in time in the
east half., Put, yes, that's correct.

G All richt. For terms of the forced
poeling order in the -- the first option is that in the
event there are these in the undeveloped acreage that don't
want to participate -—-

A Dkay.

W -=- then vyou're asking the Ixaminer to
anter & pooling order whereby under the pooliny order, then,
you'll have the same overhead rates as are in the operating
agreement.

A That's rignt.
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. Okay. What is the agreement on the ef~
fective <date at which the transfer will be made s0 that we
hava 640 acres?

B wWe would -- we would ask that this be
made effective the date of first production of the Seifert
gas well.

Q In addition you're asking the Examiner to
make a specific finding and an order to delete any exemption
that may exist now under Rule 2 of the 640-acre Gavilan
spacing rules.

A That's correct.

G All riahnt. If that transaction is com=-
pleted, what will be the effect on the working interest own-
@érs in the undeveloped acreage?

A In the undeveloped acreage --

o They will now participate in production
from the Beifert well.

A That's correct. QOkay.

¢ All riaht. What will happen to the cur=~
rent ownersinip in the developed acreage in the east half,
what dc they do?

A The working interest owners' interests
would in tnat de cut in half,

G All right. What is the mechanism by

which that will apply to the royalty or overriding royalty
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owners 1f ~- 1f there are any in the section? what happens
to their interest, first of all, to those royalty and over-

riding royalty owners in the undivided tract?

£ In the -~
Q2 The undevelouped tract?
A All right, they would participate on the

pasie o©0f whatever their proportionate share over 640 acres
is.

O What happens to those types of owners in
the existing 320 that's currently developed

3 Similarly, their interest would now be
based on what it 1s in 640 acres rather than within 320.

" And the predicate upon which all that is
bagsad is an engineering analysis that the second well is an

unnecessary well,

A which we'll speak -- ves.

W Anc we have Mr, Roe to talk to that.

A That's correct.

G Ckay. Apart from the technical details

of the second well --

A Yes,

w -- and whetner it's necessary oOr not,
you're involved with land transactions to formulate --

A Yes.

o -- this on a S40-acre basis.
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A Right.
O All riught. To what extent is the Bureau
of Land #anagement committed by way of a communitization
agreement for the reformation of the spacing unit on 640 ac-

reg?

b2

They reqguire one be submitted prior to

April 2¢th,.

< Are you in the process of accomplishing
that?

& Yes, we are.

G Let's turn now to the specific details of

whose got how much of what.

A dkay.

O And if you'll look at Exhibit Numbher Two,
if you'll take a moment and explain to the Examiner how the
exhibit is prepared.

A Okay. It is & tabulation of the working
interest ownership in Section 2 and it's set out according
to the following divisions:

The first division indicates the working
interest ownership in the west half. Okay, and that also, 1
just want to direct your attention to the two pages that are
attached, the first being a (-102 for the west half and the
second being a C-102 for the Seifert %ell as it exists (un-

clear).
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Oxay, so the first column indicates work-
ing interest owners in the west half.

The second column, the working interest
owners in the east half and the third, the working interest
owners as they would appear if we are granted those 640-acre
spacing units for the entire section.

The next column indicates those parties
that verbally have committed to a 640-acre sgpacing unit, or
-- or -- that's riynt, and as you'll note, that everyone has
verbally indicated that they are in agreement with that with
the exception of Meridian, who has not responded positively
or negatively at this point.

The fourth =-- or the next c¢olumn, being
-- ipdicates those parties that have executed an agreement
to voluntarily peol the 640 acres.

I need to advise you that -- that in ad-
dition to the twe that we have indicated there, Dugan and
Amoco, there have been three cothers that have been received.
I do not have them in my possession but AmoCo has received
them and they are Carolyn Clark Qatman, Warren Clark Trust,
warren Clark Testimentary Trust, and with adding the addi-
tical interests it increases it to a %4.1618 percent.

The last coelumn indicates the position of
the west half working interest owners with regards to the

drilling of the -- ©f a well on the west half, if that Dbe-
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COmEes nNeCessary.

And it's footnoted below, again, setting
out A, indicating those that approved the AFE, with the
gtipulaticn that drilling is a last resort, on a 320-acre
spaced Dbasis; and B, verbally aqgreed to participate as a
lagt rescrt but have no executed an AFPE, and there are no
parties that fall inte the opposing, the 2Zrilling it
vetvally.

G Let's take a couple examples to see  how.
to analyze the display.

For example, start with the pugan
Production Corporation interest, describe what choices that
ugan nhas made and how that's tabulated,

A OKay. Dugan ~= pPugan has in Column 1,
owns & 50 percent interest of the west half if a wel} has to
be drilled in the west half.

In the east half we own no interest,

In the entire section our interest would
be 2% percent,

we have verbally committed to =~ to
pooling the entire 640 acres and furthermore, we have
executed a letter agreement, or formal letter agreement,
with Amoco to this end, and it is our position that we would
approve the AFY as a last resort and drill a well in the

west half,
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e Let's look &t the Meridian interest as
another example of what the display shows us, and let us as-
sume for the discussion that despite efforts to reach a vol-
untary agreement with Xeridian, they failed to do so.

s Okay.
¢ And therefor you will need the compulsory
pocling  order on 640-acre spaces -- basis -- in order to
conmplete  the commitment of all the working interest owners
to the well,

Let's take Meridian and see what they

have.,

In the west half --

A Ckay.
¢ == what interest?
A In the west half they have nc interest,

In the east half they own a 6.25 percent interest. That in-
terest, over the entire 640 acres is 2,12% percent.
A&s of tnis date they have not committed,

either verbally nor in writing, to voluntarily pool the 649
aACres.

G Yecause they don't have an interest in
the undeveloped acreage, what we're asxking them to do is ap=-
prove the dilution of thelr interest.

A That's correct, we are,

e

And that would bhe accomplished with the
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compulsory poceling order or in the alternative by their vol-
untary agreagment.

A That's right.
] A211 right, let's take another example of

an owner that is in conly the west half.

A 0Oxay.

o Hooper, Ximball and williams, for exam~-
ple.

A Okay, thelr interest in the west half

amounts to 16.66 percent. They have no interest in the east
half; consequently, their interest in the entire saction is
8.33 percent,

They have verbally indicated that they --
that they would prefer a 640-acre spacing unit. They have
not executsed a pooling agreenent as of this time. We bhe-
lieve that's forthcoming.

And their position regarding drilling in
the west half is that they have verbally agreed as a last
resort but they have not executed an APE to accomplish this.

o A11 right, let's assume that Hooper, Kim-
ball and Williams signs the voluntary agreement and is fully
committed to 640.

A Yes.

G What percentage of the 125 percent of the

actual well cost do they pay for their proporticnate share?
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v

A

It would =--

Is it the 18 percent or the 8 percent?
It's the 8 =--

wnich one is 1t7?

Yes, the 8,33 percent times the -- their

proportionate share -- or times the 12% percent.

@

All right. In the -~ let's assume under

the other nypothesis that they don't execute a voluntary

agreement and are subject to the pooling order.

A

£

W
daveloped acreaye,

A

7

W

Yes.
At that point, then, the owners in the
AeoCo and the rest --

Yes,

~-= can racover out of Hooper's share of

the production Hooper's share of the costs of the well plus

that 25 parcent,

A

2oy o

Plus 200 percent.

a3
ot
ol
v
[
2
o

percent --

Yes,

-~ at that point because they have gone

beyenda the voluntary electicon period.

A
<

A

That's correct.
All righe.

Ang  that would come out of production.

How that's in the event of a 640 spacing unit. Did you =--




NATIONWIDE BO0C-227-0120

CALIFORNIA BOO-227-2434

FREE IN

ToLL

FORM 25C16P3

BARON

10
11
12
13
14
15
16
17
18
19
20

21

23
24

25

21

Q Yes.

A No, in the event of a 320-acre spacing
unit, they would be back to the 16.66 percent and that -~
they would have a choice to either pay 100 percent of the
cost as the Commisgsion would see fit to order, or -=- or a
penalty ae the Commission would see fit to order.

Q S0 this display can be utilized to deter-
mine what the impact is on each of the varioug owners in the
two combinations of cholces that you're suggesting.

LY That's right.

] Let's go on now and discuss the timeframe
in which you have started your efforts to reform the Seifert
spacing unit to 640 acres,

when did you first commence that project
or did Dugan Production Corporation commence it?

A Dugan recognized that they had a lease
they needed something to do with back in mid to -- mid-part
of '87, and at that point in time when they were doing work
in-house, they also were involved in two other wells, one
being the Loddy and one being the High Adventure, which both
had similar spacing concerns, and they were due to be held
~-~ or heard shortly, or prior to this.

Consequently, we began telephone conver-
sations 1in maybe October or November of '87: some place

around there, and we were waiting for -- for =-- for the out-
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come of the Commission hearinags on those other wells to

guide us into what to do here.

And subsequent to that, wé -= we  hegan

writing letters and --=

o

Let's go through the corregpondence,

then, and identify for the Examiner the various efforts you

have nmade to reach voluntary agreement with all the neces-

sary participants.

If wvou'll start with Exhibit Three and

identify that for us.

¢

point  out

Okay. Just prior te that I would like to

that this -- that we had dJdiscussions regarding

this prior to the written, the written material.

2%th and

Fxhibit Three is a letter dated January

it's == 1it's the initial written request to all

working interest owners as we knew them to be at the time in

the section and reguesting that they voluntarily pool the

entire section.

It a3lso has attached to it the return re-

ceipts indicating receipt of the letter,

L

humber Four

A
uary 2%th,

wast nalf,.

All right, sir, what is the newt Exhibit,

7
The next exhibit was the same date, Jan~
and it's to the working interest owners in the

It basically advises them that we, Dugan Produc-
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tion Corporation, would prefer a 640-acre gpacing unit but
as a last resort we would drill a 320-acre spacing unit, and
requested that each of these partis, by farmout or partici-
pation or == would == would support our efforts and we en-
closed an AFE to that end.

It alsc has the return receipts attached,
indicating deliverv.

G All rignt, sir, would you identify Exhi-
bit Number Pive for us?

A Humber Five is an APD for the west half
and 1t was submitted to the BLM just in the event that we
had te drill this well, that we wanted to be prepared to
drill the west half, if necessarv.

Q Dugan's identified that second well in

the section as the Rasmes (sic) wWell?

A Ramses, yes,

¢ Ramses wWell?

A Yes, that's correct.

¢ Ckay.

A The next exhibit is Number Seven and it's
G Let's see, S5ix --

A I'm sorry.

Q -= at this point, Mr. Corcoran, is the ~-

A Ckay, excuse me.
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g -~ certificate of mailing for the hear-
ing.

A 1'm out of order here, I'm sorry, and
that's exactly what it is. It's a notice from our attorney

¢f the applicaticen for this hearing and attached to it  are
the return receipts, aqgain, indicating they were sent and
received by all the ~-- by the parties that we indicated on
the Exhibit Two.

0 And those are the interest owners in the
cast half of the section as wall as the vworking interest
owners in the west half of the section.

A Yes, they are, as wa knew them to be at
that time,

] All right. 211 right, what is Number
Seven?d

A Gkay, Number Seven is e letter again from
Dugan Production Corporation and 1it's to the working
interest owners in the west half and a copy was sent to the
working interest owners in the ecast half.

It advisaes of the terms under which Dugan
had reached agreement with Anoco. It further urges these
parties to support a like agreement as to their interests
and it continues to explain that Amoco would be sending a
similar agreement to all == all of those parties; all those

parties in the west half,
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') All right, sir, let's turn to Exhibit
Number Bight and have you identify that exhibit.

2 Exhibit Number Eight is the -- Amoco's
formal letter agreement to all working interest owners again
satting owut the terms for voluntary pooling of all of Sec-
tion 22 and attached to it is the operating agreement that
~- that this new spacing unit wculd be operated under or any
new well would be operated under, as well as the existing
werll,

We -- I basically touched on the terms of
this agreement but if vou'd like, I could go on more,

o This letter represents the actual, speci-
fics of the terms and conditions that we generalized earlier
in vour testimony.

A That's -~ that's correct.

Q And it also shows the approximate cost on
the Seifert Well as being $600,0007

A Yes, it's -- that's completion and eqguip-

G Apart from the correspondence, did you
have telephone conversations or conferences in person with
any of the working interest owners?

A Yeg, 1 have., We have pooled -- polled by
phone prior to the original date that this -- this hearing

was set for, and then again abhout a week ago, what each of
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these parties that we have identified on that Bxhibit Two,
wnat their feeling was towards all of the ~- towards all the
factors that 1'd set out in those various c¢olumns, whether
their -- what their feeling was towards 320, 640, and exact-
ly how strong they felt about it,

G Have -- with all your conversations and
correspondence and efforts in discussing this matter with
the working interest owners in the entire section, have vou
received any comments or communications from any of the
working interest owners that they will refuse to participate
on a voluntary basis in the &40-acre?

A Mo, not ~-- ncne whatsoever.

o Because of the time constraints of vyour
expiring lease, Mr., (Corcoran, is it pessible to devote any
more time to obtaining veluntary agreement dDefore initiating
compulsory pooling?

A We're -- we're in a real time constraint
and we're down to tne wire. Am 1 answering your guestion?

¢ Yes, siyr. Will you continue to neqotiate
on a voluntary basis with these working interest owners?

A we will and we, you know, intend to clear
up any otner matters that are brought to our, you know, that
have peen prought to our attention.

Q In the event nowever, that you are unable

te do B0 by the time your lease expires, you would propose
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to use the compulsory pooling order in order to complete the

communitization approval -~

A Yes.
& ~= by the BLM,.
A That's right. That's right, we do need

that assistance.

Q And in the absence of any of these
working interest owners approving the communitization
agreement, =--

A Yes.

"] -~ then under the procedures of the BLM
you must use the compulsory pocling order to satisfy that

miseing signature.

A That's right, and they will and do accept
that.

o Do you have anvthing else?

A No.

MR, KELLAHIN: KWe'd move the
introduction of Exhibits One through Eight at this time, Mr.
Catanach.

MR . CATAWACH: Exhibits Cne

through Fight will be admitted into evidence.
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CROS8 DXAMINATION

3Y MR. CATANACH:

) As I uvnderstand it, Mr. Corcor

an, the

should we decide on 640 ascres, all the interest owners would

be governed by the operating agreement now in effe

A That's correct. They
O The options you would

in the Dpivision order, would be that

would bhe.

want in t

ct.

¥,

he  ord

er,

any nonconsentling

interest owner has the right within 30 days to pay their =~
to consent to the drilling of the well and pay 12% percent
0f thelr share of the well cost.

A That's right. Those are partiesg in the
wast half, that's correct.

0 Any nonconsenting owner would pay 200
percent plus  an additional -- 1 mean 100 percent plus an
additional 200 percent out of production.

A If thev choose not to pay thelr money in
the time zllotted, ves.

o wight. Jkay, and the proposed overhead
rates for the S40-scre unit are S$3083 while drilling?

A Yes.

0 And $384 production.

A That's rignt,

0O In the event of a 320~acre unit, what --
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do you propose the same overhad rates?
A No, we don't. What ~- John, do you have
them?
MR, KBELLAHIN: #r. Roe's got
some discussion about those overhead rates, Mr. Examiner.
¥R, CATAHACH: And on the «-
how about the risk penalty, has that been decided?
MR, KELLAHIN: Yes, sir, he's
got testimony on that issue.
g ¥r. Corceran, do yvou know if the east
half was originally & voluntary unit?
A Yeah, Yes, I believe it was, according
to the record. Yes, it was.
Q $o Heridian -- Meridian did participate
in that well?
A Yes, I pelieve they did participate in
the well,
0 Ckay. And they are the only ones who you

haven't heard from ==

A That'sg ==
O ~~ pither way in this proposal.
A Uh-huvh, that's correct.

MR, KELLAHIN: Well, he's heard
from thew but they have not been able to tell him veg or no.

A Yeah, 1 nave heard from them but they =--
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their management nasn't had a chance to make the decision.
MR, CATANACH: I think that's

all T have right now. The witness pay be excused.

JOHN L. RO¥E, JR.,
being called as a witness and being duly sworn upon his

cath, testified as follows, to-wit:

DIRBCT HXAMINATION
BY #h. KBELLAHIN:
3 Hr. adoe, would you please state your anne

and occupation?

A My name 1s John . Ree, Junior.
o ¥Mr. Roe, have you previously testified

hoefore the Division as an expert petroleum engineer?

A ¥as, 1 have.

Q and you've testified on numerous
cccasions about Gavilab—-Mancos and Gavilan-Mancos wells.,

A Yes, I have,.

8] You have made an engineering study and

evaluation of the Seifert Gas Com "A" well, is that it?

A Yes. Yes, sir.
0 And this is Section 22 ==
A Yes.

g -=- in Rio Arriba County, New Mexico.
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A Yeos,

MR, KELLAHIN: We tender Mr.
Roe as an expert petroleum enginear.

MR, CATANACH: He is so quali-
fied,

O Mr. Roe, let's lay a foundation of sowme
of the information that you have re-svaluated and re-studied
in the Gavilan-Mancos as it applies to the RAmoco Seifert
well.,

And let me direct your attention now to
Exhibit Hdumber WNine and have vou simply identify that for
ne.

A Qkay. Exhibit Number Nine is an exhibit
taht I prepared. It consists of four pages and the first

twO pages are basically my summary of the information that
I had available as it pertains to the Seifert Gas Com ®aA"®
Well XHo. 1, operated by Amcco,

And the last two pages of Exhibit Number
Nine would be coplies of the completion reports filed with
the Commission, the Commission Porm C-105.

The third page of this would reflect the
completion that was filed for the Gallup or what I refer ¢to
as the Mancos formation, and this is the completion or the
-- basicaelly the interval within the Gavilan-Mancos Pool.

The last page would reflect a completion
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attempt in the Dakota formation, an unsuccessful attempt.
That particular completion wags plugged and abandoned on Jan-
uary 12th of 13887,

o Pecause of vyour involvement over the
years with the developmpent of the Gavilan-Mancos rules be-
forc tne Commission and your involvement on behalf of vyour
company anct other companies with regards to the drilling and
cempletion of these wells, 1 think it would be helpful if
you would give us a brief summary of how we got to where we
sre now on the Seifert ¥wWell.,

I£f wou'll talk to the Examiner about the

tranzfey from 3

Ee)

0 te s4Q~-acre spacing in the Gavilan and how
hat occurred as a result of Qrder 7407-E,
I #iell, 1f I could back just a little ear-

lier, initielly the spacing within the Gavilan-Mancos Pool

was axtablished in 1%80 -~ the early part of 'Z4, 1 forget
the exact date, but it was established for a temporary basis
as 320-acre spacing.

Peginning about that time we ~- there was
a tremendous amount ¢f development within the Gavilan-Mancos
Poocl. During tnis development there was a tremendous amount

of engineering data that was compiled. In fact there was

even an effort by all operators within the SGavilan-Mancos

)

ool te review the data and evaluate and study what was hap-

pening in the Gavilan-*ancos PFool in an effort to determine
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if there was a better way to develop the reservoir or an ef-
fort to determine the optimum method for devalopnent.

In the -~ the pool rules were set for an
initial periocd of three years. That hearing reopening --
the original case was reopened in March, latter part of
March and April of 1987 at the end of the 3-year period, and
during that -~ that S5-—day hearing the spacing was chanqged
from the temporary 320-acre spacing unit to 640-acre on a
permancnt basis, based upon the engineering and geologic da-~
ta that had been accumulated during the initial development
of the pool, wihich enconpassed about 7% wells.

The Seifert Gas Com “A" Well Ho. 1 was,
ag ['ve indicated on the front page of Exhibit MNine, or as
can be seen from the completicn reports, was actually spud-
dad Octobker 2%th of 1985, Amoco initially -- and at the
time they spudded the well, there was a tremendcus amount of
data available to suggest that 640 acres was probably a more
appropriate spacing than 320 acres; however, 2320 acres was
the current spacing at the time.

Amoco, Dbecause of the effective spacing
peing 220, put the 3Z0-acre gspacing unit comprising the east
nalf and the working interest ownership was Kindermac Part-
ners, Meridian, and Amoco, with Amoco owning greater than 50
percent.

Tne completion and testing of the Seifert
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Gas Com resulted in the well actually being -- or not actu-
ally having a completior filed until June 28th of 1987, ap-
proximately 20 days after the pool rules were effective,
making or adoepting 640 acres as the official spacing for the
Gavilan-Mancoe Pool rules.

iaving no interect in the Seifert Gas Com

e

"A® Well Bo. 1 during its initial drilling and completion
effortsz, our information is limited pretty much to what's
available hrough the Commission, but it does appear that
Amoco conpleted the well in a manner similar to what most ==
wost  other wells within the CGavilan-~tlancos Poel are com—
pleted and it had an initial purping potential of S4 barrels
of il a day and 120 MCF per day.

o At this peoint as a result of the spacing
change, there was the Seifert spacing unit, as well as other
spacing units in which there was yet just a single Gavilan-

Mances well in & section.

A That is corract,
o You have =~ have you examined to deter-

mine whether or not a second well ought to be drilled in

Section 227

A Yes, yes, 1 have.
{2 And what is your conclusion about the

prudent operation of drilling & second well in the west nhalf

of Lection 227
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A As a result of my study of this area and
as it relates to the rest of the Gavilan-Mancos Pool,
there's no doubt in @y mind that {f the acreage within the
west nalf of Section 22 is reguired to drill a second well
in order to place that acreage in a developed status, it
will probably he the best example of an unnecessary wellborg
that exists in Gavilan.

0 Let's come hack to the issue of the sec-
ond well and go forward with whether or not vou have made a
study of how the undeveloped acreage can participate with
the developed acreage in the Seifert Well on a reasonable
basis.

flave you nade such a study?

A I, ves, ['ve been involved with that par-
ticular issue for -- Dugan Production has been involved in,
as Hr. Corcoran sald earlier, there were two other cases ac-
tually before the Commission, one by Hesa Grande Resources
in the Federal Invader Well Ho. 1, and a second case by Mesa
Grande Limited in the Loddy No. 1, a well operated by Sun in
Section 20 of 25 Horth, Range 2 West,

Because Dugan has an interest both in the
developed and/or undeveloped acreage in those two wells, we
were involved throughout that and we have also been attemp-
ting to come up with a manner that would deal with this

exact lissue Decause Dugan also has several other instances
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that this «-= a gsimilar situation exists.

what was the Cormission's choice on par-~

X

ticipation in the Federal Invader Well between Mallon and
Mesas Grande?

A well, the case was actually dismissed
primarily, 1it's my understanding Mesa Grande felt that they
would concentrate their efforts in the Loddy, that the fed-
eral Invader was not a very good well, and they were becom-
ing frustrated with an effort to develop a f4l-acre spacing
unit and the peoorer 2 well gets the harder it becomes,

0 So  there was no -- ultimately no order
issued by the Commission deciding participation in the Fad-

eral Ionvader %Well.

A That is correct.
o And the Commission has not yet antered an

order on the Loddy Well.

A That's correct. hat particular case was
heard andé ~- and we were watching that very closely, hoping
that maybe some guidelines would result from that order be-
cause it is very similar to the situation we have here.

4 Has the Commission entered a participa-
tion a«llocation when the pool was re-spaced from 40'%s  to
12's  and allowed undeveloped acreage to participate in an

existing well? Has thils cccurred before?

I3 ¥Well, we had & very -~ the circumstances
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ware exactly the same initially. The pool was initially a
few wells drilled on undesignated 40~acre spacing. At the
time the pool rules were initially set at 320, The Commis-
sicn, as part of that oraer, mandated that the operators,
and they provided I forget the exact time, but I believe it
was 50 days, for the operators of all existing wells to
either cbtain a nonstandard spacing unit from the Commission
after hearing or create a 320-acre spacing unit, and if
neither were accomplished at the end of §0 days, or the

timeframe, that their allowable would be cancelled,
Q Do you have an opinion as to whether or
not the 125 percent participation is a reasonable method by
which the undeveloped acreage can participate in the Seifert

Wall?

A Yes, I == 1 think 125 percent reflects a
number that Dugan Production can live with because we are
involved on both sides and it ig a number that does reflect
& reasonable value both from the drilling parties and the
nondrilling parties.

¢ Let me direct your attention to Exhibit
dumber Ten, Mr. Roe and have you summarize for us how you
have supported and reached your conclusion that the 125 per-
cent participation formula is fair and reasonable to all

parties.

A Okay. Thig =-- this, again, is an effort
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te  come up with a number that will help remove the emotion
that becomes involved when vou're dealing with taking a well
that only half of the people have taken all of the risk on,
have drilled, in some instances have produced, they may have
a «qood well or they may have a had well. There is  just
whole, whole Dbunch of things that nappen when you say,
yvou've taken 211 of the risk, vou've daone zll of the work,
you copplied with the rules, but now we want half of what
you've got, and s0 the people that are drilling parties,
they bhasically have to take the dilution of interest, The
people  that were not originslly drilling perties, they re-
sent having to pay toco awful much extra simply because they
didn't participate in the well, primarily because they had
no opportunity to participate in the well; in other words,
the spaecing unit that was in effect at the time was com—
plied with and it did not include the undeveloped acreage.

But it's entirely possible that had the
andeveloped acreage been offered the opportunity, they would
have joined and snhnared in whatever risk existed.

So what I've presented here on Exhibit
Ten 1s tried to figure out what == what risk really did -~
did occur and -- and it's sy feeling that we'd have to re~
move the quality of the well as a consideration, because you
-= You have, vou knhow, everybhody wants to participate in a

good well and not necessarily evervbody wants to participate
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in an existing bad well.

S50 it's my belief that well quality has
to be removed from the consideration if we can agree that
640 acres is the proper spacing, which it's my opipion that
is -- is the fact.

So the only other risk that really invol=~
ves is the risk in =-- in effoectively drilling and getting a
wellbore to total depth and in a manner that you can com-
plete it, and that risk is somewhat limited by the fact that
most dJdrilling contractors are willing to guarantee a well~
bore to TD, guarantee your logs from TD, and guarantee you
that you can get to TE, and this in generally tendered in
the form of a turnkey bid.

The last page of Exhibit Number Ten is a
copy of such a turnkey bid that 1 asked Four Corners pril-
ling Company to submit to Dugan Production for the drilling
of our Ramses 2 Com wWell No. 1, which is our proposed well
in the northwest guarter of Section 22, in the event that we
have no other alternative to develop our acreage bdut to
drill.

S50 in the event we feel wo have to drill
& well, which we == Exhibit Number Five was the APD which
reflects our plans to do that as a last resort, the -- this
letter was tendered te Dugan Producticon as a propoesal by

Pour Corners, and they will guarantee us a well to TD for a
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total price I've got in handwritten notes at the hottom as
Item A for $262,000, approximately, we can have our well to
™D and cur logs recorded.
They alsc set forth in this letter, if we
want. to absorb all cof the risk of accomplishing that

ourselveaes, it!

mn

my estimate, using their -~ their numbers
that they gave us, that we would spend about 5147,14% to do
the same thing,

So the real risk involved that we as
drilling parties take upon curselves, iz the dJdifference
between those two numbers, or approximately $114,8200.
That's the actual cash risk or exposure, because at any
poiont prior to drilling we could have turnkeyed the well
for a firxed price,

low, 1if vou relate that £114,800 tec our
APE, wilch was included in one of our prior exhibits, ot
drill the Ramses 2 Com No, 1, which we're estimating a
drilled and completed cost of $47%,000, that risk factor
represents 24 percent of what it would cost us to drill and
complete a well if all goes well.

If we relate that to Amoco's aestimated
actual drilling and completion costs cn the Seifert Gas Com
"A" Well Ne. 1, that 5114,800 represents 19,1 percent of the

total cost,

The second factor that I feel is reason=-
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able to == iz reasonanle for the non-drilling parties to
provide the d¢rilling parties with a compensation, is for the
fact taat the drilling parties did spend the money; they 4id
pay for teXlng -- for whatever work was done. They basical-
ly have thelr money tied up with no return on it, no inter-
asht bheing paild.

Q¢ 1 took a look at what would hanpen if
Dugan pProduction spent 5479,000 for a well, took it out of
service for approximately six months, which is probably an

overall average from the time you spud the well until you

J

actually have prodaction going toe the tank. It ranges any-

354

wnere from  two monthe -- the Seifert HWell, 1t was nearly
thirteen months vefore they were able to actually have their
facilities in place, all of the right-of-ways, and have the
wall producing.

o using an average of six months, the
interest that would ralate to $479%9,000 being out of servica
is a valua of about $2§,000 to Dugan's share ~- I mean basaed
upon our AFE, or about 325,000 if you relate it to Amoco's
actual cost,.

and comparing these two numbers the aver-
age of -- and I feel $479,000 represents a fairly trouble-
free well, and the -~ Amoco's number, $600,000 represents
prebasly a fairly typical well drilled by most of the opera-

LOrs.
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ugan  has drilled more than half of the
wells in Gavilan and we were -- we feel that there are some
things we do thnat allow us to have a little lower cost, But
at any rate, the $475~t0o-600,000 does give you the range of
actual well cost we would expect to encounter, and the com-
pensation that I've outlined hered for the risk plus the in-
terest compensation avevages about 25 percent of the well
cost, and that is what we propoe is a reasonable number to
-- for the nondrilling parties to pay to the drilling parc-
ties for the fact that they're coming into an existing well,

0 Turn now to Exhibit MNumber FPleven, Mr,
Roe, and ask you whether or not you've made an economic ana-
lysis based upon voluntary participation on a 64G-acre
baslis using this 125 percent formula to determine whether or
not the remaining reserves attributable to the well will
justify and support that participation.

A Yes, 1 have made that analysis and Exhi-
bhit Fleven is a copy of the printout from a computer progran
that ©basically did this analysis. It pretty much reflects
what I believe toc be the future production performance of
the Heifert Gas Com "A" No. 1. The economics presented on
this page reflect the economics as they relate to Dugan Pro-
duction'’s 25 percent interest in the 64{-acre spacing unit.

It's my believe that if Dugan Production

does pay as a front end investment 12% percent of the
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600,000 our share of that would pay out in 3.7 vears, and
it would generate an undiscounted cash flow to Dugan Produc-
tior of about $£4,000, which our share of the 12% percent
investiment would be approzimately $181,000, so our profit to
investment ratio iz about 1/2 to 1.

These econos:ics naturally are contingent
upen & lot of things. I have to fix oil and gas prices that
vary from Gay-to-day. I have to be accurate that the fore~
cazt, as you can sgee, the felfert Well is not going ot be a
great well. It's =~- 1 forecast that there will be about
52,000 bvarrels of o0ll recovered from tnis well, and approxi-
mately 342Z-million cubic feet of gas. BRut ~-

£ Tnese are nob great econmics but they are
sufficient 1in your wmind for Dugan's participation in order
to avoid the drilling of that urnecessary well.

A Yes, sir. It's my opinion that I can in
clear conscience recommend to ¥Mr. [migan that this justifies
our participation and we're not doing it bhecause it's an
economically sound deal but 1t's an econmically sounder dsal
than us drilling a second well to develop our acreage,

), Let's turn now, MNr. Boo, to further docu-
mentation you have that supports your opinica  that the
second  wall in fact is an unnecessary well in  this reser-

Can you identify for us Exhibit HNumber

=3
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Twelve?

A Okay. Fxhibit fSumber Twelve ig a tabula-
tion on which I have attempted to summarize the pressure da-
ta that has been accumulated from ten wells that are located
in the general vicinity of the Seifert Well,

How, the specific wells that are pre-
sented on Exhibit wumber Twelve are if you would refer to
Exhibit Humber One, which was the map of the general area,
the wells that we've got blue circles written around, those
are the wells that I have utilized pressure data from and
the pressure that I'm using is the pressure that basically
was obtained in compliance with Commiusion's Qrder 7407-F,
wherein we were to shut in both the West Puesrto Chiguito and
Gavilan-Mancos Pools completely for a 72-~hour period and we
measured with these conditions a bottom hole pressure on
June 30th of 1987, Novenmber 19th of 1%87, and the last test
ordered by  the Comnission was taken on February 23rd of
1988,

G guring that test period was the Sun  Ex-
ploration Wildfire wNo. 1 Well used as an observation well?

A Yes. furing this pericd, and that's why
the wWildfire iz so impertant to congider in =~ in our analy-
sig here, 1is the Wildfire, not only was it used as a pres-
sure ohservation well, as -- as were the other wells -- but

the wildfire was not producing. It was shut in awaiting ef-
prd 3
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There was ne production that ocourred from the ¥Wildfire dur

ing this period,

Wit the Wildfire as  the observation

£l

)

well, what other wells were being produced? What's the
S S

closest offsetting well that was being produced?
A Well, the nsarest well that was producing
consistently throughout this -- this time, with the start of

this time being June 30th of 1987, was a well operated by ==

I

currently operated by Hixon Development Company in  the
gsouthwest  quarter of Sectien 25, and it's approximately a
mile Lo the south.
A little more than a mile to the east,
anotiher well operated by Hixon is the Tapacitos No. 2.
During  tals time period the Seifert Gas
Com "A" ¥ell HWo. 1, which is located to the northwest, was
not producing and so it -- even though the completion was
there, it was shut in awalting on a pipeline connection.
i Did the ¥Wildfire well experience any loss
in pressure during the poriocd?
i Yes,  as you'll note there, the first
prezsure  in  the first column under the June 30th, 1987,
date, now all of these pressures have been adiusted to &
conmon datum of 370 feet above sea level, which is a datum

Septn that the engineering study committee in their efforts
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to analyze Cavilan, that is a datum that they selected, and
abunpdant =~ the abundance of pressure information that has
been testified to the Commission has been at this datum.

Rut if we lock at the pressure we
measured, and, avain, this is measured with a bottom hole
prassure  bomp, June 20th of 1927 we had 1190 vsia at our
datum depth.

November 12th of 1587 we measured a pres-
sure  of 1628 psia, which is a2 decrease of 162 psi, for an
average overall of abhout 3% nounds a month,

If we look further at the pressure that
was recorded on Feorury 223rd of 1988, the pressure had con-
tinued to decline and was now at 969 psia, which is an addi-
tioral decline of %% psi, or during this latter perioed,
wnich was the lower production rategs from the reservoir, the
rate of pressure docline was -- averaged 18 pounds per
month.

o As a rosult of the analysis of the pres-
sure information from the Gavilan Pool, what's your conclu-
sion about Section 22 in the Seifert Well?

A Okay. Wall, from == it would have been
grzat il we would nave peen able to have had pressure infor-
mation in the Seifart wWell.

It was not one of the wells designated to

observe uvraessure, the closest well being the Wildfire. I
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feel vory cortain that the data presented on Oxhibit Twelve
shows me first off that the pressure,  say, in June 3&th of
1287, of 11%0 pounds, that compares fairly close to an over-
all average of 1134 pounds for hthe ten wells.
If 1 look at the Pebruary pressure of 969
psi in the Wildfire, tagt comnares reasonabply well with the

overall arithmetic average ¢of the ten wells we're looking at

of 212 pei.

S0, first off, 1 know that at least at
the Wildfire the pressure at that point in the resecrvoir is
connected  fairlvy well with what's happening in the rest of
Gavilan, again remembering that the Wildfire is not produc—
ing. The pressure decline we see is a result of some other
mechanisn somewhere 1n Gavilan,

A second  thing that makes me feel that
this praessure communication in the Wildfire, at least that
far nortn, is -~ is very good, noet only is it at the same
maghnitude of pressure but 1 see that the rate of pressuore
decline between Jdune and Hovemper of 34 compared to an over-—
all pool average of 42, that is very similar. The rate of
pressure decline between hoverber and Fenruary, 128 pounds
per montir, comparead to an overall poel average of about 8,
tells me that the == what's happening in the ¥ildfire is re-
floctiny very well what's happening sowmewhere else in  Gavi-

lan.
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O How do you apply that to what's occurring
in the Seifert Well, now?

A Well, wa& -- we have some other informa-
tion that tells us tnhat there's == that leads us to believe
that the fracturing decesn't stop at the wWildfire. The frac-
tured nature of tne reservoir is evidenced in the Bear Can-
yon Unit wells. 2ugan Production is a working interest own-
er within these wells and we do know that =~

2 And they're to the north of the Seifert
Hell?

A Yes. In other words, the Seifert would
be located basically between the Bear Canyon Unit and the
wildfire.

50 having followed the drilling angd com=-
pletion of the Bear Canyon Unit wells, we know that the
fractured nature of the Mancos formation exists within the
Bear Canyon Unit. #Having the pressure data that is measured
data in the Wildfire, we anow that the fractured nature of
the Mancos exists to the wWildfire, and so we have projected

that the Seifert, it's very reasonable to expect that ac~

0y

reage to also se enclosed by tne natural fracturing, which I
feel 15 responsible for this tremendous pressure communica-
tion throughout the Gavilan-~¥ancos reservoir.

G Based upon your studies, Mr. Roe, do you

have an opinion as to whether a second well in the section
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will develop reserves that won't be produced by the Seifert
: ; Y

Well?

A Yes, 1 have an opinion on that.
0 And what is that opinion?
A It's my opinion that -- that about half

of the wells within Gavilan should be shut in right now, but
an adgditional well in Section 22 will not result in addi-

tional reserves belng develoned,

3 Loett's talk for a moment about the risk
factor penalty to be apnlied in two instances. Cne, whers

the undeveloped acreage owners fail within the election per-
iod ot pay their share of the Seifert costs and are subiect,
then, to a penalty to be recovered out of production, and in
the second alternative, the risk factor penalty to he ap-~
plied in the event vour =-- vou have to go forward with dril-
ling a w2ll in the west half half,

What penalty would you propose in & per-
centage be arclied in both those instances?

A I was -- T was anticipating vour ques-
tion, ¥r. Hellahin. 1 didn't follow through completely.

In == in the west half we would propose
that in the avent there was a nonconsenting party, that the
penalty be 200 perent in addition to the well cost and this
would be -- this is basically the same arrangement that ex-

ists under the operating aureement that is in effeact for the
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Seifert Well in the cast half.

g In the event there is8 sufficient agree-
ment te g0 forward with the reformation on a 640 hasis and
we& have a party that doesn't reach voluntary agreement on
the 640 and we need the mechanism of the compulsory poeling
order to give them a notice and opportunity to pay their
share of the cost plus the 25 percent, and they fail to do
sa, what should Amoco and the other owners in the developed

tract bpe allowed to recover out of production to compensate

"

chem

A They =--

A Should it bhe 125 percent or should it be
some otner percentagery

A The percentage that Dugan Production has
agreed to and is stipulated in theilr operating agreement,
that is in effect, is Amoco and the initial drilling paerties
only will be allowed to recover the well costs plus 200 per-
cent from the people that elect to not participate in the
initial drilling or up front, the well's already drilled, so
1 can't say initial drilling, but those that do not pay Amo-
co and the initial drilling parties their share of 12% per-
cent of Amoco's $600,000 well cost, then they would be sub-
ject to  the initial drilline parties recovering well cost
plus 200 percent.

G All righnt. In your opinion is that 200
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percent number falr and reasonable?

vs, it is.

)
e
fer

-
]
0
&

pplied to the 200 percent risk factor
1f that well is drilled on 2 320, you've
indicated s 200 percent risk factor wes reasonable in  that

instance.

A in fact, our reason for askxing for 200
pgercent in  the wesit half basically is the same line of
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moco having 200 percent in  thir
currant operating ayreement, is that that is a reasonable --
it's the maximum that is allowed by the Cemmission.

a ve've spent a lot of time talking about
the correlative righte and how to ba failr among the working
interest owners in the section s that they can participate
in the Selfert well and avoid the unnecessary well.

Do you have an gopinic, ¥r. Ree, a8 to
whether cr not there are any adverse impacts on the correla-
tive rignts of rovalty or overriding rovalty owners if this

agreement is approved?

A it's wy firm belief that there will be rno
negative impact. It is true that -— that if we did nothing

the royalty =-- in other words, compared to doing nothing,
everyoody's interest in the Seifert Well is going to be re-
duced 1in half, but 1f the west half is put in a position

that the only way to put that acreage into development ig by
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drilling a well, there's going to dbe at least that 50 per-
cent raduction in revenue evep though the ownership doesn't
change. It's my firm belief that a second well in that sec-
tion will reduce the ultimate recovery from the Seifert.

¢ The impact is that the rovalty owner in
the developed acreage may received a larder share of income
but over a shorter period of time.

A A shorter period of time and probably a
smaller numbery a smaller ultimate recovery, a smaller vol-
unme,

o Ang  that's szimply a fact of having two

wells compete for the same resarves.

A That is correct.

0 here one well, in fact, would do the
job.

A Right.

w Let's turn now to the AFE on the well in

the west half, ¥r. RPoe. I think it's marked as Exhibit Num=
per Thirteen. Would yvou identify that for us?

A Okay. Tthis is nothing mores than a copy
of the AFE that Dugan Production sent to the working inter-
est owners in the west half of Section 22 of Township 26
Horth, Range 2 #Hest, and we transmitted this with our Janu-
ary 2%tn letter, which was Exhibit Mumber Four, and this --

te reason for this beiny Uxhibit Thirteen is this is what we
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would offer the Commission as peing our anticipated drilling

andé completion costs in the event we have no other alterna-

Fel

tive

o,

> to develop our acreage but to drill a well, and that
well will be the Ramses 2 Com Hell hNo. 1.

{4 This APE is generated by Dugan Production
Corporation and represents, as you understand it, a fair and
reasonable estimate of those costs?

A Yes, that is correct.

-~
g

L

Let's turn now to what you would request
of the Examiner for overhead rates in the pooling order if
we're required to gyo forward with the west half well, and
let me invite your attention to Exhibit nNumber Fourteen.

A Exhibpit Fourteen is a two-page =- Lwo
pages out ©f the 1986 survey of -=- of drilling and producing
well overhead rates throughout the U.S. This =-- these two
pages are from their 1986 survey and it is my understanding
there probably 1s a more recent survey available, although
this 1s the most recent 1 haa available and we are willing
to use this as guidelines.

I, 1in bilue, have highlighted the numbers
that are pertinent to our particular well and that is we are
dealing with a well that would fall into the region that
they identify as the Colerado Plateau, and we are dealing
with a well tnat would -- an 0il well that would range or

fall into the depth bracket of the %000 to 10,000 foot
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depth, and the average monthly drilling well overhead rate
that is reported here would be $4138 and the average monthly
producing well overhead rate would be 35446,

How fDugan  Production is  proposing and
asking the Commission to accept as part of our forced pool-
ing ¢f the west half of Secticn 22 in the event we drill, a
procucing well rate of $40C per month and a drilling well
overhead rate of $4000 per month.

And  again, those numbers, the 400 and
4000 aren't highlighted but the numbers with which we feel
we'lre in range of are bhighlighted in this.

o In your oginion, ¥r. Roe, will approval
of this application be in the best interests of conserva-
tion, the prevention of waste, and the protection of correl-

ative rights?

A Yes, that Ls wmy belief.
0 why?
A wWeall, tha ~= if <~ {f we are not able Lo

put together a spacing unit for the Seifsrt Gas Com “A" Well
No. 1, because of cur expiring lease =- in other words, if
we aren't able to put together a §40-acre spacing unit for
that well, Dugan Production will be in the position that we
nave to drill & well that we've identified as the Ramses 2

Com well No. 1. #e have our APD submitted. It is pending

approval; however, we anticipate receiving that approval so
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thet we can cowpmence drilling operations on or before April
30th, wnich is our last resort to place our lease in produc—
tiorie

In the event we have to resort to dril-
ling for development, it will be contradictory to all of
the other work that we've ¢one witnin the Gavilan~Mancos
pool which says G40 acres 1s the appropriate spacing.

I've presented on one of my exhibits
pressure data that definitely suggests that one well is
being drained by -- or at least in pressure communication
with 640 acres, and that being the fact, a sacond well in
Section 22 is just going to basically redistribute the re-
serves that are in tnis genersl arsa of the Gavilan-Mancos
Pool.

It's, considering the fact that the pres-
sure in this ares of the reservoir is currently at roughly
50 percent of its virgin pressure, it's guestionable in ny
ming that Dugan's econcmics by drilling a well in the west
half would even be a viable aconomic venture, although we're
willing to take thaet risk as a lasgt resort.

Mie EELLAHIN: That concludes
my examination of Mr. Roe.

We'd move the introduction for
the introduction of Exhibits Nine through Fourteen.

mil., CATANACH: Exhibits Hine
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through Fourteen will be adpitted into evidence,

CROSE BEMAMINATION
RY Pk, CATAHACI:

) ¥r. Roe, what is the date of first pro-
duction from the Amcco well?

A Okay. 1 -~ on my Exhibit Number Nine,
the bottowm of the first page, 1I've -- there's really two
dates of first production.

During June of 1987, during the comple-
tion of the well, Amoco produced 1930 barrels of oil and did
report that te the Commission on their Form C-115; however,
upon producing that oil the well was shut in until they had
their gas line in place and were able to cease venting the
gas and deliver gas intc a sales market. Thaet well then was
returned to production on January 12th of 1988,
on  thz second page of that 1 have tabu~-
lated the daily rates that Amoco has reported to the Commisg-
sion in compliance with the testing ordered by R-7407-E, the
daily rates through February L5th of 1988, which is the data
I had available at the time I made this exhibit.

U Well, what I'm trying ot get at is vyou
regquested that ths -- an order pooling 640 acres be effec~
tive the date of first producticn. which date would yo re-

command?
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A The =-- what we discussed with Amoco and
-= i3 that quite honestly, wa didn't address whether that
should be June, 1987, which would be my proposal, but I
think I could say that that should not be something that

would keep us from agreeing, whether we make it June lst of

}

1287 and include the 1930 bharrels of oil, or we makXe it Jan-

pae

vary 12th of 198¢&, which is really the date that the well
commencaed preducing on a sustained basis.

1 == Dugan Production has been able so
far to work something cut., 1t's that important to us to set
this 640. So I wouldn't let that be a big factor, although
I would propose that we make the first production being
June, ‘87,

0 Ckay, then it is your opinion that that
second well would be unnecessary. It wouldn't drain any ad-

+

ditional reserves in that ==~ in a 640 area.

A

i

]

-
)

ased upon all of the pressure data we've
had and analyzed, yes. I believe that,

The only way you're ever going to Know
that for sure is to drill but we sure do have a lot of data
to tell us that that will be thne case.

¥R, CATANACH: I think that's
all I have of the witness,
Ig there any other questions of

the witness?




NATIONWIDE 800-227-0120

TOLL FREE IN CALIFORNIA B00-227-2434

FORM 25C16P3

BARON

10
1
12
13
14
15
16
17
18
19
20

21

23
24

25

sg
MR,  LUKD: ¥May 1 ask one, Mr.
Examiner?

BRt. CATARACH: Sure.

CROSE EYAMINATION
BY MR, LURG:

G ¥r. Rog, Jjust one question. In your
conclusions that this ought to bhe developed on 640 in all of
Section 22, is it also vour opinion that Secticon 22 ought to
be subiject to the pool rules for the Cavilan~Mancos Pool?

e Yes., The effect -~ the entire section
falls withi tnhe boundary of the Gavilan-Mancos Pool now anrd
£0 upon re=-spacing it, the full section would actually oper-
ate under the same pool rules vhich just the east half is
currently operating under,

G Thank you.

nothing further in this case, Case =-

MR, LUND: Ch, Mr. Exanminer, we
wouldn't have any obiection te making it effective at the
earlisr date, that June date which Mr. Hoe --

MR CATANACH: Dkay.

MR, LUND: -= mentioned.

MR, CATANACH:: Ckay. There
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advisement.

{{iearing concluded.)
£
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I, 8aLly V. BOYD, C.S.R., D HEAERY
CERYTIFY that the foregoing Transcript of Hearing hefore the
01l Conservation Division (Commission) was reported hy mnme;
tnat the saild transcript is a full, true, and correct record

of the hearing, prepared by me to the best of my ability.

Coe

| do hereby certify that the foregoing is
a complete record of the proceedings in
the Examiner hearing of Case No. »
heard by me on 19 -

, Examiner

Oll Conservation Division
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION
STATE LAND OFFICE BUILDING
SANTA FE, NEW MEXICO

2 March 1988

EXAMINER HEARING

IN THE MATTER OF:

Application of Dugan Production Corp- CASE
oration for an order pooling all min- 9327
eral interests in the Gavilan-Mancos

0il Pool underlying a certain 640-acre

tract of land, or in the alternative,

for a non-standard 320-acre o©0il pro-

ration unit in said pool, and compulsory
pooling therein, Rio Arriba County,

New Mexico.

BEFORE: Michael E. Stogner, Examiner

TRANSCRIPT OF HEARING

APPEARANCES

For the Division:

For the Applicant:
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MR. STOGNER: I1'1l now call
next Case Number 9327, which is the application of Dugan
Production Corporation for an order pooling all mineral
interests 1in the Gavilan-Mancos ©0il Pool underlying a
certain 640-acre tract of land, or, in the alternate =--
alternative, for a nonstandard 320-acre oil proration unit
in said pool and compulsory pooling therein, Rio Arriba
County, New Mexico.

Upon request of the applicant
this case will be continued to the Examiner's Hearing

scheduled for March 16th, 1988.

{Hearing concluded.)
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