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EXAM NER CHAKALI AN: This is a special docket of
the O 1 Conservation Division. W are here in Case Nos.
24605, 24606. They are Applications from FAE |
Operating, LLC, for approval of an Enhanced O | Recovery
Project and to qualify the project for that recovered oi
tax rate in Lea County, New Mexi co.

Parties enter an appearance?

MR. PADI LLA: M. Exam ner, Ernest Padilla for
FAE Operating, LLC.

EXAM NER CHAKALI AN:  Good nor ni ng.

| do see a Notice of Wthdrawal of Objection
filed by OXY, Counsel for OXY M chael Feldewert.

So we will proceed with the understandi ng that
he has not only withdrawn his objection but wthdrawn his
entry of appearance. |If he cones in to ask questions,
well, we will deal with that at that tine.

So, M. Padilla, do you have your w tnesses
avai | abl e?

MR. PADI LLA: Yes, | do, M. Exam ner. They are
on camera.

And the three witnesses that we will be calling
woul d be Joseph Kent, | andman, Charl es Hooper, geol ogist,
and Vanessa Neal, reservoir engineer. All three w tnesses
testified in the (inaudible) trial unit hearing for

statutory unitization cases, and they've been qualified as
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experts in that case, so | believe that will they

qualified to testify in this case, as well, since it's a

simlar type of statutory unitization case.

EXAM NER CHAKALI AN: Let's go over each w tness,

M. Padilla, to nmake sure.
M. Hooper. What field was M. Hooper

as an expert for this Division?

qual i fied

MR. PADI LLA: M. Hooper was qualified as a

geol ogi st .

EXAM NER CHAKALI AN: A geol ogist. Okay.

And what about Ms. Neal ?

MR. PADI LLA: Ms. Neal was qualified as a

reservoir engineer.

EXAM NER CHAKALI AN:  And you said ther

e were

three witnesses, but in your exhibits I don't see the

third w tness.
MR. PADI LLA: The third is Joseph Kent
t he I andman and pretty nmuch the project manager

statutory unitization.

, and he's

for this

EXAM NER CHAKALI AN: Are any of the exhibits

that you filed in these cases from hinf

MR. PADI LLA: Yes. His Self-Affirm ng Statenent

is -- God, this is a huge file. (Note: Pause.)

EXAM NER CHAKALI AN: Did you say his nanme was

M. Kent?
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MR. PADI LLA: Yes.

EXAM NER CHAKALI AN: How do you -- M. Kent, how
do you spell your nanme?

THE WTNESS: First nanme is J-o0-s-e-p-h, |ast
nanme i s Kent, K-e-n-t.

EXAM NER CHAKALI AN: M. Kent, thank you.

M. Padilla, | don't see a Self-Affirmed
Statenment from M. Kent in your hearing exhibits. Can you
direct nme to it?

MR. PADI LLA: Yes, M. Exam ner. The
Self-Affirmed Statement of M. Kent should be at Bates No.
Al-3. So it's pretty nmuch near the begi nning of the
packet .

EXAM NER CHAKALI AN:  OCkay. | see you listed it
as Exhibit A-8 here on the docunent and in your Table of
Contents, A-8.

There is no -- there's nothing after A-3.

What's the matter with your Table of Contents?

MR. PADI LLA: M. Exam ner, it does not |ist --
the Table of Contents does not |ist, for some reason or
other, M. Kent's Self-Affirmed Statenment, but it's
included in here. | was reviewi ng that this norni ng when
we -- if you -- | have, at page, our page -- oh, this
woul d be on Case No. 24606.

EXAM NER CHAKALI AN: Okay. |[|I'mlooking at -- to
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begin this hearing I'm | ooking at the exhibits filed in
24605. 1'Il get to -06 in just a mnute, but would you
| ook at the docunment that you filed with the OCD as a
56- page docunent.

MR. PADI LLA: That is the application for the
tax treatment, and M. Kent is not in that case.

EXAM NER CHAKALI AN:  Ckay.

MR. PADI LLA: But the statutory unitization case
shoul d be heard first because it's -- the approval of that
case will, uh, then trigger the tax qualification.

EXAM NER CHAKALI AN: So are you suggesti ng,
then, that 24605 is just -- is a case that is specifically
restricted to the recovered oil tax rate?

MR. PADI LLA: That's correct. And the only two
w tnesses that are necessary for that are the geol ogi st
and the reservoir engineer.

EXAM NER CHAKALI AN: Let nme switch gears. Let
me go to the other case nunber. (Note: Pause.)

Ckay. |I'min 24606 now, and let's take a | ook
at this exhibit packet.

This exhibit packet is 859 pages |ong, and I
have a Table of Contents here that stretches Ato A-9, B
to B-6, Cto C-4, and then your Self-Affirnmed Statenent.

Okay. Now | understand why | didn't have what |

needed. Okay.
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| do see M. Kent. However, | did see M.
Kent's in the other, in Case No. 24605, so if his
Self-Affirmed Statenent should not be there, it |ooks |ike
you'll have to submt a revised exhibit packet to correct.

If you go to No. 15 of 56, it has the affidavit
of Joseph Kent regarding notice of unit interest owners in
support of both case nunbers. So is this docunent not
supposed to be there?

MR. PADI LLA: It's supposed to be there, M.
Exam ner. Sinply because of the volune of Notices that we
had to send out FAE made the Notices instead of us,
instead of this law firmthat.

So his affidavit in there for Notice on that
case i s necessary because, uhm --

EXAM NER CHAKALI AN: Okay. Well, it's listed
here as Exhibit A-8 and it's not on your Table of
Contents, so one way or another sonething needs to be
fixed.

MR. PADI LLA: Okay. | get it. Exhibit 8-Ais
our Bate No. Exhibit A-2-13. And the only reason that's
in there is because -- for notice purposes that we've
notified these people for this hearing.

EXAM NER CHAKALI AN:  So, in other words, in your
Tabl e of Contents where it says Exhibit A-2 it should say

Affidavit of Notice of Joseph Kent.
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MR. PADI LLA: Correct.

EXAM NER CHAKALI AN: So then marking it Exhibit
A-8 is just confusing, but it's -- you're saying that it's
actual ly Exhibit A-2.

MR. PADI LLA: Yes.

EXAM NER CHAKALI AN: | think the way your
docunments are marked is just very confusing for nme. |
mean, |'m || ooking at -- for exanple, if you go to page 10,
just for exanple, up on the top of page 10 it says page 10
of 56, which |ooks correct. Then it says page 8 of 130.
| don't know what that neans or where that conmes from

Down below it says it's Exhibit A-8, and yet is
it really Exhibit A-8? Because you don't have A-8 in the
Tabl e of Contents.

So this docunent has to be corrected at the end
of our hearing. It's not a fatal flaw but |I'm not going
to accept this exhibit marked the way it is, because it is
just way too confusing to anybody who reviews this case.

MR. PADI LLA: You're tal king about Case 24605,

right?
EXAM NER CHAKALI AN: | am
MR. PADI LLA: Ckay.
EXAM NER CHAKALI AN: So we'll get to there,
we'll get to that at the end of this hearing, but let's go

back to the enornmous docunent that you submtted for Case
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No. 24606.

So, first of all, do you want to offer this
docunment into evidence?

MR. PADI LLA: Yes, M. Examner. 1'd like to
of fer the exhibit packet with the caveat that we have to
correct that, but the contents of the packet. Oher than
t he confusion that you have noted, we'd like to offer the
exhi bit packet for Case 24605 and Case 24606.

EXAM NER CHAKALI AN: Okay. Are there any
obj ections. (Note: Pause.)

Not hearing any, your exhibits are admtted in
both cases into evidence.

Let's get your witnesses sworn in. |'mgoing to
ask you to nmake a brief opening statenent. Let's have an
openi ng statenment just for 24606. W can have an opening
statement for 24605 when we get there.

Wt nesses, would you please raise your right

hand.
(Not e:  \Whereupon Joseph Kent, Vanessa Neal, and
Charl es Hooper were duly sworn by Exam ner
Chakal i an.)
EXAM NER CHAKALI AN: | would Ilike each of you to
state your name then spell it for the record.
MR. KENT: Does it matter which one of us goes
first?
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EXAM NER CHAKALI AN: It doesn't matter.

MR. KENT: Okay. |I'Il go first.

My nanme is Joseph Kent. J-o0-s-e-p-h, last nane
Kent, K-e-n-t.

EXAM NER CHAKALI AN:  Thank you.

MR. KENT: |I'mthe Director of Land for Forty
Acres Energy.

EXAM NER CHAKALI AN:  Thank you.

MS. NEAL: My nane is Vanessa Neal,
V-a-n-e-s-s-a, Neal, N-e-a-I.

EXAM NER CHAKALI AN:  And you're here for what
reason?

MS. NEAL: |I'mthe reservoir engineer for Forty
Acres Eneragy.

EXAM NER CHAKALI AN: COkay. Thank you.

MR. HOOPER: And my nane is Charl es Hooper.
C-h-a-r-l-e-s Hooper, Ho0-0-p-e-r. And I'm a geol ogi st
for Forty Acres.

EXAM NER CHAKALI AN:  And it's ny understandi ng
that all three of you have been qualified as experts in
your field of study and expertise by this Division
previously. 1Is that correct?

MR. KENT: That's correct. (Note: M. Neal and
M . Hooper nodded affirmatively.)

EXAM NER CHAKALI AN:  Very good. Okay. Let's
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turn to M. Padill a.

Woul d you nmake a brief opening statenent before
| turn to our technical exam ners.

MR. PADI LLA: M. Examner, this case is a
statutory unitization case, the 24606 case, and the other
case ending in -605 is for the enhanced oil recovery,
which is for tax treatnent.

But the purpose of this unitization is to

qualify, uh, essentially force unitize -- let's see. |I'm
trying to get the acreage here. | think it's roughly 3600
acres.

The Applicant has obtained the consent of nore
than 75 percent of all working interest owners, so we have
met that threshold. M. Kent can testify further on that
if he is asked about the exact nunber.

As far as -- OXY had originally filed a protest,
but I'"mpretty sure that FAE has purchased their interest,
so there are no persons who are, or conpanies or working
interest owners that are opposed to the application at
this tine.

The unit will -- the vertical limts will cover
the Yates Seven Rivers/ Queen Formations, and it's just
essentially a continuation of the existing unit but with
forced unitization at this tine through the Statutory

Unitization Act.
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Once that's approved then the qualification for
the tax rate is going to just cone al ong, but the
applications for tax rate has to be made.

And so that's essentially the case. |'msure
that M. Kent, M. Hooper and Ms. Neal can explain further
as to how the unit will be operated, and certainly the
operator is going to be FAE Operating, which is now the
unit operator. But we now have -- we're not | eaving any
holes in the mddle of the unit.

So that's the purpose of statutory unitization.

EXAM NER CHAKALI AN:  Thank you, M. Padilla.

Let's turn to our technical examner. W is
goi ng to be asking questions?

Whoever it is, |I can't hear you. Wuld you turn
on your m crophone?

MR. GEBREM CHAEL: M. Examner, |I'll be asking
first.

MR. GOETZE: M. Hearing Exam ner --

May | inter -- may | interview first?

MR. GEBREM CHAEL: Yes.

MR. GOETZE: Typically these are interlocked,
the statutory declaration in this case, along with the
second case which establishes the injection. | would
recommend that he go through, that FAE present both of

them because they will overlap, and they will not be --
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it wll be easier to discuss the action as a conbined --
the two cases together, and we won't be going back and
forth.

So I would recomend we proceed to the second.
And typically, again, we have the one Order, the statutory
aut hori zati on which puts together the unit and encunbers
all the acreage in the project area and the obligations
and the agreenent; and then the second case clarifies the
techni cal aspects with regards to what wells are going to
be used for the injection, the patterns, those sort of
t hi ngs.

But | think it would probably sinmplify if we go
ahead and let M. Padilla and FAE proceed with presenting
al so the second case, and then we can ask questions about
both consistently. Okay?

EXAM NER CHAKALI AN: Okay, M. Goet ze.

The exhi bits have been admtted into evidence in
both cases, and M. Padilla's opening statenent basically
referred to both cases, as well. So are you asking the
questions at first or is M. Gebrem chael asking the first
guestions?

MR. GOETZE: M. Gebrem chael will be the first
person in line to ask questions. So we wll be asking
about both cases.

MR. CHAKALI AN: Ckay. That's perfect.
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M. Gebremchael, 1'd |like you to tell ne
whet her you want the w tnesses to appear as a panel, and
you can just ask your question and the best wi tness can
answer it, or do you want to ask specific questions to
specific wi tnesses?

MR. GEBREM CHAEL: Well, | think I can present
my questions as a panel. That's ny --

EXAM NER CHAKALI AN: COkay. Very Good.

M. Padilla, do you consent to your w tnesses
appeari ng as a panel ?

MR. PADI LLA: Yes. O course. | think that
makes sense.

EXAM NER CHAKALI AN: Okay. Good.

W tnesses, when M. Gebrem chael asks a
guestion, please deci de anongst yourselves who's going to
answer that question, then one person speak clearly and
| oudly so that the court reporter can pick up exactly what
you' re sayi ng.

(Note: Reporter inquiry).

EXAM NER CHAKALI AN: That's a good idea. So
when the witness decides who will speak, please state your
name and then answer the question.

Okay. M. Gebrem chael, please proceed.

MR. GEBREM CHAEL: Yes.

My first question will be to the panel is: Just
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fromthe outset OCD decides that this application will be
limted to the secondary recovery, because of the
application was presented both for secondary recovery and
tertiary recovery. As the tertiary recovery requires a
different set of conditional approvals, we can only
proceed approving for secondary recovery.

And t he panel could -- you know, we'd like to
know we're on the sanme page on this one just fromthe
out set .

EXAM NATI ON

BY MR. GEBREM CHAEL.:

Q My first question to the panel would be: Forty
Acres, so a voluntary unitization agreenent. |'m
referring to Exhibit A-8 if | could direct your attention
to that one.

Qut of those agreenents you acquired, what is
it, 87 percent, and then four of them they granted you

their perm ssion. Can you name those four interest

owner s?
A (MR KENT) Let's see. | can't name them
specifically off the top of ny head. | can pull them up

real quick if you would I|ike.
EXAM NER CHAKALI AN: M. Kent, you have to say
your nane first.

MR. KENT: M apol ogies. Joe Kent.
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A (Continued) And | don't have the specific nanmes

in front of me but I can pull themup, if you would |iKke.
Q Yes, pl ease.
A. And you're looking for -- sorry, Joe Kent again.

You' re | ooking for the names of the working interest
parties that have voluntarily ratified in joinder?

Q Yes, sir.

A Okay.

Q | mean, that's that the four volunteers that |
read constitute that 87 percent of that is specified,
right?

A Correct.

Q Okay. 81 percent that is. Sorry.

A. So the name of these parties are Debbie
Childress, Russell T. Rudy Energy, Tritext Corporation,
and Citation Ol & Gas. And the caveat with Citation O
& Gas is that they have ratified the unit but they have
not formally elected to participate in the unit. That
election will conme subsequent to NMOCD approving the unit

in an OCD Order.

Q. So you have only three consenting parties, then,
not four.
A Well, four consenting to the unit, three

formally electing to participate with costs.

Q. So how did you arrive at that percentage, the
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81. 73 percentage? Was that based on their holdings or --

A. That is correct.

Q Ckay. Based on their holdings. Thank you.

My next question is, if | may direct your
attention to Exhibit A-3, which is page 6 of b56.

You noted that the fracture gradient is .25 psi
per foot. How did you arrive at this figure?

MS5. NEAL: This is Vanessa.

A. (M5. NEAL) This is a standard fracture gradient
t hat we have used to calculate injection pressure in this
area, and it's sonmething that we apply both to the South
Jal unit as well as the Lusk and (inaudible) unit, that
Forty Acres | operates.

Q You know that the State of New Mexi co OCD by
default it's .22 (sic) psi per foot, not 2.5 (sic).

A | understand that, and | would expect if you al
want to use that standard that you would dictate so in
your Orders.

Q Yes. Because the only thing you could change in
that one is if you perform SRT (phonetic) and then apply
for ITI.

A Under st ood.

Q. So you would be required to lower it to .2 psi
per foot in your calculation for the surface injection

pressure.

Page 19

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



o 00 A W DN

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

A Okay.

Q Al right. M next question would be Exhibit
B-27 -- if | may direct your attention to B-27, which is
page 29 of 56.

Your unitized interval is based on geol ogi cal
markers and it is noted as between 2879 to 3691 feet. Am
| right?

A. (MR, HOOPER) This is Charl es Hooper. Yes,
you're correct.

Q Yes. However, sone of your proposed new drills
they span from 3430 to 3730. That makes it out of the
range of the unitized interval, so you would be required
to adjust either your request for unitized interval, the
range, or your wells, and you need to back it up with
| ogs, because if we let you go with that well, for
i nstance, you are out of the range by about 40 feet.

A. The unitized interval is as is defined by the
Langlie Jal Unit No. 17 well, and the wells, the depths
t hat we proposed are within the stratigraphic equival ents
of that Langlie Jal Unit No. 17 well.

So we are remaining within the Seven Rivers and
Queen Formation; however, the structural tops of those
move up and down within the unit area.

Q. Yes. Then don't you think that unitized

interval should accommodate any well? 1t has to be in
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t hat range?
A. Yes. Maybe -- should we include | anguage that
specifies the stratigraphic --

EXAM NER CHAKALI AN: (Okay. Let's stop. Hold
on. Hold on. Let's stop. The wi tnesses don't ask
guestions, and the OCD does not provide guidance during a
hearing. So let's just have questions and answers and
let's not have any nore guidance from OCD and questi ons
fromw t nesses.

So M. Gebrem chael, would you like to continue?

MR. GEBREM CHAEL: Yes. We would like you to --
just to reaffirm we would |like you to address the
unitized interval to accommodate the interval of the
wells. That's ny question.

Q My next question is going to be Exhibit B-6A.

| didn't see the base of the USDW and then |
know you nentioned the top of the Rustler. | don't see
t he basenent of the Rustler, and we would |ike to know,
uh, the surface casing setting depth in relation to the
basenment of USDW

O just let me summarize that. We would like to
know whet her your casing, your surface casing is going to
cover the entire USDW

A This is Charles Hooper. Yes, it will. That's a

standard practice for us.
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Q So what is the basenent of the USDW You
haven't nentioned it in your application. Can you tel
us?

A. | would need to go | ook that up. | don't know
t hat nunber off the top of nmy head.

MR. CHAKALI AN: Okay. Well, hold on. Hold on.
Let's take a five-m nute break so you can go get the
information to answer the question, and we will come back
on the record. [It's 9:00 o' clock now W wll cone back
on the record at 9:05. WII that give you enough time to
| ook up the information?

MR. HOOPER: The Rustler Formation top, yes.

MR. GEBREM CHAEL: And bottom Not top. The
bot t om

MR. HOOPER: Yes. Yes.

EXAM NER CHAKALI AN: Okay. We will conme back on
the record at 9:05. Thank you.

(Note: In recess from9:00 a.m to 9:05 a.m)

EXAM NER CHAKALI AN: Pl ease state your nane and
give the answer to the previous question.

A (MR HOOPER) Yes. |It's Charles Hooper,
geologist. And the Rustler Formation top in the unit area
is roughly 1060 feet, and the base of the Rustler is
approxi mtely 1,240 feet.

EXAM NER CHAKALI AN:  Thank you.
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MR. GEBREM CHAEL: M. Examiner, |'mdone with
my questions.

EXAM NER CHAKALI AN: And you're done with your
questions for both cases, or just one?

MR. GEBREM CHAEL: For both cases.

EXAM NER CHAKALI AN:  Very good. Thank you.

MR. PADI LLA: M. Exam ner, before, uh, M.
Gebrem chael brought up the issue of approval of
wat erfl ood and tertiary recovery. And I'mtrying to grasp
whet her we need to supplenent our filing or, uh --

EXAM NER CHAKALI AN. | under st and.

We're going to get to that at the end. At the
end of the questions the Division will discuss with you
and the witnesses what other information it may need or
what different information it nmay need, and we'll spell it
out for you so that you're clear

MR. PADI LLA: Okay. Thank you.

MR. CHAKALI AN: But this point in the hearing
we' re just asking questions and receiving evidence that is
rel evant and reliable, so let's not cloud that part with
advi ce and requests.

MR. PADI LLA: Thank you.

EXAM NER CHAKALI AN:  You're wel cone.

So M. GCebremchael, if you're finished with

your questions I'lIl now turn to M. GCoetze.
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MR. GOETZE: Thank you, M. Exam ner, and good
nmor ni ng, fol ks.

The first request | have is we have a series of
wat er sanples that were taken, and they are included
within the hearing packet for Case 24606, Exhibit B-6-37.

If you would, please, since these wells,
assune, are registered through the State Engi neer's
of fice, you woul d provide subsequent to this hearing a POD
number, a Point of Diversion that the State Engi neer
i ssues for these | ocations which you provided as fresh
wat er sanples. We make this request because this data
goes into a state data base and that is one of the things
they use as correl ations.

So | make that request to you.

EXAM NER CHAKALI AN: M. CGoetze, do you have any
guestions for the w tnesses?

MR. GOETZE: Yes, we do.

EXAM NER CHAKALI AN:  Okay.

EXAM NATI ON
BY MR GOETZE:

Q. First question. W note in both applications
that there is a statenent to which both the Bureau of Land
Managenment and the New Mexico State Land Office have been
provi ded copies of this application. Do you have any

updates as to the status of their providing a prelimnary
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approval for this hearing?

A. (MR. KENT) Yes, M. Goetze. This is Joe Kent,
t he [ andman.

We have received both pre-approvals for the BLM
and the State Land O fice. Those are subnmtted as
Exhibits in the 24606 case as Exhibits -- let's see. That
bei ng Exhibits A-649 through 674, along with the other
return ratifications.

Q. Thank you very nuch

Second question just for the benefit of
processing: |s FAE currently under an ACO agreenent, an
| nactive Well Agreenment, or have we cleared that cloud
just for the benefit of us doing the review?

A. Yes, M. CGoetze. This is Joe Kent. M
understanding is that we're not under any ACO or anything
i ke that, or an Inactive Well List.

Q Thank you very much. Let's see. | have one
| ast question.

Typically when we have a waterflood like this in
the m ddl e of other waterfloods, uh, the consideration for
correlative rights and your waterfl oods adjacent to you,
uh, is there -- | don't see any discussion as to -- is
there any agreenent; is there a plan in your operation;
how do you plan to address neking sure that your operation

does not inpact the adjacent waterfloods?
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A (M5. NEAL) This is Vanessa. W have incl uded
t hat consideration in our developnent plan. W intend to
have like a |ine of producers on the outside -- or not on
the outside, on the internal edge of the unit to protect
correlative rights of the outside operators, the
surroundi ng operators.

Q. You have actually had a discussion with your
fell ow operators in the adjacent waterfl oods?

A No.

MR, GOETZE: Okay. M. Exam ner, those are al
t he questions | have. Thank you.

EXAM NER CHAKALI AN:  Okay. M. Goetze, | see
M. Harris with us. Does he have questions?

MR, GOETZE: M. Harris is here to watch, al ong
with Ms. Stacy Sandoval, who are both nmenbers of the U C
Group. So this is on-the-job training.

EXAM NER CHAKALI AN: All right. M. Padilla, do
you have any redirect based on the questions that were
asked.

MR. PADI LLA: The only redirect | have is -- no,
| don't have any redirect, other than wanting to clarify
whet her we have to expand or submt additional

i nfornmati on.

EXAM NER CHAKALI AN:  Okay. | understand.
Well, then the questions have been asked. Are
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there any other parties that I mght not know about that
have questions for these w tnesses?

Not hearing any, the evidentiary record is
cl osed in both cases.

And M. Padilla, you and | have spoken now about
resubm tting your exhibit packet for 24605 to correctly
mar k your exhibits and to correct your Table of Contents.
| s there any question on that aspect?

MR. PADI LLA:  No. No, M. Exam ner.
under st and.

EXAM NER CHAKALI AN: Okay. \When will you be

doi ng that?

MR. PADI LLA: | can do it by Wednesday of next
week.

EXAM NER CHAKALI AN: Let me | ook at the date.
That woul d be Septenber 4th. So we will note on our

cal endars here in the hearing division that you have until
Septenber 4th to submt an anmended exhi bit packet for Case
No. 24605. Please include a cover letter to explain why
you are submtting it, and then we will be renmoving this
exhi bit packet fromthis case nunber.

MR. PADI LLA: Ckay.

EXAM NER CHAKALI AN: Okay. Now M. Padilla
needs clarification fromthe U C group on what additi onal

information it needs.
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So M. CGoetze or M. CGebrem chael, who is going
to advise hinf

MR. GOETZE: |'ll take the Leap of Faith.

This is M. CGoetze, U C nanager.

If we're going to go to a tertiary phase that
i nvol ves the use of either produced gas or carbon dioxide,
we will have to supplenent this with an additional
application.

This project was not assessed on the use of a
gas conponent, it was purely assessed on the use of
produced water to be injected. The requirenments for
injection of gas are nore detailed. W do need to have a
di scussi on about what you have as a conponent, as we do as
far as how nuch gas you're putting in, what type of
operation, if it's water alternating gas. So clarity of
operation would be required, nore information on the wells
that you're going to propose for injection, and of course
| would recomend that you take a | ook at the approval for
t he Hobbs, North Hobbs/ Sout h Hobbs pressure mai ntenance in
wat er fl ood, since these are both water alternating gas.
The criteria for nonitoring, the criteria for construction
are nmuch higher, and this is the standard that we use when
considering the use of gas with water as part of the
wat er f | ood operati on.

So at this point we would not feel confortable,
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and we did not prepare for adding the waterflood unit as
havi ng the capacity and approval for injection of gas
al so.

So I would ask that you provide a second
application if you plan to nove into that phase, and at
that tinme we can assess the waterflood and the criteria of
havi ng gas used as part of the injection process.

End of speech.

EXAM NER CHAKALI AN:  Let me turn to M. Padill a.

Does that resolve your questions?

MR. PADI LLA: Unh, yes, M. Exam ner, it resolves
t he questions for me, unless one of the witnesses wants to
ask further clarification. But | think it's clear that we
have to file a second applications if gas injection is
goi ng to occur.

EXAM NER CHAKALI AN: M. Kent, Did you have a
questi on?

MR. KENT: Yes. This is Joseph Kent.

Is the second application requesting approval
for a tertiary operation, is that done admnistratively
t hrough a new hearing process or is that sinply a vote of
the working interest parties with the subnmttal of an
application?

Can you shed sone nore |ight on that process?

MR, GOETZE: Uh, | would suggest through
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hearing. W don't have an admnistrative -- the leap is
so dramatic and the liabilities are so different,
especially since the history of the Hobbs units. W' ve
had well ends blown off, we've had contam nation of ground
water. So the level of information -- this is not just
approving a well, this is approving an entire operation,
and, you know, you're going to be |ooking at how this al so
i npacts your adjacent operators.

So | think the |level of what you' re asking is
outside the realmof just an adm nistrative approval.

MR. KENT: Sounds good. Thank you, M. Goetze.

MR. GOETZE: Especially if you folks are going
to also claimtax credits, because that's the other thing
that the EPA has made clear to us: |If you start going
after the carbon sequestration and tax credits with a Co2
injection as part of your tertiary recovery we need to
have that in a very defined record. Thank you.

MR. KENT: Under st ood.

EXAM NER CHAKALI AN: Are there any other
questi ons before we conclude this hearing?

MR. PADI LLA: M. Exami ner, | don't have any
guesti ons.

THE HEARI NG OFFI CER:  Okay. So let ne

understand sonething. It sounds |like you're going to be
submtting a new application. 1Is that right, M. Padilla?
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MR. PADI LLA: [|'d have to confer with nmy client,
but | think probably yes.

EXAM NER CHAKALI AN:  Would it be submtted into
this case nunber or are we going to be giving it a new
case nunber?

MR. PADILLA: | think it would be a new case
number, a new application.

MR. CHAKALI AN: | see. Ckay.

So M. Coetze, when we conclude today's hearing,
how do we proceed with this case?

MR, GOETZE: Uh, | would just, uh -- that's a
trick question.

At this point we have enough information to nove
forward on our side with the processing. O her than
providing us the well correlation, which is basically the
POD nunmber fromthe State Engi neer, which is just not
significant but still critical for us reporting our
information, we could proceed. And what M. Padilla is
providing is primarily an adm nistrative issue.

So | would make the recomendation to take it
under advi senent.

EXAM NER CHAKALI AN: Perfect. That's good.
That's what we'll do, then.

M. Padilla, is there anything further on this

case?
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MR. PADI LLA: No. But | noticed M.

CGebrem chael raised his hand. He nay have a comment.

MR. GEBREM CHAEL: Yes. M. Exam ner | just
want to clarify one of ny questions.

EXAM NER CHAKALI AN:  Uh- huh.

MR. GEBREM CHAEL: Which is the correlation
between the unitized interval and then the newdrills. So
that what OCD is |ooking for is dom nant strain of
correlation between the new drills and then the unitized
i nterval

MR. HOOPER: Under st ood.

EXAM NER CHAKALI AN: Okay. So then, M.
Padilla, are you submtting any changes to the exhibit
packet in this case?

MR. PADI LLA: [|'d have to ask M. Hooper whet her
he is going to file an anended cross section or whatever
geol ogic information he needs to file.

MR. HOOPER: Again, can that be filed as an
amendnent or would you like it as a suppl enental ?

EXAM NER CHAKALI AN: The way we'll do it is if
you are going to do that then you provide it to
M. Padilla and he will file an anmended exhi bit packet in
this case with a cover letter. And it will explain what
has changed, and then that anmended exhi bit packet wl|

take the place of the original exhibit packet that was
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filed.

filing an

- 05?

MR. HOOPER: | see.
EXAM NER CHAKALI AN: So, M. Padilla, are you

anmended exhi bit packet in both cases or just

MR. PADI LLA: Let me ask clarification.

M . Hooper, what case do we have to file an

anended exhi bit packet on, both cases, to cover the

geol ogi ¢ changes or requirenments?

case.

MR. HOOPER: This is Charles Hooper.

| believe it's only on the C-108 case, the -05

MR. PADI LLA: Ckay.
MR. HOOPER: Let ne --

MR. PADI LLA: M. Exam ner, because filing an

anmended packet for the other, the statutory unitization,

the -606 case, is pretty drastic.

EXAM NER CHAKALI AN: Ckay. Okay. So then 606

wi Il be taken under advisenent as of today. 605 we wl]|

wait until

next Wednesday, the 4th of Septenber close of

busi ness to receive the anmended exhi bit packet, and at

that tine we will renove the original exhibit packet and

t ake t hat

case under advi senent, as well.
MR. PADI LLA: | got that, M. Exam ner.

EXAM NER CHAKALI AN: Is there anything from
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anyone before we go off the record? (Note:

Pause.)

Not hearing anything, it is 9:24 a.m W are

off the record. Thank you for your participation.

Note: Proceedi ngs adjourned.)
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