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WHEREUPON, the following proceedings were had at

1:34 p.m.:

EXAMINER JONES: Okay, let's go back on the
record this afternoon and call Case Number 13,894,
Application of Coleman 0il and Gas, Incorporated, for
simultaneous dedication, San Juan County, New Mexico.

Call for appearances.

MR. CARR: May it please the Examiner, my name is
William F. Carr with the Santa Fe office of Hoiland and
Hart, L.L.P.

We represent Coleman 0il and Gas, Inc., in this
matter, and I have oné witness.

EXAMINER JONES: Other appearances?

MR. KELLAHIN: Mr. Examiner, I'm Tom Kellahin of
the Santa Fe law firm of Kellahin and Kellahin. I'm
appearing today on behalf of Mr. Gene Gallegos, who does
business as Pro New Mexico Energy, Inc. We are an offset
operator to the Coleman tract, and I have one witness to be
sworn.

EXAMINER JONES: Any other appearances?

Will the witnesses please stand to be sworn?

(Thereupon, the witnesses were sworn.)
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lALAN P. EMMENDORFER,
the witness herein, after having been first duly sworn upon
his oath, was examined and testified as follows:
DIRECT EXAMINATION

BY MR. CARR:

Q. Would you state your full name for the record,
please?

A. Alan P. Emmendorfer.

Q. Mr. Emmendorfer, where do you reside?

A. Golden, Colorado.

Q. By whom are you employed?

A. Coleman 0il and Gas.

Q. And what is your position with Coleman 0il and
Gas?

A. Geolbgist.

Q. Are you the only geologist for the company?
A. Yes.
Q. Have you previously testified before the New

Mexico 0il Conservation Division?

A. Yes, I have.

Q. At the time of that testimony, were your
credentials as an expert in petroleum geology accepted and
made a matter of record?

A. Yes, they were.

Q. Are you familiar with the Application in this
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7
case?

A. Yes, I am.

Q. Are you familiar with the status of the lands in
the portion of the Basin-Fruitland Coal Pool that is the
subject of this hearing?

A. Yes.

Q. Have you made a study of the érea that is the
subject of the Application?

A. Yes, I have.

Q. And are you prepared to share the results of that

work with the Examiner?
A, Yes.
MR. CARR: We tender Mr. Emmendorfer as an expert
in petroleum geology.
MR. KELLAHIN: No objection, Mr. Examiner.
EXAMINER'JONES: Mr. Emmendorfer is an expert in
petroleum geology.

Q. (By Mr. Carr) Could you explain to the Examiner
what it is that Coleman is seeking with this Application?
A. Mr. Examiner, Coleméﬁ 0il and Gas with this

Application seeks an order granting exception to Rule
7.(d).(1) of the special rules and regulations of the
Basin-Fruitland Coal Gas Pool by simultaneously dedicating
the west half of Section 18, 26 North, Range 11 West, San

Juan County, New Mexico, for four existing coal gas wells,
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the Ricky Number 1 and the Ricky Number 1R in the northwest
of Section 18, and the Ricky Number 2 and the Ricky Number
2R in the southwest of Section 18.

Q. Has Coleman been producing these wells for the
last two years, pursuant to orders from the 0il
Conservation Division?

A. Yes, a little over two years ago I came before
the Examiner with Division Order R-12,201, granted on
August 24th, 2004. We were allowed to simultaneously
produce the Ricky 1 and 1R and the Ricky 2 and 2R as a test
to see the commerciability of the upper coal stringers as a
Fruitland Coal well.

The test authorized -- was extended for an
additional year when I came before you, Order -12,201-A,
where you granted another year's production test. At that
time one of the questions you asked me was, Well, why don't
you make this permanent? And we felt we had good data, but
we needed -- we thought another year's data would be
helpful, and now we're back to ask for simultaneous
dedication of the four wells.

Q. Do you have sufficient data to enable you to
reach conclusions about the wells on this tract and how
they are draining the reservoir?

A. Yes.

Q. Are you continuing your study in this general
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area to determine how to effeqtively produce the various
portions of the Basin-Fruitland Coal?

A. Yes.

Q. Could you identify what has been marked as
Coleman Exhibit Number 1 and review this for the Examiner?

A. Okay, I don't know how good your memory is, Mr.
Examiner, but they're very similar to the ones we had a

little over a year ago. Exhibit Number 1 is an activity

" map called the Ricky area. Predominantly it's the western

portion of 26 North, 11 West, and the eastern portion of 26
North, 12 West, with a little bit of 27 North, 11 and 12
West, located.

Shown here are all the wells that are currently
producing out of the Basin-Fruitland Coal. With the
exception of two wells which I'll identify later, they've
been drilled but have not been completed at this time:

Also, in yellow, are the lands and the subsequent
wells that are operated by Coleman Oil and Gas in this
area.

There's a red outline around the west half of
Section 18 that is the subject 320-acre proration unit for
the Ricky wells.

In blue are the operators' names and the well
names for each of the different wells. And likewise, if

the operator's name is at the top of the section, then it's
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a standup 320; and if they're divided such as in Section 7,
where those are dedicated as laydowns, where the Western
Federal Number 7 would be a south-half dedication, so
that's the key to that.

As I mentioned earlier, all the wells that are
currently producing out of the Basin Fruitland Coal on this
map are 1o¢ated -- with the exception of two wells, they
are located ih the-east half of Section 18. They were
drilled by Pro New Mexico in March of 2007. I don't gﬁow
if they've been completed or not. It was Tuesday afternoon
before I left my office to drive down here. . I checked the
NeQ Mexico 0il ahd Gas website, and there had not been a
completion report filed on either well at that time, so if
they've beeh completed and haven't had the completion in, I
don't know. But my récords show that they have not been
completed at this time.

Q. Let's go to Exhibit Number 2. Would you identify
this and review it for Mr. Jones?

A. Exhibit Number 2 is a type log for the Ricky
area. As a matter of fact, it's utilizing the Ricky Number

1 well in the northwest of Section 18, 26 North, 11 West.

"It shows the three principal formations in this portion of

the Basin, where the Pictured Cliff formation -- Pictured
Cliff sandstone is the lowest portion of the well log.

Typically these Basin-Fruitland Coals, we drill about 100,
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150 feet into the Pictured Cliff for rathole purposes. The
Fruitland formation, and then above the Fruitland formation
it's the Kirtland shale. It's standard lithologic sequence
in this pprtion of the Basin. |

Also within the Fruitland formation, it's further
broken down into what I'm referring to as the basal coal
zone, which lies directly above the Pictured Cliff
sandstone. And then there are series of upper stringers of
coal. We just call them upper coal zones.

And then this particular log -- and I will show
another log in detail later -- shows where the perforations
are in this well, where they're perforated and completed in
these upper coal zones.

Q. Let's go now to Exhibit Number 3. This is your
completion map. And review the information you have placed
on this map for the Examiner.

A. Exhibit Number 3 is the same area as Exhibit
Number 1. However, the addition of some red alphabet
letters that indicate the type -- what zones within the
Fruitland Coal have been completed.

There has been a -- several things tried.

Coleman ~-- when we have developed our acreagde, initially
we've gone in and just completed thé basal coal only.
Therefore you'll find a B for basal coal next to almost

every single well that Coleman operates in this area.
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Some of the operators have only completed in the
upper coal, such as the two wells in Section 7, and the
Ricky Well Number 1 and Number 2 also were only completed
in the upper coals before we purchased the wells.

Some of the operators have completed in all -- or
both the basal and the upper coals. Those are designhated
as C for a combination of both coals being produced, or
several coals being produced.

And then there is also, down in Section 16 and in
17 of 26 North, 1i West, there are two wells that have been
drilled horizontally in the basal coal. Again, there's --
every well that's been completed is on here.

And I've also added the two wells in the east
half of 18 that are operated by Pro New Mexico. I do not
show them as being completed yet. I would imagine that
they will probably complete both the upper and lower coals.

Based on their well logs that they submitted to the State,

they look very similar to the Ricky wells. And from the

fact that in Section 8 they have drilled two coal wells in
there and completed them in both the upper and the basal
coals, I would imagine that they would probably be similar
completions.

I'd also like to point‘out that this is an
exhibit similar to my last hearing, but since then there's

been a change to that, and that's the well in the northeast
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of Section 13, operated by Redwolf Production. They
originally drilled that well in 2004, and completed it only
in the basal coal. And since our last hearing, they've
come back in October of 2005 and completed the upper coals
in that well, so now there is both the upper and the basal
éoal completed in that well, and therefore I've changed
that designation to C to indicate the combination of those
coals.

Q. Mr. Emmendorfer, if we look at this exhibit, with
the exception of your wells that are the subject of today's
hearing in Section 18, all of your wells are produced in

the basal ~-

A. That's correct.

Q. -- portion of the Fruitland Coal?

A. Yes.

Q. And is it fair to say what you've been trying to
do is determine how you caﬁ add the upper perf- -- or how

you can access the upper coal sands in this area?

A. The Fruitland Coals, yes, coal --
Q. Yes, coals, I'm sorry.
A. Yes.

Q. Okay. Let's go to Exhibit Number 4, the north-
south cross-~section, and I'd ask you to explain what this
shows and then review the information on that well by well

for Mr. Jones.
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A. Exhibit Number 4 is north-south cross-section
showing the four Ricky wells in the west half of 18. 1I'd
like to start by reviewing kind of a little bit of history
of why there's four wells within the west half of Section
32 -- or excuse me, Section 18.

Originally the Ricky 1 and the Ricky Number 2
were drilled in 1983. Yes, 1983. They were dedicated on
160-acre spacing, and they were dedicated as South
Gallegos-Fruitland-Pictured Cliff Gas Pool. They were
completed -- both of the wells were -- two sets of
perforations were frac'd and completed in each bf the
wells, just in these upper coals.

When the Fruitland -- Basin-Fruitland Coal Pool
was established, there were a number of these wells that
were considered problem wells because they were actually
coal wélls, but they were completed in the Fruitland-
Pictured Cliff Pools at 160-acre location. And those were
grandfathered in as 160-acre location Fruitland Coal wells.

These wells were drilled as slimhole completions,
they're the 2-7/8-inch casing, which makes it very hard to
do any kind of remedial work on them.

With Coleman we tried unsuccessfully in the late
1990s to buy those two wells, but in 2002 we were
approached by the operator to see if we still wanted to buy

those wells, which we did.

STEVEN T. BRENNER, CCR
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Our goal was to complete the basal coal zone
similar to all the other wells that are adjacént that we
operate in there. We're figuring that was the best way to
produce the wells, the Fruitland Coal.

Because they were slimholes, we knew we couldn't
frac down below those existing perfs, so our idea was to
drill replacement wells and once those wells were on
production, then plug the existing wells.

In anticipation of that, we set up compression
for the -- which were going to be for the replacement
wells, but we had put the -- the compressor became
available, we purchased the compressor and installed it on
our gathering system for the initial two original wells.
And notice that production went from 10 to 20 MCF a day to
40 to 60 MCF a day. So we thought that was kind of a nice
surprise.

" After we drilled the replacement wells, which we
drilled as twins on the original locations -- they're
approximately 50 feet apart -- we completed the basal coals
in those two replacement wells and shut in the original
wells.

And before we plugged them, we realized that
there was probably -- well, one, that there was a lot of
gas left in those coals and, two, that there was a lot of

data that we could -- would benefit from by producing those
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coals separately from the basal coals. Either -- Most of
the wells were either completed in just the basal coal like
ours, all our other wells, or they're all commingled in
one, so you never can get a good production test of
individual coals at that -- you know, becauée of that. So
we then came back to the Commission and asked for a
aproduction test.

So with that long explanation, I'd like to first
go to the Ricky Number 1 and the 1R, which are the wells on
the right-hand side of the exhibit. Being as they were
twins, approximately 50 feet apart, there really wasn't
much surprises in the stratigraphy. We have the upper
coals and the basal coal, and we completed within the Ricky
Number 1, the basal coal, showing the perforations at
approximately 1260 to 1268 feet. You'll note that there's
about a 50-foot shale interval between the basal coal and
these upper coals.

Likewise on the Ricky Number 2R, being a twin,
the logs look very similar, and we again completed the
basal coal at a depth of approximately, oh, 1268 to -78.
And like I said again, there's about 50 feet between the
basal coal and the upper coals of the Ricky Number 2.

When we frac'd both of these wells, we had shut

in the original wells on the location, the Ricky 1 when we

did the 1R, and the Number 2 when we did the 2R, and we

STEVEN T. BRENNER, CCR
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carefully monitored surface pressures on those shut-in
wells. Our goal was to try to not -- if our frac from the
basal coal was going to intersect and get into that other
wellbore, we had to shut the fraqs down. One is that that
small casing wasn't going to be very good with a modern
frac like that, but also the fact that we'd be done
frac'ing at that time, we didn't need to pump any more sand
or fluid into the other coals.

And what we noticed was -- we were thankful, and
we noticed that there was no increase in pressure, which at
that time told us that we hadn't communicated by fracturing
process the basal coal with the upper coals in either well,
even though they're only 50 feet apart vertically and
horizontally.

Q. Let's go now fo Exhibit Number 5, the summary of
production information.

A. Exhibit Number 5, I have production decline
curves and production data for all four wells, the Ricky 1
and the 1R, the 2 and the 2R, both separately and together
as the Ricky 1 and the 1R are grouped together on a
production curve to show the differences, and on the Number
2 well.

What I'd like to point out in the Ricky 1 and 1R
is that on the Number 1 well, which actually has the

longest history, it's in an orange color dating back from

STEVEN T. BRENNER, CCR
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1983, the last two or so years that it's been producing,
it's actually been inclining in production slightly,
whereas the Number 1R, which is producing out of the basal
coal, is on a decline. And like I said, I've got the --
attached behind the decline curves 1is the actual data that
we reported to the State on both of those.

Likewise, on the Number 2 and the 2R, you see the
same kind of relationship where the Number 2 has been on an
incline for the last year or so, and the 2R has been on a
decline, showing that both the replacement well and the
original well are prodﬁcing separate characteristics, and
it does not appear that there's communication between those
two zones.

Q. What is Exhibit Number 67?

A. Exhibit Number 6 is bottomhole . shut-in pressure
data. With our production tests, we were required to
gather shut-in pressure data on a quarterly basis for all
four wells. What I have done is, on the top page is a
compilation of all four wells from the very top, and then a
side-by-side comparison of the original well and the
replacement well for both the Ricky 1, 1R, and the 2 and
the 2R.

And in subsequent pages we have, both in linear
graph form and in bar graph form, the pressure data, shut-

in pressure data, for -- quarterly for the last two years.

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




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

19

I'd like to point out on the third page of this
exhibit a graph of the shut-in pressure data for the four
wells, and that the original wells, the 1 and the 2, are
very similar, and they're higher shut-in pressures than the
replacement wells that are 50 feet apart from them.

They're at a lower pressure, although they're similar to
each other and the upper coals are similar. Again, this
tells us that the wells -- the coals are not in
communication with each other, despite the fact that the
two wellbores are 50 feet apart on the surface, and there's
about 50 feet vertical distance in the subsurface between
fhem.

Q.. If we look at‘your earlier exhibits, there are a
number of wells that are operated by Coleman in the basal
coal. Does this information tell you whether or not
they're actually able to access and produce the shallower
coals in these wellbores?

A. Based on the data from these Ricky wells,'I would
say that it's very difficult or impossible to produce the
gas out of these upper coal stringers without actually
completing them, perf'ing and frac'ing them separately or
at the same time as with the basal coals. But without an
actual completion attempt within these upper coals, I don't
think that you're going to access that gas.

Q. Mr. Emmendorfer, haVe you reviewed this

STEVEN T. BRENNER, CCR
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information with the Bureau of Land Management?

A. Yes, I have. The west-half dedication is also
two Indian-allotted leases. They're each -- approximately
160 each. And although they're not federal leases, the
Farmington office of the BLM is in charge of making sure
that the -- lots of leases are taken care of. They asked
for the data before the hearing. I talked with both Joe
Hewitt and --

MR. KELLAHIN: Objection, hearsay, Mr. Examiner.

MR. CARR: May it please the Examiner all we have
done is -- all Mr. Emmendorfer has testified to is that he
reviewed the information with the BLM.

MR. BROOKS: Yeah, well, but we don't know for
what purpose -- what he's going to say or for what purpose
it's going to be offéred, so I would recommend that the
Examiner wait to rule on the hearing till -- wait to rule
on the objection till we hear what the rest of the
testimony is.

Q. (By Mr. Carr) -Mr. Emmendorfer, is the BLM aware
that this matter is going to hearing here today?

A. Yes,vthey are.

Q. They have not appeared?

A. That's cofrect.

Q. If you're‘unsuccessful in this Apblication, what

will Coleman have to do on this acreage?

STEVEN T. BRENNER, CCR
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A. Well, we will have to shut in the Ricky 1 and the
Ricky 2 wells and eventually plug them. I would imagine
we'd probably have to plug them within a year of being shut
in. There are no uphole zones to complete in thosé wells.
They're obviously producing natural gas.

If we want, and as a prudent operator we would
need to capture that gas and produce it, what we would have
to do would be complete the 1R and the 2R in the upper
coals so that all four -- all coal zones currently
prpducing would be producing out of one or ﬁwo wells, one
in the northwest and one in the southwest.

Q. If we look back at Exhibit 3, a number of weng
have combined production from the upper and basal coals
inside the wellbore?

A. I'm sorry?

Q. There are a number of wells in which the upper
and basal coals -- the production from those zones is
combined in a single wellbore?

A. That's correct.

Q. If you are required to plug and abandon two of
the wells on this acreage, would you be able to combine the
production from these two zones in the existing well?

A. Yes.

Q. And what would you have to do, to do that?

A. We would have to shut the wells in, pull the

STEVEN T. BRENNER, CCR
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tubing and the pump ~- they're on rod pump because they
make water -- put a frac plug in each of the wells,
perforate, frac the coal zones, go back in, drill out the
frac plug, clean the wells up, run the pump -- tubing and
pump back in the holes and complete them.

Q. Do you know what the approximate cost of this
would be?

A. Well, we're looking at doing that in another well
in the area, and it's between éso,ooo and $70,000 per well.

Q. So to access the reserves you're now producing,
you would plug a well and incur this kind of cost to
reperforate in the existing wellbore, and then have a

perforation in the same zone that you have today; is that

right?
A, Yes.
Q. In terms of your experience in the area, are

there any risks associated with this procedure?

A. Well, yes. The one is, I wish every frac job
we've ever done has gone off smoothly. It's always a risk
that the frac would not be as good a frac as you would
like. Beyond that -~ I mean, that's a business risk you
take every time you frac a well.

But beyond that, we run the risk of frac'ing into
the old fracture of those original wells and screening out

and not getting a good frac off. Traditionally whenever
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I've been asked to, you know, propose or pick a location
for a replacement well, the rule of thumb that I've always
used and the industry, I think, if pretty used to is, try
to be at least 200 feet away from that original wellbore,
to get away from areas of depletion, to hopefully get a
good frac off and to access the reservoir.

So there's always a risk that that frac would go
in -- that new frac would go into the old fracs in those
upper coals, that -- The wells are only 50 fegt apart, and
I think that's a very big risk.

Q. If you did all of that and your frac went into
the basal coal frac system, is it possible that you would
ﬁot be able to access the reserves from the shallower
horizons as effectively as you were today?

A. Yes, even experience in our ofher wells that are
on this map, several of the wells that we've completed only
in thé basal coal, they look exactly the same as the
offsets. They -- I mean, the fracs went as good as you
could hope for, and yet they're not commercial wells.
Whereas offsetting wells are commercial wells.

A case in point for the upper coals would be the
Redwolf well that I had mentioned earlier. That well was
producing, based on State records, of approximately 15, 20
MCF per day. When they went back in and completed the

upper coal zones, from the records after several months of
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poor, erratic production, it looks like the well is
producing about 15 to 20 MCF a day. To me it doesn't look

like they helped production from that well, even though

they stimulated the upper coals.

Q. If you're required to go in and plug these two
wells, you'll incur expense, correct?

A. Yes.

Q. And the net result is that you very possibly will
not be able to access reserves under your acreage as

effectively as you can today?

A. Yes.

Q. In the offsetting acreage‘wﬁere wells are
completed or combined -- there are Fruitland Coal wells
combining upper and -- upper coal and basal coal, in each

of those 320-acre unifs, how many points are the upper
coals perforated?

A. Could you explain that again?

Q. You have one well per 160 acres, is the effective

density when these tracts are fully developed; is that

correct?
A. Yes.
Q. If we go to Section 8, the Pro New Mexico wells,

in the northwest of Section 8, how many perforated
intervals are there in the upper coal?

A. In the upper coal I believe there's two.
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Q. The point I'm having is, how many wells there are
intersecting and producing the upper coal?

A. One.

Q. And how many wells are intersecting and producing
the basal coal when they're commingled?

‘A. One.

Q. And if your wells are left as they are in the
northwest of 18, how many wells are intersecting and
producing the upper coal in the northwest quarter?

A. One.

Q. How many wells are producing and intersecting the
lower coal?

A. One.

Q. You just have them in two wellbores 50 feet apart

instead of one wellbore, correct?
A. That's correct.
Q. Is Exhibit Number 7 a copy of an affidavit

confirming that notice of today's hearing has been

provided?
A. Yes.
Q. And to whom was notice provided?

A. All of the offset operators.

Q. In the Fruitland Coal?

A, That's correct.
Q. Does this exhibit also contain a copy of the
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legal advertisement for this case published in San Juan
County?

A, Yes.

Q. Were Coleman Exhibits 1 through 7 either prepared
by you or compiled at your direction?

A. Yes.

MR. CARR: May it please the Examiner, at this
time we'd move the admission into evidence of Coleman
Exhibits 1 through 7.

MR. KELLAHIN: No objection.

EXAMINER JONES: Coleman Exhibits 1 through 7
will be admitted.

MR. CARR: That concludes my direct.

CROSS-EXAMINATION
BY MR. KELLAHIN:

Q. Mr. Emmendorfer, back in February of '03 Coleman
made -- Sir?

A. Could I ask you to talk up a little bit? Sinuses
have -- Sinuses and old age keep me from -- preclude me
from hearing real well.

Q. Mr. Emmendorfer, back in February of '03 Coleman

made the choice to replace the Ricky 1 and the Ricky 2,

correct?
A. Yes.
)
Q. You obtained permits to plug and abandon the
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original Ricky 1 and the priginal Ricky 2, right?
A. Correct.
Q. And each of those was to be replaced with another
wellbore?
A, Correct.
Q. Coleman made the conscious choice to assume the

risk of placing each replacement well approximately 50 feet
from the parent well, true?

A, True.

Q. After the permits were issued, Coleman drilled
the replacement wells, did it not?

A. Yes.

Q. And as part of producing the replacement wells,
you then put the parent well on compression, true?

A. The parent wells were on compression before we

drilled the original wells --

Q. Okay.

A, -- in anticipation of having compression on the
lease.

Q. -The replacement wells were both drilled before

you decided to subject the parent well as a test of the
upper coal. True?

A. Subject the parent well --

Q. Huh?

A. I'm trying to understand what subject the parent
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well means, but yes, I --

Q. The parent well would be the original Ricky 1

and --
A. That's correct.
Q. -- the Ricky 2?
A. Yes.

Q. So after you had drilled the replacement wells,
Coleman made the choice to try to get additional production
information out of the upper coal in the original two
wells, correct?

A. Correct.

Q. And as a result of that effort you came tq the
Diviéion and obtained a permit to test the Ricky 1 and
Ricky 2 for a period of time to gather the data from the
upper coal?

A. Yes',

Q. The point was that if you could satisfy your
concerns about the productivity of the upper coals in those
two wells, it would then justify spending the dollars in
the other wells that you had in the area that were only
producing out of the basal coal, true?

A. Yes.

Q. So the plan, then, is to gather the data and see
if it's economic to go back into your other wells and add

the upper coal at whatever time you chose to do that?
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A. Correct.

Q. When you look at the logs of the. Ricky 1 and
compare it to the Ricky 1R, the replacement well, and look
at the upper coal interval, they are substantially the same
geologically, are they not?

A. Correét.

Q. Is there any material difference between the
upper coal in either the original well or the infill well
that we should know about?

A. No.

Q. When you look at the Ricky 2 and compare the
Ricky 2 to the replacement Ricky 2, is there any difference
in the log characteristics in the upper coal between those
two wellbores?

A. Nothing dramatic, no.

Q. ‘Do you see any material geologic difference to
cause you to believe that they're any way different?

A, No.

Q. What would be the cost of plugging the Ricky 1?

A. I'm just’throwing out a guess, but probably about
$10,000, I would imagine.

Q. Are you aware of any other operator in the Basin
that's been allowed to maintain four producing gas wells in
the Basin-Fruitland Coal Pool on a single spacing unit?

A. Not that I'm aware of.
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Q. This is the only one, isn't it?

A, Apparently.

N

Q. Have you calculated what is the remaining
recoverable gas in the upper coal out of the Ricky Number
1?

A, No, I have not.

Q. Have you calculated what you think is the
remaining recoverable gas out of the Ricky Number 2?

A. No, I have not. Well, I'll take that back. We
had a reserve estimate done for other purposes, and for
private purposes of the --

Q. That would not have been your work, though;
that's an engineering discussion, right?

A, Well, it was an outside reserve auditor. I'm in
charge of helping gather that data. Yes, I have not did a
remaining reserve calculation.

Q. Back in March of '04, Coleman requested the
Division to grant administrative approval to allow you to
produce all four wells on the same spacing unit, did you
not?

A. Yes.

Q. That was done by a letter dated March 30th of
'04; do you remember that?

A. I don't have it in front of me, I don't --

Q. Let me put one in front of you, sir.
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A. Okay. Thank you.

Q. Do you recall this letter, Mr. Emmendorfer?

A, Yes, I do.

Q. Who is the author of the letter, Michael Hanson?

A. Michael Hanson is an engineer in our Farmington
office.

Q. Does he still work for you?

A. Yes, he does.

MR. KELLAHIN: Mr. Examiner, we would move
the introduction at this time of what we've marked as
Coleman -- I'm sorry, as Pro New Mexico's Exhibit Number
A ~—

MR. CARR: No objection.

MR. KELLAHIN: -- Letter A.

EXAMINER JONES: Pro New Mexico Exhibit --

MR. KELLAHIN: -- A.

EXAMINER JONES: -- A will be admitted to
evidence.

Q. (By Mr. Kellahin) On the bottom of that letter,
on the last paragraph, Mr. Emmendorfer, I've outlined in
yellow the last sentence. Would you read that for us?

A, "Information can then be used to determine if it

would be economically viable to complete other wells in
this area in the upper intervals."

Q. Based upon that request, then, Mr. Stogner
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required a hearing of that request?

A. Yes.

Q. And as a result of the hearing, then, Coleman was
granted the opportunity for a one-year period after that
ofder to conduct the test and gather the data?

A. That's correct.

Q. What was the purpose of the data?

A. To see how the upper coals would respond to being

produced with compression and to gather additional
production data to help determine the ecoﬁomic viability of
these upper coals.

Q. And with that data, then, the objective would be
to then go back into the basal coal wells and add the upper
coals as producing intervals in those wells, right?

A, If the upper coal -- if the wells had a good
upper coal interval, yes.

Q. And with the Ricky 1 and Ricky 2, have you now
received the data that justifies adding the upper coal ip
your basal coal wellbores?

A. Honestly, I don't know if the remaining economics
would support that or not.

Q. Is there anything contained in this lefter that
suggests to the Division that it was Coleman's intent to
always keep the original wells in a producing status?

A. No.
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Q. The cost associated with taking the Ricky 1
replacement well and recompleting it so it could then
produce the upper coal was what, was your estimate?
A. $50,000 to $70,000.
Q. Is that a similar cost associated if you have to

recomplete the Ricky Number 2 well and produce the upper
coal through that wellbore?

A. Yes.

Q. If you do that, then the two original wells could
in fact be plugged, could they not?

A. That's correct.

MR. KELLAHIN: No further questions, Mr.
Examiner.
MR. CARR: May I follow up with a little
redirect?
EXAMINER JONES: Go ahead.
REDIRECT EXAMINATION
BY MR. CARR:

Q. Coleman 0il and Gas wrote the 0il Conservation
Division back in 2004 the letter that's been marked Pro New
Mexico Exhibit A and stated that you were attempting to
determine whether or not it would be economically viable to
complete other wells in this area, in the upper coal
intervals; is that -- That's what it says?

A. Yes.
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Q. Have you obtained that information?

A. Yés.

Q.  Are you still attempting to determine how to
effectively develop the upper coals in this area?

A. No, I think with the data that we've got we can
complete cher wells in there.

Q. It shows no communication, does it not?

A. That's correct.

Q. And it establishes volumes --

A. That's correct.

Q. -- that can be produced?

Now, when you go out and determine how you're
going to try to produce these reserves, are you still
studying the area?

A. Yes, we are.
Q. Are you not trying now to determine whether or
not you can effectively come back and complete in the upper

coals without just tying into the basal coal?

A. Yes.
Q. And aren't you planning to attempt that now?
A. Yes.

Q. And isn't that partially because the well
immediately west of you was an attempt to do that, and it
was unsuccessful?

A. Yes, that's correct.
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e

Q. Now if you go in and plug and abandon the
original wells and perforate the upper zones, I mean, that
can be done? That's what you've testified?

A. Yes.

Q. And if you do that, to do two wells with the
plugging cost, it would cost you $150,0007

A. Yes. |

Q. And you'd gain what?

A. Nothing.

Q. Would ybu be accessing a different interval than
is currently open?

A. No.

Q. Would you be accessing mofe interval than is

currently open?

A. No.

Q. Are the wells at standard locations from all the
offsets?

A. Yes.

MR. CARR: That;s all T havé.
EXAMINATION
BY EXAMINER JONES:
Q. Mr. Emmendorfer, the history of the Number 1 and
Number 2 wells, you say it was originally a Fruitland Sand-
PC pool?

A. Well, we didn't drill them, but yes, at the time
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there were no ways of producing -- or permitting as a coal
well that I'm aware of. Again, it wasn't the operator, but
they were dedicated as South Gallegos-Fruitland Sand-
Pictured Cliff Gas Pool, which is still -- I believe that's
still a viable field, and traditionally the sands are
perforated and completed in those wells. The coal
intervals are now separated and produce_only as the Basin-
Fruitland Coal.

Originally, even though both intervals were

‘Fruitland Sand, some operators completed coal zones in

there. That happened several different portions of the
Basin, and that was a problem that had to be resolved when
they formed the Basin-Fruitland Coal Pool.

Q. These wells could be -- You could initiate your
perforations and your frac job in the sands; is that right?
Or would you be violating pool rules?

A. I think you'd be violating pool rules.

Q. But you're saying that littie pool is still
there, and it overlaps this Fruitland pool?

A. Well, they're kind of intertwined.

Q. Oh, boy. What about the original frac jobs that

were done on these two wells, the Number 1 and the Number

2? Did you only perforate -- I mean, did they only
perforate those two coal intervals and not that -- there's
a—_
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A, Based off of the records, the completion reports,
and you plot them on those logs, it's in those coal
intervals.

Q. They didn't try that -- There's another interval
above that that's almost a coal. They didn't ever try
that? But you --

A. No, they didn't.

Q. Did you have the mudlogs available?
A. I doubt if there were mudlogs. That's not very
standard for -- This is in the southern portion of the

Basin, where they're under pressure, and you're going to
fun wireline logs. Typically, we don't use a mudlogger. I
doubt if most of the other operators do. Traditionally,
you just drill, log, case and perf.

Q. What about on these new ones, these replacement
wells? Did you run a mudlog?

A, No.

Q. What about the gas -- you measured the gas,
didn't you? Total gas?

‘A. No.

Q. Were they drilléd with fluid that would have
damaged the upper coals, the new replacement wells?

A. No.

Q. What kind of fluid -- I notice the -- it looks

like a real freshwater base.
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A, Yes, it's what every -- I mean, these are all
turnkey, and so the drilling contractor provides a mud
system, and it's just the standard freshwater mud that
they're able to deliver us, a log of the hole.
Q. Yeah. It's amazing how fast they can do it, when

you do it on a turnkey basis.
What about the Pictured Cliffs down here? 1Is it
any good?

A. Right in this -- on this lease, I don't see
evidence of commerciél production out of the Pictured
Cliffs.

Q. How about any production at all? Do you think it
would make any? That basal coal was fractured. Do you
think any of that is coming from the Pictured Cliffs?

A. Probably not. The tracer surveys we've done in
other areas in the southern portion of the Basin show that
fracs have not grown down into the Pictured Cliff, and frac
gurus tell us that when you initiate a frac in the coal it
traditionally stays within that coal, that that sand-coal
interface is a very good boundary.

Q. What kind of rate did you use on your frac job?

A. I wasn't there, and I don't recall. I would have
to go back to the files..

Q. You probably have in your files the treatment

report though?
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A. Yes.

Q. And the Nolte plot or the net pressure plot?

A. Probably we have that too, yes.

Q. And that would be real indicative of whether the
frac grew -- Do you know what kind of sand they put in
there?

A. I think they're about 50,000-pound -- Well,»
actually I have the complétion reports that we filed.

10,000 gallons of gel, more or less, and 60,000
pounds of 20-40, and 22,000 gallons of crosslink gel.

Q. Does it say what the average -- the rate was?

A. No, not on the completion report.

Q. Oh, that's a state report -- or the federal
report.

So would it be fair to say that there's about a
10- or 15-foot separation between your basal coal and your
Pictured Cliffs?

A. Yeah, between the basal coal and the porous sands
in the Pictured Cliff, yes.

Q. And about what would it be, 25 feet between the

basal coal and the first of those upper --

A. 25, 30, somewhere in there, yes.
Q. Okay, I guess one pertinent thing is the
compression that you got on -- Are all four of these wells

tied to the same system?
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A. Yes, they're metered separately at the wellhead
and then at a central delivery point, and we have the
compressor upstream from that central delivery point.

Q. One compressor --

A. That's correct.

Q. -- for all these wells?

So your -- Let's see, your surface pressures on
each of these wells are real similar.

A. Yes.

Q. So that -- It looks like your upper coals are for
some reason responding after all these years?

A. Well, we've lowered the suction pressure recently
at the compressor, and the upper coals in the original
wells have responded favorably to that, but the original
wells, it hasn't seemed to have done any difference.
Probably kept them from declining more, but they're on a
steady decline.

Q. From the basal coal?

A. Yes, that's correct.

Q. Are they more water in the basal coal?

A, Yes, we have to -- we produce water, we have to

haul water, if the upper coals are water-free.
Q.  So that water is hampering those lower coals
then?

A. Probably.
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Q. Those pressure charts that you have, does it show
that the pressures are -- I know we could dig into it
ourselves, but your pressures are real predictive between
the upper coals and lower coals. In other words, they're
not exactly the same, they're a }ittle bit higher in the
lower coals? The upper coals have been producing for many
more years?

A. Yes, and they're still higher pressure than the

basal coal is, that's correct.

Q. Okay.

A. Twenty years or more.

Q. Okay. Twenty years. The coal reserves in each
of these -- this was kind of done as a pilot, as I
understand it, so -- You say someone in your company has

done the volumetrics and the decline analysis of the coal?
A. Well, we had a -- outside reserve auditors do all
the reserves for all the wells for the company, and yes, we
have that data.
Q. What abouﬁ permeabilities in the upper coal
versus the lower coals, the basal coal versus that upper
coal? It's real thin, the upper coal is, but is the

permeability higher on that?

A. I don't have any direct measurements of
permeability.
Q. What's your -- what's your opinion?
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A. With that -- with no water production, I would
say that they're higher permeability than the basal coal.
Q. So there's no drainage calculations that you're

-- that you guys have done so that you're affecting any of
the offset wells 6r -- Of course, it looks like there was
no offset wells, except Pro -- Redwolf has an offset well,
and that's a pretty new well; is that correct?

A. Yes, that's 2004.

Q. And is it West Gas, right straight north?

A, Western -- That's Dugan Production.
Q. That's a Fruitland well, isn't it?
A. Yes, they're producing out of the upper coal

Q. Upper coal only?

A. Uh-huh.

Q. Have you noticed any effect on their wells, or
your wells from their wells going on line, or vice versa?

A, Knowing Tom Dugan, if we had adversely affected
his production we'd hear about it. And we haven't gotten a

call that I know of.

Q. Okay.
A. And I'm sure he'd be here screaming.
Q. This business about the frac screening out on the

fecompletion on that replacement well, isn't it true also

that as the pressure has declined over the years in that
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formation that the frac might go in a different direction
because of the change in stress, and it might actually help
you?

A. | I think there's several schools of thought on
that. I;ve looked at that in the past, and in stuff that
I've read fracs tend to curve toward a pressure sink, which
would be én area where it's been productive for 20-some-odd
years. Being 50 feet apart, I doubt if they would have a
different pressure regime -- I mean a different stress
regime that would cause the frac to grow in a different
direction.

Q. Okay. You may have to pressure up on that old
well while you're frac'ing the new one, then, it sounds
like, or do some kind of innovative way to keep from
screening out, like you said.

A, Uh-huh.

Q. Mike Hanson is pretty experienced at this. But
you still don't want to do it?

A. Well, my question would be why? We've got four
wells existing right now. They're producing the gas thaf's
within 160-acre spacing effectively, two wells versus four.
If we were required to plug those wells -- we're going to
have to plug those wells eventually at the end of their
life anyway, so that cost is going to be occurring sometime

down the road anyways.
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We would have to spend $50,000 to $70,000 per
well, what I would consider -- and I know my boss would
consider -- needlessly, just to get the wells back to
producing the way they are. To me, that constitutes waste.
You're wasting dollars for no real benefit.

Q. I can see that argument, but when these were
granted for one year and then extended for another year, I
think it was kind of with the understanding there was going
to be some deliverables from the pilot that maybe, you
know, because the other operators in the Fruitland Coal
didn't -- I think the first time they objected, the second
time they didn't, and -- but it might be helpful to have
something deliverable besides just what they can read from
this record at the hearing about, you know, the reason for
that, because I can kind of see that your lower coal is
more wet and you haveAto pump it probably --

A. Uh-~huh.

Q. -- and so you have to -- it's a different

_producing mechanism, or it's a different producing method,

at least, and your upper coals, you can maybe flow themn,
but if you can't afford to drill the wells separately for
the upper coals anyway, is that true?

A. Well, we wouldn't be drilling separate wells.
You would -- at the time of driliing, you would -- the

cheapest method would be to complete both zones before you.
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ran the tubing. Obviously if you wanted to -- chose, like
we have done, to complete the basal coal, you have to incur
a little bit more expense shutting the well in and pulling

the tubing and pipe and stuff like that.

Q. And the pressure data that you got was from echo-
meters?

A. Yes.

Q. Did you ever zero that in with any kind of dip in

pressure readings?

A, I don't know what Mike Hanson has done. He's
done those personally himself.

Q. Mike did all this?

A, Yes. But you're right, there's a lot of data
that's been available, and there's more data that can be
every year gained from having these wells producing.

Q. What would you --

A. It would be a good master's study --

Q. Yeah.

A. -- very similar.

Q. Is there any difference in the coal -- did you
get -- when you drilled that second replacement well, did‘

you do canisters on the coal or get any kind of di
A. No, we did not.
Q. What kind of gas content numbers is the coal at?

A. I can't speak for the upper coals. The few that
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Al gl

we've done on the basal coal and the stuff that I've read
from other people, I think appréximately 120 standard cubic
feet per ton. That's --

Q. That low?

A. Yes. That's another reason why having production
data on these upper coals would give a lot more data to any
operator in the Basin.

Q. What about the uppér sands around those upper
coals? How much contribution does that make to the
production from that'upper interval?

A. Well, it would depend on if the frac grew out of
the coal or not.

Q. But you probably did because it was considered a
sand pool, and those coals are so thin that surely the frac
grew out of them?

A. I couldn't say.

Q. That was 20 years ago, I guess, they were frac'd,
right, those wells?

A. 1983.

EXAMINER JONES: '83.

David, do you have questions?

MR. BROOKS: No questions.

EXAMINER JONES: I have no more questions.
MR. CARR: No further questions.

MR. KELLAHIN: No, sir.

STEVEN T. BRENNER, CCR
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EXAMINER JONES: Is that your case, Mr. Carr?
MR. CARR: Yes, sir, that concludes our

presentation.

MR. KELLAHIN: We have a witness, Mr. Examiner.
Mr. Examiner, at this time we'll call Dana
Delventhal.
DANA DELVENTHAL,
the wifness herein, after having been first duly sworn upon
her oath, was examined and testified as follows:
DIRECT EXAMINATION
BY MR. KELLAHIN:
Q. Mrs. Delventhal, would you please state your name

and your occupation?

A. My name is Dana Delventhal, and I'ﬁ a petroleum
engineer.'
| Q. And where do you reside, ma'am?

A. Farmington, New Mexico.

Q. When and where did you obtain yeur degree in

petroleum engineering?

A. I graduated in 1984 with a bachelor's in
petroleum engineering from the New‘Mexico Institute of
Mining and Technology.

Q. Subsequent to obtaining your degree, have you
been a practicing petroleum engineer?

A, I have for 23 years, yes.

STEVEN T. BRENNER, CCR
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Q. And generally where has been your area of
practice?
A. San Juan Basin.
Q. Practicing in San Juan Basin, are you familiar

with the engineering aspects of the coal gas production in

the San Juan Basin?

A. Yes, sir.

Q. Do you for your own account operate coal gas
wells?

A. I do.

Q. And what is the name of the company that you

operate?
A. I own Redwolf Production.
Q. When Mr. Emmendorfer testified a while ago, he

was referring to a Redwolf Production in Section 13 to the
west of the west half of the Ricky wells in Section 18.
Are those your wells?

A. It's one well, but yes, sir, it is.

Q. In addition to -- Let me hand you the locator map
so I don't lose track of --

A. Thank you.

Q. Ms. Delventhal, I've handed you a copy of the
locator map that Mr. Emmendorfer was talking about a while
ago. It was the Second color display, the foldout that

identifies the wells and shows a B for basal and a U for
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the upper coals. Do you have that before you'?
A. Yes, sir.
Q. In addition to operating your own wells adjacent

to the subject tract, are you also involved as a consultant

for other operators in the area?

A. Yes, sir.

Q. And who do you represent?

A. Today I'm representing Pro New Mexico Energy.
Q. As part of your duties as a petroleum engineer,

do you have access to the Division's database with regards
to coal gas production?

A. Yes, I do.

Q. Have you made an examination of the data
available to you through the 0il Conservation Division for
the Ricky 1 and Ricky 2 and the replacement Ricky 1 and
Ricky 2?2

A. I have.

Q. In addition, have you examined the documents that
Mr. Carr had provided Mr. Gallegos as part of the
prehearing process?

A. I have.

Q. Based upon all that information and study, do you
now have opinions and expert decisions with regards to this
case?

A. I do.

STEVEN T. BRENNER, CCR
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MR. KELLAHIN: We tender Ms. Delventhal as an
expert petroleum engineer.

MR. CARR: No objection.

EXAMINER JONES: Ms. Delventhal is qualified és
an expert petroleum engineer.

Q. (By Mr. Kellahin) Let me go back and have you
give us some background. Mr. Emmendorfer talked about the
two original Ricky wells as being slimhole wells. Describe
for us what that means.

A. At times in the Basin when gas prices were poor,
there were marginal horizons, marginal production that
would not justify normal drilling cost. As an attempt by
the operators to access these reserves, they would drill a
slimhole, by that to reduce the drilling cost as much as
they physically could. And in this case they sacrificed
running normal casing sizes and instead ran tubing as
casing, to lower the cost. 1It's wells that wouldn't have
been drilled otherwise.

But the downside of it is, they're unforgiving.
There's not much work you can do on the well after it's
done. ‘It completes its life and it's pretty well over.

Q. What type of wellbore did Mr. Gallegos drill in
the east half of the section?

A, A standard wellbore.

Q. And the well that you have in the western spacing
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unit, is that a standard --

A. Yes, sir.

Q.~ -- coal gas well?

Are there any further limitations about the
slimhole completion with regards to how to re-enter that
wellbore and now try to add the deeper basal coals?

a. It really can't be done. It wouldn't be
feasible. Normally, to complete a horizon under an
existing horizon, you would need to isolate that during the
completion, to frac under a packer so that what work you
were doing wasn't interfering with what was already frac'd
and open. And in a slimhole, 2-7/8, you don't have room to
do that.

Q. Have you been involved with drilling replacement
wells for other wells like this?

A. I have.

Q. And what did you have to do with the original
well?

A, According to regulations, you're required to plug
then.

Q. Were those wells capable of producing additional
gas from the upper coals?

A. Painfully so, yes.

Q. Does Coleman enjoy a competitive advantage by

having a difference in the ability to produce their gas

STEVEN T. BRENNER, CCR
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from the u
instead of
A.
regulation
The two re
some reaso
rights. T

and comple

pper and basal coals by using four wellbores
two?

Generally to set aside existing spacing

s, there would need to be a compelling reason.
asons that would come to mind would be that for
n to combine them would impact the correlative
estimony has shown that they're able to go ahead
te those coals in the replacement wells.

The second would be whether because of economic

feasibility, the cost to do so, if Coleman would be

dissuaded

from that completion and therefore he would lose

his recoverable reserves.

economics

And I have prepared decline curves, and the

would show that completing those coals in the

replacemenf wellbores is a highly economic project.

Q.
furnished

A,
it.

Q.

an expert

Have you utilized the test data that's been
to you by Coleman?

I've looked through it and have no arguments with

At this point, then, are you able to conclude as

witness that it's economically viable to produce

both the upper coal and the basal coal with replacement

wellbores?
A,

Q.

Yes, sir.

What is the approximate cost, in your opinion, of
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plugging the slimhole original wellbores?
A. I would estimate $12,000 to $14,000.
Q. If Coleman is required to plug the two original

wellbores, in your opinion will there be any reduction in
the ultimate recovery of gas from the upper coal?

A. In theory, no. There's no reason to assume that
when you move to the replacement wellbore you're basically
in the same coal seams. If you complete it, you may
benefit from modern completion techniques.

Another advantage might be that in the slimhole
wellbores you're not able to artificially lift them, the
quéstion being, do upper coals not produce water because
they don't have water, or do they not produce water because
you can't pump it out of the.hole? With that horizon being
completed in ‘the replacement wellbore they're on beam lift,
and they would benefit from that.

Q. If the two original wells are plugged and the
upper coal then has to be produced by the two replacement
wellbores, can the replacement wellbores still achieve the
same ultimate recovery of gas from the upper coal?

A. You would assume so, yes.

Q. Do you believe that the two original wellbores
are necessary in order for Coleman to achieve'the recovery
of gas from the upper coal?

A. No.

STEVEN T. BRENNER, CCR
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Q. Are you aware of any other situation where any
other operator in the Basin has been allowed to produce
four wellbores likeithis in the same Fruitland Coal pool?

A.v To my knowledge, all.of the redrills that I've
been involved with, we were forced to plug the original
well.

Q. Let's go through your exhibits.

A. Okay.

Q. If you'll start with what is marked as Exhibit
Number 1, take a moﬁent before we talk about the details
and describe for us what it is we're looking at?

. A. As I mentioned, Pro New Mexico's concern was
whether there was a justification for changing the pool
rules, the correlative rights issue not being a problem,
but the second would be whether it's economically feasible
to transfer those reserves into the redrilled wellbore. If
it was uneconomic, then if they had to plug the original .
wells those reserves would be lost.

So what I did is, using decline curve analysis,
determine remaining reserves for the two parent wells. I
estimate --

Q. Give us the conclusion, then, before we talk
about the details. What do you show to be the remaining
EUR for the Ricky Number 1 well, in the upper coal?

A. ‘The Ricky Number 1 well has remaining reserves of
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347 million cubic feet.
Q. To get to that point, then, you take the
production curve and you plot the data?
A. Correct. You plot the data, and based on decline

curve‘estimates, you project future production. You
project gas prices, you project operating costs, and boil
it back down to determine if the cost to recomplete those -
reserves in the replacement wellbores would be a viable
project.

Q. All right, looking'at Exhibit Number 1 for the
Ricky 1, starting over, you first started plotting

production data back in 19847?

A. Correct, that's the original production.
Q. Describe for us what happens.
A. You can see from the original production curve

that production is fairly sporadic. It hit a hard decline
in the mid 19905. After -- Between 2002, 2003, you can see
the increase in production when that was placed on
compression.

Q. Start then at the plot where we have the red line
just before 2005, and it goes up to just under 100 MCF a
day?

A. Correct.

Q. What happens then?

A. From the data that was gathered with the well
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under compression during that time period, you can see it
hasn't established a strbng decline at this point; it's
fairly steady production.

For purposes of determining the economics of
completing it in the original wellbore, I assumed that
today it would start declining. That would be the most
conservative estimate; it would yield the lowest amount of
reserves. In this area a typical decline rate of 10
percent would be expected, and that was the mathematical
decline rate that was applied to the well.

Q. And then when you run through the calculation
based upon your assumed decline, the additional gas
recovered is displayed somewhere over on the far right?

A. Right, if you look at Exhibit Number 2, basically
the nuts aﬁd bolts are in the top part -

Q. Well, you've moved to another exhibit. Stay with
1 for me, for a moment.

A. Oh, I'm sorry.

Q. Over on the far right of Exhibit 1, you have a
bunch of numbers shown here?

A. Right. It shows, based on the decline rate, if
you skip through down to the gas section --

Q. Uh-huh.

A. -- it will give effective dates and rates,

ultimate and remaining gas by decline rate, shows the
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247,000 MCF remaining on that well. TIt's right in the
éenter with all the little type on the right.

Q. On the Number 1 exhibit?

A, Yes, on the decline curve.

Q. You'll have to -- Let me approach --

A. I'm sorry, they're small numbers.

Q. I can't see it. Show it to me on this.

A. Okay.

Q. . It says, Remaining gas (decline), and you get 346
plus?

A. Correct.

Q. Okay. And that's using a presumed decline rate
of 10 percent?

A. Yes, sir.

Q. When you go back before the assumption, the gas

rate continues to climb. We don't have a break over on the
curve yet?

A. That's correct. As I -- By assuming that it
declines today or tomorrow, that would be the most
conservative estimate. If it's an economic project at that
point any additional time that it stays steady or inclines
will be just additional reserves for them.

Q. Now take Exhibit 1 and take me to Exhibit Number

A, Exhibit Number 2 is the economic projection based

STEVEN T. BRENNER, CCR
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on the decline curve,'and this is for the Ricky Number 1
well. The top two-thirds of it is basically a year-by-year
breakdown of all the variables, and the nuts and bolts is
in the bottom third of the printout.

If you look under the Economics Summary section,
you'll see that it shows that the remaining gross reserves
are at the 347,000 MCF, and that correlates with the
decline curve information.

Q. Let me ask you this. When you look at the
spreadsheet, find me the point of the spreadsheet that you
introduce the cost associated with recompletion into the
upper coal.

A, The second section of the data is expenses, and
in the middle of that column you'll see a column labeled
Other Costs. I assumed that Coleman would need to spend
$60,000 to recomplete those Fruitland Coals in the
replacement wellbores, and so that cost is figured into
this economics. The question being, is that a viable
project? If it is, then moving from one wellbore to the
other would not affect waste. And if you go down to the
economic information, the rate of return exceeds 100
percent.

Q. So when I look at Exhibit Number 2 and I'm
looking down in the lower left corner, there's a bold

caption that says Discount Present Worth?

STEVEN T. BRENNER, CCR -
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A. Yes. That is the value of the future revenues.
And the different percentage discounts would be discounting
those future revenues at those given percents, what the
present value --

Q. Can you give us a general range of what companies
utilize for a discounted rate so they can see what the
present worth of doing the work is?

A, Most production that I see sell, sells in the
range of a 5-percent discount. So if you were selling this
well you would assume at 5 percent you're probably at
$800,000 in value.

Q. And if you assume it's at 10 percent?

A. At 10 percent, we're at $612,000.

Q. The $612,000 would be after you had paid for the
cost of the recompletion?

A. It includes the cost of the work.

Q. Making this cash-flow analysis, what assumptions
are you making?

A. One, you assume that the decline curve is
accurate. Secondly would be on a gas price. In the top
section under Average Prices, I have a gas price at $5.26,
which is last year's average less the cost of gathering and
compression.

Q. Is this the kind of analysis that you would run

for your own account if you were acquiring or selling gas
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production out of your wells?
A. Yes.
Q. Is it going to be economically viable, then, in

your opinion for Coleman to plug the Ricky 1 and use the
Ricky 2 as a recompleted well to add the uppér coal and
produce that gas?
A. Yes, sir.
Q. Let's turn, then, to the Ricky 2 and look at
Exhibit Number 3. Would you identify --
MR. BROOKS: I think you may have misspoken --
MR. KELLAHIN: Did I?
MR. BROOKS: -- Mr. Kellahin. Did you -- you
mean to use the Ricky 1R --
MR. KELLAHIN: I'm sorry.
MR. BROOKS: -- rather than the Ricky 2 --
MR. KELLAHIN: Yeah, and I'm good at doing that,
misspeaking. Thank you.
MR. BROOKS: Go ahead.
Q. (By Mr. Kellahin) So we're talking about the
replacement well in each instance?
A. Yes, sir5
Q. So let's turn now to the Ricky 2 and look at the
parent well --
A. Okay.

Q. -- and see what happens with those reserve

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




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

N

61
numbers and whether you can justify plugging the Ricky 2
and producing thosevgas reserves out of the Ricky 2
replacement well.
A. Okay, basically the procedure was the same, is to

generate a decline curve. You can see that the Ricky 2,
the parent well, is less productive than the Ricky'Number
1, and it still has not reached a decline at this point.
But if you take their highest rates and decline it at 10
percent, again, you'll get the lowest calculation of
remaining reserves, which is what I did, declined it at 10
percent. The remaining gas from that decline is 142,000
MCF.

Q. When you look at Exhibit 3, there's a period
before 205 [sic] where the production information is zero.
What's happening there?

A. On both wells, when Coleman drilled the
replacement wells and before they had gotten approval for a
production test on the original parents, they're not
allowed to produce both. So there was a period of time
while that wasbtranspiring that the wells were shut in.

Q. So Exhibit 3 reflects the shut-in period for the

parent well on the Number 2?

A. You can see that on the curve, yes.
Q. And then after it goes back on production --
A. So everything after that space is gas produced on
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this temporary test.

Q. Take us through the test information then. What
happens to the production of the Ricky 2 when it's pﬁt on
compression and tested?

A. It looks like the compression obviously increased
the production from about 15 to, you know, 40, somewhere in
that range, a bump in production.

Q. And with your assumptions, then, you get
recoverable remaining gas out of the upper coal of --

A. -- 142,000 MCF.

Q. Now take that over and run it through the
economic analysis.

A. Running it through the economic analysis in a
similar manner, you can see --

Q. On Exhibit 47

A. -- correct, Exhibit 4 -- that the remaining gross
reserves are shown at 142,000 MCF. The gas price is
unchanged. Again, I assumed a $60,000 cost to recomplete
them, and again the rate of return exceeds $100,000 -- or,
excuse me, 100 percent. |

Q. If the company buying or selling the property is
looking at a 10-percent discounted present worth, what is
the after-cost value of the project?

A.  $201,000.

Q. Is it profitable to have Coleman as the operator
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plug and abandon the Ricky 2 and to replace that production

by accessing it with the Ricky Number 2 replacement well?

A. It's a good economic project.
Q. What would you recommend to the Examiner?
A. I would recommend that the original wellbores be

blugged, that Coleman as an operator has the right to
decide whether to produce the upper coals in the
replacement wellbores, and that the current spacing
regulations be adhered to.
MR. KELLAHIN: That concludes my examination of
Ms. Delventhal, and we move the introduction of herv
Exhibits 1 through 4.
EXAMINER JONES: Objection?
MR. CARR: No objection.
" EXAMINER JONES: Exhibits 1 through 4 will be
admitted, from Pro New Mexico. |
CROSS-EXAMINATION
BY MR. CARR:
Q. Ms. Delventhal, you testified that you consult
for various operators in the San Juan Basin.
A. Yes.

Q. Do you consult for Dugan?

A, No.
Q. Or Running Horse Production Company?
A. No.
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Q. My question really is, who are you appearing here

for today, just Pro New Mexico?

A. Pro New Mexico, yes.

Q. And your relationship with them is as a
consultant?

A. Correct.

Q. If I understand your testimony, what Pro New

Mexico is seeking is an order that would require Coleman to
plug the old wells in the west half of Section 18 that are
now producing from the upper coal; is that right?

A. Yes.

Q. And my question for you is, why?

A. It would be twofold. If you take a snapshot of
the production at this moment, by producing the upper and
the basal in twin weils, that there's really no harm or
foul. The problem being that life is dynamic, wells sell,
engineers comevand go. There's no rule on the books that
would disallow them from opening the upper coals in the
replacement wells while the upper coals are producing in
the original wellbores. You simply file a sundry with the
BLM for adding pay. Our correlative rights at this instant
may not be affected, but we have no way to detgrmine that
they wouldn't in the future.

The sec¢ond part would be that the offset

operators, Pro New Mexico, to develop those reserves will
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have to drill a well, complete the basal coal, set a plug,
complete the upper coals, and assume all of those risks
that are associated with that. By requiring one operator
to assume risk and one to be sheltered from risk is
inherently an effect of correlative rights.

Q. ‘If you're concerned about in the future someone,
either Coleman or a successor operator, opening the upper
coal in the other wellbore, the order entered in this case
could prohibit that, could it not?

A. It could, but it would be difficult to police.
Who's going to keep watch?

Q. Isn't any rule difficult to police?

A. Yes.

Q. Are you suggesting that they're going to try and
do something in violation of --

A. No, I don't believe anybody would, and again
rules are there to limit the problems.

Q. When you talk about a risk that Pro New Mexico is
going to have to take because of this, I didn't understand
your answer.

A. My answer was that all the offset operators
around this section, or in the Basin for that matter, if
they want to produce the upper coals and the lower coals in
a single wellbore, they take inherent risks because they;re

working within a single wellbore to do that.
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If you had a concern that by completing the upper
coals in the replacement wells that there is a risk in that
completion process, it's certainly a risk that's borne by
everyone else,

Q. And so what you're recommending is that Coleman,
with wells that are currently able to produce upper coals,
plug those and now take the risk of trying to make a well
in the upper coal that they're now producing?

A. Yes, that's the pool rules.

Q. All right.  Now I think you have testified that
there isn't a correlative rights issue here; is that right?

A. My testimony is that from Coleman's aspect, no,
there is not a correlative.rights issue. And from Pro New
Mexico's aspect, I don't feei that they have a correlative
rights issue unless there's not a protection that those
upper coals aren't completed.

Q. Pro New Mexico has drilled two wells in the east
half of 18; is that correét?

A. Yes.

Q. Have they completed those wells?

A, No.
Q. Do you consult with them on those wells?
A. I do.

Q. Are they intending to complete them in the upper

‘and the basal coals?
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A. Yes.
Q. Just as they did in Section 87?
A, Yes.
Q. And as it stands, once those wells are completed
Pro New Mexico would be -- would have two wellbores in the

east half of 18 accessing the upper coal; isn't that right?
A. Correct.
Q. And they would have two wells in the east half of
18 accessing the lower coal, correct?
A, Correct.
Q. At the present time, Coleman 1is proposing to have

two wells in the west half accessing the upper coal,

correct?
A, Correct.
Q. And two wells in the lower coal accessing -- or

in the basal coal, accessing --

A. Yes.

Q. Mr; Kellahin asked you if this present situation
resulted in an advantage to Coleman. My question is, how?

A. Again, it applies to risk in one aspect.
Operators under existing pool rules have to make an
economic decision if they want to redrill a well. They're
burdened with that decision, and part of that decision is
the understanding that the original wells have to be

plugged. It's a decision you have to make.
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I'm sympathetic. Nobody likes to plug a

producing well, and certainly nobody likes to plug a
producing economic well, especially a petroleum engineer.
But if you required of everybody in the Basin to make one
exception, that is unfair.

Q. Is your testimony is, the rules are the rules and
they should be enforced?

A. Largely, yes.

Q. You understand the rules are designed to prevent

waste of oil and gas?

A. Correct.

Q. They're designed to protect correlative rights?
A. Correct.

Q. And the rules allow for exceptions, you

understand that?

A. Yes.

Q. And those exceptions are viewed on a case-by-
case, fact-by-fact basis, isn't that -- you understand
that?

A. Yes. -

Q. And in this circumstance what you're recommending

is that an offset operator who has access to the upper coal
be required to plug that off and then assume the risk that
you're concerned about, trying to re-access that same coal?

A. Yes.
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Q. And you testified that you did not believe in

theory, is how you qualified it, that this could result in

a reduction -- or reduce the ultimate recovery from the
acreage?
A. Correct.

Q. But that's in theory?

A. Correct.

Q. And when you take these risks, you run the risk
that you won't be able to get as good a well as you --
access to the upper coal as you now have?

A. That's possible, and you could get a better well
as well. |

Q. But if you don't get as good a well, then you
could leave reserves in the ground?

A. True, but it's the risk that Pro New Mexico has
to assume next door.

Q. In drilling the initial well?

A. Uh-huh.

Q. And when you say everyone has a standard coal gas
well, you mean a single wellbore that has perforations in
one wellbore in the upper --

A. Standard-size casing, yes.

Q. That's what you meant by that?

A. Correct.

Q. You're not objecting for Redwolf?
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A. No.

Q. Redwolf is the direct west offset with a well
about 1600 feet away?

A. Correct.

Q. Pro New Mexico's well, closest well, is
approximately 3000 feet away to the east; is that correct?

A. Correct.

Q. You're not testifying that anything happening in
this Coleman well at these rates is going to drain reserves
from the Pro New Mexico well, are you?

A. Again, if you look at a snapshot, there's nothing
producing in the Coleman acreage that isn't legally able to
produce, and the question being, is it legally able to
produce from four wells?

The reason Redwolf Production didn't come and
speak against the original proceedings was, they were
originally -- the application was to gain production data.
I love production data. It's important for other operators
to take a look and see whether the upper coals are
individually productive and whether their completion is
economic. That's why we didn't object to the case.

Since then, it has mutated into a request to
produce on, basically, double spacing.

Q. When you say four wells, you mean four wellbores?

A. Uh-huh.
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Q. And we'relstill, though, talking about only four
access points to the Fruitland Coal. You understand that?
Two in the upper and two in the basal?

A, Correct.

Q. Now there is no correlative-rights issue for Pro
New Mexico; is that correct? 1Is that what you've said?

A.  There's a risk to them, that risk being that
there is no --

Q. The well is almost 3000 feet away; isn't that
correct?

A, Uh-huh.

Q. What is standard setback on spacing units?

A. 660 feet.

Q. So they could be 1320 feet, but more than twice
that; isn't that right?

A. Sounds right.

Q. Okay. Now as to the waste issue. I believe
you've testified that you're suggesting Coleman go take a
risk that now isn't there; isn't that right? You're
suggesting they plug wells and then go and attempt a
recompletion in the upper well?

A, Yes, I do.

Q. And it is your opinion that in theory they would
be able to -- once they plug the old well, they'd be able

to increase the production, get it back up by going in and
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perforating in the upper zones; isn't that right?
A. Yes.
Q. Now you're thevowner of Redwolf Production
Company, are you not?
A. Yes.
Q. And since the original Coleman case you, in fact,

in the west offset in Section 13 decided to do just that,
go back into the well and attempt to perforate tﬁe upper --
A. We assumed that risk.
Q. And how much did it cost?

A. About $60,000.

Q. And it wasn't successful, was it?

A. Yes, we have seen an increase in production.

Q. But not what you were hoping?

A. No, there's sign in our well that there's
depletion.

Q. And so basically what you're recommending is that

this Commission [sic] tell Coleman to do what you've done
with marginal success?

A. If I had 340,000 MCF in estimated reserves, it
would be a different figure. I don't.

Q. And you would agree with me that what you're in
the bottom line recommending is this to access the same
reserves to significantly increase the costs of recovering

those?

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




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

73
A. Rate of return in excess of 100 percent is not
marginal economics.
Q. But that wasn't my question. My question was, no

matter what the economics are, you're asking that they
tack, even if they are successful, $150,000 onto this
effort?

A. Yes.

MR. CARR: That's all I have.
EXAMINER JONES: I have a few questions. Richard
is not here, so I'll take up the siack.
MR. BROOKS: Okay.
EXAMINER JONES: 1I'll drag things out.
EXAMINATION
BY EXAMINER JONES:

Q. Okay, those upper coals, did you look at those,
how thick tﬁose are?

A. They're real thin.

Q. They're pretty thin. Can you pack that much gas
in those upper coals?

A. If you calculate drainage radiuses, they're
large, yeah, they are. But obviously the gas is coming
from those perforations.

Q. It's coming ﬁhrough those perfs, but can it be
from those coals?

A. There's been a lot of study done in that area as
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far as where the gas comes from that's in the PC and that's
in the Fruitland Coals. And then keep in mind that the

sands of the Fruitland are horrible, they're very dirty,

" very shaly. And a lot of the chemical analysis indicates

that what gas comes out of these nasty little sands is
basically generated from coals.

Q. So it's stored in the %Kéﬁds, but --

A. Yes.
Q. -- it's generated in the coals?
A. And then it gets ugly, because there's some areas

where the Fruitland sands are a pool.

Q. Are ~-- Pardon?
A. Are a pool, in and of their own. 1It's
complicated.

Q. ~ Isn't it true that this -- Well, let's look at
the decline analysis here. I'm -- and on this Ricky Number
1, which apparently is the best well, right, compared to
the Number 27

A. Of the parent, yes.

Q. Okay, because it's already getting surrounded by
three more. Back in '95 or so it had been kind of rocking
along, and then all of a sudden it starts on this -- Let's
see what this is here. Wow, this is about a 47-percent
decline or so.

A. Yes.
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Q. So what happened there, and why?
A. During that time period a lot of production was

being brought on line in the Basin. There was a large

switch to wellhead compression. Wellhead compression

caused gathering line pressures to increase. The wells
that were terribly hurt by this higher line pressure are
the low—pressufe, marginal producers, slimhole PCs,
slimhole coal wells.

You can see from the reservoir'pressure that
there's nothing there. If you have any increase in line
pressure, if you only have a hundred pounds of bottomhole
pressure, ten pounds at surface, you've lost ten percent of
your reserves. All of the Basin suffered during that
period, uhtil everybody else got wellhead compression, and
then it all evens out.

Q. Okay, the pipelines were built and they were
finally able to afford compression or --

A. You had to --

Q. -- regional compression --
A. -— keep up.
Q. -- or -- keep up.

Now this shut-in period -- Well, first of all,
let's march forward in time here. The water reported
obviously not very much. This is a daily rate. And then

-- but it -- and it wasn't reported after that. So what do
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you suspect on water?

A. I suspect they're reporting zero on the C-115s,
where it would show up in the data. Again, it's not beam-
lifted. If it produced any water, it would be through an
emitter to atmosphere. There's really no way to determine
amount.

Q. Okay, during the shut-in period, which Coleman
shut it in the way they're supposed to, it didn't kill the
well, did it? I mean, when they put it back on, it even
did better than it did before?

A. Uh-huh.

Q. So why was that?

A. It's hard to say. There's a lot of variables
that determine the production. As Alan said, if they lower
their suction pressure on the compressor, you'll get a bump
in production. Until all of that settles out and forms
some sort of continuation, there's little bumps. But
basically the well did respond well to compression.

Q. Yeah, and -- but you slapped a 10-percent decline
on this where -- Do you really think it can produce for
another -- What have we got here? Twenty-two years or --
or no, it's actually 30 years. And --

A, It's produced 25 now and gotten better.

Q. And gotten better.

A. Yeah, it's -- the way the numbers shake out. If
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in fact -- if it stayed at a horizontal rate for a longer
period of time, the réserves would be higher.

Q. But if you actually look at that -- those
pressures -- What do you think about those pressures
anyway, that they took from echo-meters? Especially in the
-- in that slimholev--

A. They're -- The fluid level echo-meter is a rough
guess. Agéin, its accuracy is going to be determined by
ﬁow much reservoir pressure you have to work with. If
you're in a well with 500 pounds' reservoir pressure, you
could be accurate within -- you know, 50 pounds is not a
big deal. If you have a hundred pounds' reservoir
pressure, the amount of error increases.

It's low pressure. I don't doubt that the
numbers that they received are reasonably close to the
reservoir pressure.

Q. The 1lift -- If it's making water at all, what
kind of rate would it finally load up and not be able to
produce anymore? I mean, you've got it going out to like
-- What is it, 5 MCF a day or something like that? Your
economic limit is -- your economic limit. But is it a
practical -- in your opinion is it -~ At that rate can if
lift any water at all?

A. It's not lifting any water now. -

Q. Not --
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A. Yeah --
Q. Okay.
A. -- you know. The way --
Q. Okay.
A, Yeah, it's -- Keep in mind that on running

economics, that the lion's share of your present value is
in your early years; It's why operators will take a
marginal slimhole completion and redrill.

Q. Yeah.

A. You can get those reserves, but it isn't going to
be in my lifetime, maybe not my child's. Instead, they
take an economic decision to go ahead and use modern
completion techniques, artificial 1ift, separation and that

sort of thing, to speed up the recovery of those reserves.

- 80 in 40 years if it's still producing 5, who cares? It's

not going to affect it.

Q. Okay, so you're sticking with this long life and
~~ which means that it wouldn't be a -- just four wells
producing in one spacing unit, you think, would go on for a
long tiﬁe to come if -- if it's not cure itself by loading
up here in a few years?

A. There's no reason to think so, no.

Q. Okay. Okay.‘ $60,000 to recomplete. And what
kind of frac job would you put on it if you had that well

sitting there for several years with no completion, but the

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




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

79

well right next door is -- Now how would you keep your well
from frac'ing -- from screening out --

A. The étandard -—-the standard frac, probably, in
that area would be to use -- perforate those upper coals
and use a foam frac, probably 70,000 pounds with 20-40
sand.

Granted, they drilled them within 50 wells [sic]
of each other, and that was their choice. Keep in mind, if
you had a frac that -- and 360 degrees actually lines up
with each other, because there's only 50 feet of
separation, then basically you've doubled your effective
frac length, because not only have you frac'd your well,
you've tied into their fracture.

Q. As long as you don't screen out?

A. Even if you do, you wouldn't screen out unless
you got there. Once you've gotten there you've tied into
the existing frac and it's a freebie.

Q. Have you seen wells that, you drill them and you
hit a big fracture while you're drilling them and it
produces really good for a while, and you go -- well, they
go -- something happens, they cement it or something, and
you try to get back into that fracture with a frac job.
Have you seen -- have you been successful doing that
before? Haven't you seen where that has failed to happen?

A. If you go to a Mancos shale, if you go to a type
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of reservoir that is naturally fractured or that sort of
thing happens, it's all rock mechanics as far as where your
frac is going to go. 1It's a éhot in the dark.

When you're drilling in the sands in the San Juan
Basin, the PCs and the Fruitland Coals and that sort of
thing, there aren't natural fractures. You don't really
have to contend with that. I would love to drill through
something and actually have it come to surface, but
generally when you perforate them they go on vacuum.

Q. Did you look at the surrounding wells compared to
this well as far as their -- even equality of the Fruitland
Sands or the thickness of the coals, the upper coals, to
see if -- why this well is so much better than the others?

A, It's difficult to tell from well logs. If you
look at well logs in, say, a two-township section around
here, they may vary in thickness by 10 percent or 15
percent. Sometimes the thinner horizons are better
producers. There are a lot of variables, and very few of
it can you determine through a well log. A lot of it is

trial and error.

Q. These economics, are those Aries? No, it's Power
Tools?
A, Correct.

EXAMINER JONES: That's the second person today

to use Power Tools.
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Help me out here. I'm running out of questions.
MR. BROOKS: Are you through?
EXAMINER JONES: I'm through.
MR. BROOKS: Well, I just have a few, just to
kind of summarize what seems significant here.
EXAMINATION
BY MR. BROOKS:

Q. You are not disagreeing with the testimony that
there is no communication between the upper coals and the
basal coals; is that correct?

A. That's correct.

Q. And you are not testifying that there is anything
about this -- granting of this order, that you know of,
that will reduce the amount of gas that Pro New Mexico
would be able to recover through the wells they're drilling
on the offsetting acreage?

A. Their concern would be that the way the rulings
have been written regarding those wells in the past, there
has been no verbiage that states that additional pay can't
be opened in the replacement wells. If they're allowed to
simultaneously dedicate, then basically a ;ﬁndry is
required to open up that pay, and then you would have 80-
acre infills for whatever zone that they open --

Q. So if they were --

A. -- instead of 160.
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Q. So if, but -- in your opinion, if, but oﬁly if,
the replacement wells were allowed to produce
simultaneously with the original wells from the upper
columns, théh it would affect the ability to recover ffom
the offset?

A. Correct.

Q. But if the replacement wells are not perforated

in the upper coals, then that would not happen? I mean,

for you -- you don't know of any reason to believe it
would?
A. No.
Q. That was my understanding. I wanted to make that
clear -- I wanted to get that clear in mind.
Now when -- I don't know anything about working
on wells in the San Juan Basin, so -- I'm a lawyer, and I'm

not a petroleum engineer, so if my questions sound ignorant
they probably are.

But when you do a re-work, such as a re-entry to
recomplete an upper zone, which would be what would have to
be done, according to both youf testimony and Mr.
Emmendorfer's, to produce from the upper coals in these
other wells, is there not some risk that in that
recompletion process there will be damage tobthe well so
that it will not be as productive from where it's now

producing from as it otherwise would have been?
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A. There's always risk. 1It's possible that you
would have completion problems. It's an operator's call.
Certainly Pro New Mexico is going to be forced to bear that
risk when they do their completions, and they'll have to
complete the lower coal and make that choice and assume
that risk if they complete the upper coals.

It's also possible with new completion techniques
-- It's 25 years old; there's a lot of improvements in frac
design and quality, also with artificial 1ift, that you
could get a bump in ultimate recovery. Again, there's
always those variables.

MR. BROOKS: Thank you, I think that's all I

have.
MR. CARR: Nothing further.
MR. KELLAHIN: Nothing further.
MR. CARR: I have a brief closing.
EXAMINER JONES: Okay, who wants to go first?
MR. CARR: Tom --
MR. KELLAHIN: Opponents usually go first.
Curious problem. It's apparently unique in the
pool to have four Qells'in competition with -- in a pool

where two are allowed.
This is a problem that Coleman created for
themselves, and for some reason it's been deflected and put

on you to decide and for us to somehow be the bad guys, to
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ask you to plug a well that's commercial and still
producing gas. But they made those decisions for
themselves, or we wouldn't be here at all.

The replacement wells were permitted by them and
were -- obtained approval only because they were intended
to be replacement wells. Their intention was to plug the
parent wells and replace them. They were slimhole
completions that couldn't access the basal coal, and that's
where they wanted to go.

And then after they did that work, they changed
their mind and decided that they would protract the
production of the upper coal with the original well and ask
you for approval to postpone plugging it by creating a
science project. That was the perception we had when we
came before Mr. Catanach back in ;04, that it was intended
to be a science project to gather data so that Coleman and
others in the area might learn if it's going to be economic
to take the basal coal wells in these larger wellbores,'and
add the upber coal to it. That was Coleman's intention as
part of Fheir science project.

| And they continued it in '06 after another
hearing before you, Mr. Jones, and got an additional year's
extension. For the last four years, almost, they've been
runniné a science project. Our engineer has studied the

data they've provided and demonstrated it's economic to
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recomplete the basal wells and add the upper coal, and it
can be done for -- profitably, and the costs can be paid
for out of that production.

Having demonstrated that, we're now in the
position of being the bad guys, to ask you to do -- to
require what Coleman said they were going to do back in
February of '03, which was to plug the original wells and
replace them.

While it's hard to quantify, and Mrs. Delventhal
could not articulate precisely the correlative-rights issue
at hand, it seems inhérently unfair to me to somehow change
the ruleé and allow Coleman to do something that they now
say that they want to do, when three years ago they said
they didn't need to do this. And Mr. Carr's about to tell
you the rule's the rule, and that's all I'm arguing is the
rule, and there's no damage, no harm, no foul, don't make
us plug our well.

It's like undrilling the well at the unorthodox
location. Once it's done, you can't get rid of it. And
what do you construct? Some kind of penalty? They never
work. And the stake here is, Coleman has changed their
mind and wants to be absolved from the consequence of doing
that.

Mrs. Delventhal suggested that one way that might

provide an element of protection is to make it abundantly
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clear in the order, if you decide to approve this at all,
that they cannot add perforations to the wellbore. I don't
know how you police all that. 1It's hard to do. As you can
see, you can file a sundry notice and add perforations
without notice to anybody. I don't know how we're going to
know if that happens by Coleman or the successor-in- .
interests.

So I share with you the frustration about what to
do. But.I'm annoyed that somehow this turned to be your
fault and my responsibility for complaining about plugging
a producing well. It's what they asked for. They now need
to do what they said they were going to do, and they can do
so profitably without unusual expense and put them back in
compliance and not grant them the exception that no one
else has ever had.

MR. CARR: I don't think anybody's talked about
bad guys here but Tom. And I would suggest he should take
his sackcloth off, because Coleman has not suggested that
Mr. Kellahin has caused anything, that it's his fault, or

that it's your responsibility. This is -- You know, I

guess a good offense is a great defense, but the facts

being portrayed by Mr. Kellahin are not true.
If you look at Exhibit Number 3, this is the
exhibit that shows the wells that are completed in the

area. You can see that Coleman has acquired a number of
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wells that are completed only in the Basin Coal.

In 1983 -- I'm sorry, in -- when we came for our
original hearing, we were telling you we wanted to go out
and test wells to try and gain information to determine how
we could economically and effectively produce these upper
coals. And we had a unique situation, and it was of our
creation. ’We drilled replacement wells close to the
original wells, planning to plug the original wells. And
then we put compression on the original wells and we were
surprised, because there was a significant jump that showed
there was significant coal. And we are -- or gas in this
coal.

And we came to you with a geological
interpretation that suggested that thié was separate from
the basal coal being produced in the lower zone. And we
asked because of this unique fact to be able to go out and
gather information, and we have. And the information we
have and we've presented shows these 50 feet apart,
vertically and horizontally, they're not in communication
with one another. And that is important information.

And it's important to Coleman as they go forward,
trying to develop the gas in the area shaded in yellow, and
it's probably important to Merrion who offsets us to the
east, it may be important to Dominion off to the northeast.

But we have acquired the data, and we have done what we

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




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

88

told you what we were going to do.

- And we have also told you today that we are now
going out to try and -- in a well completed only in the
basal coal, to complete in the upper coal, to see if it can
be done. Because in this intervening period Redwolf, Ms.
Delventhal, went out and tried to do that as our immediate
west offset, and the results were very disappointing.

And you can call it a science project, or you can
call it prudent operations, but that's what we have been
about from the beginning here. And we don't really don't
appreciate being characterized as someone who's trying to
lob things at Pro New Mexico.

Because, you know, I asked Ms. Deivehthal one
question which I think is the overall question here: Why
are they objecting?

Well, you know, I guess -- I'm going to tell you
what Mr. Kellahin said. I think they're just saying the
rules are the rules. That's what I hear. But you know,
there's no correlative-rights issue for them. Pro New
Mexico is 3000 feet awa?. And they say, Well, maybe in the
future there could be a problem if there were extra perfs
3000 feet away, in the same interval, in violation of the
rules, that's now being produced. -

I would.suggest to you, it would téke quite a

well, and a new set of perforations in 50 feet of the
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existing perfs to.impact Mr. Gallegos 3000 feet away, now
or ever, and to get there you have to assume a violation of
the rules. And I think that's, again, close to fabricating
a situation here that is not before you.

You have a unique situation, you have wells in
close proximity, and they gave us a chance to get data, and
that's what we did. There's no correlative-rights issue
for them. There is no waste issue for them whatsoever.
This is not going to impact one MCF of gas they recover,
either in Redwolf 1600 feet away or Pro New Mexico 3000
feet away.

But if you grant what they seek, there is a
correlative-rights issue, there is a waste issue.
Correlative rights is the opportunity to produce without
waste your fair share of the reserves under your property.
We're 840 feet away from the boundary of our acreage, and
our --

MR. EMMENDORFER: Six hundred.

MR. CARR: And -- no, we're -- I'm going to get
this right.

MR. EMMENDORFER: Okay.

MR. CARR: We are 830 feet -- I'm just an
attorney, but I get them right once in a while.

We're 830 feet from them, and what we're being

‘told to do is to get back to where we are, incur $150,000
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of wasted money, to take a risk where we might not be able
to get back to the same position to access reserves under

our‘property, and I will tell you, that's waste. And that
impairs our correlative rights.

And when you have a unique situation, we have a
right to come before you and present it to you. And you
look at the rules, and the rules allow for exceptions. And
when you consider exceptions, you look at correlative
rights and waste, and that's what you base your decision
on. They have raised no issue, and we have a potential
issue on both of the fundamental bases upon which your
jurisdiction rests.

All we want is on the east half of this section,
in the northwest quarter, one wellbore that is accessing
the upper coal and one wellbore that's accessing the lower,
the basal coal. And the same thing in the southwest, one
in the upper coal, one in the basal coal.

And when Mr. Gallegos finishes his wells, if he
does, in 18, what he did in 8, he will have in his
northeast quarter one well in the upper, one well in the
basal. In the southeast, one well in the upper, one well
in the basal.

And so the question we have is why? Where is the
real reason to deny this Application? And when you look

for that and compare it to your statutory duty, you will
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find, Mr. Jones, it does not exist.

EXAMINER JONES: Okay, thank you both. And thank
you, the witnesses today.

And with that we'll take Case 13,894 under
advisenment.

(Thereupon, these proceedings were concluded at

3:34 p.m.)
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