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MR. - RAMEY: We'll .call next

Case 8Q38.‘ |

_ MR. .PEARCE: That case 1is on
the appiicétiOn of E. Alex Phillips for compulsory pooling,
Rio Arriba Cédnfy, New Mexico.

MR.; BRUCE: Gentlemen, my name
is Jih Bruce froh:the Hinklé LawiFirﬁ in Santa Fe, aﬁd we
have three witnesses to be sworn.

MR. 'PEARCE:. Are there fother

appearance$s in this matter at this time?
(WitneSSes sworn.)

MICHAEL WALLACE,
being éajled as a witness and being duly sworn upon his

oath, testified as folloWsT to-wit:

.DIREQT EXAMIﬁATION
BY MR. BRUCE:

Q Af Wwould you pleasé'state your name, city of
residencg,foccﬁpation, and employér?_

‘A Yes. My name is Michael L. Wallace. I'm
from' lesa, Aéklahoma. I'm émpléyed» by Mesa Grande
Resourceé;llhc.ﬁ and I'm appearing here as a landman.

0 : . Have ybu previously ﬁestified before the

New Mexico OCC?
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S A -f_ No, I have not.

Q . Would you please give a summary of your

Aeducatidnal and work background?

‘A o o1 gradnated.with-an‘undergraduate degree
from MacMurray College in. Jacksonville, Illinois( majoring
in_business economics and polifical seience.

| | I went on from there and got a law degree

from the University of Tulsaé»where I Concentrated on energy
law. |

dI have worked in~;he oil and gas industry

for approximately five and a half Years, working for .such

firms as Cities Service, in Tulsa Helmerich and Payne, and I

have been an independent landman'myself, and 1 am presently
land menager and general counsel for Meea Grande Resources,
Inc. |

Q . And in‘yonr”poeition4in those companies
you have served as beth an attorney'and a landman?

A Yes, I have.

IQ" | And you have also previous;y' been
admitted " to testify before“ the Oklahoma and Arkansés
Corporation Commissions as an expert witness as a landman?

A The Oklahome Corpotétion Commission; the
Arkansas Commission. is, I nelieve, ;jusn the oil -- Oiliand
Gas Commission; but vyes.

Q And are you familiar with Case Number
8038 and the land netters pertéining'te'this.case?

A ] Yes, I am.
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MR. BRUCE: ~Mr. Chairman, is

- 'the witness consideréd_qualified as a landman?

MR. ‘RAMEY: Yes, he is, Mr.
Bfuce;' . | |
| Q _ Would you please, oh, to begin with,
briefly,  what does E. Aiex Phillips seek by  this
appliéétidn?'

A , | Okéy. 'E. Alex Phillips seeks to
compulsory pool the south half of Section 26, Township 25
North, Rénge 2 West, of Rio Arriba County, pooling those
formaﬁibns.frbm the base of the Mesaverdé to fhe bése;of the
Dakota formétidn. |

" We also, in,the_altérnative, wish to have

the Commission consider a nonstandard unit, that being the

" southeast quarter of Section.26.

o o And would you please -- now this

application was originally entered in the name of E. Alex

- Phillips “~and I Dbelieve you seek to have Mesa Grande

Resources named as the operator in this case. Would you
please e#plain whyé
, A' Yes." Mr. Phiilips had -- owns and had
negotiated pérticular agreements'with parties on a bersonal
basis and wheh ‘théAoriginal leases were taken they were
taken in E. Alex Phillips' name pérsonally.
| Mr. Phillips is Président and Chairman of

the Board of Mesa Grande Resources and he owns that 100

percent. -So we felt that at the time we would like to have
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that "cﬁangéd éb:that when an order comes but'we-have' Mesa

' Grande Resources, Inc., named as the operator.

o . And --

MR. RAMEY :- Excuse me, Mr.

‘Bruce, may I ask a question here?

MR. BRUCE: Sure.

* MR. -RAMEY: I notice the ad

-says pooling aii mineral interest from the top .of the

Mééavérde f;

MR. BRUCE: -Yes, we --

MR. fRAMEY;« -- and you said
from the base. o

MR. BRUCE: I was just going to
bring that up.

| MR. RAMEY: Okay.

jMR..BRUCE': We had, Owen Lopez
hadv‘éent"the letter to the OCD oﬁ January 9th and it's in
the OCD's files, requesting'the:change from the top to the
base, - and had also réquested in‘thé alternative that the
qrder be approved for a 160-acre nonstandard unit.

The case was misadvertised.

Therefore it will have to bé:readvertised to include those

two items, plus the fact that Mesa Grande Resources seeks to
be the operator of this well.
Q. Mr. Wallace, would you please state

briefly why Mesa Grande in the alternative seeks the 160~

acre nonstandard unit?
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LA . Well, we seek the unit in order to -- to

try to déve1op théfafea in such a way that we do not have to

 come ih(énd pool the additional parties which we are now

presently at this hearing to pool.

In other words, Wefre trying to get away

_from that particular position.

Also, too, there are two additional wells
in ‘the north half of this unit and to protect, “in our judg-

ment, for correlative rights, we felt}thét it would be to

. the’.advantage to have a 160-acre nonstandard unit in that

area.

0 Thank you. Would you please turn to Ex-
hibit Nﬁmbet One now and describe that? .
A Exhibit Number One is a land plat which I

had made or made»f—

To R Have you handed out'the exhibits?
ﬂ © MR. ,RAMEY:' I don't think we
- have any. |
A . I'ﬁ sorry, - can we take a break; I kind

of wondered why I was looking at that one.

0 ‘ Sorry_about tﬁat.

A . Exhibit Oneris-allénd plat showiﬁg the
area.in question, that being the'souﬁh half of Section 26,
as wellr as thé balance of Section 26 and eight contiguous
sections. . |

You will note on the plat that there is.

an area,‘béing the north half of Section 26, in blue, and
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there is also an area, areas designated in what we'll call

|, orange, ‘which ‘is the southeast quarter, and yellow, which is

fhe southwest qgéftér of Section 26.4'

o ' §1$0, in addition'to‘this, there.is'a; in
Sectioﬁ?_éﬁ in fﬁe northwést,of the southeast there is a '——
tﬁé~pr6pésed.LQcatiOn of our wéil.

K Aﬁ this time:I wou1d:like to make one
correction »which'should appear on the plat. In Section 23
you wiilinote in_fhe northwest qguarter that fhat well there,
which 'is a -- which is our weii, it_shodld bé‘Mesa‘ Grande
aﬁd(notjMesévGande. So we nééd to:havé“phat corrected.

| Q.:  o And the north half of the Section 26 1is
the acreage fhat was involvéd”in Case 8b42 by Northwest Ex-
ploration?.
A - Yes, ‘that,Qas heard1ontJanuary 18th of
this year; | | .
| 0 - And the orange colqréd unit in the south-
east quarter of Se¢tion 26 is fhe uhit tﬁat woula be dedi-
cated'uﬁaer the nonstandard alfernative. '
‘A B That is corréﬁt, and the wholé~south half
woula be in the alternative. |
‘Q " . Would you please ﬁow turﬁ-to Exhibit Two
énd,describe:that?.: | |
o "A Okay."'EXhibit TQO is - consists of ac-

tually . three -- three items, Valthough we have it as Two-A

~and Two-B.

Exhibit Two-A shows Form C-102, which is
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'réquired " by the Conservation Division, showing that there

‘afe th:we11s in the north half of Section 26. ° Both wells

are by'f—'were drilled by Norﬁhwest Exploration.
| And I think that the rest of that 1is
pretty much‘self—explanatdry;
| | ._itém TWQ-B is-a‘plat ‘used 'ih hearing
8042, ‘which.was'thé hearing By Northwest, showing their --
what they héd proposed as their dedicétion of the éCreage in
the north half of Section 26.‘
| Q Thank you. Would.yoﬁ please now turn to
ExhibitiNﬁmber Thfee’and describe that_fof the Commission?
 AA o Ethbit Three is élcbmpilation of letters
and féspénééS'-involving certain,parties which we have at-
tempted to communicéte wifh.
| “You'll note under Exhibit Three-A, theée

were letters sentrto interested parties who appeared in the

.souﬁﬁ half of Section 26. These include Northwest Pipeline,

Jerome P. McHugh; bugan Production Corp., Gulf 0il Explora-
tion and Production, and additional ietters thereafteridis—
cussing"farmout~tefms and otﬁer'items.‘ Some, of these let-
téré unaer Three—A; ‘as you can readily te11 from the exhi-

bit, were sent’by certified mail. The last, being the most

important, I think, was a letter sent to. Jerome P. McHugh

and Associates and Dugan Productioﬁ Corporation on January
25th, asking them to please'respond to us before we moved on
to this héaring.

Item Three-B shows support letters from
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Northwest and Gulf, - stating that they would be willing --
the fi;st'letter sﬁdws that Northwest Pipeline Corporation
would be willing'té, well how.sha11'1>puf it, would be will—
iné to ﬁéve us drili a well in thé south Hélf bf Sectioﬁ 26.

The second letter 1is from Gulf 0il, which

‘states that they are willing to join or farmout. Since the

writing -of this letter they have indeed agreed to join our
well, as has Northwest.

Item Three-C is just my response at this .

- time stating that as of the date of this hearing, neither

Dugan Production Corporation nort Jerome P. McHugh and Asso-

‘ciates have responded in writing, by telephone, or in any

other fashion, to our request that they participate or farm
out their interest in the soufh half of Section 26. |

o - Were Exhibité one and Three prepared. by
you or under youf'directidn? | :

A Yés, they weré.

'Q'. ' And was Exhibit Two’compiled by you from
the public records of thé OoCD?

A Yes, they wefe. Yes, it was.
0 ) Iﬁ yoﬁr‘opinion will the granting of‘thié

application - be in the interest of conservation, prevention

of waste, and the protection of correlative rights?

A - Yes.

MR. ‘BRUCE: Mr. Chairman, 1

move for the‘introduction'of Exhibits One,thrdugh Three,

‘MR. RAMEY:  Exhibits One




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

_. 24

25

12
thréugh Three'wii1 be admitted.
MR. BRUCE: And ‘I have no fur-
ther questionS'Qf this witness. |
‘ .‘ MR. RAMEY: '-Doés anyone' have

any questions of Mr. Wallace?

CROSS EXAMINATION
BY MR. RAME§:
Q.. - :Have you tried to telephone Mr. McHugh or
Mr: Dugan?
A Yes, We've éalled;them on seve}al obcca-
sions but the response has beén,.Well, we'll get back to you

or we haven't made up our_mind yet. And so that prdmpted me

to begin to send them certified letﬁers asking them to

please respond some way to us, because we needed to know,
you kné@} in order to tell the Commission what the situafioh
was. |
We have received very little response
from thém under anyicircumstances.
0 ~ Thank you, Mr. Wallace.

MR. RAMEY: Mr. Padilla, did
you have anything?

. MR. PADiLLA: Mr. Ramey, I
thiﬁiiit would be appiopriate for me to enter an appearance
now in‘iight of the amendment to thegnohstandayd proration
unit of 160 acres. | |

As f unaéfstaﬁd the call of the
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‘heafing is dnly fbr compulsory pooling and‘coﬁsideration of
a nonstandard broration unit would havé to be readveftised.
We have no objection £o the
compulsq;y pooling portipn, and if it has to bé;readvertised
then we‘WOuld'vaiously‘waifnto'formalize ahy:objeéﬁion on

behalf of Benson-Montin-Greer at the‘appropriate time pur-

suant to proper advertisement.

“MR. RAMEY: You're representing
Benson-Montin-Greer?
MR. PADILLA: Yes, sir.

MR. RAMEY : Thank vyou," Mr.

- padilla.

You may be excused, Mr. Wal-

lace.

A Thank yod;

DANIEL J. ACQUAVIVA,

being called as a witness and being duly sworn wupon his

‘oath, testified as.follows, to-wit:

DIRECT EXAMINATION

BY MR. BRUCE:

0 ' will you please. state your name, city of

.residence, occupation, and employer? .

A '-My‘name,isibaniel'Josgph Acquaviva, and
here's my card so I don't have .to spell that.’

I'm employed by E. Alex Phillips and Mesa
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Grande Résources, which also --
| MR. RAMEY: Will you spell it
for me , pléésé,'Sir.
A . .-Sure. A—C—Q—U—A—V*l—V—A; I'm employed

by E,. Alex Phillips and Mesa Graﬁde,Rgsources’in Tulsa, Ok-

lahoma.

Q_ And you are a geologist?

A _ I am a petrbleum'geologist, that's cor-
rect.

Q Have you'pfeviqusly teétified before the

New Mexico OCC?

A No, sir,-I have not;

Q0 Will you please give a summary of your
educétional‘andiwork experienée?

A . . I'.graduatéd from the University  of

Massachusetts in 1975 with a Bachelor of Science degree 1in

geology.

After 1 worked for a year in Alaska as a

‘technical engineer'on the TransAlaska Pipeline,. I returned

to school and received a Master of Science degree in geology

from the University of Kentucky.

I ,was~employediby Texaco, Ihcorporated,

for two and a half years; Asubsequently;empléyed by Supron

Energy for'two and a half years; and in the last ten months

~employed‘by E. Alex Phillips as.é]petroieum géologist.

0 Okay, are you familiar with Case Number

8038 and the geological matters pertaining to this case?
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A ' Yes, sir, I am.
| MR. BRUCE: Mr. Ramey(-is'the
witness considered qualified?
MR. RAMEY: Yes, he is consid-
ered qualified, Mr. Bruce.

0 Would»youiplease turn to Exhibit Number

“'Four, Mr. Acquaviva, and describe that?

A ~ Okay. Basical}f,Exhibit Number Four is a
summary of the producing wells in fhe Gavilan’area.

Includéd oﬁ the summary are the location,
the oﬁerator, well name, date of completion of the well, in-
itial production of the well, and latest production, and let
me jﬁst poiht’out at this time that thé latest productibn, I
compiied this exhibit in late DecemberQand the latest pro-
duction 1is ﬁhe latest available figdfes'at‘that point in
time.:
| Also included on this exhibit will be the
allowables for the wells, current allowables, and tHis will
change when thé spacing order goes into effect on March 1lst.
The allowable at ﬁhat time. for.a 320-acre unit will.be 702
barrels per déy.

” As you canfsee fom7this éxhibit, éllysix
of J. P. McHugh's wells‘are commiégléd‘ia the.Géllup and Da-
kota: " The two NorthWest:Pipelih;'wélls,:locatéd in Séction
24 and Section 25 préduée froﬁ'the Niobrara. or Gallqp for-
mations.solely. . »

The two wells in Section 26, operated by
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Northwest Exploration, are mechanically capable of producing
from the.-- from both the Galiup and Dakota, but for most of
their'production histories have produced from either one or

the other with NorthwestAExploration No. 1-E, this is on

‘page two, No. 1-E. Gavilan Well proddcing mainly from the

Niobrara and the Northwest Exploration No. 1 Gavilan Well

" switching back and forth about equally, - and we understand

that right now that Northwest Explorétion No. 1 Gavilan Well

- in the northeast of the northeast of Section 26 is producing

from both.fbrmations.
| ;Also let me point out that the No. 1 Ga-
vilan Well in tﬁe‘northeast of the-ﬁortheast of Section 26
was the discovery well for this field and has a discovery
allowable of 47'bérrels per day, and that,is, of'course,_a
two year allbwable,, and that, I believe, expires~in either
March or April of this year. | o
-What this exhibit was mainiy ——‘is meant
mainly . to éuppiéﬁent Exhibit Number FiVe,"but I would like
to point out one thiﬁg, and that iswtwo wells in 26 which

directly affect our case, Athe‘two .Northwest Exploration

wells.

If you combine’ the éroduction from these

two wells, -19 barrels of éil“perAdayﬁffém theiNo.;l.G§vilan

" Well and 50 barrels per day from the No. 1-E Gavilan Well,

you come up with 69 barrels per day. That 'is not even close

to the 702 barrelsvper day plus the 47 barrels per day dis-

covery allowable that will be,in:effect on March lst.
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. . [}
Q .-Okay, well, in connection with that, why
don't you turn to Exhibit Five. :

A . ~ Okay, Exhibit Five i% a subsurface struc-
i
ture map contoured on the top of the Greenhorn formation.

A -y
The contour interval is 25 feet. - The scale is one inch

equals 2000. feet.

~Let me just point out the proposed E.

Alex Phillips IOCétion in the northwest of the southeast of

. Section 26. This location, as ydu caﬁ see from the struc-

ture map, is located down dip from the Northwest Exploraiton

No. 1 Gavilan Well but on the same local plunging anticlinél-

nose.

Q How does Exhibit Number Five relate to
the risk'invo}ved in drilling this well? |
| A : ,.Okay, we feel that.there's basically two
types of risk involved in this area.
| - The. first is a mechanical risk. These
wells, as John Roe,"Dugan Productionfs engineer, testified
in Cases 7979 and 7980 in Novéhber of‘i983, _are‘fairly ex-
pensive wells for the San Juan Basin} ' The‘aVerage well in
this area»césts about.$625,odd.‘ ‘ 4 |
The mechaniéal'fisk is é possibility of
1osing‘ circulafion ~and 1os£ ci}cﬁlation is very comﬁoﬁ in
this area due to extensive fracturing in the formations from
the base of the Mesavérde to the:basg of the Dakota.
This-fracturing céngéiSO éccur above that

stratigraphic -- in the stratigraphic interval above that,
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as well.

I'd just like to point out that lost cir-
culation zones in these wells in this area ao not occur in‘
exac£1y‘ the same inter&al in every wéll. It can occur any
place, so we cahvdrill our well and'ldée circulation at any
time and this accounts for the‘higher'coéts of the wells. |

The last well drilled in this area, the
No. 2 Native Son,‘drilled by.J.'P. Mdﬁugh, lost circulation

in one zone for five days in section -- that's in the south

half of Section 27.-

In Section 26,>‘the southwest of the

northwest, Northwest Exploration No. ‘1-E Gavilan Well; had a

.deviation of 11 degrees by the time it got to the Lower Man-

cos. This well had to be sidetracked after intermediate

casing was set at the .base of the Mesaverde.

So that's another consideration regarding
mechanical risk.

The most expensive well in this area was

in Section 26 in the northeast of the northeast, the discov-

éry well cost Northwest Exploratibn $1.2 million.

‘When 'We'-éonside:sthe costlpf'the - wells
with the potenﬁial reserves thét can*be.reCOQéréd' in this
area, 1 think it's very apropos ;ovaéaih‘mentiongthe-test;—
mony of Johﬁ Roe, Dugan's pfoduction‘eﬁginéer, ‘whs was re-
presenting J. P. MéHugh in Case 5979/7990 in Nbvember. of
1983..

John Roe testified that it'was his opin-
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ion that the ultimate recoveries in this area would be
40,000 barrels of oil from the Gallup, 13,700 barrels from

the Dakota, for a combined'totaljbf 53,700 barrels of oil,

and’ I think it's readily apparent-that“if yOu're_only going
“to recover. 53,700 barrels of oil  and‘ you're "spending

$625,000 to do that, that's a.very marginal. situation.

We, or I feel, that the recoveries will
be higher, so I doﬁ't totally agree with that, but we have
fo recbgnize that that's a possibility; and Duganhas' been
operating in this<Basin.for Quité a iong time.

0  ‘_ Do you have an opinion as to- the risk
factor which should be aéséséed against the - nonConsenting
parties in this case?

A We -- I feel, because of the -- both me-

- chanical  and the economic risk, that the maximum penalty

should be impoéea.on the nonconséntiné barties; and just for
the record Iet me,éﬁate that the'het acreége of the two ﬁon—
consenting partiesf J. P. McHugh i§ 27.5 net acres. Dugan
Production is 20 net‘acres'out~of:the B?O'aérg spacing unit.

| 0 ~ Thank you;.uhwére Exhipits Ebur and Five
prepared by yoﬁ or under fodr»diféétiqﬁ?ﬁ? |

A ©Yes, sir, they were.. .

0 - And in your.ééinion{Wiil:gféntiné of this
application: be ih the interest of conservation, the preven-
tion of waste?

| A : .Yes;,sir,.it Will.'

MR. BRUCE: "I move the admis-




10
11
12

13

15

16

17
18

19

20

21

22

23

24

25

14

20
sion of Exhibits Four through Five.

MR. RAMEY: ~ Exhibit Four and

" Five will be admitted.

MR. BRUCE:. I have no further -

questions.

- CROSS EXAMINATION

BY MR. RAMEY:

Q@  Mr. Acquaviva.
2 A YeS, Si‘r.'
-Q Co The two Wells of Northwest Exploration to-

the north of you are nowgmakihg a combined rate of 69 bar-
rels of o0il per day?
A That was.as of the latest figures in . De-

cember. I haven't been to Aztec lately to update my fig-

*ures. I would suspect that the Northwest No. 1 Gavilan Well

in the northeast of the northeast of Sectlon 26 now it is

back tO'belng commingled, 1s.produc1ngta‘1Itt1epb1t more. I

"would Suspect'around'60 barrels»ffom-thet well right now, 60

to 75 barrels.
Q “And that;: you think that's a .restricted
rate or is that —4_ | '

A 'No, I do not.

9 -- not capable ofimaking production?
_A . I think, again, another case that would

be applicable to this would bebNorthwest‘Exploration's Case

8042, asking for the dedication of the north half of this
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section as one.320-acre spacing unit.
Larry van Ryan, I believe, testified to

the production of these two wells and he basically agrees

With what I've said here today, that those two wells will

never be able to make an allowable for the 320-acre spacing.
0 ‘ Thank you, sir.
A _ Sure.

MR. RAMEY:. Any other questions

"of Mr. Acquéviva? He may be excused.

DANIEL'S.,NUTTER,.
being cailed es a witness and being duly sworn upon his

ocath, testified as follows, tp—wit:

DIRECT EXAMINATION

BY MR. BRUCE: | o :

0 ‘Would you piease:steﬁe yeur name, ad-

dress, 7occupation, and ielatiohsﬁip:te:E. Aiex_P&illipé.and
Mesa Grenae?ResoﬁrceS? - . .

A . My name ieran;Nutter;. I'm a'conshlting

engineer‘in.SanEaeFe,iNew Mexieo. If&e.been employed by Mr.

'Phillips in this case.

0 And are you.famiiiaf with Case 80382
A }Yee,'sir, I am.
o - And have you'previously testified before

the New Mexico OCC or OCD?
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A ~ Yes, I have.
| MR. BRUCE: Mr. Ramey, 1is the
witness considered qualified? : |
MR. RAMEYQ Just barely.
~Q  _ - Mr. Nutter,»would you please look at Ex-
hibit Number Six éndndescribe-that,for the Commission?

A Exhibit Nuhber Six is the AFE which was
submitted to tho,parties havingran interest:in the south
half of Section,2§-of 25 North, Rango 2_West._

Total estimated costo for this Well would
be $273, OOO“for a dry'hole; $570 OOO for a flowing producer,
and. §631, 000 for a. pumping producer.

It is anticipated that the well woula

probably be commingled in the‘Gallup and the.Dakota forma-

 tions, that. 1t probably would be a pumplng well and that the

total cost would be in the nelghborhood of $631 000.
Now .I WOulq\Jike £d point out that these
costs exceed the costs that’Mf; AoouaviQé juot téstified to,
where in the Noveober Case'7979 aod’7§8b,>L{ believe it was,
it was testified that the averagé well cogt in here was

$625;000, 1nclud1ng a sl 2 million dlscovery well.

The costs excludlng the .$1.2 million well

‘would be substantlally less than $625,0QO, ‘Now we have an

estimated cost of $631,000. 1I'd like to explain why.

Mr. Phillips is‘a_véry consclentious and

-prudent operator énd He believes in completing a well in

such a manner that he'll have a producing well that will
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produce for a long period of time-witﬁoﬁt'excessive amounts
of monies_hé?ing'to be spéﬁt'for WOrkovers, and such.
'iou'll notice that the contract drilling
rate on Exhibit Six is listed as $18.50 per foot.

‘Now normally ybu can get a contract dril-.

~ling - rate for less than this in the San Juan Basin; however,

you'll also notiée Fhat he has é.maximum 1200 psi pump, mud
pump pressufe listed here with his drilling contract.

M#. 'Phillips believes that it's very es-
sential to keep a'stﬁaighfvhole in the area.i ‘Mr. Acquaviva .
just méntionéd a well that had to 5e plugged back and
straightened up because of an 11 degree deviation froh the
vertical. |

Also Mr.A Acquaviva mgntioned the lost
circulétioﬁfprobléms that had beén<éhéogﬁtéted>in the area.
We feel that ‘keebing a magimuﬁ;of iZQOfpsi ;maxfmdm<.pump
prés;ure and keeping bhit weight agwn Wiil do tﬁo thingé: It

will kekep the hole straight and that ‘it will aliéviaté the

problem of lost Circulation to a great extent.

You'll al?o note in the casing-cdmpletion
area for a compietedeell, atAthé pottom'of page one of Ex-
hibit Six, ‘that we're running S;l/Z‘ihch casing. Most of
the wells in tﬁié area héve 4—1/2 inch casing; however, Mr.
Phillips .bélieVés that S—l/Qiinch casihguis easier to work
in. It costs more but you get a better well in the long run
than with the émaller diameter caéing.

Also you'll note that the fracing 1is
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being -~ or hefOre I go on to the fracing, hote'that he is

also d01ng a three stage cement job. on 'these wells. He
' brlngs the cement from the shoe all the way back up into the

'Nac1m1ento_formatlon so that the well in the future could be

perforated- as far back up as the Pictured Cliffs. There is

" Pictured Cliffs production in this'areaf’

"So we 've. got the Dakota, the Niobrara,

and the other various members in the Mancos area, the Green-

horn, and such as that. We've got the Gallup. We've got

“the Mesaverde, and ‘ultimately the Pictured Cliffs that can

be produced from this well.

a You have large-enouéh»oasing and if you
have augood enough cement jOb you can do these plugbacks at
a later date.v |

Now to the ﬁraoinq, normally, most of the
Wells in this area are Water'traoedf 'homever;l:it'has.been

found-'that foam frac1ng has ;less formatlon damage to the

..clays that are ex1stent in the formatlons in the. area and

that '1f~you'use a foam frac you w111 get‘a better job with

less formation damage. Therefore, alijthree of these zones

are proposed to be foam fraced, which is more expensive than

water fracing.

These account for the "excessive costs"

that Mr. Phillips would encounter here. Now these costs are

actually" based on ‘the costs of Mesa Grande's No. 1 Gavilan

Howard Well,.which Was recentiy‘drilled in Section 23 to the

" north, jthe'well’that Mr. 'Wallace'referred to- awhile ago as
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being called Mesa Gande in the section to the north there.

The well has not been complefed yet.  It's practically com-
pléte and these drilling costs and complétion costs are
final <costs on that well with the exception of the very

final completion costs that will have to be spent on the

T well.

. So they're actual(' real costs, almost to
tﬁerla§£ do;lar. ‘
0 Thank you, Mr. thtér. Would you now
‘turn to Exhibit Number Seven and describe that?
N | A | Exhibit Number Sé&én is the communitiza-

tion agreement. On page five of the operating agreement, at

the bottom of the page you'll notice'thgt 200" percent of the

- cost: for nonconsent has been'established and agreed to by

the parties that are'communitizing'iﬁxthis'area.’,We'Ve also

~asked for 200 percent, which is the maximum penalty . under

_law for nonconsent’ operators in this pooling action.

~On page three danxh{bit-C, I believe it

“is, to the operating agreement we have the combined fixed

rates, which .would be $3,147‘per month for a drilling well
and $485 per month for a producing well.

We would recommend that the 200 percent

‘'be established as the penalty and that those figures I just

gave be established'as the overhead operating costs in any
order of the Commiséion approving the compulsory pooling;

however, we'd liké to stress that the compulsdry pooling 1is

‘not the main, primary concern that we're after here today.
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We wOuldvprefersthesnonstandard”unlt comprisinq.the southf
east quarter of Section 26.
| | .lThe case has already‘been" heard. There
was no . objectlon 1n Northwest Productlon Company s Case Num-
ber 8042, where they asked that the north half of Section 26

bé' dedlcated to the two wells that are drllled in that half

~yof-the section.

They also asked for the commingling of

fthe wells in the wellbore from the Nlobrara down through the

Dakota. " As I mentioned, there's no order been entered but
the case is pending and there waS'nouobjectiOnvraiSed at the
time of the hearing. - N

Now we feel that in, order to protect the

.south half of Section 26 from dralnage 1n the north__half,

: and also you'll note on Exhibits'oneyand:Elve of this hear-

ing}"there's a well goinq to be drilledwin‘ the nOrtheast
quarteritof:the northwest quarter ofrséétionj35, which & di-
rectly offsets the southwest quarter of Sectlon 26.

We feel that ultlmately the south half of

Section’ 26»is:going tovhave to have two wells on it. Now,

all of'thefparties in the.southeast-quarter of Section 26

have agreed to drill in that -- in that quarter. It's only

the partles 1n the southwest quarter of Section- 26 who have

not agreed to pool. .'ll - ' l

If we're requ1red to dedlcate the entire

~south half to the well we would have to.have the communiti—

zatlon, the compulsory pooling. If'we're'allowed a nonstand-
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ard 300 --- 160-acre unit in the. pool, comprising the south-

east quarter of Section 26, we would not'need‘the compulsory

'pooling) because,"as i mentioned before, all parties have

A3

agreed to that.-well.

We do believe'that two wells will be ne-

.cessary~ to'prdtect the entire south half and the southeast

Vls the flrst step in that dlrectlon.

:Q . . " Thank you, Mr..Nutter. Were Exhihits Siﬁ
and Sevenuérepared by you er under yourfdirection?
| .A." © No. ; i
o} ‘j’ . But have yqd revie%ed them.and do vyou
o 2 o ;
agree with them? t
| A -Yes,k i‘de.; I ve gene over the Authorlty

for Expenditure; I m in complete agreement w1th the flgures

that‘have.been_01ted in here and¢ cof course, the communltl—

zation- agreement is -a standard fcommunltlzatlon agreement.

‘The COPAS operating agreement attachedxto the back of it is

the standard operatlng agreement. The. figures that have been

‘1nserted have been agreed to by all partles and I'm- 1n ac-

1f

cordance with those flgures.
0 - Do you believe that the granting of this

application, either -- either alternative is in the interest

‘of conservation and the prevention of waste? -

A ’ Yes, I do.-
MR. BRUCE: Mr. Ramey, I move
for the admission of Exhibits Six and Seven.

MR. RAMEY: Exhibits Six and
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Seven will be admitted.
MR. BRUCE: I have no further

questions.

CROSS EXAMINATION .
BY MR. RAMEY:
| Q. “ Mf. Nut£er, the two wells £hat were dril-
led in the north'half of Secﬁion 26 were‘drilledlunder then

existing either Dakota Pool rules or statewide 40-acre spac-

ing?

A . 'Yes, sir, they were, and as a matter of
fact, we're still under-existing rulés, , because the orders
that came out of the hearing on .November 18th prescribed

that the pool rules would be'300‘¥—fwili’cfeété'tﬁis Gavilan

- Mancos Pool with 320-acre spacing;effective March 1st, so

actually we're still under statewide rules, I would presume,

of 40 acres for the Mancos or ‘Gallup and 320-acres for the

-Dakota because it's .a gas pool; however, these are not gas

wells in this area, they are all oil wells.
o . That time limit, -I.presume, was put in

there to enable 320-acre spacing of proration and drilling

‘units to be formed. ~

A'?" -1 believe that's probably correct.
0 ‘Probably it haé not been possible in Sec-
tion 26. |
A That's right. Yes,'Mr.-Wallace testified

as to the efforts to form a 320-acre unit here, and it's
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29 .
been unsuccessful. We have got’the consent of everyone in
the southeast quarter,“however,'

Q0 pid Northwest'Exploration try to form two

.standard 320 acre unlts in Sectlon 26?2

_A : . I couldn t testlfy to that.
. "MR. BRUCE: Mr. Wallace conld,
if-necessary.‘ |
MR. WALrAéE- No.  They only
moved to form one 320-acre unlt in the north half.

‘A o Of course, Northwest dld 1n Case 7980 ask
for‘ 160- acre spac1ng 1ndthe area, whlch would have created
their 1l60-acre unlt,.however, thelr appllcatlon in that case
was denied."._f : R .;-i ?:':

Q “Mr. Nutter, what if Mr. Phillips or Mesa

'Grande:drills a well-at this location“and;'say, £he;well pb;‘

tentials for‘200 barrels a day. Do you Still feel’that with
the comhined production of’the two Northwest  Exploration
wells that you'would then need a second well?
| A ‘  S 4. Well, I would imaginerso,._because when
the wellrin the northeast of -the northWest of‘Section 35 is_
drilled, that well would be much closer to the. southwest
guarter .of"Section‘f—'of thensouth-half_of, the southwest'
quarter ‘ofaSection>26rthan the-well'that we're proposing at
this t1me, and there will undoubtedly be other wells drllled
in Sectlons 27 and 34 ultlmately ;
I believe that the 'south half of Section

26 will ultimately have to have two wells in it to protect
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that acreage from offsetting drainagé. |
| 'The‘ rafes of poténtial, the initial po-
tentials on the wells, if the wéil'shénla come in for 200
bafreis, it wouid:be shoft‘iivede Iffsjthe history of these

wells that ‘they come in and rapidly»experience an exponen-

‘tial -decline ‘and then level off to a rather stable rate of

production.
So I déubt;if an§ well would sustain any
200 bafrels a day for'a*long'peridd,éf.time,'=even it should

be encountered on initial ﬁoténtﬁalgn],fu

4 B

(o ~ Then if the Commission permitted a second
well 1in the south half of ?6jﬁbuld'notfthen‘o;her‘ opertors

come in and say, we need another well, to offset the advan-

.tage that- Phillips Was'giVen?j

A _,;7 We hope ultimateiy'té seenthis‘pool deve-
1QpedJon{160+acre spaéing and there's no plans for immediate
drilling of this well in the éouthwest“ quarter._' We'd of
course have',to wait and éee_whaf Qe ggt.in the . sbntheast
quartef, and then possibly we wonld come back in for compul-

sory pooling action to create a nonstandard -- to pool a

: nonstandard unit in the southwest QUarter, but at the pre-

éent‘timé we're only;_.interésfed'invthe well in the south—.
east qnnfter; |

MR. RAMEY:f Anyrotner questions
Of'Mr. Nutter? .ﬁe.may be excused:

bo v&ou'haVe anything ‘further,

Mr. Bruce?-
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MR. BRUCE: No, I don't, sir.
‘MR.'_RAMEYé' Does anyone have
anfthing fufther-iq Case 80387
h | " If not, we'll take the case un-

der advisement apdhwe'll have to readvertise it. This will

‘have to be'readvertised then. for:a‘COmﬁission hearing which

will probbly -- the hext one w111 probably be Aprll

MR. NUTTER If it's at all pos-

- sible, Mr.- Rahéy,< we'onld like’to'seeia hearing sometime

q

sooner than that because Mr. Phallipsfﬁas bééﬁ-delaYeﬁ for
months' now in driliing this=Wé11 anduif'S"unfortunate that
we had this error in the advertlsement of the hearlng today,
but we're already 1081ng another month. |

If we could have the hearing in

March some time, schedule it for the latter part of March.

MR. RAMEY: I think we're faced
with a broblem,bf'getting a quorum of the Commission.
MR.iNUTTERE I realize that. you
have problems. ;
MR. RAMEY: We'll readvertise
this as soon as possible.
| | MR.‘ NUTTER: That's all we can

ask.

MR. - RAMEY: Thank you, the

‘hearing is adjourned.

(Hearing conciudéd.)
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: CERTIFY 'that the foregoing Transcript,p£7ﬂearing befpre the
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