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MR. JONES: Okay. Let's c a l l Case 14160, A p p l i c a t i o n 

of Kerns Petroleum I n c o r p o r a t e d f o r Pool C r e a t i o n , a Discovery 

Allowable, and Special Pool Rules, Lea County, New Mexico. 

C a l l f o r appearances. 

MR. BRUCE: Mr. Examiner, Jim Bruce of Santa Fe, 

re p r e s e n t i n g the a p p l i c a n t . I have two witnesses. 

MR. JONES: Any other appearances? W i l l the 

witnesses please stand and s t a t e your names t o be sworn? 

[Witnesses sworn.] 

KERRY A. JOHNSTON 

a f t e r having been f i r s t d u l y sworn under oath, 

was questioned and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Would you please s t a t e your name and c i t y of 

residence f o r the record. 

A. Kerry Johnston, San Antonio, Texas. 

Q. Who do you work f o r and i n what capacity? 

A. I work f o r Kerns Petroleum, I n c . I'm v i c e 

p r e s i d e n t . 

D i v i s i o n ? 

Q. Have you p r e v i o u s l y t e s t i f i e d before the 

A. No. 

Q. Would you please summarize your e d u c a t i o n a l and 

employment background? 
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A. I have a Bachelor's i n g e o l o g i c a l e n g i n e e r i n g 

from the U n i v e r s i t y of Minnesota, and a Master's i n business 

a d m i n i s t r a t i o n from St. Thomas U n i v e r s i t y . I've worked i n the 

o i l and gas business f o r about 26 years. I worked nine years 

f o r Apache Co r p o r a t i o n . I d i d not work f o r Texaco -- v a r i o u s 

c a p a c i t i e s , business a d m i n i s t r a t i o n and some t e c h n i c a l . 

Q. And what i s your jo b a t c u r r e n t ? You s a i d v i c e 

p r e s i d e n t , but what type of matters do you handle? 

A. We're a r a t h e r small company, so, r e a l l y , we 

cover v a r i o u s f u n c t i o n s , l a r g e l y the business end. We cover 

gas marketing, o i l marketing, r e g u l a t o r y , some t e c h n i c a l 

f u n c t i o n s -- we wear a l o t of hats. I t ' s not a Texaco. We 

wear hats. 

Q. And you are f a m i l i a r , c e r t a i n l y , w i t h the land 

matters i n v o l v e d i n t h i s a p p l i c a t i o n ? 

A. Yes. 

Q. Okay. What p r e c i p i t a t e d t h i s a p p l i c a t i o n , 

Mr. Johnston? 

A. Kerns d r i l l e d the Eumont State Well #1 i n the NE 

of the NW of Section 36, Township 21 South, Range 35 East and 

completed i t as an o i l w e l l i n the Seven Rivers f o r m a t i o n . The 

w e l l i s capable of producing more than 300 b a r r e l s a day. 

Q. I n which pool d i d the D i v i s i o n ' s Hobbs o f f i c e 

place the w e l l ? 

A. I t ' s c l a s s i f i e d as an o i l w e l l i n the Jalmat gas 
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p o o l . 

Q. What are E x h i b i t s 1 and 2? 

A. E x h i b i t s 1 and 2 are the acreage d e s c r i p t i o n s f o r 

the Jalmat gas pool and the Eumont gas p o o l . The NE -- excuse 

me -- the NW of Section 36 a d j o i n s both of these pools. 

Q. And so t h a t ' s the reason t h a t the Hobbs o f f i c e 

placed i t i n the Jalmat gas pool? 

A. That's c o r r e c t . The c l o s e s t w e l l s t o our 

l o c a t i o n are i n the Jalmat p o o l . 

Q. What r u l e s would apply t o an o i l w e l l i n e i t h e r 

the Jalmat or the Eumont pools? 

A. The w e l l spacing i s 40 acres w i t h w e l l s t o be 

lo c a t e d no c l o s e r than 330 f e e t t o a q u a r t e r / q u a r t e r s e c t i o n 

l i n e . Depth bracket a l l o w a b l e i s 80 b a r r e l s of o i l per day f o r 

t h i s depth, f o r the producing g a s / o i l r a t i o l i m i t of 2000 t o 1. 

Q. Does Kerns b e l i e v e i t has discovered a separate 

source of supply, separate from the Jalmat gas pool and the 

Eumont gas pool? 

A. Yes, we do. 

Q. And i f you would r e f e r t o E x h i b i t 3, what i s t h a t 

based on, Mr. Johnston? 

A. E x h i b i t 3, w e ' l l k i n d of walk us through what we 

have i n the way of t e c h n i c a l and land data d e s c r i b i n g t h i s 

d i scovery. The pages l a b e l e d here -- look a t page 2 -- and i t 

j u s t shows you g e n e r a l l y where t h i s prospect i s l o c a t e d 
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r e g i o n a l l y w i t h i n the f l a n k of the Delaware Basin. 

And i f we move ahead t o page 6, we've got a 

cr o s s - s e c t i o n l i n e i n here. We have the time s t r u c t u r e on the 

top of the Seven Rivers w i t h the c r o s s - s e c t i o n l i n e s w i t h the 

next e x h i b i t . With the — i n ye l l o w , i t i s o u t l i n i n g a lease 

t h a t we have i n the 160 acres i n the NW of 36. And, as you can 

see here from the s t r u c t u r e map of the Seven Rivers, the time 

s t r u c t u r e map, the s t r u c t u r e t h a t i s considered t o be 

produceable r e s t s e n t i r e l y w i t h i n the NW of 36. 

Q. So there's a d i s t i n c t s t r u c t u r a l feature? 

A. There's a d i s t i n c t s t r u c t u r a l f e a t u r e . We have 

four-way c l o s u r e i n here, and we have contours a t two 

m i l l i s e c o n d s . We've got about 45 t o 60 f e e t of s t r u c t u r e 

closure i n here, a l l contained w i t h i n Section 36 on our lease. 

I should p o i n t out t h a t we have one typo, and we can 

provide an update t o t h i s 6 and 7. I t l i s t s the Reaho State #1 

on t h i s , and i t ' s a c t u a l l y the A t l a n t i c State #1. 

Q. A t l a n t i c ? 

A. A t l a n t i c State #1, t h a t ' s c o r r e c t . This e x h i b i t 

on t h i s page 6 and on page 7, i t i s the A t l a n t i c State i n s t e a d 

of the Reaho. 

Q. What s p e c i f i c a l l y does Kerns request i n t h i s 

case? 

A. We request the c r e a t i o n of the West Eumont Yates 

Seven Rivers pool covering the NW/4 of Section 36, s p e c i a l pool 
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r u l e s and r e g u l a t i o n s p r o v i d i n g f o r a depth bracket a l l o w a b l e 

of 350 b a r r e l s of o i l per day and di s c o v e r y a l l o w a b l e pool 

r u l e s t o be made e f f e c t i v e r e t r o a c t i v e t o the date of f i r s t 

p r o d u c t i o n from the Eumont State #1. 

Q. And what i s the E x h i b i t 4? 

A. E x h i b i t 4 i s a form C-109 prepared f o r t h i s w e l l . 

Q. Okay. And t h a t ' s the D i v i s i o n form f o r 

a p p l i c a t i o n f o r c r e a t i o n of new pool and a disc o v e r y allowable? 

A. That's c o r r e c t . 

Q. And d i d you search the records t o determine 

operators of w e l l s w i t h i n a mile of your Eumont State #1 we l l ? 

A. Yes, we d i d . 

Q. And are those r e f l e c t e d on page 2 of E x h i b i t 4? 

A. That i s c o r r e c t . 

Q. And was n o t i c e of t h i s a p p l i c a t i o n given t o those 

operators ? 

A. Yes, i t was. 

Q. And are your n o t i c e l e t t e r s and the c e r t i f i e d 

cards submitted as E x h i b i t 5? 

A. That i s c o r r e c t . 

Q. Have you heard from any of those o f f s e t s ? 

A. No, we haven't. 

Q. And I t h i n k you mentioned -- and Kerns does have 

an engineer t o t e s t i f y on t h i s matter, do you not? 

A. Bryan i s an engineer. 
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Q. But i n as f a r as p r o d u c t i o n surrounding t h i s 

w e l l , what type of p r o d u c t i o n i s there i n the Eumont-Jalmat gas 

pools? 

A. This l o c a t i o n i s on the -- r e a l l y on the slope. 

Most of the p r o d u c t i o n i s up on the s h e l f margin. So as we 

step o f f here, we're not r e a l l y seeing a n y t h i n g t o the n o r t h 

and the west t o the south of us. And t h i s one s t r u c t u r e t h a t 

we have i s the zoning we see i n t h i s immediate area i n the 

Seven Rivers. 

The other w e l l s t h a t have produced, both from the 

Yates and from the Seven Rivers t o the n o r t h e a s t , east and 

southeast, the immediate o f f s e t w e l l s are perhaps 30,000 t o 

40,000-barrel w e l l s . As you get f u r t h e r up on the s h e l f t h e r e , 

they get b e t t e r , but i n the immediate area r i g h t a t the top of 

the slope, they're not t h a t good. We have a very d i s t i n c t l y 

d i f f e r e n t w e l l t h e r e . 

Q. Of these o f f s e t producing w e l l s , what type of 

c u r r e n t producing r a t e s do they have? 

A. We have a w e l l w i t h i n one m i l e t h a t i s making 

about e i g h t b a r r e l s a day. Other w e l l s may be t h r e e b a r r e l s a 

day. The very c l o s e s t w e l l i s 40 MCF a month. So they're 

p r e t t y w e l l depleted. 

Q. Very marginal p r o d u c t i o n . 

A. Right. 

Q. Were E x h i b i t s 1 through 4 and 5 prepared by you 
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or under your s u p e r v i s i o n or compiled from company business 

records? 

A. Yes, they were. 

Q. I n your o p i n i o n , i s the g r a n t i n g of t h i s 

a p p l i c a t i o n i n the i n t e r e s t s of conservation and the p r e v e n t i o n 

of waste? 

A. Yes, we b e l i e v e so. 

MR. BRUCE: Mr. Examiner, I move the admission of 

E x h i b i t s 1, 2, 4 and 5. 

MR. JONES: E x h i b i t 1, 2, 4 and 5 w i l l be admitted. 

[ A p p l i c a n t ' s E x h i b i t s 1, 2, 4 and 5 admitted i n t o 

evidence.] 

MR. JONES: So 3 i s coming, I take i t ? 

MR. BRUCE: Yes. 

MR. JONES: Thank you. 

EXAMINATION 

BY MR. JONES: 

Q. Okay. Mr. Johnston, the people i n Hobbs, were 

you p e r s o n a l l y t a l k i n g t o Paul Kautz? 

A. Yes, I d i d . When we d r i l l e d t h i s , I t a l k e d w i t h 

Paul and s a i d we were pl a n n i n g on s u b m i t t i n g the completion 

r e p o r t s . And I s a i d I wanted t o v e r i f y which pool i s 

app r o p r i a t e f o r t h i s , given the circumstances. And at the 

time, he looked a t the nearby w e l l s i n 36 and s a i d , "You should 

place i t i n the Jalmat p o o l . " So we f i l e d our completion 

PAUL BACA PROFESSIONAL COURT REPORTERS 

500 4 t h S t r e e t , NW, Su i t e 105, Albuquerque, NM 87102 



11 

r e p o r t a c c o r d i n g l y . 

Q. And o b v i o u s l y , i t ' s not gas you got here. 

A. That's c o r r e c t . 

Q. The g r a v i t y of the o i l , i s t h a t on here 

somewhere? 

A. G r a v i t y of the o i l i s not -- Bryan w i l l speak t o 

the engineering and p r o d u c t i o n components. He has t h a t data. 

Q. You're c o v e r i n g geology, too, though, r i g h t ? 

A. That i s c o r r e c t . 

Q. Okay. 

A. The g r a v i t y i n the 31 degree range. 

Q. Okay. And the s t r u c t u r e you s a i d was only i n the 

Seven Rivers. I s t h a t also the s t r u c t u r e i n the Yates? 

A. The Yates p a r a l l e l s very c l o s e l y the s t r u c t u r e 

here. We're not seeing the Yates s t r u c t u r e o u t s i d e of the NW 

of 36. 

Q. What k i n d of Seven Rivers i s i t ? I s i t dolomite 

or sand or what? I'm not r e a l f a m i l i a r w i t h t h i s . 

A. I t ' s Permian. I can't h o n e s t l y t e l l you the 

composition per se. I'm not the primary g e o l o g i s t on t h i s or 

the g e o p h y s i c i s t on t h i s . But i t ' s carbonate w i t h some p r e t t y 

good p o r o s i t y , and t h a t ' s why we're l o o k i n g f o r good r e s u l t s 

here. 

Q. I s the r e e f r i g h t below t h a t Seven Rivers? 

A. I'm sorry? 
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Q. The Capitan Reef, r i g h t below t h a t Seven Rivers 

formation there? 

A. I can't speak t o t h a t . We've got the Yates above 

us, and we've got the Queen below us, but I'm not sure --

Q. You got the Queen below you? 

A. Yeah. We d r i l l e d t h i s through the Queen t o take 

a look a t the Queen, and there was n o t h i n g t h e r e . 

Q. Okay. So you don't worry about — 

A. Rig h t . 

Q. Not t h a t t here would be -- the completion? I 

guess t h a t ' s the engineer's --

A. Yeah. I ' d j u s t as soon r e f e r t h a t t o Bryan. 

Q. Okay. But the s t r u c t u r e -- you say you only want 

a 40-acre p o o l . You're s t a r t i n g out, of course, but you t h i n k 

i t could grow t o the west and maybe n o r t h ; i s t h a t i t ? 

A. You have the one seismic shot i n here. That's 

what we see as the e n t i r e l i m i t of t h i s r e s e r v o i r . And we're 

l o o k i n g a t , given our l o c a t i o n -- we have, you know, some 

p o s s i b i l i t i e s of d r i l l i n g t o the n o r t h and t o the south on t h i s 

f e a t u r e . But outs i d e of t h i s 160, we don't see anything 

p e r t i n e n t t o t h i s f e a t u r e . 

Q. Nothing t o the west? 

A. Nothing t o the west. Nothing down slope, no. 

Q. And the setbacks, you don't propose any s p e c i a l 

setbacks ? 
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A. We, a t t h i s p o i n t i n time, we have a t o t a l of 

f i v e a d d i t i o n a l l o c a t i o n s p e r m i t t e d . Those permits were taken 

before we had t h i s p a r t i c u l a r upper Seven Rivers zone 

p e r f o r a t e d . We're seeing a deeper p o s s i b i l i t y , and Bryan w i l l 

discuss t h a t p a r t of i t f u r t h e r . But, you know, t h i s i s 

something t h a t we're o b v i o u s l y wanting t o focus on, t h i s 

p a r t i c u l a r h o r i z o n , given the r e s u l t s t h a t we've had. 

Q. This i s not your primary horizon? 

A. We want t o take a look a t t h i s Queen -- I mean, 

t h i s i s a l l a b u i l d u p through a system t h a t we were seeing some 

s t r u c t u r e i n the Queen, you know, obvious s t r u c t u r e here i n the 

Seven Rivers, and obvious s t r u c t u r e i n the Yates. And we 

wanted t o take a look at a l l of them. I f we d i d n ' t f i n d 

a nything i n the Queen, we don't need t o t e s t the Yates at t h i s 

p o i n t i n time because we've got the Seven Rivers t h a t i s 

p r o d u c t i v e . 

Q. You won't be p e r f o r a t i n g the Yates? 

A. Before t h i s w e l l was abandoned, we may. But a t 

t h i s p o i n t i n time, t h a t ' s going t o be up t o our g r a n d c h i l d r e n . 

Q. You t h i n k i t ' l l l a s t ? Good. 

A. We can a l l hope. 

Q. But you want the pool t o be c a l l e d Yates Seven 

Rivers. You don't want i t j u s t t o be the Seven Rivers pool? 

A. Because we j u s t aren't sure a t t h i s p o i n t i n time 

i f the Yates i s p r o d u c t i v e since we have not t e s t e d i t . 
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Q. Okay. But i t would be an o i l p o o l . What would 

be the GOR l i m i t on t h i s ? Just the statewide 2,000? 

MR. BRUCE: Statewide. 

Q. (By Mr. Jones): I mean, 100,000 GOR and 

statewide r u l e s . Okay. The discovery a l l o w a b l e , you want i t 

r e t r o a c t i v e t o the date of f i r s t production? How long ago was 

th a t ? 

A. We f i l e d the completion r e p o r t e f f e c t i v e May 16. 

That was the f i r s t day when we a c t u a l l y had some o i l going t o 

the tank. 

Q. And how i s i t doing? 

A. I t ' s doing w e l l . I t ' s a nice w e l l . This i s the 

f i r s t w e l l t h a t Kerns Petroleum has d r i l l e d i n t h i s s t a t e 

and --

Q. You're s t a r t i n g o f f r i g h t . 

A. We're happy. 

Q. Okay. I probably should ask a l o t more 

questions, but I don't have any r i g h t now. 

MR. WARNELL: I have no questions. 

EXAMINATION 

BY MR. BROOKS: 

Q. What spacing u n i t are you proposing? You're 

s t i l l going t o leave i t 40 acres? 

A. Yes. 

Q. That makes i t a l o t e a s i e r . I see you gave 
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n o t i c e t o se v e r a l people, a l l of whom as f a r as I know, are 

operators. How were the people t h a t were n o t i f i e d selected? 

What was the c r i t e r i a --

A. I went t o the OCD o n l i n e , i d e n t i f i e d a l l w e l l 

bores w i t h i n two m i l e s , and wanted t o check on the s t a t u s . 

Those w e l l s t h a t were plugged, I p u l l e d p l u g g i n g r e p o r t s and 

checked those o f f the l i s t , but b a s i c a l l y went through 

w e l l - b y - w e l l through a l l the OCD records t o i d e n t i f y a l l 

p o t e n t i a l w e l l s and operators and then i d e n t i f i e d those t h a t 

were a c t i v e w i t h i n the m i l e distance and i n c l u d e d them on the 

l i s t . And t h a t ' s the l i s t I have here. 

Q. Would t h a t be w i t h i n one m i l e of the outer 

boundaries of the proposed new pool? 

A. That's c o r r e c t . 

Q. As w e l l as --

A. That's c o r r e c t . 

Q. I s Kerns the only operator i n the proposed pool? 

A. That i s c o r r e c t . 

MR. BROOKS: Okay. That's a l l I have. 

MR. JONES: Okay. 

MR. BROOKS: I j u s t wanted t o be sure a l l those 

issues were covered. I ' l l head out. 

BRYAN L. WILLIAMS 

a f t e r having been f i r s t d uly sworn under oath, 

was questioned and t e s t i f i e d as f o l l o w s : 
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DIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Would you please s t a t e your name f o r the record. 

A. Bryan L. W i l l i a m s , San Antonio, Texas. 

Q- And who do you work f o r ? 

A. Kerns Petroleum. 

Q. What's your j o b w i t h Kerns? 

A. I am operatio n s manager. And, l i k e I s a i d , we're 

a small shop, so I'm b a s i c a l l y doing a l l the engineering as 

w e l l as the op e r a t i o n s . 

Q. By education and t r a d e , are you an engineer? 

A. Yes. I have a BS i n petroleum e n g i n e e r i n g from 

Texas A&M and have worked s e v e r a l years i n management. 

Q. And have you p r e v i o u s l y t e s t i f i e d before the 

Di v i s i o n ? 

A. Yes, I have. 

Q. And were your c r e d e n t i a l s as an expert petroleum 

engineer accepted as a matter of record? 

A. Yes, they were. 

Q. And are you f a m i l i a r w i t h the engineering matters 

r e l a t e d t o t h i s a p p l i c a t i o n ? 

A. Yes, I am. 

MR. BRUCE: Mr. Examiner, I tender the witness as an 

expert petroleum engineer. 

MR. JONES: Mr. Williams? 
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THE WITNESS: Yes. Bryan W i l l i a m s . 

MR. JONES: Mr. Wi l l i a m s i s q u a l i f i e d as an expert i n 

petroleum e n g i n e e r i n g . 

Q. (By Mr. Bruce): Mr. W i l l i a m s , l e t ' s run through 

E x h i b i t 3, and the pages are numbered. And I t h i n k Mr. 

Johnston went through the f i r s t s e v e r a l pages. Maybe s t a r t o f f 

w i t h E x h i b i t 5 j u s t so you can maybe describe a l i t t l e b i t more 

how you are on the f r i n g e of those pools. 

A. A l l r i g h t . This i s a p l a t showing a l l of the 

we l l s i n the Jalmat and Eumont pool and we are, as you see the 

yellow h i g h l i g h t e d area on page 5 b a s i c a l l y showing t h a t we are 

on the western edge of a p r o d u c t i v e i n t e r v a l , and there's 

nothing, as Mr. Johnston p o i n t e d out, t o the west o f us. 

Q. And again, E x h i b i t 6, do you agree t h a t t h i s i s a 

separate small r e s e r v o i r ? 

A. Yes. This was i d e n t i f i e d and developed o f f of 

3-D t h a t i d e n t i f i e s i t as a separate r e s e r v o i r . 

Q. And what does E x h i b i t 7 r e f l e c t i n s o f a r as the 

r e l a t i o n s h i p t o the other w e l l s i n t h i s area? 

A. E x h i b i t 7? 

Q. Page 7. I'm s o r r y . 

A. Page 7 i s a cross s e c t i o n t h a t b a s i c a l l y shows 

the s t r u c t u r a l h i gh on our w e l l w i t h the low i n between our 

w e l l and the main r e s e r v o i r t o the east s e p a r a t i n g the two. 

Q. You appear t o be s i g n i f i c a n t l y lower than the 
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o f f s e t t i n g w e l l s ; i s t h a t c o r r e c t ? I n the Seven Rivers? 

A. No. Our Seven Rivers i s higher than the 

o f f s e t t i n g , yes. 

Q. I'm s o r r y . 

A. Because they are low, and t h a t ' s why i t ' s 

non-productive. 

Q. Let's move on t o E x h i b i t -- excuse me -- page 8 

and discuss the matters, maybe j u s t b r i e f l y set f o r t h the 

matters you're going t o discuss i n your testimony today. 

A. Okay. I'm going t o t a l k about the avoidance of 

r e s e r v o i r waste; t h a t our request f o r an increase a l l o w a b l e i s 

not going t o cause r e s e r v o i r waste; i t should not cause 

r e s e r v o i r damage; and, w i l l help i n economic development of the 

reserves. 

Q. What does page 9 show? 

A. Page 9 i s a l i t t l e b i t more l o c a l i z e d p r o d u c t i o n 

p l o t or showing area p r o d u c t i o n . Those are cum productions of 

the w e l l s i n the Seven Rivers Yates pools t o the east of us. 

As Kerry was p o i n t i n g out, they c u r r e n t l y produce marginal 

r a t e s at best. 

Q. Let's move on a couple of pages t o page 13. 

A. Okay. 

Q. And maybe wh i l e you're d i s c u s s i n g p r o d u c t i o n , you 

can again discuss the d r i l l i n g and completion of the w e l l and 

t e s t i f y as t o what happened when you p e r f o r a t e d t h i s w e l l and 
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commenced p r o d u c t i o n . 

A. We d r i l l e d the w e l l as I s a i d , we went through 

the Queen, so we TD'd about 5,000. When we were d r i l l i n g at 

4100 we l o s t a l l c i r c u l a t i o n . We attempted t o pump t o LCM 

plugs and was unable t o get c i r c u l a t i o n . When we p u l l e d the 

logs on i t , we b a s i c a l l y found a cavern where th e r e was no 

contact w i t h the logs at about 4100. I t was about a 12-foot 

i n t e r v a l . And above t h a t , we had very good p o r o s i t y 

development of the Seven Rivers f o r m a t i o n . 

When we i n i t i a l l y completed the w e l l back i n 

December, we completed i n the lower s e c t i o n where we l o s t 

a l l -- a t 4100, roughly 4100 -- where we l o s t a l l r e t u r n s . We 

l o s t roughly 20,000 b a r r e l s of water i n i t , so we spent some 

time pumping o f f making sure t h a t we were pumping o f f -- or 

making sure t h a t i t wasn't -- we were hoping t h a t i t wasn't 

for m a t i o n water. I t took us a wh i l e t o f i n a l l y r e a l i z e t h a t 

was f o r m a t i o n water. So we gave up. 

Inste a d of being a t the bottom o f the p o r o s i t y 

development on the neutron d e n s i t y logs, we were now a t the top 

of i t . I t ' s probably about -- I don't remember the numbers --

maybe 100 f o o t above where we were. But i t i s , we f e e l , 

c o n s i s t e n t w i t h p o r o s i t y development, t h a t i t i s the same 

connected r e s e r v o i r . 

This t e s t i s -- when we f i r s t got i t on p r o d u c t i o n , 

we had a t e s t u n i t out t h e r e , a t h i r d p a r t y t e s t e r out there 
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doing the h o u r l y r a t e s . Because when we f i r s t p e r f o r a t e d i t , 

we saw signs t h a t i t was going t o be producing a w e l l r a t e , so 

we wanted t o t r y t o understand maybe the siz e of the r e s e r v o i r , 

you know, t o see i f t h e r e was any changes from hour t o hour, 

e t c . , e t c . Changing the choke from a 20 t o an 18, j u s t t r y i n g 

t o watch some performances. 

We spent probably seven days w i t h an h o u r l y t e s t e r t o 

a p o i n t , and then we j u s t t u r n e d i t t o p r o d u c t i o n and l e f t the 

choke s t i l l so we can continue t o monitor how i t ' s performing. 

Q. What does page 14 r e f l e c t ? 

A. Page 14? I'm s o r r y . Some of the a d d i t i o n a l 

t e s t s -- j u s t the d a i l y , a t the end of the day, r a t e t h a t we 

r e a l i z e d d u r i n g the t e s t i n g p e r i o d . 

Q. And based on your t e s t s , do you b e l i e v e i t ' s 

capable of producing i n excess of 350 b a r r e l s a day? 

A. A b s o l u t e l y . I t i s showing t h a t i t d i d . 

Q. And as a r e s u l t , t h a t i s the al l o w a b l e you are 

requ e s t i n g a t t h i s time? 

A. Yes, s i r . 

Q. What does page 15 show? 

A. Page 15 i s the i n i t i a l h o u r l y t e s t t h a t we were 

t a l k i n g about showing t h a t the GOR t h a t we were measuring w i t h 

the o i l r a t e s at the v a r i o u s hours. And, as you know, i t k i n d 

of f l u c t u a t e s when you go h o u r l y l i k e t h a t . I t ' s a l i t t l e 

sporadic, but i t shows a 200 t o 300 type GOR, very low GOR. 
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Q. Very low. 

A. Very low. 

Q. And based on t h i s t e s t i n g , the GOR was very f l a t , 

t o o ; i s t h a t c o r r e c t ? 

A. Correct. 

Q. You have a note over here. The r e s e r v o i r appears 

t o be a water d r i v e ? 

A. That's what we b e l i e v e : one, w i t h the low GOR; 

and, two, w i t h the water t h a t we produced from t h a t lower 

i n t e r v a l . I mean, i t ' s d e f i n i t e l y -- we were unable --

whenever we were pumping i t , the f l u i d b a s i c a l l y stayed 

c o n s i s t e n t u n t i l we pumped i t down t o maybe 100 f o o t whenever 

we were pumping i t . So i t ' s a r a t h e r s t r o n g water i n f l o w . 

Q. Would you move on t o page 16 and discuss why you 

do not t h i n k t h a t i n c r e a s i n g the o i l allowable i n t h i s 

r e s e r v o i r would damage the r e s e r v o i r ? 

A. Okay. Whenever we were s t i l l i n the lower 

i n i t i a l completion i n t e r v a l , we d i d get an i n i t i a l f l u i d l e v e l 

on our completion around 600 f e e t . With the water g r a d i e n t , we 

estimate what the s t a t i c bottom hole pressure should be f o r the 

r e s e r v o i r . And then now once we have f l o w i n g the upper 

i n t e r v a l , which we again b e l i e v e i s a l l connected, i t ' s basic 

t u b i n g performance curves o f , -- you know, i t ' s o i l w i t h t h r e e 

b a r r e l s of water a day and minor gas. 

So we're able t o estimate what a f l o w i n g bottom hole 
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pressure i s . And b a s i c a l l y w i t h t h a t drawdown, you know, we 

are, I t h i n k , about a l i t t l e above 40 percent drawdown and f e e l 

t h a t ' s a safe, p r o d u c t i v e p o s i t i o n . 

Q. What does page 17 show? 

A. Page 17 shows the seismic s t r u c t u r e o f f of the 

seismic end, and i t also shows some a d d i t i o n a l development 

w e l l s t h a t we had p e r m i t t e d , as Kerry mentioned. Some of 

these -- there i s a lower anomaly t h a t we see t h a t we'd l i k e t o 

t e s t . U n f o r t u n a t e l y , the lower anomaly -- the o p t i m a l l o c a t i o n 

f o r i t -- i s not the same as i f we're i n t h i s r e s e r v o i r , as 

probably mostly always i s the case. But we would l i k e t o be 

able t o t e s t the lower p o s i t i o n and have a chance of a b a i l o u t 

back i n t o t h i s r e s e r v o i r i f the lower anomaly i s not here. 

With t h a t s a i d , too, t h e r e i s a d d i t i o n a l pay i n not 

only the Yates. There's a d d i t i o n a l Seven Rivers i n what we 

b e l i e v e i s separated Seven Rivers i n t h i s same w e l l bore t h a t 

we have. So, I mean, there's a d d i t i o n a l pay and a d d i t i o n a l 

development p o t e n t i a l . 

Q. And the p e r f o r a t e d i n t e r v a l i n t h i s w e l l i s 

again? 

A. I t ' s 3815 t o 3835. 

Q. So a r e l a t i v e l y small i n t e r v a l i s p e r f o r a t e d a t 

t h i s time? 

A. Correct. 

MR. JOHNSTON: Excuse me. No. The p e r f o r a t i o n s are 
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3962 t o 3968. I t h i n k you were l o o k i n g a t tops or something. 

THE WITNESS: Okay. 

MR. JOHNSTON: Yeah. You're j u s t l o o k i n g a t the top 

of the zone, not the --

MR. BRUCE: And t h a t i s r e f l e c t e d on E x h i b i t 4, 

Mr. Examiner. 

THE WITNESS: Sorry about t h a t . 

Q. (By Mr. Bruce): So t h a t ' s even a smaller 

p e r f o r a t i o n ? 

A. Yes. I t i s a very small p e r f o r a t e d i n t e r v a l . 

And p a r t of our problem w i t h t h i s i s t h a t whenever we l o s t 

c i r c u l a t i o n , we d i d a DV t o o l t o get cement t o surface. But 

f o r probably about 100 f o o t of these zones, we don't have 

cement across i t . But r i g h t above the DV t o o l i s where we are 

c u r r e n t l y completed a t . So t h a t ' s --

Q. And once again, and Mr. Johnston r e f e r r e d t h a t 

t h ere are several other w e l l s t h a t you had p e r m i t t e d p r i o r t o 

completing the w e l l i n t h i s zone --

A. Okay. 

Q. -- other than the Yates Seven Rivers, what other 

zones do you t h i n k might s t i l l be p r o d u c t i v e on your lease? 

A. I b e l i e v e the Yates t h a t he's t a l k i n g , but t h a t ' s 

t i e d i n t o t h i s . 

Q. Part of t h i s ? 

A. And again, I don't know i f we want t o name the 
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lower i n t e r v a l t h a t w e ' l l be t a r g e t i n g , because we're not f o r 

sure the ex t e n t of t h a t . 

Q. Okay. Would you move on t o page 18. 

A. Okay. 

Q. And maybe j u s t summarize the reasons why you 

t h i n k the a p p l i c a t i o n should be granted? 

A. You know, one of the issues i s t o ensure t h a t the 

change does not impa i r or cause a detr i m e n t of c o r r e l a t i v e 

r i g h t s o f o t h e r s . And w i t h our s t r u c t u r e being w h o l l y -- as we 

i d e n t i f i e d on s t r u c t u r e , and as the w e l l -- as i t was d r i l l e d 

and came i n and confirmed, the w e l l appears t o be w h o l l y 

confined w i t h i n our 160 acres t h a t we have and t h a t we are 

asking t o be i n t h i s p o o l . 

We don't b e l i e v e there w i l l be waste. The energy 

d r i v e appears t o be water d r i v e , low GOR. We don't b e l i e v e 

t h a t i n c r e a s i n g t h i s w i l l cause any waste, any issues of waste. 

And we also don't b e l i e v e t h a t the r e s e r v o i r w i l l be damaged by 

producing at the higher r a t e . 

Q. And i n s o f a r as o f f s e t leaseholds, page 11 of 

E x h i b i t 3 does c o n t a i n i n f o r m a t i o n on the State of New Mexico 

leases o f f s e t t i n g t h i s ; does i t not? 

A. Yes, i t does. 

Q. Okay. L e t ' s move on t o your E x h i b i t 6. 

A. Okay. 

Q. Jus t o v e r a l l , what does t h i s e x h i b i t con ta in? 
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A. I t ' s some of the d e t a i l e n g i n e e r i n g support f o r 

some of the numbers t h a t we t a l k e d about p r e v i o u s l y , some of 

the f l u i d l e v e l s , the f l u i d content a n a l y s i s , e t c . , j u s t t r y i n g 

t o give the d e t a i l , i f necessary. 

Q. Am I reading t h i s r i g h t ? Your t o t a l w e l l costs 

were 700,000? 

A. No. This i s n ' t --

Q. Yeah. 

A. There's a d d i t i o n a l costs t h e r e . And t r u s t me, 

more than r e p o r t s and a c t u a l i n v o i c e s are d i f f e r e n t . And you 

know which one i s hig h e r . 

Q. I j u s t looked a t t h a t , and i t seemed a w f u l l y low, 

Mr. W i l l i a m s . 

A. Yeah. 

Q. Were E x h i b i t s 3 and 6 prepared by you are or 

under your supervision? 

A. Yes. 

Q. And i n your o p i n i o n , i s the g r a n t i n g of t h i s 

a p p l i c a t i o n i n the i n t e r e s t of conservation and the p r e v e n t i o n 

of waste? 

A. Yes. 

MR. BRUCE: Mr. Examiner, I move the admission of 

E x h i b i t s 3 and 6. 

MR. JONES: E x h i b i t s 3 and 6 w i l l be admitted. 

[ A p p l i c a n t ' s E x h i b i t s 3 and 6 admitted i n t o 
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evidence.] 

MR. BRUCE: I have no f u r t h e r questions o f the 

witness. 

MR. JONES: Okay. You're not asking f o r the whole 

160 p r o r a t i o n , are you? 

MR. BRUCE: The spacing remains a t 40 acres. 

MR. JONES: Okay. 

EXAMINATION 

BY MR. JONES: 

Q. Probably you don't do anything t o -- you r e a l l y 

don't t h i n k choking the w e l l back a l i t t l e b i t w i l l extend the 

l i f e of i t ? 

A. Yes. I don't see i t extending the l i f e of the 

r e s e r v o i r by choking i t back. And thus, I don't --

Q. I n other words, a l i t t l e 6-foot s e c t i o n t h a t 

you've got p e r f o r a t e d , you don't t h i n k -- i t ' s not l i k e there 

could be some f i n g e r i n g through of a l i t t l e gas zone or 

something t h a t would -- or a water zone -- t h a t would harm you 

i f you produce at a higher r a t e l i k e t h i s ? 

A. I n p a r t i c u l a r , they were only i n the top 6-foot 

s e c t i o n . We do not f e e l t h a t t h a t would the case. And'that's 

where our 350 p r o d u c t i v i t y came from. 

Q. Okay. 

A. So i f we went and opened the e n t i r e 100 f e e t of 

t h i s 125, then you would probably have the p o t e n t i a l of 
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channeling from the lower water d r i v e , e t c . 

Q. Okay. 

A. But t h a t r a t e w i l l be w e l l above -- we 

a n t i c i p a t e -- w e l l above 350. 

Q. And you guys are the only ones t h a t own any of 

the -- any other p a r t s of t h i s s t r u c t u r e ; i s t h a t c o r r e c t ? 

A. Yes, s i r . 

Q. So you w i l l know how t o complete any of the other 

w e l l s t o t r y t o prevent --

A. We hope so. Yes. 

Q. -- watering out --

A. Yes. 

Q. -- i n a hurry? 

A. Yes. 

Q. But i f i t was somebody else t h a t had p a r t of t h i s 

s t r u c t u r e , the game would be d i f f e r e n t , would i t ? 

A. To where both of you are going a f t e r 350 no 

matter what could be the p o t e n t i a l . 

Q. Yeah. And also they would have t o -- see, once 

you see something else on our lo g s , when you run the other 

w e l l s , are you going t o d r i l l down t o t h a t s i x - f o o t zone and 

stop and do a d r i l l stem t e s t ? 

A. No. Remember, t h a t was a second Seven Rivers 

below i t . 

Q. The cavern below i t ? 
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A. No. I t wasn't as good. But I would say where 

we're a t i s some of the best p o r o s i t y , carbonate p o r o s i t y , t h a t 

I've seen. But there's some a d d i t i o n a l pay p o t e n t i a l below i t . 

So we d e f i n i t e l y want t o see i t i n the second w e l l . 

Q. Okay. Yeah. Paul Kautz t e l l s me the Seven 

Rivers i s sometimes i n d i s t i n g u i s h a b l e w i t h the r e e f as f a r as 

being a massive carbonate. I t ' s very hard t o t e l l the 

d i f f e r e n c e on the l o g s . But now you've got the Queen below you 

here, so --

A. Right. 

Q. This discovery, you want the a l l o w a b l e t o be 350, 

but you want i t t o be backdated. Did you produce more than 350 

at one time? 

A. No. 

Q. When you say --

A. The allowa b l e — 

Q. You mean j u s t b a s i c a l l y r e t r o a c t i v e allowable? 

MR. BRUCE: Yeah. The 350 r e t r o a c t i v e t o May — 

whatever the date i s . 

MR. JONES: Okay. Okay, Terry, help me out here. 

MR. WARNELL: Okay. I have a few questions. 

EXAMINATION 

BY MR. WARNELL: 

Q. You mentioned your second w e l l . Which well? I f 

I look a t page 17, you've got the d i f f e r e n t l o c a t i o n s on t h e r e . 
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Would t h a t be the #2? 

A. The #2, t a r g e t i n g t h i s i n t e r v a l , would be the #2, 

c o r r e c t . 

Q. That's going t o be the next w e l l d r i l l e d ? 

A. Yes. 

Q. And t h a t lower p o s i t i o n you're r e f e r r i n g t o , i s 

t h a t the Seven Rivers, the lower Seven Rivers, or i s t h a t --

A. I'm s o r r y , the #2 w e l l ? 

Q. Well, on t h i s w e l l here, you mentioned something 

about there's a lower p o s i t i o n t h a t you want t o look at on the 

other w e l l s . 

A. Ri g h t . We would s t i l l d r i l l down t o i t so we can 

see i t . 

Q. What i s t h a t lower p o s i t i o n ? 

A. We b e l i e v e i t ' s s t i l l Seven Rivers. 

Q. Okay. 

A. We b e l i e v e i s an i s o l a t e d --

Q. I t ' s the lower Seven Rivers t h a t shows up here on 

the cross s e c t i o n on page 7 of E x h i b i t 3? 

A. Yeah. You should be able t o see -- w e l l , i t ' s 

k i n d of a hard t o see on t h i s , but you should be able -- you'd 

have t o go on a r e g u l a r l o g t o show the separate i n t e r v a l of 

the second -- but our second w e l l w i l l s t i l l t a r g e t , and we 

w i l l complete i n the same i n t e r v a l , the #2 w e l l on here. 

Q. Okay. 
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A. But we s t i l l want t o d r i l l down. I mean, since 

we're d r i l l i n g , we want t o d r i l l down and be able see i t and 

p o t e n t i a l l y l a t e r on -- and then t h a t w i l l help us understand. 

Maybe one of these days we t w i n i t t o a c c e l e r a t e reserves, e t c . 

at t h a t p o i n t . 

Q. Would you t e s t t h a t lower zone f i r s t , though, and 

then come up and complete the pool? 

A. I t ' s very l i k e l y . A p o t e n t i a l , but --

Q. On t h a t page 7 on E x h i b i t 3, your l o g t h a t you're 

showing t h e r e . What i s t h a t ? 

A. I t ' s j u s t a --

Q. I s t h a t — 

A. I wish I knew f o r sure. 

MR. JOHNSTON: I f you want a copy of the f u l l l o g 

here . 

THE WITNESS: I t ' s the b e a u t i f u l new process logs 

t h a t have l o t s of c o l o r s t h a t you have t o d i g out every time t o 

understand. 

MR. JOHNSTON: We've submitted t h i s l o g along w i t h a 

completion r e p o r t t o the OCD. 

MR. JONES: While he's d i g g i n g t h a t up, are you 

asking f o r the pool boundaries t o be frozen as f a r as any 

undesignated -- no undesignated area around i t ? 

MR. BRUCE: I wasn't -- I mean, you know, i f somebody 

loca t e s a s i m i l a r f e a t u r e on t h e i r s w i t h i n a m i l e , I would 
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t h i n k t h a t they should be e n t i t l e d t o i t a l s o . 

MR. JONES: Okay. 

THE WITNESS: This i s not the c o l o r l o g t h a t we have 

on here. This c o l o r l o g w i l l have the t y p i c a l r e s i s t i v i t y , 

t y p i c a l neutron d e n s i t y , which are what these logs are, as w e l l 

as some other process data. I b e l i e v e p a r t of t h i s i s -- and 

y o u ' l l see the blue versus the yell o w s t r e a k . 

Q. (By Mr. W a r n e l l ) : I s t h a t p e r m e a b i l i t y ? 

A. No. That's a l i t h o l o g y — I t h i n k i t ' s c a l l e d a 

CMR, but I don't want t o speak on t h a t f o r sure. But what i t 

t r i e s t o do i s say t h i s i s sand, t h i s i s dolomite, e t c . , and 

i t ' s a Schlumberger t o o l . 

Q. So t h a t ' s a Schlumberger product we're l o o k i n g a t 

here? 

A. Yes, the c o l o r . 

Q. That's t h e i r computer process? 

A. Right. 

MR. WARNELL: I don't have any ot h e r questions. 

MR. JONES: I s t h a t CMR an open hole? 

THE WITNESS: Yes. 

MR. JONES: I guess I could ask Terry here about 

t h a t . But t h a t A t l a n t i c State #1, i t i s a higher s t r u c t u r e ; i s 

t h a t c o r r e c t ? 

A. Correct. 

Q. But i t d i d n ' t c o n t a i n -- i t hasn't been t e s t e d t o 
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c o n t a i n t h i s same high p r o d u c t i v i t y Seven Rivers zone? 

A. I d i d n ' t put the p e r f o r a t i o n s t o t h a t w e l l . I 

don't have the p e r f o r a t i o n s on each one of the w e l l s . 

Q. I t ' s a ways away anyway. 

A. Right. 

Q. Okay. 

MR. JONES: I t h i n k t h a t ' s i t . There's q u i t e a b i t 

you're asking f o r i n t h i s case. But I t h i n k we've got a l o t of 

questions answered. I t ' s uncontested, so i f we have more, 

w e ' l l go through Mr. Bruce. 

MR. BRUCE: That's a l l I have i n t h i s case, 

Mr. Examiner. 

MR. JONES: Okay. We'll take Case No. 14160 under 

advisement. And t h a t being the l a s t case of the day i n the 

docket, we are adjourned. 

[Hearing concluded.] 
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