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WHEREUPON, the following proceedings were had at 

8:18 a.m.: 

EXAMINER CATANACH: At t h i s time w e ' l l c a l l Case 

11,453. 

MR. CARROLL: A p p l i c a t i o n of Oxy USA, I n c . , f o r 

an unorthodox gas w e l l l o c a t i o n , Eddy County, New Mexico. 

EXAMINER CATANACH: Are there appearances i n t h i s 

case? 

MR. KELLAHIN: Mr. Examiner, I'm Tom K e l l a h i n of 

the Santa Fe law f i r m of K e l l a h i n and K e l l a h i n , appearing 

on behalf of the Applicant, and I have two witnesses t o be 

sworn. 

EXAMINER CATANACH: W i l l the witnesses please 

stand t o be sworn in? 

(Thereupon, the witnesses were sworn.) 

MR. KELLAHIN: Mr. Examiner, our f i r s t witness i s 

Bob Doty. Mr. Doty i s a ge o l o g i s t w i t h Oxy, Inc. 

He resides i n Midland, Texas. His l a s t name i s 

sp e l l e d D-o-t-y. 

BOB DOTY, 

the witness h e r e i n , a f t e r having been f i r s t d uly sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Doty, f o r the record, s i r , would you please 

STEVEN T. BRENNER, CCR 
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s t a t e your name and occupation? 

A. My name i s Bob Doty. I'm a petroleum g e o l o g i s t 

f o r Oxy USA. 

Q. On p r i o r occasions, have you t e s t i f i e d before the 

D i v i s i o n as a petroleum g e o l o g i s t and q u a l i f i e d as an 

expert? 

A. Yes, s i r . 

Q. With regards t o the A p p l i c a t i o n i n v o l v e d before 

the Examiner t h i s morning, describe f o r the Examiner what 

i t i s t h a t you have been involved i n doing. 

A. Yes, s i r , i f I can r e f e r you t o E x h i b i t Number 1, 

t h i s i s a production map which shows the c u r r e n t s t a t u s and 

h i s t o r y of the production w i t h i n the area of our proposed 

Government "S" 9. 

Section 3, Oxy has the e n t i r e s e c t i o n under lease 

f o r the deep zones from Wolfcamp on down. The purple w e l l s 

on the map i n Section 3 are Bone Spring completions. Oxy 

does not have the Bone Spring r i g h t s f o r the west h a l f of 

Section 3. 

I f y o u ' l l n o t i c e i n the east h a l f of Section 3, 

there's two remaining 4 0-acre spacing u n i t s f o r Bone Spring 

t h a t have not been developed, one of which has a w e l l on 

i t , the abandoned Oxy Government "S" Number 1, which 

b a s i c a l l y condemned the Bone Spring at t h a t l o c a t i o n . I t 

had a very poor r e s e r v o i r development. And our proposed 

STEVEN T. BRENNER, CCR 
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Government "S" Number 9 i n the northeast q u a r t e r of Section 

3. 

What we're requesting today i s an unorthodox 

l o c a t i o n f o r the deep zones — Wolfcamp, Strawn, Atoka, 

Morrow -- t o allow us t o take our l a s t remaining Bone 

Spring l o c a t i o n deep t o t e s t these deeper zones so t h a t we 

might package the r i s k and increase the chance of having an 

economically v i a b l e p r o j e c t . 

Q. Were you and others involved i n making the 

t e c h n i c a l d e c i s i o n w i t h regards t o where t o l o c a t e t h i s 

w e l l and t o what formations i t would be accessible? 

A. Yes, s i r . 

Q. As p a r t of t h a t e f f o r t , d i d you develop and 

analyze the geologic data a v a i l a b l e i n the area? 

A. Yes, s i r . 

Q. And as a p a r t of t h a t study, d i d you come t o 

c e r t a i n geologic conclusions w i t h regards t o the 

appropriateness of t h i s l o c a t i o n i n s o f a r as i t concerns 

these m u l t i p l e r e s e r v o i r s ? 

A. Yes, s i r . 

MR. KELLAHIN: We tender Mr. Doty as an expert 

petroleum g e o l o g i s t . 

EXAMINER CATANACH: He i s so q u a l i f i e d . 

Q. (By Mr. Kel l a h i n ) Let's set aside the l o c a t o r 

map and probably leave i t f o r reference so t h a t we can keep 

STEVEN T. BRENNER, CCR 
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t r a c k of our w e l l s by name and l o c a t i o n , and l e t ' s t u r n t o 

your second d i s p l a y , which i s marked E x h i b i t Number 2. And 

before we discuss the d e t a i l s , simply i d e n t i f y t h a t d i s p l a y 

f o r us. 

A. Yes, s i r . Mr. Examiner, t h i s i s an isopach of 

the net pay i n the producing Bone Spring zone of Old 

Millman Ranch f i e l d . Also, there's a s t r u c t u r e map t h a t ' s 

o v e r l a i d on t h i s isopach. Structure f o r the purpose of the 

"S" 9 i s r e a l l y not r e l e v a n t t o the producing c a p a b i l i t y of 

t h a t l o c a t i o n . 

The most important aspect i s the net pay isopach. 

The c o l o r s are representing net pay at a 3 0-foot i n t e r v a l . 

The area i n brown at the f a r extent of the f i e l d i s from 

zero t o 30 f e e t of net pay. That p i n k i s h c o l o r i s from 30 

t o 60, and then i t increases on up t o greater than 120, i s 

the yellow. And y o u ' l l note t h a t the Government "S" 9 

l o c a t i o n i s near the edge of the productive l i m i t . 

Based on experience w i t h other w e l l s d r i l l e d i n 

the f i e l d , we believe t h a t we have t o be greater than 30 

f e e t i n order t o achieve an economic payout of a w e l l t o 

the Bone Spring, so we f e e l l i k e we're close t o the edge of 

the Bone Spring development at t h i s l o c a t i o n . 

Q. Take a moment, Mr. Doty, and r e f r e s h the 

Examiner's r e c o l l e c t i o n about the r e l e v a n t r u l e s f o r the 

Old Millman Ranch-Bone Springs Pool. 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

8 

A. Yes, s i r , Old Millman Ranch i s on 40-acre spacing 

f o r o i l , 80-acre spacing f o r gas. 

Q. This i s an associated pool, i s i t not? 

A. Yes, s i r . We are i n the o i l l e g , we're not i n 

the gas cap. There's no — We're s u f f i c i e n t l y downdip t o 

the gas cap. We're d e f i n i t e l y i n the o i l l e g . And we 

are — 

Q. Standard w e l l l o c a t i o n f o r an o i l w e l l l o c a t i o n 

would be w i t h i n what you propose f o r the subject w e l l , 

which i s 660 from the n o r t h and 660 from the east l i n e ? 

A. Yes, s i r , t h a t ' s the standard l o c a t i o n f o r the 

Bone Spring. 

Q. Summarize the concept here. Have you and others 

w i t h Oxy come t o a conclusion about whether or not the 

d r i l l i n g of t h i s w e l l can be j u s t i f i e d from an investment 

p o i n t of view i f i t only accesses the Bone Springs 

r e s e r v o i r ? 

A. We believe t h a t we're r e a l l y — The heart of the 

Old Millman Ranch Bone Spring f i e l d has been developed, and 

we're now a t the edge of the f i e l d . We f e e l l i k e t h e r e are 

recoverable reserves at the Bone Spring l o c a t i o n , however 

we f e e l l i k e the r i s k t h a t we would be below our c u t o f f i s 

s u f f i c i e n t t h a t we need t o package t h a t k i n d of a w e l l w i t h 

the deeper zones i n order t o achieve economic payout of the 

p r o j e c t . 
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Q. As the Examiner begins t o look a t the geologic 

p r e s e n t a t i o n , summarize f o r him at t h i s p o i n t what 

r e s e r v o i r s he's about t o examine. 

A. Yes, s i r . I have some amount of d e t a i l e d geology 

on the Morrow, the Strawn and the Wolfcamp f o r t h i s 

l o c a t i o n t h a t w i l l demonstrate the v i a b i l i t y t h a t t h e r e are 

p o t e n t i a l f o r reserves i n these deeper zones and t h a t also 

we'd be unable t o recover those reserves from an orthodox 

l o c a t i o n . 

Q. Have you concluded t h a t i t ' s simply going t o be 

impossible t o access any of the deep gas r e s e r v o i r s , those 

being below the top of the Wolfcamp, w i t h a wellbore a t a 

standard l o c a t i o n , under current statewide deep gas spacing 

rules? 

A. Yes, s i r , t h a t ' s t r u e . We won't be able t o 

recover those reserves at a standard l o c a t i o n . 

Q. Let's t u r n back t o E x h i b i t Number 2 again, and 

describe f o r us what you're t r y i n g t o do i n the Bone 

Springs under t h i s i n t e r p r e t a t i o n . 

A. Under t h i s i n t e r p r e t a t i o n , we do f e e l l i k e t h ere 

are recoverable reserves i n the Government "S" 9 40-acre 

spacing u n i t . However, we do f e e l t h a t we are very close 

t o the edge of the productive l i m i t of t h i s f i e l d , based on 

pay. 

The w e l l immediately south t o our l o c a t i o n i s the 

STEVEN T. BRENNER, CCR 
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o l d abandoned Government "S" Number 1, which has very poor 

pay q u a l i t y . There are other w e l l s w i t h i n the f i e l d t h a t 

have less than 3 0 f e e t of pay, which were not economically 

v i a b l e w e l l s . 

Q. I t ' s your a n t i c i p a t i o n t h a t the Bone Springs w e l l 

a t t h i s l o c a t i o n i s going t o be o i l productive as opposed 

t o being a gas well? 

A. Oh, absolut e l y . 

Q. Let's t u r n now t o the t o p i c of the Morrow 

r e s e r v o i r -- I believe t h a t ' s the next geologic 

discussion — and l e t ' s look a t E x h i b i t 3. Again, before 

you describe the d e t a i l s , i d e n t i f y f o r the Examiner what we 

are l o o k i n g a t when we see E x h i b i t 3. 

A. Yes, s i r . Mr. Examiner, t h i s i s a s t r u c t u r e map 

contoured on the Morrow "A" horizon. There's a ub i q u i t o u s 

marker bed t h a t r e g i o n a l l y you can map throughout a large 

area, and s t r u c t u r e i s r e a l l y not a s i g n i f i c a n t p o r t i o n of 

the t r a p p i n g mechanism f o r t h i s p a r t i c u l a r Morrow 

r e s e r v o i r . However, t h i s e x h i b i t i s included f o r 

completeness. 

Q. I t does i n d i c a t e a l i n e of cross - s e c t i o n f o r 

which we w i l l i d e n t i f y and describe t h a t e x h i b i t l a t e r ; i s 

t h a t not true? 

A. Yes s i r . 

Q. When we look a t the Morrow here, has the D i v i s i o n 

STEVEN T. BRENNER, CCR 
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identified this Morrow with any particular pool 

nomenclature? 

A. Yes, s i r , t h i s i s Winchester-Morrow, 320-acre 

spacing 

Q. The caption f o r the dis p l a y s t a l k e d about t h i s 

being the n o r t h Burton F l a t area. I know the D i v i s i o n 

associates t h a t name w i t h a nomenclature as t o r e s e r v o i r s , 

i n c l u d i n g the Morrow. 

To give the Examiner perspective about where he 

i s , where would he be i n r e l a t i o n t o what we know t o be the 

North Burton Flat-Morrow Pool? 

A. We're due north of the nor t h — of Burton F l a t -

Morrow. Some of the w e l l s — I'm not r e a l l y sure how the 

d i s t i n c t i o n was made, but some of the w e l l s are Winchester, 

and j u s t t o the south some of the w e l l s are Burton F l a t -

Morrow. 

Q. For purposes of your study, which of the 

p a r t i c u l a r Morrow zones has the best p o t e n t i a l p rospective 

a b i l i t y f o r you? 

A. There's a p a r t i c u l a r sand i n the lower Morrow "B" 

i n t e r v a l , which i s r e a l l y the pay sand f o r t h i s immediate 

area. 

Q. I f there are other Morrow sands present, they 

would be s u b s t a n t i a l l y more r i s k y than the Morrow "B", and 

so you focused on t h a t Morrow i n t e r v a l t h a t has the 

STEVEN T. BRENNER, CCR 
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greatest opportunity to be produced? 

A. Yes, s i r . 

Q. Let's t u r n , then, t o the Morrow isopach — i t ' s 

E x h i b i t Number 4 — and again take a moment t o i d e n t i f y the 

d i s p l a y , and then l e t ' s t a l k about your conclusions. 

A. Yes, s i r . Mr. Examiner, t h i s i s an isopach, a 

net sand isopach, of a p a r t i c u l a r Morrow "B" sand. 

Annotated on the map are, i n red, the cumulative production 

from the Morrow, which may include other zones. However, 

i n my opinio n the m a j o r i t y of the gas has come from t h i s 

p a r t i c u l a r sand. I t seems t o be the main pay maker out 

th e r e . Also i s included the s t r u c t u r e top and the 

thickness of the sand underneath each w e l l l o c a t i o n . 

Q. Let's take a moment and describe the c o l o r codes. 

There's a legend at the bottom of the d i s p l a y t h a t gives us 

an understanding of t h a t code, but v e r b a l l y describe what 

s i g n i f i c a n c e you're a t t a c h i n g t o the d i f f e r e n c e s of c o l o r 

on the d i s p l a y . 

A. Yes, s i r , I've i n t e r p r e t e d the d e p o s i t i o n a l model 

f o r t h i s Morrow "B" sand based on gamma-ray response, 

b a s i c a l l y based on the log response. 

The center p o r t i o n i n the t h i c k e s t p a r t I've 

i n t e r p r e t e d as a f l u v i a l channel. I n t h a t channel i s where 

i s located the best cumulative production. I t seems t h a t 

i t has e x c e l l e n t p o r o s i t y on the logs, e x c e l l e n t storage 

STEVEN T. BRENNER, CCR 
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capacity, but also excellent permeability. 

The darker brown on e i t h e r side of the channel 

are overbank deposits. P r i m a r i l y these sands are s h a l i e r , 

have a h o t t e r gamma-ray response. They also have e x c e l l e n t 

p o r o s i t y , but appear t o have very poor p e r m e a b i l i t y . 

As you go t o the southeast, t h i s channel i s 

b a s i c a l l y meeting up w i t h the shoreline and fanning out 

i n t o a channel mouth bar where there's also e x c e l l e n t 

sands, but some p o r t i o n s of the sands appear t o be cemented 

w i t h marine cement as i t i n t e r a c t s w i t h the t i d a l 

environment. 

Q. Geol o g i c a l l y , then, why would you not want t o put 

your proposed w e l l at a standard l o c a t i o n which would 

penetrate the Morrow r e s e r v o i r i n the darker brown area? 

A. We have p r e t t y good evidence from the performance 

of w e l l s d r i l l e d i n t h a t darker brown overbank area t h a t 

t h e r e i s gas i n place. However, the p e r m e a b i l i t y i s too 

poor f o r s u f f i c i e n t rates t o make an economic Morrow 

completion. 

I f we were able t o get a wellbore w i t h i n the 

channel area, we do f e e l l i k e we can recover a great amount 

of t h a t gas t h a t ' s i n the overbank, but only i f the 

wellbore i t s e l f i s i n the channel area where the 

p e r m e a b i l i t y i s greater. 

Q. Do you perceive t h a t t h a t l o c a t i o n i n the Morrow 

STEVEN T. BRENNER, CCR 
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w i l l gain you any u n f a i r advantage over the o f f s e t t i n g 

operators or i n t e r e s t owners? 

A. No, s i r , we f e e l l i k e t h i s i s the only l o c a t i o n 

where we can d r a i n the s i g n i f i c a n t gas i n place i n the 

no r t h h a l f of Section 3. 

Q. This i s your only o p p o r t u n i t y , then, t o recover 

any of your Morrow share of recoverable gas w i t h i n t h i s 

spacing u n i t ? 

A. Yes, s i r . 

Q. To give the Examiner a sense of the s t r a t i g r a p h i c 

r e l a t i o n s h i p of these Morrow w e l l s , l e t ' s t u r n t o E x h i b i t 

5. You've got a l i n e of cross-section on E x h i b i t 4 t h a t 

corresponds t o the s t r a t i g r a p h i c cross-section t h a t we're 

about t o look at when we examine E x h i b i t 5? 

A. Yes, s i r . 

Q. Let's take a moment and use E x h i b i t 5, then, and 

set the stage so the Examiner has an understanding of your 

geologic conclusion. 

A. Yes, s i r , t h i s i s s t r a t i g r a p h i c s e c t i o n A-A', 

which i s hung on a s t r a t i g r a p h i c datum, the Morrow "B". 

Y o u ' l l note t h a t I had a l i t t l e b i t of t r o u b l e w i t h the 

d r a f t i n g on g e t t i n g the colors t o e x a c t l y match. 

The red p o r t i o n on the cross-section corresponds 

t o the t h i c k e s t p a r t of the channel. The — I don't know 

what k i n d of c o l o r t h a t i s . I n the channel sequence on the 
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map, the kind of pinkish area on the map — 

Q. A l l r i g h t , l e t me make sure, i f I can c l a r i f y i t . 

When you look a t E x h i b i t 4, t h a t area i n t a n , which i s the 

center of the channel, corresponds t o the red c o l o r , I 

guess i t i s — 

A. Yes, s i r . 

Q. — on E x h i b i t Number 5? 

A. Yes, s i r . 

Q. And the tan or the brown c o l o r on E x h i b i t 5 

corresponds t o the l i g h t c olor on E x h i b i t Number 4? 

A. Yes, s i r . 

Q. A l l r i g h t . Conclude f o r us your opinions on 

E x h i b i t 5. 

A. Yes, s i r . The w e l l a t the A l o c a t i o n on the 

cros s - s e c t i o n , the Parker and Parsley ARCO Federal Number 

1, i s located i n the channel sequence. You can see 

e x c e l l e n t p o r o s i t y on t h a t log. Gamma-ray response i s very 

clean, and due t o i t s performance — I t ' s made over 3 BCF 

of gas, and i t ' s been an e x c e l l e n t performer, and i t 

appears t o be i n the p a r t of the se c t i o n t h a t contains the 

e x c e l l e n t p e r m e a b i l i t y . 

The next w e l l on the cross-section i s the DWU 

Federal Number 4. Y o u ' l l also note t h a t i t has e x c e l l e n t 

p o r o s i t y on the logs. That's a neutron d e n s i t y l o g . 

However, the gamma ray has a h o t t e r gamma-ray response. 
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I t ' s i n d i c a t i n g a l i t t l e b i t s h a l i e r nature. And t h i s i s 

i n the overbank deposit. And t h a t w e l l performed very 

p o o r l y , made 200 m i l l i o n cubic f e e t . 

This i s not a simple matter of drainage from the 

Parker and Parsley ARCO Federal Number 1. The w e l l t o the 

no r t h of the DWU Federal Number 4 i s the DWU Federal Number 

1. I t also was a very poor performer, and i t b a s i c a l l y 

came on a t the same time as the ARCO Federal Number 1, and 

i t j u s t was unable t o complete due t o low p e r m e a b i l i t y i n 

t h a t p a r t of the section. 

The next i s our proposed Government "S" 9 

l o c a t i o n , where my i n t e r p r e t a t i o n i n d i c a t e s t h a t we should 

be i n the porous and permeable channel. 

And then the f i n a l w e l l on the cr o s s - s e c t i o n i s 

t o the southeast i n Section 2, the H i l l i n JCW State "2" 

Number 1, which again i s i n the channel sequence and has 

recovered 1.6 BCF of gas. 

Q. When you're making recommendations t o your 

r e s e r v o i r engineer by which he does h i s economic a n a l y s i s 

t o determine whether or not there i s s u f f i c i e n t p o t e n t i a l 

reserves t o j u s t i f y the r i s k of t h i s wellbore, you've 

i d e n t i f i e d f o r him an oppo r t u n i t y i n the Bone Springs, 

you've i d e n t i f i e d an oppo r t u n i t y at t h i s w e l l l o c a t i o n i n 

the Morrow. What w i l l be the next r e s e r v o i r f o r which you 

have an op p o r t u n i t y i d e n t i f i e d ? 
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A. I have the Strawn mapped and can i d e n t i f y an 

op p o r t u n i t y t h e r e . 

Q. Let's look a t t h a t , then. That w i l l be E x h i b i t 

Number 6. Again, i d e n t i f y the d i s p l a y , and then w e ' l l t a l k 

about your conclusions. 

A. Mr. Examiner, E x h i b i t 6 i s an isopach of the 

clean carbonate i n a p a r t i c u l a r producing mound i n the 

Strawn. The Strawn produces from a l g a l mound buildups, and 

I've i d e n t i f i e d one p a r t i c u l a r mound which i s pr o d u c t i v e i n 

the immediate area and mapped the amount of clean carbonate 

i n i t based on a gamma-ray c u t o f f . 

Also included i s a s t r u c t u r e map which r e a l l y — 

This i s a s t r a t i g r a p h i c t r a p , and the s t r u c t u r e i s j u s t 

added f o r completeness. 

Y o u ' l l note on t h i s map t h a t the producing w e l l s 

from the Strawn are marked i n red, and i n the v i c i n i t y of 

the proposed Government "S" 9 t o the east i n Section 35 

there's an e x c e l l e n t Strawn w e l l t h a t ' s made over a BCF. 

Due south of i t i n Section 2, there's an e x c e l l e n t Strawn 

w e l l t h a t ' s made 3 BCF. And due south of our proposed 

Government "S" 9 l o c a t i o n there's a very poor Strawn w e l l 

t h a t ' s made 147 m i l l i o n . 

W i t h i n t h i s Strawn sequence, I can p r e d i c t where 

the clean carbonate w i l l occur. 

Q. And how have you demonstrated t h a t on E x h i b i t 
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Number 6? 

A. Based on the mapping of the clean carbonate 

throughout the area and shaping the mound i n a fa s h i o n t o 

s i m i l a r l y b e t t e r expose examples. 

Q. So when we look at the d i s p l a y , i f we're l o o k i n g 

at footages of clean carbonate i n excess of t e n f e e t , t h a t 

i s what has been shaded i n blue? 

A. Yes, s i r . 

Q. But t h a t gives you no i n d i c a t i o n of what i s going 

t o be the r e l a t i v e p o r o s i t y development w i t h i n the blue 

area? 

A. No, s i r , t h a t ' s a very r i s k y aspect of t h i s play. 

I can i d e n t i f y where the mound i s , but I can't i d e n t i f y 

where the p o r o s i t y development i n the mound i s . There's 

several w e l l s — f o r example, i n Section 4, the Winchester 

Federal Number 1, which had e x c e l l e n t w e l l development but 

i t was t i g h t . Likewise, our Government "S" Number 1 i n 

Section 3 south of our l o c a t i o n was also t i g h t . 

So I can t e l l you t h a t there's a chance i f there 

were t o be any Strawn p o r o s i t y development, i t would be 

w i t h i n the blue area. 

Q. Describe f o r the Examiner why you have concluded 

g e o l o g i c a l l y t h a t i t i s not s u i t a b l e t o l o c a t e t h i s 

w ellbore a t a standard l o c a t i o n t o penetrate and 

p o t e n t i a l l y produce the Strawn r e s e r v o i r . 
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A. For the Strawn, the aspects of the Strawn are 

such t h a t the r i s k i s so great on being able t o p r e d i c t 

p o r o s i t y development t h a t I cannot r e a l l y comment on the 

r e l a t i v e value of an orthodox versus an unorthodox, i t ' s 

such a h i g h - r i s k play. We can get Strawn c o n t r i b u t i o n i f 

we take a w e l l deep, but there's no way t h a t the economics 

f o r a Strawn would support a stand-alone l o c a t i o n a t an 

orthodox l o c a t i o n . I t ' s such a r i s k y play t h a t the 

orthodox l o c a t i o n has no economic value unless i t ' s 

packaged w i t h the other zones. 

Q. Do you r e c a l l , Mr. Doty, i f the D i v i s i o n has 

assigned a pool nomenclature t o the Strawn r e s e r v o i r i n 

t h i s area? 

A. Yes, s i r . 

Q. I f my memory serves me r i g h t , I t h i n k i t ' s the 

Winchester-Strawn Gas Pool, but I could be mistaken. I s 

t h a t --

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

Q. — the re s e r v o i r ? 

A. Yes, s i r . 

Q. A l l r i g h t . Having now defined those t h r e e 

r e s e r v o i r s we've j u s t described, what i s the remaining 

r e s e r v o i r t h a t you've analyzed w i t h regards t o t h i s 

l o c a t i o n ? 

A. Yes, s i r , I've made a map on the Wolfcamp 
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r e s e r v o i r . 

Q. Well, l e t ' s t a l k about t h a t . I f y o u ' l l t u r n t o 

E x h i b i t 7, l e t ' s look at the Wolfcamp. Again, when the 

Examiner d i r e c t s h i s a t t e n t i o n t o the Wolfcamp, what 

p a r t i c u l a r nomenclature w i t h i n a pool d e s c r i p t i o n w i l l the 

D i v i s i o n know t h i s Wolfcamp r e s e r v o i r ? 

A. Let's see --

Q. I t h i n k i t should be the North Burton F l a t -

Wolfcamp Gas Pool? 

A. Yeah, I'm t r y i n g t o j u s t confirm t h a t myself. 

Mr. Catanach, I ' l l have t o examine E x h i b i t 1 t o confirm 

t h a t on what s p e c i f i c --

Q. Well, l e t ' s leave t h a t p o i n t f o r a moment, and 

l e t ' s look -- Without regard t o a s p e c i f i c name, describe 

f o r us the Wolfcamp analysis t h a t you've gone through and 

what conclusions you've reached. 

A. Yes, s i r , I've constructed a net-pay map of the 

Wolfcamp. The Wolfcamp i n t h i s p o r t i o n of the r e s e r v o i r , 

i n t h i s p o r t i o n of Eddy County, i s f a i r l y complex. I t ' s 

q u i t e a b i t d i f f e r e n t than North Burton F l a t t o the south. 

The p o r o s i t y d i s t r i b u t i o n i s a b i t more e r r a t i c , l o cated i n 

smaller a l g a l mounds. 

I have been able t o construct a net-pay map, 

however, t h a t seems t o f a i r l y w e l l d efine the p r o d u c i b i l i t y 

of the r e s e r v o i r . Y o u ' l l n o t i c e the red c i r c l e s are the 
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w e l l s t h a t are produced from t h i s r e s e r v o i r . None of these 

w e l l s are c u r r e n t l y a c t i v e . The f i e l d ' s been b a s i c a l l y 

abandoned, but there have been w e l l s t h a t have produced. 

For example, i n Section 35, the DWU Federal 

Number 2 has produced 712 m i l l i o n , t o the southeast, 1.5 

BCF. Southwest of t h a t i n Section 35, the Dero Federal "A" 

Com Number 1 has produced 520 m i l l i o n . And then over i n 

Section 34, the DWU Federal Number 4 has produced over 1.2 

BCF. 

So -- Also, our Government "S" Number 9 l o c a t i o n 

appears t o be w i t h i n t h a t 30-foot contour, so there's an 

e x c e l l e n t chance f o r r e s e r v o i r development i n the Wolfcamp. 

That i s the only chance f o r a Wolfcamp r e s e r v o i r i n t h a t 

s e c t i o n . The orthodox l o c a t i o n s are out of the Wolfcamp 

development. 

There i s a f a i r amount of r i s k on what's l e f t i n 

t h a t r e s e r v o i r a f t e r years of d e p l e t i o n from the o f f s e t , 

so. . . 

Q. When you look at a net-pay isopach f o r the 

Wolfcamp, what c u t o f f values d i d you use t o get a net-pay 

map? 

A. I used a 5-percent p o r o s i t y c u t o f f on the 

Wolfcamp, and I believe 30 f e e t of net pay represents the 

ar e a l extent of the best production or the economic 

production i n the Wolfcamp. 
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Q. You described t h i s as having a complex Wolfcamp 

d e p o s i t i o n a l environment. What are you saying? 

A. I t ' s not a s p e c i f i c mound t h a t ' s producing. 

There are several stacked carbonate mounds t h a t are very 

t h i n . So I can't p a r t i c u l a r l y — I can't p r e d i c t a 

continuous p o r o s i t y zone t h a t ' s continuous throughout t h a t 

area. 

Q. I s the net pay, then, i n terms of thickness a sum 

of those various Wolfcamp lenses? 

A. Yes, s i r , e x a c t l y . 

Q. And t h a t adds a s i g n i f i c a n t f a c t o r of r i s k i n 

determining w e l l locations? 

A. Yes, s i r . 

Q. Describe f o r us, then, i n conclusion why you have 

chosen the proposed unorthodox l o c a t i o n as being 

s u b s t a n t i a l l y p r e f e r a b l e t o the cl o s e s t standard l o c a t i o n . 

A. Yes, s i r . We f e e l l i k e we have one v i a b l e Bone 

Spring l o c a t i o n remaining on our leasehold i n Section 3, 

which i s the northeast quarter of Section 3, the Government 

"S" 9 l o c a t i o n . We also f e e l t h a t t h a t l o c a t i o n i s near 

the edge of the Bone Spring Pool, and there's a s u b s t a n t i a l 

r i s k associated w i t h t h a t , but v/e do f e e l l i k e t h e r e are 

recoverable Bone Spring reserves at t h a t l o c a t i o n . 

Q. I f you are required t o d r i l l a t a standard 

l o c a t i o n , as opposed t o t h i s proposed unorthodox l o c a t i o n , 
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would i t be a r i s k t h a t you would assume t o d r i l l t h i s 

w e l l? 

A. No, s i r , we wouldn't have the Bone Spring 

p o t e n t i a l t o back us up t o increase the chance f o r an 

economic payout. 

Q. So you would simply pass on the o p p o r t u n i t y t o 

d r i l l f o r t h i s r e s e r v o i r ? 

A. Yes, s i r , those reserves would not be recovered. 

We also f e e l l i k e we have s u b s t a n t i a l p o t e n t i a l 

f o r a Morrow r e s e r v o i r , but only a t the unorthodox 

l o c a t i o n . The orthodox l o c a t i o n l e f t t o us i n Section 3 

are i n the i n s u f f i c i e n t k i n d of rock t o produce those 

Morrow reserves. 

We f e e l l i k e the Strawn i s very r i s k y but may 

c o n t r i b u t e t o the economics of t h i s p r o j e c t , and we f e e l 

l i k e we do have an oppo r t u n i t y f o r some Wolfcamp reserves 

t h a t could also c o n t r i b u t e , but again only a t the 

unorthodox l o c a t i o n . 

Q. When we look at the proposed spacing u n i t f o r the 

deep gas, you're proposing t h a t t h i s be o r i e n t e d t o the 

no r t h h a l f of Section 3? 

A. Yes, s i r . 

Q. Within t h a t spacing c o n f i g u r a t i o n , w i l l t h i s be 

the only deep gas wellbore producing i f i t i s i n f a c t 

capable of production? 
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A. Yes, s i r . 

Q. So these other w e l l s t h a t we see on t h i s Wolfcamp 

d i s p l a y and the other displays have been abandoned 

wellbores? 

A. Yes, s i r . 

Q. That completes your geologic e x h i b i t s , does i t 

not, Mr. Doty? 

A. Yes, s i r . 

Q. Summarize f o r us your geologic conclusions w i t h 

regards t o the A p p l i c a t i o n . 

A. Therefore we f e e l l i k e we have reserves t h a t we 

can recover from both the Bone Spring and from the deeper 

zones. However, the r i s k i s s u f f i c i e n t and also the 

geologic model i s such t h a t only at the unorthodox l o c a t i o n 

can these reserves be recovered. 

MR. KELLAHIN: That concludes my examination of 

Mr. Doty. 

We move the i n t r o d u c t i o n of h i s E x h i b i t s 1 

through 7. 

EXAMINER CATANACH: E x h i b i t s 1 through 7 w i l l be 

admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Doty, t o make an economic w e l l i n the 

Wolfcamp, how much pay do you t h i n k you need i n t h a t 
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i n t e r v a l ? 

A. Mr. Kovarik has summarized a l l t h a t m a t e r i a l . 

I'm not sure i f I r e c a l l e x a c t l y the r e s u l t s of h i s 

a n a l y s i s . I f I might defer t o h i s testimony... 

Q. Okay, i n the Wolfcamp there's c u r r e n t l y no other 

production i n the no r t h h a l f of Section 3? 

A. No, s i r . 

Q. Those w e l l s have been abandoned? 

A. Yes, s i r , and i n f a c t a l l the Wolfcamp producers 

i n t h a t f i e l d are no longer a c t i v e . 

Q. That includes the w e l l s t h a t you've shown i n 

Section 34 and 35? 

A. Yes, s i r . 

Q. And there's no Wolfcamp production i n Section 2? 

A. No, s i r . 

Q. Do you know what the clo s e s t Wolfcamp production 

might be? 

A. I t would be Burton F l a t , North Burton F l a t , t o 

the south i n Section 10 — 10 and 11. 

Q. Now, as I understand i t , the Strawn — You can't 

r e a l l y d i f f e r e n t i a t e between a standard and an unorthodox 

l o c a t i o n i n the Strawn --

A. No, s i r , I can't. 

Q. - - a s t o which would be b e t t e r ? 

A. No, s i r , I can't. I wish I could do more on 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

predicting the porosity development, but I haven't — 

there's j u s t -- there's nothing evident. 

Q. The way you've got i t mapped, i t ' s p o s s i b l e t h a t 

you could have the same amount of net pay a t both 

l o c a t i o n s ; i s t h a t correct? 

A. Net clean carbonate, yes, s i r . The mound i s 

probably at the orthodox l o c a t i o n , but I have no — 

Q. T y p i c a l l y — 

A. — evidence of t h a t . 

Q. Yeah. T y p i c a l l y i n Strawn a l g a l mounds, don't 

you have a b e t t e r p o r o s i t y development toward the center of 

the mound? 

A. Yes, s i r . I was disappointed on t h i s w e l l i n 

Section 4, however, the Winchester Federal Number 1. I t 

f a i l e d and i t was i n the heart of the mound. That's a very 

d i s a p p o i n t i n g w e l l . 

There's also a w e l l t o the no r t h i n Section 33 

w i t h 26 f e e t of clean carbonate, but again t i g h t . So t h i s 

i s a very r i s k y development. 

So -- For some reason, the t h i c k e s t p a r t of the 

mound i s t i g h t , and I don't know i f t h a t ' s important or 

not. That may or may not be s i g n i f i c a n t . I'm d e f a u l t i n g 

t o s e r e n d i p i t y on p o r o s i t y d i s t r i b u t i o n w i t h i n the Strawn 

mound. 

Q. The Government "S" Number 1 w e l l , i t ' s no longer 
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producing from the Strawn? 

A. Yes, s i r . 

Q. I t ' s been abandoned? 

A. Yes, s i r . 

Q. So there's no Strawn production i n the n o r t h 

h a l f ? 

A. No. 

Q. I n Section 35, do you know i f t h a t w e l l i s s t i l l 

producing from the Strawn? 

A. No, s i r , the only a c t i v e w e l l i n the Strawn i s 

the one i n Section 2, the JCW State "2" Number 1. 

Q. And t h a t ' s a H i l l i n well? 

A. Yes, s i r . Oxy has an i n t e r e s t i n t h a t w e l l also. 

Q. I s t h a t w e l l s t i l l producing at p r e t t y good 

r a t e s , or --

A. I t s cur r e n t i s about 300 MCF a day. That w e l l i s 

on E x h i b i t 5, cross-section A-A', and i t shows i t s c u r r e n t 

r a t e as 316 m i l l i o n cubic f e e t a day, which i s obviously 

wrong. 

Q. Okay. 

A. I can c o r r e c t t h a t , take out an M. 

Q. Okay, i n the — Let's t a l k a l i t t l e b i t about the 

Morrow, I guess. 

Let me ask you t h i s f i r s t . What would you 

consider t o be the primary and secondary t a r g e t s i n t h i s 
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well? 

A. A c t u a l l y , I t h i n k the primary i s the Morrow and 

the Bone Spring, those two. Secondary would be Wolfcamp 

and Strawn. 

Q. Okay. Within the channel p o r t i o n of t h a t 

r e s e r v o i r and the overbank p o r t i o n , what's the d i f f e r e n c e 

i n the p e r m e a b i l i t i e s ? 

A. I don't have any measurements. What I do have 

i s — Mr. Kovarik has an e x h i b i t t h a t shows a cumulative 

r a t e - t i m e p l o t on the ARCO Federal Number 1, t h a t e x c e l l e n t 

w e l l up i n Section 34, and the DWU Federal Number 1. On 

the logs those w e l l s look very s i m i l a r , very s i m i l a r 

p o r o s i t i e s , j u s t t h a t the overbank — my i n t e r p r e t a t i o n of 

the overbank i s s h a l i e r . And i t ' s c l e a r l y — Those w e l l s 

were t o t a l l y d i f f e r e n t i n t h e i r producing c a p a b i l i t i e s . 

The ARCO Federal was an e x c e l l e n t w e l l , i t came on the same 

time as the DWU Federal Number 1, and i t was j u s t unable t o 

compete. 

But I don't have any measurements of 

pe r m e a b i l i t y . 

Q. The -- That overbank p o r t i o n t h a t you have mapped 

i n the northern p a r t of t h a t s t r u c t u r e seems t o f o l l o w t h a t 

3 0-foot contour l i n e , and then when you get down i n t o 

Section 3 i t takes o f f ? 

A. Yes, s i r . 
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Q. How do you explain that? 

A. That's an observation. I n Section 35 I have a 

w e l l , the Dero Federal "A" Com Number 1, w i t h 22 f e e t of 

sand, but also e x c e l l e n t recoveries. And as we s t a r t t o 

get cl o s e r t o the channel mouth bar i t ' s j u s t f l a t out 

cleaner sand down there. I t ' s an observation beyond t h a t . 

That's what I observe. I don't know e x a c t l y the process 

t h a t does t h a t . 

Q. So t h a t i n t e r p r e t a t i o n , i s i t based on t h a t w e l l 

i n Section 35? 

A. Yes, s i r , I might p o i n t out t h a t the w e l l i n 

Section 3, the Oxy Government "S" Number 2, i s not 

producing from t h i s s p e c i f i c sand, i t ' s producing from a 

deeper Morrow sand. I should have noted t h a t , so i t ' s not 

germane t o t h i s s p e c i f i c sand. 

Q. I'm sorry, the w e l l i n Section 2? 

A. No, I'm sorry, the one i n Section 3, i n the south 

h a l f of Section 3, the Government "S" Number 2. That i s n ' t 

producing from t h i s s p e c i f i c sand; t h a t ' s producing from a 

Morrow "A" sand t h a t i s n ' t productive i n any of the other 

w e l l s . That's an anomalous w e l l , t h a t ' s the only w e l l i n 

the area t h a t produces from t h a t s p e c i f i c sand. 

So the volumes recovered from t h a t w e l l do not 

r e f l e c t i t s p o s i t i o n on the map, because i t ' s another sand. 

Q. O f f s e t Morrow production, we've got -- Are a l l 
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those w e l l s producing c u r r e n t l y , t h a t you've shown i n 

Section 34, 35 and 2? 

A. No, s i r , the ARCO Federal Number 1, the Parker 

and Parsley w e l l , a t the A l o c a t i o n on t h a t c r o s s - s e c t i o n , 

t h a t ' s c u r r e n t l y a c t i v e i n the Winchester Morrow. 

Q. Arco Federal Number 1? 

A. Yes, s i r . 

Q. That's a curr e n t producer i n the Morrow? 

A. Yes, s i r . I t ' s near d e p l e t i o n and 8 MCF a day i s 

the c u r r e n t r a t e . 

The other two we l l s i n Section 34 are no longer 

a c t i v e i n the Morrow. They're now Bone Spring w e l l s . Oxy 

now operates t h a t lease. 

I n Section 3, t h a t w e l l t h a t we j u s t t a l k e d 

about, the Government "S" Number 2, t h a t ' s s t i l l an a c t i v e 

Morrow w e l l on a south-half spacing u n i t . Again, t h a t ' s 

not i n the -- i n t h a t p a r t i c u l a r sand, i t ' s not producing 

from t h a t p a r t i c u l a r sand. 

And both w e l l s i n Section 35 are s t i l l a c t i v e i n 

the Morrow, the Dero Federal "A" Com Number 1 i n the 

southwest quarter and also the Dero Federal Number 1 i n the 

southeast quarter. 

Q. And the w e l l i n Section 2? 

A. Yes, s i r , the w e l l i n Section 2 i s a Strawn w e l l , 

the one i n the nor t h h a l f of 2. That's a c t i v e i n the 
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Strawn, it's no longer active in the Morrow. 

The w e l l i n the south h a l f of 2, t h a t B o a t r i g h t 

Number 1 JCW State, i s a c t i v e i n the Morrow. That's a very 

poor w e l l . I t ' s i n the — what I'm i n t e r p r e t i n g as the 

marine cemented channel mouth bar. 

Q. So the w e l l i n the no r t h h a l f of Section 2, 

t h a t ' s been depleted i n the Morrow? 

A. Yes, s i r . 

Q. Okay. 

A. That w e l l had a very strange p r o d u c t i o n h i s t o r y . 

That w e l l was depleted l i k e i n two years, whoosh. And 

subsequent t o t h a t , the w e l l i n Section 5 was developed, 

and i t ' s proved t o have recovered a d d i t i o n a l reserves t h a t 

were not drained by t h a t w e l l i n Section 2. 

Q. I be l i e v e you said t h a t you have — or there's 

Bone Spring w e l l s t h a t have less than 30 f e e t of pay t h a t 

are --

A. Yes, s i r . 

Q. -- t h a t are noneconomic? 

A. Yes, s i r . 

Q. There's j u s t one i n Section 3; i s t h a t c o r r e c t ? 

A. Yes, s i r . There's one i n Section 34. I t ' s a new 

w e l l , the Parker and — w e l l -- Kind of l o s t i n the brown. 

I t ' s the Parker and Parsley ARCO Federal Number 2. Oxy 

p a r t i c i p a t e d i n t h a t w e l l , and i t ' s a marginal w e l l . I 
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can't s p e c i f i c a l l y say i f — you know, I don't have an 

economics run f o r p o s t - a u d i t , but i t was a very 

d i s a p p o i n t i n g w e l l . 

We also have two we l l s i n Section 4, which again 

are l o s t i n the brown. On E x h i b i t Number 1, they're the 

S t r a t a Aguila Federal and Garza Federal, both of which had 

— I t h i n k one had nine f e e t of pay, the other one had 

thre e f e e t of pay, which were very d i s a p p o i n t i n g a l s o , i n 

the Bone Spring. 

Q. So you f e e l l i k e you need at l e a s t 30 feet? 

A. Yes, s i r . That seems t o be the best estimate f o r 

the economic c u t o f f at t h i s time. 

Q. Mr. Doty, do you know how the w e l l i s going t o be 

completed? 

A. We r e a l l y don't know. I t j u s t depends on what we 

encounter. We would probably -- I f poss i b l e t o dual some 

of the zones mechanically without damaging the producing 

c h a r a c t e r i s t i c s , we may attempt t h a t . 

We are always concerned, however, about making a 

completion i n the Morrow and then having t o get i t wet and 

t o open up another zone and plumb the w e l l f o r a dual 

completion. 

The basis of our r i s k a n a l y s i s , however, i s t h a t 

when we stack the p o t e n t i a l s f o r a l l these zones, we then 

can add value s u f f i c i e n t t o economically j u s t i f y the 
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p r o j e c t . We probably won't — Obviously we won't produce 

a l l the zones at the same time. I f we have a Morrow -- I f 

we have a Morrow zone, we w i l l s t a r t w i t h Morrow, because 

we are gravely concerned about damage t o the Morrow zone. 

Q. Do you f e e l l i k e any s i n g l e zone would j u s t i f y 

the d r i l l i n g of a stand-alone well? 

A. No, s i r . And i t s o r t of comes i n t o how we run 

our r i s k economics. 

Well, t h i s i s Mr. Kovarik's testimony. I'm way 

ahead of him. Maybe I should defer t o him. 

Q. That's f i n e . I f you want t o , you can --

A. Yeah, I'11 j u s t . . . 

EXAMINER CATANACH: Mr. K e l l a h i n , would i t be 

t h i s witness or the next witness t h a t w i l l t a l k about 

o f f s e t operators? Do you --

MR. KELLAHIN: I n terms of who they are? 

EXAMINER CATANACH: Uh-huh. 

MR. KELLAHIN: I believe Mr. Doty's map w i l l 

r e f l e c t t h e i r i d e n t i t y . We have a c e r t i f i c a t e of m a i l i n g 

as t o a l l those operators. I'm not aware of any o b j e c t i o n 

t o any of those p a r t i e s . 

There's an Oxy landman present, as w e l l as Mr. 

Foppiano who's worked on the not i c e s , any one of whom could 

i d e n t i f y those p a r t i e s , but I believe Mr. Doty could 

probably t e l l you. 
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EXAMINER CATANACH: Okay. Well, l e t ' s j u s t go 

w i t h t h a t , then. 

Q. (By Examiner Catanach) Mr. Doty, can you t e l l me 

who the o f f s e t operators i n the various zones would be? 

A. To the northeast, i n the east h a l f of Section 34, 

Oxy i s the operator of t h a t lease. So we now operate the 

DWU Federal Number 4 and the DWU Federal Number 1. Those 

are now Bone Spring completions. 

The west h a l f of Section 34, Parker and Parsley 

operates t h a t Bone Spring l o c a t i o n and the Morrow l o c a t i o n . 

Oxy has an i n t e r e s t i n t h a t Bone Spring l o c a t i o n . 

Penroc i s the operator i n the west h a l f of 

Section 35, i n t h a t Morrow w e l l , and we don't have an 

i n t e r e s t i n t h a t . 

And H i l l i n i s the operator f o r t h a t Strawn w e l l 

i n the n o r t h h a l f of Section 2, and Oxy has an i n t e r e s t i n 

t h a t also. 

I'm not r e a l l y sure about the south h a l f of 

Section 2. I t says Howard B o a t r i g h t . 

Q. Okay, I'm not sure I'm concerned w i t h the south 

h a l f of Section 2. 

A. Yes, s i r . 

Q. As f a r as you know, there's not a west-half 

standard p r o r a t i o n u n i t , Section 2, dedicated t o anything? 

A. S i r , I'm making judgment based on l o c a t i o n of the 
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well, and my assumption based on that is that it's a north-

h a l f laydown. 

Q. A l l these o f f s e t operators have been n o t i f i e d of 

your A p p l i c a t i o n ? 

A. Yes, s i r , and we have spoken t o Mr. H i l l i n about 

i t , and also one of h i s partners spoke t o me and he agreed 

t h a t we were t r y i n g t o get something done by t e s t i n g these 

deep zones w i t h t h a t l a s t Bone Spring. So otherwise we 

d i d n ' t do t h a t . This area i s over-width on the deep. 

There are a f a i r amount of deep pe n e t r a t i o n s . 

EXAMINER CATANACH: Okay, I t h i n k t h a t ' s a l l I 

have. 

MR. KELLAHIN: For a d d i t i o n a l c l a r i f i c a t i o n , Mr. 

Examiner, when you look a t Section 2, we i d e n t i f i e d H i l l i n 

as the operator of the Strawn. As t o other r e s e r v o i r s , we 

have n o t i f i e d the a d j o i n i n g lessee i n Section 2. 

So when you look a t our n o t i c e l i s t , you're going 

t o f i n d some a d d i t i o n a l names. Those names r e f l e c t the 

base lessee or mineral owner, i n a d d i t i o n t o the operator 

of t h a t s e c t i o n . 

EXAMINATION 

BY MR. CARROLL: 

Q. Okay, who i s the operator i n the west h a l f of 

Section 35? 

A. Penroc. 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

36 

MR. CARROLL: I don't see a copy of the n o t i c e 

sent t o Penroc here, or the r e c e i p t . 

MR. KELLAHIN: I f y o u ' l l give us a moment, w e ' l l 

confirm. I t says Penroc O i l Company at t h i s p o i n t . We 

need t o confirm t h a t t h a t ' s i n f a c t the r i g h t 

i d e n t i f i c a t i o n f o r t h a t p a r t y . I'm not c e r t a i n i t ' s 

c o r r e c t , Mr. C a r r o l l . We'll check on t h a t . 

EXAMINER CATANACH: This witness may be excused. 

MR. KELLAHIN: A l l r i g h t . We'd l i k e t o c a l l Mr. 

Mike Kovarik. He s p e l l s h i s name K-o-v-a-r-i-k. 

MICHAEL KOVARIK, 

the witness herein, a f t e r having been f i r s t duly sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Kovarik, f o r the record, s i r , would you 

please s t a t e your name and occupation? 

A. My name i s Michael Kovarik. I'm a r e s e r v o i r 

engineer w i t h Oxy USA, Inc., i n Midland, Texas. 

Q. Mr. Kovarik, on p r i o r occasions have you 

t e s t i f i e d before the D i v i s i o n as a petroleum engineer? 

A. No, I have not. 

Q. Summarize f o r us your education. 

A. I have a bachelor's degree i n chemistry I 

received from M a r i e t t a College i n 1979, a bachelor's degree 
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i n petroleum engineering, also from M a r i e t t a College, i n 

1981, and a master's i n business a d m i n i s t r a t i o n I received 

from the U n i v e r s i t y of Tulsa i n 1989. 

Q. Summarize f o r us your employment. 

A. I'm — My h i s t o r y ? 

Q. Yes, s i r . 

A. Okay. I began work w i t h C i t i e s Service i n Tulsa 

i n the Research and Technology Center. I spent two years 

t h e r e . I was t r a n s f e r r e d from t h a t p o s i t i o n t o -- again, 

i n Tulsa, w i t h the Reserves Valuation Group where I was 

responsible f o r c a l c u l a t i n g reserves f o r SEC r e p o r t i n g and 

f o r f i n a n c i a l r e p o r t i n g . I spent e i g h t and a h a l f years i n 

t h a t p o s i t i o n , was t r a n s f e r r e d t o Midland as a r e s e r v o i r 

engineer i n l a t e 1991, and t h a t ' s the p o s i t i o n I c u r r e n t l y 

hold. 

Q. When the Examiner expresses i n t e r e s t i n the 

economic v i a b i l i t y w i t h the appropriate r i s k s attached t o 

each of these r e s e r v o i r s f o r w e l l s d r i l l e d a t t h i s proposed 

unorthodox l o c a t i o n , versus a standard l o c a t i o n , t h a t i s a 

t o p i c w i t h i n your expertise? 

A. Yes. 

Q. I n f a c t , f o r t h i s w e l l , as w e l l as many other 

w e l l s , t h a t i s one of your primary d u t i e s , i s i t not? 

A. Yes, i t i s . 

Q. Have you conducted such an economic i n v e s t i g a t i o n 
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w i t h regards t o t h i s p a r t i c u l a r a c t i v i t y t h a t Mr. Doty has 

described f o r us? 

A. Yes, I have. 

MR. KELLAHIN: We tender Mr. Kovarik as an expert 

engineer. 

EXAMINER CATANACH: He i s so q u a l i f i e d . 

Q. (By Mr. Kell a h i n ) Before we look a t the 

di s p l a y s , give us a general understanding and a sense of 

what you examined and what your u l t i m a t e conclusion was. 

A. Well, my goal -- Well, i n order f o r Oxy t o assume 

the r i s k of d r i l l i n g t h i s w e l l , we've got t o be able t o 

spread the r i s k throughout the hole, from the Bone Springs 

i n t o deeper zones. 

Q. Did you u l t i m a t e l y conclude t h a t you could not 

economically j u s t i f y and propose t o your management the 

d r i l l i n g of t h i s w e l l , i f i t was a stand-alone w e l l f o r any 

re s e r v o i r ? 

A. Yes, I d i d . 

Q. Regardless of whether i t ' s a t a standard l o c a t i o n 

or a t t h i s proposed unorthodox lo c a t i o n ? 

A. Yes, t h a t ' s t r u e . 

Q. And what was your conclusion? 

A. My conclusion was t h a t Oxy — I t ' s not an 

economically j u s t i f i a b l e p r o j e c t f o r Oxy t o d r i l l a w e l l t o 

the Morrow, t o the Strawn, t o the Wolfcamp or the Bone 
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Springs, either in a standard deep location or in the 

standard Bone Springs l o c a t i o n on t h e i r own. 

Q. For example, the Examiner was i n t e r e s t e d i n the 

Strawn formation where he was looking at Mr. Doty's 

isopach. I t shows a c e r t a i n thickness which makes no 

d i s t i n c t i o n i n the clean carbonate between the standard 

l o c a t i o n and the unorthodox l o c a t i o n . Under e i t h e r 

a n a l y s i s t h a t you have made w i t h regards t o t h a t l o c a t i o n , 

can you j u s t i f y t h a t w e l l as a stand-alone w e l l i n the 

Strawn? 

A. No, I can't, because — although Mr. Doty mapped 

the clean carbonate, he t e s t i f i e d t h a t he cannot map the 

p o r o s i t y . I t ' s too e r r a t i c , and i t ' s a great source of 

r i s k i n d r i l l i n g a Strawn w e l l i n e i t h e r l o c a t i o n . 

Q. With t h a t exception, then, you need t o package 

a l l these other r e s e r v o i r s at the proposed unorthodox 

l o c a t i o n ? 

A. Yes, I do. 

Q. And when you assign the appropriate l e v e l of 

r i s k , i t becomes a p r o j e c t t h a t you could fund and d r i l l a t 

t h a t unorthodox l o c a t i o n i f i t includes a l l these 

r e s e r v o i r s ? 

A. Yes, i f -- There's inherent value i n the Morrow 

and the Wolfcamp and the Strawn and the Bone Springs, but 

there's r i s k involved i n t r y i n g t o e x t r a c t t h a t value. 
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I f we are able t o recognize the p o t e n t i a l of 

those zones w i t h the cost of one w e l l , even w i t h the heavy 

amount of r i s k t h a t ' s involved i n each of the zones, i t 

makes i t an economically j u s t i f i a b l e p r o j e c t . 

Q. A l l r i g h t . We'll commence the d e t a i l s of your 

reasoning t h a t got you t o those conclusions. 

Before we s t a r t t h a t , l e t ' s look a t E x h i b i t 8 and 

have you help us f i t t h i s e x h i b i t i n t o the a n a l y s i s of the 

p r o j e c t . When we look at E x h i b i t 8, what are we seeing? 

A. E x h i b i t 8 i s a production curve f o r f i v e Morrow 

w e l l s . I f you can r e f e r , please, t o Mr. Doty's e x h i b i t --

Which one i s that? 

Q. I t ' s h i s Morrow map, i t ' s h i s E x h i b i t Number 4. 

A. E x h i b i t Number 4, the lower Morrow "B" net sand 

isopach. 

Q. He was p a r t i c u l a r l y concerned about what was 

happening i n Section 34 w i t h r e l a t i o n t o the ARCO Federal 1 

w e l l , and then t h a t Reeves Federal 4? 

A. Yes. These production curves g r a p h i c a l l y 

i l l u s t r a t e what Mr. Doty t e s t i f i e d t o w i t h respect t o 

de p o s i t i o n a l environment, the main channel p o r t i o n of the 

r e s e r v o i r and the bank deposits. 

Q. And how i s t h a t i l l u s t r a t e d ? 

A. Well, i f we can look i n Section 34, the ARCO 

Federal Number 1 w e l l , on Mr. Doty's map, on E x h i b i t Number 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

41 

8 the ARCO Federal Number 1 production curve i s the black 

curve t h a t begins approximately 1973, and y o u ' l l n o t i c e 

t h a t i t was a very good w e l l . We could t e l l t h a t by the 

cumulative production of 3.1 BCF. 

Q. Not only does i t have a cum production t h a t ' s 

high, i t s i n i t i a l r a t e was higher than the other wells? 

A. I t s i n i t i a l r a t e approached 2 m i l l i o n cubic f e e t 

per day. 

Q. And he's concluded t h a t t h a t w e l l was i n the best 

p o r t i o n of r e s e r v o i r development f o r the lower Morrow "B" 

channel? 

A. That's t r u e . 

Q. And he d i s t i n g u i s h e d i t from what other well? 

A. He d i s t i n g u i s h e s t h i s from the DWU Federal Number 

1 and the DWU Federal Number 4 w e l l , which are depicted i n 

the bank deposits on the map. 

Q. And he concluded t h a t t h a t was i n a lower 

p e r m e a b i l i t y area i n t h i s overbank sand, and i t was not as 

successful. How does E x h i b i t 8 a u t h e n t i c a t e t h a t 

conclusion? 

A. E x h i b i t 8 shows the production curve f o r the DWU 

Federal Number 1 w e l l as the red curve which begins i n l a t e 

1973. I t shows r a p i d decline and not very much cumulative 

production. 

And also, the DWU Federal Number 4 w e l l i s the 
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green curve, which begins the middle of 1980, and again 
there's e r r a t i c , very low production i n t h a t w e l l . 

Q. I s there anything i n the way these w e l l s were 

d r i l l e d , completed, t e s t e d , produced or otherwise operated 

t o account f o r the d i f f e r e n c e , other than a r e s e r v o i r 

explanation? 

A. That's very possible. 

Q. A l l r i g h t . 

A. I haven't researched t h a t . 

Q. I t appears, though, t h a t on t h i s i n f o r m a t i o n 

t h a t ' s displayed t o you, one accounting f a c t o r could be 

simply poor r e s e r v o i r development? 

A. Oh, absolutely, e s p e c i a l l y w i t h the — Mr. Doty's 

examination of the w e l l s and t h e i r logs and the 

i n t e r p r e t a t i o n t h a t he gives, i t makes c l e a r sense t h a t 

t h a t would be the case. 

Q. A l l r i g h t , l e t ' s t u r n t o the economic a n a l y s i s . 

I f y o u ' l l s t a r t w i t h E x h i b i t Number 9, summarize f o r the 

Examiner the r e s e r v o i r data sheet shown on E x h i b i t 9. 

A. Okay, the r e s e r v o i r data sheet i s b a s i c a l l y an 

inf o r m a t i o n - o n l y sheet, which shows the various zones i n 

question, Bone Springs, Wolfcamp, Strawn and Morrow, the 

approximate depth t h a t w e ' l l be looking f o r i n the 

Government "S" 9 l o c a t i o n , the date of f i r s t p r o d u c t i o n f o r 

the pools i n question, t h e i r cumulative r e c o v e r i e s , number 
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of w e l l s , c u r r e n t r a t e s , and the d r i v e mechanisms inv o l v e d 

i n the r e s e r v o i r . 

Q. This i s your data sheet by which, then, you 

commenced t o undertake your engineering i n v e s t i g a t i o n s , 

i n c l u d i n g your volumetric and any other method of analysis? 

A. Yes. 

Q. A l l r i g h t . Let's t u r n t o E x h i b i t Number 10 and 

have you i d e n t i f y and describe t h i s d i s p l a y . 

A. My f i r s t job was t o c a l c u l a t e reserves f o r each 

of the zones. I had several methods -- a c t u a l l y two 

methods a v a i l a b l e t o me i n t h i s case. They were 

volumetrics and analogy. 

This sheet, t h i s t a b l e , i s a summary of 

v o l u m e t r i c c a l c u l a t i o n s , rock and f l u i d p r o p e r t i e s t h a t 

went i n t o the c a l c u l a t i o n of the reserves f o r each of the 

zones i n question. 

Q. I n each instance you've used your best 

engineering judgment about the appropriate parameters t o 

use and l i s t here t h a t go i n t o the v o l u m e t r i c c a l c u l a t i o n ? 

A. I've used the my best a v a i l a b l e knowledge and 

i n f o r m a t i o n , and also the best a v a i l a b l e knowledge from the 

geologic side, from Mr. Doty's i n t e r p r e t a t i o n , f o r each of 

the zones. 

One assumption i n these volumetric c a l c u l a t i o n s 

has t o do w i t h pressure. I've assumed a v i r g i n normal 
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h y d r o s t a t i c g r adient f o r i n i t i a l pressure f o r a l l of these 

zones. 

This i s a p r e t t y good source of r i s k , because 

we've had q u i t e a b i t of production out i n the deeper 

zones, i t ' s a mature area f o r those zones, so the r e may be 

the p o s s i b i l i t y of some d e p l e t i o n . So t h i s i s a source of 

r i s k i n the analysis f o r these reserves. 

Q. To be consistent w i t h volumetric methodology, you 

would use the o r i g i n a l pressure i n the r e s e r v o i r ? 

A. Yes. 

Q. And then you would account f o r the f a c t t h a t t h i s 

i s a depleted Wolfcamp r e s e r v o i r i n assigning the 

appropriate l e v e l of r i s k when you f i n i s h your economic 

analysis? 

A. That's e x a c t l y the methodology t h a t we used, yes. 

Q. To make sure the Examiner understands your 

method, l e t ' s look a t the acre-foot assumption and simply 

go down the column t h a t has Wolfcamp. For purposes of your 

v o l u m e t r i c s , when we look a t the Wolfcamp you've assumed 

320 acres; i s t h a t not true? 

A. Yes, I d i d . 

Q. And when you look a t Mr. Doty's E x h i b i t Number 7 

f o r the Wolfcamp net pay isopach, you have made an 

estimate, then, w i t h regards t o the uniform thickness t o 

assign w i t h i n the 320 acres? 
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A. Yes, I d i d . 

Q. And t h a t assumption i s t h a t you've got a uniform 

thickness i n t h i s volumetric container of a net he i g h t of 

15 feet? 

A. Yes. 

Q. A l l r i g h t . So t h a t assumption may be o p t i m i s t i c 

as well? 

A. That assumption has u n c e r t a i n t y t o i t . 

Q. And as p a r t of your r i s k f a c t o r t o the economics, 

you take t h a t component i n t o consideration? 

A. Yes, absolu t e l y . 

Q. A l l r i g h t . And t h a t ' s t r u e w i t h a l l these other 

parameters and these other r e s e r v o i r s ; i t ' s the same type 

and same method? 

A. I t ' s t r u e f o r the Bone Springs, the Strawn and 

the Morrow also. 

Q. A l l r i g h t . Let's look at what else you have t o 

work w i t h i n a d d i t i o n t o the r e s e r v o i r parameters f o r 

vol u m e t r i c s . I f y o u ' l l t u r n t o E x h i b i t 11, Mr. Kovarik, 

describe f o r us the other parameters you've used. 

A. Well, a c t u a l l y E x h i b i t 11 i s the beginning of the 

analogy. 

Q. You have stapled t o t h a t a se r i e s of production 

p l o t s , have you not? 

A. Yes, I do. 
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Q. And what do those represent? 

A. The production p l o t s t h a t are attached t o E x h i b i t 

Number 11 are the r e s u l t s of decline curve a n a l y s i s f o r the 

a c t i v e w e l l s i n the area surrounding the Government "S" 

Number 9. 

Q. And t h a t w i l l serve as one of the data p o i n t s or 

sources of engineering i n f o r m a t i o n t h a t you've u t i l i z e d 

when you make the composite e x h i b i t , which i s the f i r s t 

page of 11, and look at your forecast of cumulative and 

u l t i m a t e gas recoveries? 

A. Yes. 

Q. A l l r i g h t . Summarize f o r us, then, the f i r s t 

page of E x h i b i t 11. 

A. The f i r s t page of E x h i b i t 11 i s a summary t a b l e 

f o r each of the w e l l s i n each of the zones surrounding the 

Government "S" Number 9. 

The f i r s t column shows the pool and the zone t h a t 

the w e l l i s i n . 

The second column states the w e l l , we've got 

cumulative production t a b u l a r i z e d , and also u l t i m a t e 

recovery. I n the case of the i n a c t i v e w e l l s , the 

cumulative production w i l l equal the u l t i m a t e recovery f o r 

the w e l l . I n the case of the a c t i v e w e l l s , the u l t i m a t e 

recovery w i l l equal the cumulative production plus 

remaining reserves, determined by decline curve a n a l y s i s , 
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the r e s u l t s of which are attached t o the e x h i b i t . 

Q. A l l r i g h t . Having done t h a t work, what then do 

you do? 

A. I determined u l t i m a t e recovery f o r each of the 

i n d i v i d u a l w e l l s and then summed or added together those 

recoveries f o r each zone, such t h a t I have a t o t a l u l t i m a t e 

recovery f o r the Strawn, u l t i m a t e recovery f o r the Morrow, 

u l t i m a t e recovery f o r the Wolfcamp, on a t o t a l basis f o r 

the w e l l s surrounding the Government "S" Number 9. 

Q. A l l r i g h t , s i r . Let's t u r n t o E x h i b i t Number 12 

and have you describe f o r us what, then --

A. E x h i b i t Number 12, then, i s a co m p i l a t i o n of 

E x h i b i t Number 11. I t ' s an average. What I d i d t o come up 

w i t h an analog w e l l f o r each of the zones was t o take an 

average of the production i n each of the zones and c a l l e d 

t h a t my analog w e l l . 

For example, i n the Morrow, the f i r s t p a r t of the 

t a b l e , the t o t a l u l t i m a t e recovery f o r the e i g h t o f f s e t t i n g 

w e l l s f o r the Government "S" Number 9 was approximately 12 

BCF. 12 BCF d i v i d e d by 8 i s 1.5 BCF. That was my analog 

estimate f o r recovery f o r the "S" 9 l o c a t i o n . 

S i m i l a r c a l c u l a t i o n f o r the Strawn and s i m i l a r 

f o r the Wolfcamp. 

Q. A l l r i g h t . Now you've got your u l t i m a t e 

recoveries c a l c u l a t e d or estimated f o r the Wolfcamp, Strawn 
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and Morrow f o r t h i s w e l l at t h i s l o c a t i o n . What then do 

you do? 

A. Well, I have a volumetric estimate and I've got 

an analog estimate. 

Q. A l l r i g h t , l e t ' s look at the next e x h i b i t , Number 

13, and have you i d e n t i f y t h a t f o r us. 

A. E x h i b i t Number 13 i s a t a b l e which -- i t shows i n 

the shaded area the reserves t h a t were used i n the economic 

a n a l y s i s f o r each of the zones. Let's work from top t o 

bottom here. 

Morrow, f o r example, the vo l u m e t r i c estimate was 

approximately 3.9 BCF. My analog w e l l was 1.5 BCF. 

Because there's inherent e r r o r bars w i t h e i t h e r of these 

methods, w i t h both of these methods, which one do you use? 

Which one i s more r i g h t ? Which one i s more wrong? 

I n t h i s case, i n the case of the Morrow, Strawn 

and Wolfcamp, based on the geology and the l o c a t i o n of the 

w e l l , I f e l t t h a t they were equally v a l i d , such t h a t I 

weighted the reserves estimate, the u l t i m a t e recovery 

estimate, f o r each of the zones — f o r each of the methods, 

excuse me — equally, so t h a t I took my v o l u m e t r i c 

estimate, my analog estimate, summed together, d i v i d e d by 

two. So I've got an equal weight f o r those methods. 

Q. I s t h a t a process t h a t i s accepted as a standard 

process f o r economic analysis by engineers w i t h your 
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experience doing t h i s type of analysis? 

A. Yes, I believe so. 

Q. A l l r i g h t . Having done t h a t , now, where does i t 

take you? 

A. Well, again i n the shaded area, y o u ' l l n o t i c e — 

Those are the reserves t h a t I used t o c a l c u l a t e economics 

f o r the Morrow, Strawn and Wolfcamp. 

Bone Springs, on the other hand, y o u ' l l n o t i c e 

t h a t there's no analog reserve estimate. We — I n my 

judgment, we have a good handle on the geology, on the 

volu m e t r i c s surrounding — i n the Bone Springs, Old Millman 

Ranch-Bone Springs. 

The production c h a r a c t e r i s t i c s of the w e l l s 

o f f s e t t i n g Government "S" 9 d i f f e r due t o t h e i r s t r u c t u r a l 

p o s i t i o n . Therefore — Also, the w e l l s are r e l a t i v e l y 

young; there's not much production h i s t o r y t o d e c l i n e from. 

Therefore, I f e l t t h a t the volumetric estimate was the best 

estimate t o use and a analog estimate would mislead me. 

Q. A l l r i g h t , l e t ' s go t o the conclusion page, then, 

which i s marked as E x h i b i t 14, and have you summarize f o r 

us how you've reached your conclusion and what t h a t 

conclusion i s . 

A. Okay. On the top -- This i s a r a t h e r busy s l i d e ; 

I don't want t o get l o s t i n i t too much, because i t ' s very 

important. But please, i f we could look at the top of the 
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slide, above the assumptions, these are the conclusions 

t h a t we came t o . 

On the l e f t I've got l i s t e d the various zones, 

Morrow, Strawn, Wolfcamp and Bone Springs. To the r i g h t of 

t h a t --

Q. The t a r g e t MCF represents what? Recoverable gas 

f o r t h a t spacing u n i t ? 

A. Yes, t h a t ' s a net economic recovery t h a t I would 

expect, based on the volumetric and analogy reserves 

c a l c u l a t i o n s . 

Q. And then the next one — That's an o i l - r e s e r v e 

number i n thousands of barrels? 

A. Yes, the t a r g e t reserves. These are the h i g h -

case reserves, okay? These are unrisked, best-case 

reserves i n my e s t i m a t i o n t h a t we would expect from any of 

these zones. 

Q. Now, engineers l i k e you doing economic a n a l y s i s 

are going t o at t h i s p o i n t determine a r i s k f a c t o r t o 

assign t o these various r e s e r v o i r s ? 

A. As Mr. Doty t e s t i f i e d , the r i s k i n v o l v e d i n t h i s 

r a t h e r mature f i e l d w i t h a l o t of d e p o s i t i o n a l -- strange 

t h i n g s going on, there's a l o t of r i s k i n v o l v e d . 

Q. I s there a standard acceptable engineering method 

by which t o categorize i n t o d i f f e r e n t categories the l e v e l s 

or the degrees of r i s k per r e s e r v o i r ? 
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A. Yes, there i s . 

Q. And do you have a reference paper here t h a t w i l l 

v e r i f y the l e v e l s of r i s k t h a t you've chosen f o r these 

r e s e r v o i r s ? 

A. I do, E x h i b i t Number 15, i f we could t u r n t o 

t h a t , please. 

Q. And what i s t h a t , s i r ? 

A. E x h i b i t 15 i s the Fourteenth Annual Society of 

Petroleum Evaluation Engineers Survey of Economic 

Parameters Used i n Property Evaluations, dated June, 1995. 

Q, So i f the Examiner should choose t o do so, he can 

read t h i s paper, he can f i n d out the d e f i n i t i o n f o r the 

Morrow formation where you categorize t h a t probable 

undeveloped; i s t h a t t h i s --

A. Yeah. 

Q. What's the summary here? 

A. Can I step back — Can I step back f o r one 

second, please? 

Q. Give me the i d e n t i f i c a t i o n --

A. Oh, I'm sorry. 

Q. - - o f these codes. 

A. Okay, yeah, the reserves category. 

Q. Yeah. 

A. Yeah, i f we could step back t o E x h i b i t 14 here — 

Q. Yeah, look at t h a t . 
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A. The reserves category f o r the Morrow — 

Q. Yes. 

A. -- probable undeveloped. 

Q. What's the next one? 

A. Possible undeveloped. The next one f o r the 

Wolfcamp i s also possible undeveloped. And the Bone 

Springs i s proved undeveloped. 

Q. These categories plus a d d i t i o n a l c ategories are 

a l l described i n the paper, the t e c h n i c a l paper? 

A. They are summarized under -- The r i s k f a c t o r s 

associated w i t h these reserves categories are summarized i n 

the paper, yes. 

Q. A l l r i g h t . And i t ' s a method of c a t e g o r i z i n g or 

assigning various degrees of r i s k t o these r e s e r v o i r s t h a t 

i s a standard method of doing t h i s ? 

A. Yes. 

Q. And when you then apply the r i s k f a c t o r 

percentage associated w i t h a probable undeveloped, i t ' s 

t h i s approximately 20-percent r i s k ? 

A. There's 20-percent r i s k involved w i t h a probable 

undeveloped. 

Q. A l l r i g h t . Follow t h a t l i n e across and f i n i s h 

the math f o r us then. 

A. Okay. I f I could step back, please. I 

categorized the reserves, okay. I want t o make sure t h i s 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

53 

i s c l e a r on the reserve c l a s s i f i c a t i o n s . I c l a s s i f i e d the 

Morrow as probable undeveloped, and I ' d l i k e t o g i v e you 

some of the reasons f o r t h a t . 

There's Morrow production i n the zone t h a t we're 

t r y i n g t o h i t i n the area. However, i t ' s s t i l l r i s k y . 

There's r i s k of us d r i l l i n g i n t o the bank deposit, i n t o 

t h i s play deposit, there's d e p l e t i o n r i s k associated w i t h 

t h i s play, but there i s good Morrow production. Therefore, 

I categorize i t as probable. 

I n the Strawn and the Wolfcamp, I f e l t t h a t there 

was more r i s k involved i n those r e s e r v o i r s . Those were 

c l a s s i f i e d , t h e r e f o r e , as possible undeveloped. 

Bone Springs, we've got a p r e t t y good handle on 

the geology. There's o f f s e t t i n g production, and I could 

c l a s s i f y t h a t as proved undeveloped. 

And then the r i s k f a c t o r s f o r those reserves 

categories were then m u l t i p l i e d by the t a r g e t reserves 

number t o get a r i s k e d reserves and r i s k p roduction 

schedule f o r each of the zones. 

I then -- I wanted t o see -- t o answer one of 

your previous questions, i s i t economical f o r Oxy t o d r i l l 

a w e l l on i t s own? By doing an economic a n a l y s i s on the 

r i s k e d reserves, then, we would be able t o t e l l t h a t . 

So i f I used the c a p i t a l cost f o r a Morrow 

completion and the r i s k e d reserves f o r the Morrow zone, the 
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r a t e of r e t u r n of t h a t p r o j e c t would be negative, the net 

present value would be a negative $300,000-plus. 

Q. A l l r i g h t . When you do the math, you go down t o 

the assumption, you pick out the c a p i t a l cost f o r the 

Morrow completion, the $655,000, you do the c a l c u l a t i o n . 

You're going t o come up -- I f i t ' s a Morrow stand-alone, 

i t ' s going t o be a negative deal of $328,000? 

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

Q. You can't do i t , r i g h t ? 

A. You cannot do i t . 

Q. And so you go over here and you put a negative, 

and t h a t ' s the b i g black l e t t e r s ? 

A. The b i g black l e t t e r s r e f e r t o a negative r a t e of 

r e t u r n . I t ' s an uneconomically j u s t i f i a b l e p r o j e c t . 

Q. What i s the meaning, then, of the next two 

columns where we have net gas and net o i l ? What do those 

mean? 

A. The net gas reserves are the r i s k e d net reserves. 

And p a r t of the assumptions here, I've used a working 

i n t e r e s t of 100 percent and net revenue i n t e r e s t of 82.5 

percent. So t h a t ' s what those reserves r e l a t e t o . 

Q. A l l r i g h t . So you go down each of the 

formations, you do the same an a l y s i s , you f i n d the 

appropriate category of r i s k which you've j u s t described, 

and i n each i n d i v i d u a l zone, then, a stand-alone w e l l i s a 
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negative r a t e of r e t u r n , and t h e r e f o r e you can't do i t ? 

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

Q. What happens when you sum them? 

A. I f I sum the values -- or a c t u a l l y sum the 

reserves of each of the zones and take the c a p i t a l cost f o r 

a deep w e l l f o r a Morrow completion, c a l c u l a t e economics 

based on those assumptions, we've got a 28-percent r a t e of 

r e t u r n p r o j e c t w i t h a net present value of $117,000 --

Q. The conclusion --

A. — a t 15 percent. 

Q. The conclusion being — ? 

A. The conclusion being, we cannot d r i l l 

economically f o r the we l l s — f o r the zones i n d i v i d u a l l y . 

I t ' s a loser p r o j e c t . 

However, i f we are allowed t o access the 

p o t e n t i a l value, the r i s k value of each of these zones, 

then we can economically j u s t i f y doing the p r o j e c t . 

Q. And you're s a t i s f i e d and you can defend the 

s p e c i f i c category of reserve r i s k t h a t you've assigned t o 

each of the four r e s e r v o i r s t h a t ' s shown i n the f o u r t h 

column? 

A. Yes. 

MR. KELLAHIN: A l l r i g h t , t h a t concludes my 

examination of Mr. Kovarik. 

We move the i n t r o d u c t i o n of h i s E x h i b i t s 8 
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through 15. 

EXAMINER CATANACH: E x h i b i t s 8 through 15 w i l l be 

admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Kovarik, your r i s k f a c t o r t h a t you've used i n 

t h i s c a l c u l a t i o n has been determined from data or 

parameters i n here — 

A. Yes, s i r . 

Q. -- t h i s paper? Okay. 

Why does your t a r g e t MCF d i f f e r from your reserve 

c a l c u l a t i o n s on E x h i b i t 13? 

A. The t a r g e t MCF on E x h i b i t 14 i s a net number, 

using the .825 net revenue i n t e r e s t t h a t ' s shown i n the 

assumptions. 

And i t ' s also an economic reserve number, such 

t h a t I performed economics on each of these, and i f they 

were cut o f f economically prematurely before producing the 

t o t a l volumetric/analogy reserves, then there would be a 

source of d i f f e r e n c e there also. 

So the reserves you see on page 13 -- excuse me, 

E x h i b i t 13, would be gross, 100 percent. 

Q. I n your analysis, do you f e e l l i k e you need a l l 

f o u r zones t o make t h i s an economic venture? 

A. Yes, I do. 
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Q. On your decline curves, on E x h i b i t Number 8, the 

DWU Federal Number 4, how come we only show th r e e d i f f e r e n t 

p o i n t s of production on t h a t green curve? I s t h a t --

A. I t ' s very e r r a t i c production. I don't know 

s p e c i f i c a l l y the answer t o t h a t . 

Q. Well, should t h a t have been a continuous green 

curve on th a t ? 

A. I f i t produced f o r those years i n between, i t 

would have been a continuous curve, yes, but apparently i t 

had not. 

I t ' s possible — I l i m i t e d my p l o t from between 

10 MCF a day t o 10,000 MCF a day. I f the p o i n t s were out 

of t h a t range, then the curve would be l o s t . I t ' s p o s s i b l e 

t h a t the w e l l produced below 10 MCF a day d u r i n g those 

periods. 

Q. I s i t also your opinion t h a t — I s i t l i k e l y t h a t 

t h i s w e l l i s going t o be a dual completion i n the Bone 

Spring and the Morrow? 

A. I can't say t h a t f o r sure. As Mr. Doty t e s t i f i e d 

e a r l i e r , the Morrow i s a very t r i c k y formation. I f i t ' s 

messed w i t h too much, i f the wrong chemicals and/or water 

are l e f t on the formation too long, you experience c l a y 

s w e l l i n g , which r u i n s your zone. 

I don't know i f — I t depends on the w e l l . We 

have t o see what the w e l l w i l l give us and work a t i t from 
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t h a t perspective. 

Yes, i t would be nice, i t would be nice i f we 

could do t h a t , but we're not going t c r i s k a good Morrow 

completion, I don't t h i n k , i n my mind, i n my op i n i o n , f o r 

the p o t e n t i a l . I t would be nice t o do t h a t , though. 

EXAMINER CATANACH: I have nothing f u r t h e r of Mr. 

Kovarik. 

MR. KELLAHIN: Mr. Examiner, I have v e r i f i e d the 

n o t i c e issue. 

For c l a r i t y i n the record, the A p p l i c a t i o n has 

attached t o i t an E x h i b i t B, which i s i n three p a r t s . Page 

3 of E x h i b i t B t o the A p p l i c a t i o n are the working i n t e r e s t 

owners i n Section 35 t h a t would be a f f e c t e d by the 

unorthodox l o c a t i o n . A l l those p a r t i e s , s t a r t i n g w i t h 

Asher Resources down through Weil, were n o t i f i e d . This 

l i s t f a i l e d t o include Penroc. We w i l l r e c o n f i r m i f we've 

missed anyone else, and w e ' l l provide the n o t i c e . But Mr. 

C a r r o l l i s c o r r e c t , Penroc was i n a d v e r t e n t l y not n o t i c e d , 

and we need t o take care of t h a t . 

We w i l l contact — I t ' s Merchant, I t h i n k , w i t h 

Penroc. We'll contact him and see i f we can get a waiver 

from him shor t of the normal 2 0-day n o t i c e . I f not, then 

we're o b l i g a t e d t o wait the n o t i c e p e r i o d . 

EXAMINER CATANACH: Would you suggest we continue 

i t f o r two weeks and you t r y and get that? 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

59 

MR. KELLAHIN: Yes, s i r , let's t r y that, and i f 

t h a t ' s inadequate I ' l l r e p o r t t o you and w e ' l l determine 

how t o s a t i s f y the n o t i c e requirement. So i f y o u ' l l leave 

t h i s record open f o r us f o r two weeks, w e ' l l r e p o r t t o you 

on the n o t i c e . 

EXAMINER CATANACH: Okay, t h i s case w i l l be 

continued t i l l the February 8th hearing, and w e ' l l deal 

w i t h i t then. 

(Thereupon, these proceedings were concluded a t 

9:35 a.m.) 

* * * 
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