
1 

2 

-3 

A 

<s 

5 

6 

7 

8 

9 

1 0 

I 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

20 

2 2 

2 3 

2 4 

2 5 

i 

NEW MEXICO OIL CONSERVATION DIVISION 

STATE LAND OFFICE BUILDING 

STATE OF NEW MEXICC 

CASE NO. 10997 

IN THE MATTER OF: 

The A p p l i c a t i o n o f N e a r b u r g E x p l o r a 
Company f o r Compulsory P o o l i n g 
and an U n o r t h o d o x Gas W e l l L o c a t i o n 
Eddy County, New Me x i c o . 

on 

BEFORE 

JIM MORROW 

H e a r i n g Examiner 

S t a t e Land O f f i c e B u i l d i n g -

June 9, 19 9 4 

REPORTED BY: 

CARLA DIANE RODRIGUEZ 
C e r t i f i e d S h o r t h a n d R e p o r t e r 
f o r t h e S t a t e o f New Mexico 

ORIGINAL 
CUMBRE COURT REPORTING 

(505) 984-2244 



2 

3 

4 

5 

6 

7 

8 

9 

1 0 

i 1 

1 2 

1 3 

14 

1 5 

1 6 

1 7 

1 8 

1 9 

20 

2 1 

2 2 

2 3 

2 4 

25 

2 

A P P E A R A N C E S 

FOR THE APPLICANT: 

KELLAHIN & KELLAHIN 
Post O f f i c e Box 2265 
Santa Fe, New Mexico 87504-2265 
BY: W. THOMAS KELLAHIN, ESQ. 

CUMBRE COURT REPORTING 
(505) 984-2244 



•1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

20 

2 1 

2 2 

2 3 

24 

2 5 

3 

I N D E X 

Appearances 

WITNESSES FOR THE APPLICANT 

1 . JOE FITZGERALD 
E x a m i n a t i o n by Mr 
E x a m i n a t i o n by Mr 

2. JERRY ELGER 
E x a m i n a t i o n by Mr 
E x a m i n a t i o n by Mr 

3 TERRY E. DURHAM 
E x a m i n a t i o n by Mr 
E x a m i n a t i o n by Mr 

K e l l a h i n 
Mo r row 

K e l l a h i n 
Morrow 

Ke 1 l a h i n 
Morrow 

Page Nunbe: 

2 

22 , 4 7 

2 5 
3 3 

4 L 
4 5 

Ce r t i f i c a t e o f R e p o r t e r 43 

E X H I B I : : s 
Page M a r k 

E x h i b i t No . 1 5 
E x h i b i t No . 2 * 7 

E x h i b i t No . 3 1 L 
E x h i b i t No . 4 20 
E x h i b i t No . 2i> 

E x h i b i t No . 6 3CI 
E x h i b i t No . 7 30 
E x h i b i t No . 8 41' 

CUMBRE COURT REPORTING 
{ 505 ) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

20 

2 1 

2 2 

2 3 

24 

25 

4 

EXAMINER MORROW: C a l l Case 10997, t h e 

a p p l i c a t i o n o f N e a r b u r g E x p l o r a t i o n Company f o r 

c o m p u l s o r y p o o l i n g and an u n o r t h o d o x gas w e l l 

l o c a t i o n , i n Eddy County, New Mex i c o . 

C a l l f o r a p p e a r a n c e s . 

MR. KELLAHIN: Mr. Examiner, I'm Ton 

K e l l a h i n w i t h t h e Santa Fe law f i r m K e l l a h i n 5: 

K e l l a h i n , a p p e a r i n g t h i s m o r n i n g on b e h a l f o f t h e 

A p p l i c a n t , and I have t h r e e w i t n e s s e s t o be 

sworn. 

MR. MORROW: Would t h e w i t n e s s e s p l e a s e 

s t a n d t o be sworn. 

[And t h e w i t n e s s e s were d u l y sworn. \ 

MR. KELLAHIN: Mr. Examiner, a t t h i i s 

t i m e w e ' l l c a l l our landman, Mr. Joe F i t z g e r a l d . 

JOE FITZGERALD 

H a v i n g been f i r s t d u l y sworn upon h i s o a t h , was 

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

EXAMINATION 

BY MR. KELLAHIN: 

Q. Would you p l e a s e s t a t e y o u r name and 

oc c u p a t i o n ? 

A. Joe F i t z g e r a l d . I'm a p e t r o l e u m 

landman w i t h N e a r b u r g P r o d u c i n g Company. 

Q. Mr. F i t z g e r a l d , on p r i o r o c c a s i o n s r a v e 

CUMBRE COURT REPORTING 
(5 05) 984-2244 
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you t e s t i f i e d as an e x p e r t p e t r o l e u m landman? 

A. Yes. 

Q. P u r s u a n t t o yo u r employment by y o u r 

company, have you made a s t u d y o f t h e o w n e r s h i p 

w i t h r e g a r d s t o t h i s s p a c i n g u n i t , as w e l l as 

made y o u r s e l f k n o w l e d g e a b l e a b o u t t h e o f f s e t 

o p e r a t o r s i n t h i s a r e a ? 

A. Yes. 

Q. As p a r t o f y o u r d u t i e s , have you 

n e g o t i a t e d w i t h t h e v a r i o u s i n t e r e s t owners i n 

o r d e r t o c o n s o l i d a t e , on a v o l u n t a r y b a s i s , t h e i r 

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

A. Yes. 

MR. KELLAHIN: We t e n d e r Mr. F i t z g e r a l d 

as an e x p e r t p e t r o l e u m landman. 

EXAMINER MORROW: W e ' l l a c c e p t him. 

Q. L e t me have you t u r n t o E x h i b i t No. 1 

and i d e n t i f y t h a t f o r us. 

A. That i s a l a n d p l a t I used t o g i v e t h e 

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

show t h e s u r r o u n d i n g t r a c t s . 

Q. The p r o p o s e d w e l l t h a t y o u r company 

seeks t o d r i l l , t h e p r i m a r y o b j e c t i v e o f w h i c h i s 

what f o r m a t i o n , Mr. F i t z g e r a l d ? 

A. Morrow. 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 
J. 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

i i 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

20 

2 1 

2 2 

2 3 

24 

25 

6 

Q. To t h e b e s t o f y o u r k n o w l e d g e , can you 

a d v i s e us what you b e l i e v e t o be t h e c l o s e s t 

Morrow gas p o o l s e t f o r t h by t h e O i l C o n s e r v a t i o n 

D i v i s i o n ? 

A. There i s a Morrow gas p o o l and a 

Cemetery p o o l i n t h e s o u t h h a l f o f S e c t i o n 26, 

c u r r e n t l y o p e r a t e d by N e a r b u r g . 

MR. KELLAHIN: Mr. Examiner, t h e 

Cemetery-Morrow Gas Po o l has some r u l e s . I'm 

g i v i n g you a copy o f Order R-3194 t h a t s e t s f o r t h 

t h e p o o l r u l e s . And t h e n we've t a k e n o u t o f t h e 

Byr o n ' s P u b l i c a t i o n what we b e l i e v e t o be a 

c u r r e n t t a b u l a t i o n o f t h e a c r e a g e t h a t ' s s u b j e c t 

t o t h a t p o o l . 

Q. What i s y o u r o p i n i o n as t o t h e 

a p p r o p r i a t e s p a c i n g , i f y o u ' r e s u c c e s s f u l i n 

a c h i e v i n g Morrow gas p r o d u c t i o n i n t h e s p a c i r g 

u n i t ? 

A. 3 20. 

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

t o t h e w e l l ? 

A. The n o r t h h a l f o f S e c t i o n 26, 19/2J.. 

Q. I f we l o o k a t t h e l a n d map, E x h i b i ' : 1, 

t h e n o r t h h a l f o f 26 i s f u r t h e r s u b d i v i d e d i n t o 

v a r i o u s t r a c t s ? 

CUMBRE COURT REPORTING 
(505) 984-2244 
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A. Yes. 

Q. Have you t a k e n t h e i n f o r m a t i o n 

a v a i l a b l e t o you f o r t h e n o r t h h a I f o f 26, and 

drawn a n o t h e r d i s p l a y w i t h t h a t i n f o r m a t i o n ? 

A. Yes. 

Q. L e t ' s t u r n t o t h a t , s i r . I t ' s E x h i b i t 

No. 2. T e l l us what t h i s shows. 

A. T h i s i s a p l a t t h a t shows S e c t i o n 26, 

and t h e t h r e e s e c t i o n s t h a t our u n o r t h o d o x 

l o c a t i o n w o u l d move t o w a r d . I f y o u ' l l n o t e , t h e 

n o r t h h a l f o f S e c t i o n 26 i s s u b d i v i d e d i n t o f i v e 

t r a c t s . T h i s s u b d i v i s i o n was done y e a r s ago, 

m a i n l y f o r t o p o g r a p h i c r e a s o n s . 

N e a r b u r g has T r a c t s 1, 3, 4 and 5 under 

l e a s e , and T r a c t 2 i s owned, as f a r as r i g h t s 

b elow 2933 f e e t , by Anadarko. 

Q. L e t ' s l o o k a t t h e two d i f f e r e n t 

c a t e g o r i e s o f i n t e r e s t s t h a t y o u ' r e a t t e m p t i n g t o 

p o o l w i t h t h i s a p p l i c a t i o n . The f i r s t c a t e g c r y 

i s t h e w o r k i n g i n t e r e s t o w n e r s h i p f r o m t h e t c p o f 

t h e Wolfcamp t o t h e base o f t h e Morrow? 

A. C o r r e c t . 

Q. W i t h i n t h a t v e r t i c a l i n t e r v a l , t h e n , 

have you c o n s o l i d a t e d a l l t h e w o r k i n g i n t e r e s t 

owne r sh i p ? 

CUMBRE COURT REPORTING 
(505) 984-2244 
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A. A l l e x c e p t f o r , as I m e n t i o n e d , 

Anadarko's i n t e r e s t i n t h a t t r a c t , i n d i c a t e d as 

T r a c t 2. 

Q. I f you t a k e t h e i r i n t e r e s t i n T r a c t 2 

and a p p o r t i o n i t t o t h e s p a c i n g u n i t , 

a p p r o x i m a t e l y what p e r c e n t a g e i n t e r e s t do t h e y 

have ? 

A. 6.3 p e r c e n t o f t h e u n i t . 

Q. S u b s e q u e n t l y , you have a s e t o f 

documents w i t h r e g a r d s t o y o u r e f f o r t s c o n c e r n i n g 

Anadarko ? 

A. Yes. 

Q. A l l r i g h t , w e ' l l t a l k a b o u t t h a t i n a 

m i n u t e . A p a r t f r o m t h a t c a t e g o r y o f w o r k i n g 

i n t e r e s t owners t o pay f o r and s h a r e i n 

p r a c t i o n , do you have any o t h e r c a t e g o r y of 

i n t e r e s t owner t h a t y o u ' r e s e e k i n g t o p o o l ? 

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

i n t e r e s t owners t h a t we've been u n a b l e t o l o c a t e , 

t h a t have n o t a p p e a r e d o f r e c o r d t i t l e s i n c e 1945 

when t h e y d i v e s t e d t h e m s e l v e s o f t h e i r m i n e r a l 

r i g h t s and s u r f a c e r i g h t s t o — t h e n , i t was 

R i c h f i e l d R e f i n i n g , I b e l i e v e , w h i c h became 

Ar c o - - a n d t h e y own i n T r a c t s 1 and 2. They 

r e t a i n e d a 1/16 o f 1/8 n o n p a r t i c i p a t i n g r o y a l t y 

CUMBRE COURT REPORTING 
(505) 984-2244 
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i n t e r e s t when t h e y conveyed t h e i r o t h e r i n t e r e s t s 

t o what i s now A r c o . 

We have been l o o k i n g f o r t h e s e f o l k s 

f o r a number o f y e a r s . We've checked Eddy Coanty 

r e c o r d s , s u r r o u n d i n g c o u n t y r e c o r d s , p r o b a t e 

r e c o r d s . The o n l y i n s t r u m e n t t h a t we have t o go 

by i s a 1945 w a r r a n t y deed, w h i c h i s what 

conveyed t h e i n t e r e s t o u t o f them i n t o A r c o . 

Q. And w e ' l l come t o t h a t i n a m i n u t e , Mr. 

F i t z g e r a l d . But t h e r e i s a--and t h i s i s u n u s u a l , 

we d o n ' t o f t e n see a n o n p a r t i c i p a t i n g r o y a l t y 

i n t e r e s t owner s u b j e c t t o a p o o l i n g ? 

A. R i g h t . 

Q. You c a n ' t f i n d them? 

A. C o r r e c t . 

Q. A l l r i g h t . T h e i r i n t e r e s t , t h e n , i s i n 

T r a c t s 1 and 2, and i f you p r o p o r t i o n a t e l y r e d u c e 

t h e i r n o n p a r t i c i p a t i n g r o y a l t y i n t e r e s t i n 1 and 

2, among t h e e n t i r e s p a c i n g u n i t , w h a t's t h e 

a p p r o x i m a t e p e r c e n t a g e ? Do you have t h a t 

c a l c u l a t e d ? 

A. I d o n ' t have i t i n f r o n t o f me, but i t 

w o u l d be 1/16 o f 1/8 o f 152 over 320. 

Q. A l l r i g h t . Are we d e a l i n g w i t h a 

320 - a c r e s p a c i n g u n i t ? 

CUMBRE COURT REPORTING 
(5 0 5) 984-2244 
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A. Yes. 

Q. The n o n p a r t i c i p a t i n g r o y a l t y owner 

d o e s n ' t s h a r e i n t h e c o s t , b u t w i t h o u t a p o o l i n g 

o r d e r , t h e n you w o u l d n o t be a b l e t o a p p o r t i o n 

t h e i r i n t e r e s t t o t h e 3 20 s p a c i n g ? 

A. C o r r e c t . 

Q. A p a r t f r o m t h e p o o l i n g c o n c e p t s o f t h e 

two c a t e g o r i e s , i s t h e r e a n o t h e r t y p e o f r e l i e f 

you need f r o m t h e Examiner i n t e r m s o f yo u r w e l l 

l o c a t i o n ? 

A. Yes. The p r o p o s e d l o c a t i o n i s 

u n o r t h o d o x i n t h e c u r r e n t p o o l r u l e s . 

Q. I n what way i s i t u n o r t h o d o x , Mr. 

F i t z g e r a l d ? 

A. The c u r r e n t l o c a t i o n we asked f o r i s 

1450 f r o m t h e n o r t h and e a s t l i n e o f t h e s e c t i o n , 

and t h e c u r r e n t p o o l r u l e s p r o v i d e f o r 660/1980 

f r o m t h e l i n e . 

Q. Okay. L o o k i n g on E x h i b i t 2, t h e n , 

i d e n t i f y f o r us what you i n t e n d t o r e p r e s e n t by 

th e t a b u l a t i o n o f l i s t s A, B and C? 

A. Okay. E x h i b i t 2 shows t h e t r a c t s we 

wo u l d be moving t o w a r d f o r an u n o r t h o d o x 

l o c a t i o n . As you can see, n o r t h o f t h e p r o p o s e d 

l o c a t i o n , b e i n g t h e s o u t h h a l f o f S e c t i o n 23, i s 

CUMBRE COURT REPORTING 
(50 5) 984-2244 
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a 3 2 0 - a c r e Morrow p r o d u c i n g u n i t c u r r e n t l y 

o p e r a t e d by N e a r b u r g . 

To t h e n o r t h and e a s t , S e c t i o n 24, t h e 

s o u t h h a l f o f S e c t i o n 24 i s c u r r e n t l y l e a s e d , by 

N e a r b u r g , 100 p e r c e n t . The n o r t h h a l f , as 

i n d i c a t e d on my p l a t , i s l e a s e d by N e a r b u r g and 

t h e p e o p l e shown on my l i s t A. 

Then, i f I move t o S e c t i o n 25, you can 

see t h e n o r t h w e s t q u a r t e r i s N e a r b u r g , t h e 

n o r t h e a s t q u a r t e r i s N e a r b u r g , and t h e e s t a t e o f 

M a r t i n Y a t e s I I I . The s o u t h w e s t q u a r t e r i s 

N e a r b u r g and t h e USA, t h e BLM l a n d s . And t h e 

s o u t h e a s t q u a r t e r i s t h e p e o p l e on my l i s t B. 

Q. Have you caused t h e i n t e r e s t owners 

w i t h i n t h e s p a c i n g u n i t , as w e l l as t h e o f f s e t 

o p e r a t o r s , or i n t h e absence o f an o p e r a t o r an 

i n t e r e s t owner, t o be n o t i f i e d o f t h i s p r o c e e d i n g 

b e f o r e t h e D i v i s i o n ? 

A. Yes. 

Q. As a r e s u l t o f t h a t n o t i f i c a t i o n , have 

you r e c e i v e d any o b j e c t i o n f r o m any p a r t y ? 

A . No . 

Q. L e t ' s t u r n now t o t h e d e t a i l s o f y c u r 

e f f o r t s t o n e g o t i a t e a r e s o l u t i o n w i t h A n a darko, 

i f y o u ' 1 1 t u r n t o what i s marked as E x h i b i t c . 

CUMBRE COURT REPORTING 
(505) 984-2244 
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B e f o r e we t a l k a b o u t t h e s p e c i f i c s , 

t e l l us g e n e r a l l y w h a t's c o n t a i n e d i n t h i s 

e x h i b i t package. 

A. Okay. T h i s package c o n s i s t s o f t h e 

J o i n t O p e r a t i n g Agreement and t h e AFE, w h i c h we 

s e n t t o Anadarko, as i n d i c a t e d i n our l e t t e r 

d a t e d May 12, a l o n g w i t h a F e d e r a l E x p r e s s 

r e c e i p t w h i c h , i f y o u ' l l l o o k a t t h e second one 

fr o m t h e b o t t o m , i t shows h e r e t h a t on t h e 1 2 t h 

o f May we s e n t , and on t h e 1 3 t h o f May i t was 

s i g n e d f o r , by an R. S k i p p e r f o r Anadarko 

P e t r o l e u m , d e l i v e r e d t o t h e a t t e n t i o n o f Pat 

Sm i t h . 

And t h e n I r e c e i v e d a l e t t e r on Monday, 

f r o m Pat S m i t h o f Anadarko, and I ' v e a t t a c h e d i t 

h e r e , t o o , t o show what he w o u l d want changed i n 

th e o p e r a t i n g a greement, s h o u l d h i s company 

d e c i d e t o j o i n . He and I v e r b a l l y d i s c u s s e d t h i s 

l e t t e r on Monday, and N e a r b u r g a g r e e d t o c h a r g e 

h i s r e q u e s t i n t h e o p e r a t i n g agreement. 

He and I b o t h a g r e e d t h a t we w o u l d n o t 

meet h i s r e q u e s t i n i t e m No. 1 o f t h e a c c o u n t i n g 

p r o c e d u r e , t h a t i t was a c c e p t a b l e t h e way we had 

s u b m i t t e d i t , t h a t h i s i t e m No. 3 under t h e 

a c c o u n t i n g p r o c e d u r e , t h a t we w o u l d change H i n 

CUMBRE COURT REPORTING 
{505) 984-2244 



1 

2 

3 

4 

5 

6 

8 

9 

10 

1 1 

1 2 

1 3 

14 

15 

1 6 

1 7 

1 8 

1 9 

20 

2 1 

22 

23 

24 

2 5 

1 3 

a c c o r d a n c e w i t h h i s r e q u e s t t h e r e , w h i c h w o u l d 

mean t h a t t h e y had no o b j e c t i o n t o what we 

s u b m i t t e d f o r as our AFE, and t h a t t h e o v e r h e a d 

r a t e s and t h e d r i l l i n g w e l l r a t e s s u b m i t t e d i n 

t h e JOA w o u l d be a c c e p t a b l e , a l s o . 

T h e y ' r e n o t y e t i n a p o s i t i o n t o j o i n 

t h e w e l l because t h e y ' v e n o t f i n i s h e d t h e 

g e o l o g i c e v a l u a t i o n o f our p r o p o s a l , so t h e r e f o r e 

he c o u l d n o t commit Anadarko t o j o i n i n t h e w e l l 

a t t h i s t ime. 

Q. I n y o u r d i s c u s s i o n s w i t h Mr. S m i t h , d i d 

you u n d e r s t a n d t h a t he was aware o f t h e p e n d i n g 

p o o l i n g a p p l i c a t i o n o f A n a d a r k o 1 s i n t e r e s t s t h a t 

you had f i l e d ? 

A. Yes. P r i o r t o t h i s , i n phone c a l l s and 

l e t t e r s , and we had a r e p r e s e n t a t i v e go by t h e i r 

o f f i c e back i n May, when he was i n H o u s t o n , t o 

s o l i c i t t h e i r j o i n i n g t h e w e l l , t h e y t o l d us t h a t 

t h e y d i d n ' t b e l i e v e t h e y c o u l d r e s p o n d t o our 

r e q u e s t i n any r e a s o n a b l e t i m e , and t h e y t o l d , us 

t o go ahead and f o r c e p o o l . 

Q. L e t ' s t a l k a b o u t some o f t h e s p e c i f i c s , 

t h e n . One o f t h e i t e m s t h e Examiner needs t c 

r u l e on i s w h e t h e r y o u r p r o p o s e d w e l l c o s t s , as 

d i s p l a y e d i n an AFE, a r e r e a s o n a b l e , c u r r e n t and 
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a c c u r a t e . 

When we t u r n t o t h e AFE a t t a c h e d i n 

E x h i b i t 3, i s t h i s y o u r p r o p o s e d AFE? 

A. Yes. 

Q. Have you r e c e i v e d any o b j e c t i o n f r o m 

Anadarko about any o f t h e i t e m s s e t f o r t h i n t h e 

AFE? 

A. No. And, as i n d i c a t e d on t h e i r June 

3 r d l e t t e r , t h e y d i d n ' t have any p r o b l e m s w i t h 

i t , e i t h e r . 

Q. I s t h i s AFE p r e p a r e d d u r i n g t h e 

o r d i n a r y c o u r s e o f d o i n g b u s i n e s s a t N e a r b u r c , 

whereby you have a d r i l l i n g e n g i n e e r s p e c i f i c a l l y 

a s s i g n e d t o g e n e r a t i n g t h i s t y p e o f d a t a ? 

A. Yes. 

Q. I s t h i s t h e t y p e o f i n f o r m a t i o n you. 

wo u l d r e l y on f o r y o u r s e l f i n making d e c i s i o n s 

a b o u t t h i s w e l l ? 

A. Yes. 

Q. What i s y o u r o p i n i o n , t h e n , a b o u t 

w h e t h e r t h i s AFE i s r e a s o n a b l e and a c c u r a t e ? 

A. I t ' s r e a s o n a b l e . I even p u l l e d a few 

o l d AFEs i n t h e a r e a t h a t were s u b m i t t e d t o us t o 

j o i n i n w e l l s , and i t ' s w i t h i n , g i v e n t h e d e p t h 

d i f f e r e n c e s , i t ' s v e r y s i m i l a r t o what had been 
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s u b m i t t e d by o t h e r companies f o r a Morrow w e l l . 

Q. Other companies have s u b m i t t e d s i m i l a r 

AFEs t o you o r y o u r company, and you've s i g n e d 

o f f on p a y i n g f o r w e l l s o f t h i s c a t e g o r y w i t h i n 

t h i s p r i c e range? 

A. Yes. 

Q. L e t ' s d e a l w i t h t h e p r o p o s e d o v e r h e a d 

r a t e s . Have you and Anadarko d i s c u s s e d t h e 

p r o p o s e d o v e r h e a d r a t e s i n t h e p r o p o s e d o p e r a t i n g 

agreement ? 

A. Yes. 

Q. For t h e E x a m i n e r ' s b e n e f i t , w i l l you 

t e l l us what y o u r p r o p o s e d r a t e s a re? 

A. D r i l l i n g w e l l r a t e o f $6,000 p er month 

and an o p e r a t i n g w e l l r a t e o f $600 p e r month. 

Q. Mr. F i t z g e r a l d , a r e you f a m i l i a r w i t h 

t h e E r n s t <S Young t a b u l a t i o n o f o v e r h e a d r a t e s ? 

A. Yes. 

Q. How does y o u r p r o p o s a l compare t o t h e i r 

t a b u l a t i o n ? 

A. These a r e h i g h e r t h a n t h e E r n s t & T/oung 

r e p o r t , b u t t h e y a r e n o t i n what I f o u n d t o t e 

c o s t s c h a r g e d t o N e a r b u r g by o t h e r o p e r a t o r s f o r 

o t h e r s i m i l a r t y p e w e l l s i n t h e a r e a . 

Q. I'm s o r r y . Say t h a t a g a i n . 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

20 

2 1 

2 2 

23 

24 

25 

1 6 

A. They ' r e h i g h e r t h a n t h e E r n s t & Young 

r e p o r t , b u t n o t h i g h e r t h a n what o t h e r o p e r a t o r s 

c h a r g e N e a r b u r g i n t h e a r e a f o r s i m i l a r w e l l s . 

Q. D i d Anadarko d i s p u t e y o u r p r o p o s e d 

o v e r h e a d r a t e s ? 

A. No, o t h e r t h a n what t h e y s a i d i n t h e i r 

l e t t e r and i n our c o n v e r s a t i o n on Monday, when I 

s a i d we w o u l d n o t change h i s r e q u e s t under t h e 

a c c o u n t i n g p r o c e d u r e l a b e l e d No. 1 , he s a i d , 

" F i n e , " and he s a i d " W e ' l l l e a v e t h e r e s t o f i t 

a l o n e as l o n g as y o u ' l l change i t e m No. 1 , " i n 

what he c o n s i d e r e d t h e o p e r a t i n g a g r e e m e n t , and 

I t e m No. 3 under t h e a c c o u n t i n g p r o c e d u r e . 

O t h e r t h a n t h a t , t h e o v e r h e a d and 

d r i l l i n g w e l l r a t e s were a c c e p t a b l e . He d i d n ' t 

r a i s e any q u e s t i o n s . 

EXAMINER MORROW: Where d i d he a d d r e s s 

t h o s e i n h i s l e t t e r ? 

THE WITNESS: You see under a c c o u n t i n g 

p r o c e d u r e , you see h i s i t e m No. 1 t h e r e ? I t 

say s , " P l e a s e d e l e t e t h e r e f e r e n c e t o 

p r o f e s s i o n a l employees a s s o c i a t e d w i t h t h e s a l e 

of gas and/or c a s i n g h e a d gas f r o m p a r a g r a p h I I 

3.A.(4) and I I I . I . i i i . " 

We've a g r e e d t o t h a t . And t h e n you see 
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t h a t "Anadarko w i l l a g r e e t o t h e 'Overhead -

F i x e d Rate B a s i s ' as s e t o u t i n I I I . A . l , p r o v i d e d 

t h a t t h e expenses t h a t a r e r e f e r e n c e d t h e r e a r e 

c o v e r e d by t h e o v e r h e a d r a t e s . " And he and I 

ag r e e d we w o u l d n o t change t h a t , t h a t t h e y w o u l d 

be c o v e r e d by t h e o v e r h e a d r a t e s , and t h a t t h e 

o v e r h e a d r a t e s w o u l d r e m a i n as s u b m i t t e d i n t h e 

JOA . 

Q. (BY MR. KELLAHIN) And he w i t h d r e w l i s 

r e q u e s t f o r t h e s e changes? 

A. E x a c t l y . 

Q. A l l r i g h t . The a c t u a l d o l l a r s t o be 

a s s i g n e d t o t h a t b l a n k l i n e i n t h e o p e r a t i n g 

agreement i s a r a t e t h a t i s w i t h i n t h e range t h a t 

you a r e c u r r e n t l y p a y i n g o t h e r o p e r a t o r s f o r 

s i m i l a r we l i s ? 

A. C o r r e c t . 

Q. L e t ' s d e a l w i t h a m i n o r i s s u e . The 

o p e r a t i n g agreement a l s o has a COPAS a c c o u n t i n g 

p r o c e d u r e a t t a c h e d t o i t ? 

A. Yes. 

Q. W i t h i n t h a t p r o c e d u r e , t h e r e i s a 

method by w h i c h t h e s e e x i s t i n g r a t e s a r e 

e s c a l a t e d o v e r t i m e , a r e t h e r e n o t ? 

A. C o r r e c t . 
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MR. KELLAHIN: Mr. Examiner, appended 

t o t h e o p e r a t i n g agreement i s t h e COPAS 

a t t a c h m e n t . And i f you c a r e t o t u r n t h a t 

a t t a c h m e n t , y o u ' l l f i n d on page 4, a t t h e b o t t o m 

of t h a t b u l l e t i n , j u s t above s u b p a r a g r a p h B 

t h e r e ' s a number "3" i n p a r e n t h e s i s , t h a t i s t h e 

e s c a l a t o r p r o v i s i o n s , i f you w i l l , by w h i c h irany 

o f t h e p o o l i n g o r d e r s a l l o w t h e o p e r a t o r t o 

e s c a l a t e t h e o v e r h e a d r a t e s i n t h e f o r c e p o o l i n g 

o r d e r s . 

Mr. C a r r j u s t r e q u e s t e d i t f o r 

Mewbourne, we're r e q u e s t i n g i t f o r N e a r b u r g , and 

we've done so i n our o r i g i n a l a p p l i c a t i o n . I'm 

s o r r y t h e D i v i s i o n o r d e r s d o n ' t c o n s i s t e n t l y have 

t h a t e s c a l a t o r i n i t , because i t r e a l l y i s v e r y 

h e l p f u l . When p a r t o f t h e i n t e r e s t owners c i t e 

an o p e r a t i n g a g reement, t h e i r o v e r h e a d s a r e g o i n g 

t o e s c a l a t e under t h i s p r o c e d u r e . I f we d o n ' t 

have t h e p o o l i n g o r d e r s c o n c u r r e n t l y t i e d i n t o 

t h e same e s c a l a t o r , t h e n i t ' s an a c c o u n t i n g 

n u i s a n c e . So, we w o u l d r e q u e s t t h i s . 

EXAMINER MORROW: I b e l i e v e they've-

been i n c l u d e d when r e q u e s t e d . 

MR. KELLAHIN: T h a t ' s t r u e , and we're 

making t h a t r e q u e s t . 
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Q. I n a d d i t i o n , t h e r e ' s s o m e t h i n g e l s e a 

l i t t l e d i f f e r e n t h e r e , Mr. F i t z g e r a l d . The 

A p p l i c a n t i n t h e case i s N e a r b u r g E x p l o r a t i o n 

C o r p o r a t i o n , b u t i n f a c : y o u r p r o p o s a l i s t h a t 

N e a r b u r g P r o d u c i n g Company be d e s i g n a t e d as t h e 

o p e r a t o r ? 

A. C o r r e c t . 

Q. E x p l a i n t o t h e Examiner t h e 

r e l a t i o n s h i p . 

A. N e a r b u r g P r o d u c i n g Company i s t h e 

o p e r a t i n g company, and N e a r b u r g E x p l o r a t i o n i s 

t h e company w h i c h owns t h e w o r k i n g i n t e r e s t and 

such . 

Q. So, when you f i l e an o p e r a t o r ' s r e p o r t 

w i t h t h e D i v i s i o n , t h a t ' s done by t h e P r o d u c i n g 

Company? 

A. C o r r e c t . 

MR. KELLAHIN: We w o u l d r e q u e s t t h a t . 

I t ' s i n our o r i g i n a l a p p l i c a t i o n . 

EXAMINER MORROW: Who d i d you want t o 

be t h e o p e r a t o r ? 

THE WITNESS: N e a r b u r g P r o d u c i n g 

Company. 

Q. (BY MR. KELLAHIN) Can you t h i n k of 

a n y t h i n g e l s e you m i g h t do t o r e a c h an agreement 
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w i t h A n a darko, d e s p i t e what you've a l r e a d y t r i e d ? 

A. I b e l i e v e d as f a r as t h e AFE, t h e JOA, 

t h a t has been worked o u t where i t ' s a c c e p t a b l e t o 

them. As Mr. S m i t h r e p l i e d t o me on t h e phone, 

t h e o n l y q u e s t i o n t h e y had was f r o m t h e i r 

g e o l o g i c d e p a r t m e n t , who had n o t f i n i s h e d t h e i r 

r e v i e w and t h e y d i d n ' t know w h e t h e r t h e y w a nted 

t o p a r t i c i p a t e i n t h e w e l l , o r go i n as a 

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

Q. Have you e x h a u s t e d y o u r e f f o r t s t o g e t 

a v o l u n t a r y agreement? 

A. Yes. 

Q. And y o u ' r e r e a d y t o p r o c e e d w i t h t h e 

w e l l , a r e you n o t ? 

A. Yes. 

Q. L e t ' s t u r n now t o t h e l a s t t o p i c , t h e 

s p e c i f i c s o f t h e n o n p a r t i c i p a t i n g r o y a l t y 

i n t e r e s t s , and i f y o u ' l l t u r n w i t h me t o your 

E x h i b i t No. 4? 

A. Yes. T h i s i s t h e i n s t r u m e n t w h i c h , i f 

y o u ' l l a l l o w me, t h e Badger, e t a l . , h e i r s 

e x e c u t e d i n December o f 1945, i n t o R i c h f i e l d O i l 

C o r p o r a t i o n , w h i c h i s now A r c o . At t h e t i m e t h e y 

owned t h e s u r f a c e and m i n e r a l s , as I i n d i c a t e d i n 

my E x h i b i t 2, T r a c t s 1 and 2 i n t h e n o r t h h a l f o f 
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S e c t i o n 26. 

At t h a t t i m e , t h e y s o l d a l l t h e i r 

r i g h t s t o R i c h f i e l d O i l C o r p o r a t i o n , r e t a i n i n g a 

1/16 o f 1/8 n o n p a r t i c i p a t i n g r o y a l t y i n t e r e s t . 

S i n c e t h a t t i m e , t h e y d o n ' t appear i n 

r e c o r d t i t l e i n Eddy County r e c o r d s . We have, as 

I s a i d e a r l i e r , l o o k e d i n t h e s u r r o u n d i n g 

c o u n t i e s f o r e v i d e n c e o f t h e s e p e o p l e . We have 

a l s o , i f y o u ' l l n o t e , t h e n o t a r i e s f o r t h i s 

i n s t r u m e n t were done i n T r a v i s and Bexer County, 

Texas. We've i n v e s t i g a t e d i n t h o s e c o u n t i e s , 

l o o k i n g f o r t h e s e p e o p l e , and h a v e n ' t come up 

w i t h a n y t h i n g , e i t h e r . 

Q. I want t o show you a copy o f t h e 

a p p l i c a t i o n we f i l e d i n t h i s case, Mr. 

F i t z g e r a l d , and have you c o n f i r m f o r me w h e t h e r 

on page 3, p a r a g r a p h 10 o f t h e a p p l i c a t i o n , we've 

c o r r e c t l y i d e n t i f i e d t h e p a r t i e s you b e l i e v e have 

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

A. Yes, t h o s e a r e t h e p e o p l e . 

Q. I f t h e Examiner chooses t o ap p r o v e y o u r 

r e q u e s t , and he m i g h t do so by l i f t i n g p a r a g r a p h 

10 o u t o f t h e a p p l i c a t i o n , r e p e a t i n g i t somevhere 

w i t h i n t h e c o n t e x t o f t h e o r d e r , and sh o w i n g t h a t 

i n t e r e s t t o be p o o l e d f r o m t h e s u r f a c e t o the 
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base o f t h e Morrow, t h a t w o u l d f u l f i l l t h e 

r e q u i r e m e n t s y o u ' r e s e e k i n g t o a c c o m p l i s h ? 

A. C o r r e c t . 

Q. A l l r i g h t . A n y t h i n g e l s e , Mr. 

F i t z g e r a l d ? 

A. That i s a l l , I b e l i e v e . 

MR. KELLAHIN: A l l r i g h t , s i r . We move 

t h e i n t r o d u c t i o n o f N e a r b u r g ' s E x h i b i t s 1 t h r o u g h 

4 . 

EXAMINER MORROW: E x h i b i t s 1 t h r o u g h 4 

ar e a d m i t t e d . 

EXAMINATION 

BY EXAMINER MORROW: 

Q. Mr. K e l l a h i n asked you t h e a p p r o x i m a t e 

p e r c e n t a g e o f t h a t n o n p a r t i c i p a t i n g r o y a l t y 

i n t e r e s t . Do you have an a p p r o x i m a t e number? 

A. I can come up w i t h t h e e x a c t number i f 

I had my c a l c u l a t o r . I t w o u l d be 1/16 o f 1/8 o f 

152 o v e r 320, and I h a d n ' t b o t h e r e d t o c a l c u l a t e 

i t y e t . 

Q. And t h e 1/8 w o u l d be t h e base r o y a l t y , 

so t h a t w o u l d be t h e i r n e t r e v e n u e i n t e r e s t I r o m 

a l l — 

A. Yes, and you p r o p o r t i o n a t e l y reduce i t 

f o r a l l i n t e r e s t s . 
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Q. I n r e a d i n g t h i s , I'm n o t s u r e e x a c t l y 

what r i g h t s a n o n p a r t i c i p a t i n g r o y a l t y i n t e r e s t s 

w o u l d have, b u t i t o c c u r r e d t o me p r o b a b l y t h e y 

w o u l d be s u b j e c t t o w h a t e v e r l e a s e agreement //as 

n e g o t i a t e d by t h e p a r t i c i p a t i n g r o y a l t y i n t e r e s t 

owners? 

A. Only t o t h e e x t e n t t o d e v e l o p t h e 

m i n e r a l s , t h e r e . But you c a n ' t d i l u t e t h e i r 

i n t e r e s t w i t h o u t t h e i r p e r m i s s i o n . 

Q. And t h e d i l u t i o n w o u l d o c c u r ? 

A. By making t h i s a 3 2 0 - a c r e u n i t v e r s u s 

t h e i r 1 5 0 - a c r e t r a c t t h a t t h e y had i n t h e n o r t h 

h a l f o f 26. And t h e w e l l w i l l be l o c a t e d on 

t h e i r 1 5 2 - a c r e t r a c t . T h e r e b y , i f we d o n ' t - - i f 

t h e o r d e r d o e s n ' t a l l o w us t o p o o l t h i s i n t e r e s t , 

t h e n i t w i l l cause a g r e a t e r r o y a l t y b u r d e n t o be 

p a i d , t h e r e b y a f f e c t i n g t h e economics o f t h i s 

w e l l , because you w o u l d n ' t be a b l e t o d i l u t e them 

o v e r t h e 3 2 0 - a c r e t r a c t . 

Q. You s a i d you i n v e s t i g a t e d i t i n Be?:er 

and T r a v i s County. What d i d you do down t h e r e ? 

A. We l o o k e d t h r o u g h p r o b a t e r e c o r d s s.nd 

t a x r e c o r d s f o r t h e i r names and t r i e d t o l o o k f o r 

h i s t o r i c a l t a x r e c o r d s , t r y i n g t o go back as f a r 

as we c o u l d , because u s u a l l y you can f i n d 
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s o m e t h i n g by own i n g o t h e r p r o p e r t y i n t h o s e 

c o u n t i e s , such as r e a l e s t a t e , and so f a r we 

h a v e n ' t been a b l e t o f i n d any o f t h e s e p e o p l e . 

Q. And you l o o k e d i n Eddy and Lea County? 

A. Yes, s i r ; Eddy, Lea, Chaves and a l ] t h e 

s u r r o u n d i n g c o u n t i e s o f Eddy, i n case t h e y had 

o t h e r p r o p e r t y t h a t m i g h t have been s o l d a t e 

l a t e r d a t e o r s o m e t h i n g . 

Q. A l i t t l e more on t h e Anadarko l e t t e r . 

On t h e o p e r a t i n g a g r e e m e n t , No. 1 t h e r e , d i d you 

agree t o t h a t ? 

A. Yes, s i r . 

Q. And on No. 3, was t h a t a g r e e d t o ? 

A. Yes, s i r . And I a l s o a g r e e d under t h e 

a c c o u n t i n g p r o c e d u r e , No. 1 t h e r e , we d i d a g r e e 

t o make t h a t change. What we d i d n ' t a g r e e t c 

was, under No. 2, where i t says t h a t - -

Q. No. 2 was t h e o n l y p o i n t where you had 

any d i s a g r e e m e n t , and you a l l d i s c u s s e d t h a t and 

came t o an agreement? 

A. R i g h t , and i t d o e s n ' t i n v o l v e c h a n c i n g 

t h e o v e r h e a d o r t h e d r i l l i n g w e l l r a t e . 

Q. And t h e r i s k , I guess, somebody el£:e 

w i l l t a l k a b o u t ? 

A. I ' l l l e t t h e g e o l o g i s t s t a l k a b o u t 
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t h a t . 

EXAMINER MORROW: Okay. Thank you, 

s i r . 

MR. KELLAHIN: Mr. Examiner, we w i l l 

c a l l , a t t h i s t i m e , Mr. J e r r y E l g e r . Mr. E l g e r 

i s a g e o l o g i s t . 

JERRY ELGER 

H a v i n g been f i r s t d u l y sworn upon h i s o a t h , was 

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

EXAMINATION 

BY MR. KELLAHIN: 

Q. Would you p l e a s e s t a t e y o u r name, s i r ? 

A. J e r r y E l g e r . 

Q. On p r i o r o c c a s i o n s , Mr. E l g e r , have you 

t e s t i f i e d as a g e o l o g i s t b e f o r e t h e D i v i s i o n ? 

A. Yes, I have. 

Q. P u r s u a n t t o y o u r employment by your 

company as a g e o l o g i s t , have you made a g e o l o g i c 

i n v e s t i g a t i o n o f t h i s p r o p o s e d w e l l s i t e ? 

A. Yes, I have. 

Q. Have you c o n c l u d e d t h a t s t u d y ? 

A. Yes, I have. 

Q. And, based upon t h a t s t u d y , do you now 

have c e r t a i n g e o l o g i c o p i n i o n s c o n c e r n i n g the 

w e l l l o c a t i o n and t h e r i s k f a c t o r p e n a l t y yov.'re 
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r e q u e s t i n g f r o m t h e Examiner? 

A. Yes, I do. 

MR. KELLAHIN: We t e n d e r Mr. E l g e r as 

an e x p e r t p e t r o l e u m g e o l o g i s t . 

EXAMINER MORROW: So a c c e p t e d . 

Q. L e t me t u r n y o u r a t t e n t i o n t o E x h i b i t 

No . 5 . 

A. E x h i b i t 5 i s a s t r u c t u r e map o f t h e 

a r e a , i n c l u d i n g t h e p r o p o s e d n o r t h h a l f o f 

S e c t i o n 26. I t ' s a s t r u c t u r e map d e v e l o p e d by me 

on t h e t o p o f the: Lower Morrow. B a s i c a l l y , what 

i t shows, i s t h a t t h e p r o p o s e d d r i l l s i t e i s i n 

an a r e a where t h e d i p i s t o t h e s o u t h e a s t a t t h e 

r a t e o f a p p r o x i m a t e l y 100 f e e t p e r m i l e . 

Q. When we l o o k a t t h e d i s p l a y , t h e w e l l 

l o c a t i o n i n t h e n o r t h e a s t o f 26 t h a t ' s shaded 

w i t h t h e r e d s h a d i n g , t h a t ' s y o u r p r o p o s e d 

l o c a t i o n ? 

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

Q. T e l l us t h e e x a c t f o o t a g e . 

A. The f o o t a g e f o r t h a t l o c a t i o n i s 1450 

fr o m t h e n o r t h l i n e and f r o m t h e e a s t l i n e . 

Q. The c l o s e s t s t a n d a r d l o c a t i o n , ther., i s 

100 p l u s f e e t f a r t h e r t o t h e west t h a n y o u r 

p r o p o s e d l o c a t i o n ? 
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A. W e l l , i t w o u l d be f a r t h e r t h a n t h a t . 

1980 f r o m t h e e a s t l i n e . 

Q. And 1450 was t h e o t h e r number? 

A. Yes, i t was 1450 f r o m t h e n o r t h and 

e a s t 1 i n e s . 

Q. A l l r i g h t . The o t h e r w e l l s y m b o l s , 

s t a r t i n g i n S e c t i o n 23, t e l l us what we're 

l o o k i n g a t . 

A. Okay. A l l Morrow p e n e t r a t i o n s t h a t a r e 

d i s p l a y e d on t h i s ; map have a h e x a g o n a l symbol 

a r o u n d them. There a r e b a s i c a l l y f o u r ; two w e l l s 

i n S e c t i o n 23 and two w e l l s i n S e c t i o n 26, w h i c h 

a r e Morrow p e n e t r a t i o n s . 

The subsea datum t h a t you see d i s p l a y e d 

by each o f t h o s e w e l l s , i t r e p r e s e n t s t h e t o p o f 

t h e Lower Morrow, From t h a t c o n t r o l , t h e 

s t r u c t u r e map wasi d e v e l o p e d . 

Two w e l l s , y o u ' l l n o t i c e , have beer 

shaded i n or a n g e . Those w e l l s were o r a r e 

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

Morrow sand, w h i c h i s t h e main o b j e c t i v e f o r t h i s 

Morrow t e s t . Y o u ' l l see t h a t i n E x h i b i t 6 a r d 

E x h i b i t 7. 

Q. Were you i n v o l v e d i n t h e e x p l o r a t i o n 

g e o l o g y f o r any o f t h e s e o t h e r w e l l s ? 
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A. No, I was no t , 

Q. Have you examined t h e a v a i l a b l e l o g 

d a t a f r o m t h a t e f f o r t ? 

A. Yes, I have. 

Q. To y o u r k n o w l e d g e , were any o f t h e s e 

p r i o r w e l l s b e i n g l o c a t e d and d r i l l e d based upon 

s e i s m i c i n t e r p r e t a t i o n ? 

A. A l l o f t h e p r e v i o u s l o c a t i o n s t h a t you 

see o u t h e r e were: d e v e l o p e d on t h e b a s i s o f 

s u b s u r f a c e g e o l o g y , o n l y . 

Q. D e s c r i b e f o r us, i n you o p i n i o n , t h e 

t y p e o f Morrow r e s e r v o i r y o u ' r e l o o k i n g f o r . 

What t y p e o f d e p o s i t i o n do we have? 

A. We're l o o k i n g a t f l u v i a l , d e l t a i c t y p e 

c h a n n e l s y s t e m s , f e e d e r - t y p e c h a n n e l s y s t e m s . 

They have a t e n d e n c y t o meander. 

T y p i c a l l y , t h e Morrow sands, w h i c h a r e 

th e most p r o l i f i c : p r o d u c e r s i n t h o s e t y p e o f 

sy s t e m s , a r e p o i n t b a r d e p o s i t s o r c h a n n e l b ar 

t y p e d e p o s i t s . You g e t a l o t o f c l e a n i n g , a l o t 

of w i n n o w i n g o f t h e sands t h a t d e v e l o p good 

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

Q. Have any o f t h e p r i o r e f f o r t s t o 

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

Morrow, i n t h e i m m e d i a t e v i c i n i t y , been a 
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c o m m e r c i a l s u c c e s s ? 

A. One o f t h e f o u r p r e v i o u s l y d r i l l e d 

w e l l s i s n o t c o n s i d e r e d an economic s u c c e s s — i t ' s 

an economic s u c c e s s , b u t i t ' s n o t a tremendous 

w e l l . T h a t ' s t h e w e l l i n t h e s o u t h w e s t q u a r t e r 

o f 26. That w e l l b o r e , as w e ' l l see on E x h i b i t 7, 

has cum'd r o u g h l y 1.5 B c f . 

Q. N o t w i t h s t a n d i n g t h e a d d i t i o n a l s e i s m i c 

d a t a t h a t you and o t h e r s have u t i l i z e d , do y c u 

have an o p i n i o n as t o t h e a p p r o p r i a t e p e r c e n t a g e 

r i s k f a c t o r p e n a l t y t o a p p l y t o t h e r i s k o f 

c a r r y i n g A nadarko's i n t e r e s t ? 

A. Yes, I w o u l d say a w e l l c o s t p l u s 200 

p e r c e n t . 

Q. Two s e i s m i c l i n e s shown on t h e d i s p l a y ? 

A. Two s e i s m i c l i n e s ; an e a s t / w e s t s e i s m i c 

l i n e w h i c h has been t i t l e d N e a r b u r g P r o d u c i n g 

Company l i n e 33, and a n o r t h / s o u t h l i n e , N e a r b u r g 

P r o d u c i n g Company l i n e 3 1 . Those two l i n e s 

i n t e r s e c t i n v e r y c l o s e p r o x i m i t y t o our p r o t o s e d 

M o r r i s 26 G No. :. l o c a t i o n . 

Q. Are t h o s e t h e two c l o s e s t s e i s m i c l i n e s 

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

A. Yes, t h e y a r e . 

Q. Have you worked w i t h Mr. Durham, y c u r 
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g e o p h y s i c i s t , t o make t h i s g e o l o g i c 

i n t e r p r e t a t i o n and t o r e a c h t h e c o n c l u s i o n a b o u t 

where t o p l a c e t h i s w e l l ? 

A. Yes. 

Q. H a v i n g done a l l t h a t work, e x p l a i n t o 

me why we're p r o p o s i n g t h i s w e l l a t t h i s 

l o c a t i o n . 

A. I f I c o u l d r e f e r t o E x h i b i t 7? 

Q. A l l r i g h t . L e t ' s l o o k a t t h a t one. 

L e t ' s s k i p t h e c r o s s - s e c t i o n , and I'm l o o k i n g a t 

an i s o p a c h . I s t h a t 7? 

A. You're l o o k i n g a t an i s o p a c h map o f t h e 

M i d d l e Morrow sand. T h i s map was d e v e l o p e d f r o m 

s u b s u r f a c e g e o l o g y where, o b v i o u s l y , we mapped a 

much more e x t e n s i v e a r e a t h a n w h at's d i s p l a y e d on 

t h i s p a r t i c u l a r map, and we have p r o j e c t e d where 

t h e M i d d l e Morrow c h a n n e l d e p o s i t s r u n ac r o s s 

t h i s p a r t i c u l a r a r e a . 

There i s o t h e r w e l l c o n t r o l i n v o l v e d t o 

t h e n o r t h o f h e r e as w e l l as t o t h e s o u t h o f 

h e r e , and a c r o s s t h e p r o s p e c t a r e a y o u ' l l see-

where t h e i n t e r p r e t a t i o n i s t h a t t h e r e a r e t ^ o 

d i s t i n c t c h a n n e l systems t h a t r u n n o r t h / s o u t h 

o r i e n t a t i o n s a c r o s s t h i s p r o s p e c t a r e a . One i s 

o f f t o t h e west s i d e o f t h e map, and t h e o t h e r i s 
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a c r o s s t h e p r o s p e c t a r e a where t h e p r o p o s e d d r i l l 

s i t e i s . 

Q. We're accustomed t o s e e i n g 

p r e s e n t a t i o n s b e f o r e t h e D i v i s i o n where s e i s m i c 

d a t a i s used t o i n t e r p r e t s t r u c t u r a l p o s i t i o n , t o 

f i n d s t r u c t u r a l components, i f you w i l l , i n t h e 

r e s e r v o i r . I s t h a t t h e t y p e o f a p p l i c a t i o n we're 

l o o k i n g a t her e ? 

A. No, i t ' s n o t . 

Q. What do you see and what a r e you 

t e l l i n g us? 

A. I f you l o o k down i n t h e map l e g e n d , 

y o u ' l l see a l i t t l e a r e a t h a t ' s d e s i g n a t e d as a 

y e l l o w shaded a r e a . That a r e a r e p r e s e n t s an a r e a 

t h a t has been s e : . s m i c a l l y d e f i n e d by t h e s e two 

l i n e s as a Morrow t h i c k , based on what's c a l l e d 

an a m p l i t u d e anomaly o f t h e d a t a a c r o s s and 

t h r o u g h t h e Morrow. 

That a r e a i s l i m i t e d i n t h e n o r t h e a s t 

q u a r t e r o f S e c t i o n 2 6, j u s t s o u t h o f s h o t p o i n t 

130 t o a p p r o x i m a t e l y s h o t p o i n t 125 on l i n e ; 1 . 

I n t h e e a s t / w e s t d i r e c t i o n , on l i n e 33, t h e 

a m p l i t u d e anomaly c o n s i s t e n t w i t h Morrow t h i c k s 

i s r e p r e s e n t e d by t h a t a r e a . A g a i n , t h e same 

s h a d i n g , f r o m r o u g h l y s h o t p o i n t 165 t o r o u g h l y 
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s h o t p o i n t 175. 

The p r o p o s e d d r i l l s i t e has been 

s i t u a t e d such t h a t i t e n c r o a c h e s as l i t t l e as 

p o s s i b l e t o an u n o r t h o d o x l o c a t i o n and y e t s t a y s 

w i t h i n t h e c o n f i n e s o f t h e a m p l i t u d e anomaly t h a t 

has been d e f i n e d by t h e s e two s e i s m i c l i n e s . 

Q. D e f i n e f o r me how y o u ' r e u s i n g o r 

d e s c r i b i n g " a m p l i t u d e anomaly." 

A. A m p l i t u d e anomaly--we 1 1 , I see m i g h t 

d e f e r t h a t q u e s t i o n t o our e x p e r t g e o p h y s i c i s t 

a l o n g t o , more o r l e s s — I'm n o t an e x p e r t i n 

g e o p h y s i c s , b u t i t ' s my u n d e r s t a n d i n g t h a t y o u ' r e 

l o o k i n g a t a p a r t i c u l a r t r a c e o f a s e i s m i c , l i n e 

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

and t h e n r e v e r t s back t o t h a t s i g n a t u r e t r a c e . 

You can use s y n t h e t i c seismograms t o 

h e l p you a s c e r t a i n what y o u ' r e l o o k i n g a t , i r 

ter m s o f t h e d e p a r t u r e f r o m t h e n o r m a l t r a c e . 

Those a r e what my u n d e r s t a n d i n g i s o f an 

a m p l i t u d e anomaly, and t h a t ' s what we're s e e i n g 

h e r e i n t h e n o r t h e a s t q u a r t e r o f S e c t i o n 26. 

Q. A g a i n , t h e n , what causes you t o p u t 

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

A. We t h i n k t h e a m p l i t u d e anomaly t h a t we 

see on b o t h o f t l i e s e i s m i c l i n e s i s c o n s i s t e n t 
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w i t h a v e r y t h i c k s e c t i o n o f t h e Morrow. 

O b v i o u s l y we want t o d r i l l i n t h e Morrow, n o t 

j u s t a Morrow t h i c k b u t a sand t h i c k w i t h i n t h e 

Morrow. What we t h i n k we've d e f i n e d i s an a r e a 

where w e ' l l be d r i l l i n g o r , h o p e f u l l y , l o c a t i n g 

t h i s t e s t w i t h i n a v e r y t h i c k Morrow a c t i o n . 

Q. One f i r . a l p o i n t . I f we were t o move t o 

t h e c l o s e s t s t a n d a r d l o c a t i o n 500 f e e t t o t h e 

we s t , t h e n you're' g o i n g t o be o u t o f t h i s 

p a r t i c u l a r — 

A. W e ' l l be o u t o f t h e a m p l i t u d e anomaly 

as i t ' s been d e f i n e d on t h e s e two s e i s m i c l i n e s . 

Q. L e t ' s l o o k a t t h e c r o s s - s e c t i o n . 

T h a t ' s marked as E x h i b i t No. 6, I b e l i e v e ? 

A. T h a t ' s c o r r e c t . T h i s c r o s s - s e c t i o n i s 

a s t r a t i g r a p h i c c r o s s - s e c t i o n ; t h e datum o f w h i c h 

i s t h e t o p o f the 1 Lower Morrow, w h i c h i s t h e 

s t r u c t u r e map datum t h a t was u t i l i z e d i n E x h i b i t 

5. The a l i g n o f t h e c r o s s - s e c t i o n i s d i s p l a y e d 

on t h e l a n d map i n t h e l o w e r l e f t - h a n d c o r n e r o f 

t h e c r o s s - s e c t i o n . I t r u n s f r o m a w e l l down i n 

S e c t i o n 3 o f t h e a d j o i n i n g t o w n s h i p and range t o 

t h e s o u t h , a w e l l t h a t was o p e r a t e d by N e a r b u r g 

P r o d u c i n g Company and c a l l e d t h e Huber F e d e r a l 

#1 . 
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Q. Why w o u l d you t i e i n t o t h e Huber 

F e d e r a l #1? 

A. We wanted t o show what a sand t h i c k 

w i t h i n t h i s c h a n n e l s y s t e m l o o k e d l i k e ; t h a t , i n 

c o m b i n a t i o n w i t h t h e f a c t t h a t N e a r b u r g has 

c o n d u c t e d seismic- o p e r a t i o n s t h r o u g h t h i s 

p a r t i c u l a r w e l l b c r e and has modeled i t as t h e 

b a s i s f o r d e f i n i n g t h e i r s e i s m i c a m p l i t u d e 

a n o m a l i e s . 

That w e l l b o r e was p e r f o r a t e d i n t h e 

sand i n t e r v a l t h a t you see as t h e d e p t h c o l u i r n , 

marked i n r e d , arid has p r o d u c e d i n excess o f 7 

Bcf p e r d a t e . I t s t i l l c o n t i n u e s t o be an 

e x c e l l e n t sand p r o d u c e r . 

Q. T h a t ' s t h e b e s t o f t h e w e l l s shown on 

t h e c r o s s - s e c t i o n , i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . 

Q. What's t h e v i n t a g e , a p p r o x i m a t e l y , o f 

t h i s w e l l ? 

A. A l l o f t h e s e w e l l s were d r i l l e d 5 t o 7 

t o 8 y e a r s ago. 

Q. As we nove l e f t t o r i g h t on t h e 

c r o s s - s e c t i o n , t h e n e x t w e l l , t h e Boyd 26 M? 

A. The n e x t w e l l i s t h e Boyd 26 M. I f you 

r e f e r t o E x h i b i t 7, i t ' s t h e p r o d u c i n g w e l l , 
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shaded o r a n g e , i r . t h e s o u t h w e s t q u a r t e r o f 

S e c t i o n 26. I t ' s shaded orange because i t ' s 

p r o d u c i n g o u t o f t h i s sand s y s t e m t h a t we're 

t r y i n g t o d e v e l o p a l s o i n t h e n o r t h e a s t c o r n e r o 

Sect i o n 2 5. 

Q . What k i n d o f cum do you have on t h a t 

one ? 

A. 1 .52 Be f . 

Q. You move t o t h e M o r r i s 26 E? 

A. T h a t ' s t h e w e l l i n t h e n o r t h w e s t 

q u a r t e r o f S e c t i o n 26. You can see t h a t t h a t 

w e l l has ab o u t IS f e e t o f a v e r y d i r t y l o o k i n g 

sand. I t ' s o b v i o u s l y on t h e edge o f t h e mair 

c h a n n e l s y s t e m . I t was n o t p r o d u c t i o n t e s t e d o r 

d r i l l - s t e m t e s t e d , i t was c o n s i d e r e d t o be t o o 

t i g h t t o be h y d r o c a r b o n - b e a r i n g . 

Q. I t ' s now a G l o r i e t a o i l w e l l ? 

A. I t ' s a G l o r i e t a c o m p l e t i o n , t h a t ' s 

c o r r e c t . 

Q. We pass t h r o u g h y o u r p r o p o s e d l o c a t i o n 

and g e t t o t h e w e l l on t h e f a r r i g h t ? 

A. That w e l l i s i n t h e s o u t h e a s t q u a r t e r 

o f S e c t i o n 23. I t ' s a l s o a N e a r b u r g w e l l , t h e 

P a r i n o Com No. 1 

Q. You d o n ' t show t h e p e r f o r a t i o n s 
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h i g h l i g h t e d i n t l i e m i d - s a n d - s e c t i o n , b u t t h o s e 

p e r f o r a t i o n s a r e l i s t e d b elow t h e l o g s e c t i o n on 

t h a t w e l l ? 

A. T h a t ' s c o r r e c t . The sand s e c t i o n 

t h a t ' s shaded i n y e l l o w i s b a s i c a l l y where t h e 

gas p r o d u c t i v e i n t e r v a l was i n t h i s w e l l b o r e . 

The t o t a l c u m u l a t i v e p r o d u c t i o n f r o m t h a t w e l l i s 

ab o u t 120 m i l l i o r . c u b i c f e e t , w h i c h i s v e r y 

s u b c o m m e r c i a 1 . 

Q. I s i t s t i l l p r o d u c i n g o u t o f t h e 

Morrow? 

A. I don't: b e l i e v e i t i s . I b e l i e v e i t ' s 

been p l u g g e d back t o t h e S t r a w n , t o a l i t t l e t h i n 

S t r a w n sand. So t h a t was t h e t o t a l cum f r o m t h e 

l i f e o f t h e w e l l i n t h e Morrow. 

Q. U s i n g t h e c r o s s - s e c t i o n , d e s c r i b e f o r 

us y o u r o b j e c t i v e , t h e n , w i t h t h e w e l l a t t h i s 

l o c a t i o n . 

A. What we; t h i n k we're s e e i n g h e r e a t t h i s 

P a r i n o Com No. 1 l o c a t i o n , i s a n o t h e r w e l l t h a t ' s 

d e v e l o p e d on t h e edge o f one o f t h e s e e a r l y , 

M i d d l e Morrow c h a n n e l d e p o s i t s . Y o u ' l l n o t i c e 

t h a t t h e Shape o f t h e y e l l o w shaded a r e a i s 

c o n s i s t e n t w i t h a p o i n t bar t y p e o f d e p o s i t . 

I ' v e t a k e n some g e o l o g i c a l 
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i n t e r p r e t a t i o n ar.d t i e d i n t h e a m p l i t u d e anomaly 

i n t h e n o r t h e a s t o f S e c t i o n 26, and have 

d e v e l o p e d t h a t up t o w a r d s t h i s P a r i n o Com w e l l , 

and have i t on t h e n o r t h end o f t h e p o i n t b a r 

d e p o s i t . So, we t h i n k we have an a r e a where 

t h e r e ' s a p o t e n t i a l t o d e v e l o p some r e s e r v e s f r o m 

a much t h i c k e r s e c t i o n t h a n w h at's d e v e l o p e d i n 

t h e P a r i n o Com. 

I f y o u ' l l n o t i c e t h e n o r t h / s o u t h 

s e i s m i c l i n e , l i n e 3 1 , between s h o t p o i n t s 140 

and 150, r u n s v e r y c l o s e t o t h e N e a r b u r g P a r i n o 

Com, and t h e r e is; no e v i d e n c e o f any k i n d o f a 

s e i s m i c a m p l i t u d e anomaly i n t h e a r e a p r o x i m a l t o 

t h i s w e l l b o r e . So what we're s e e i n g i s a b e t t e r , 

t h i c k e r sand t h a n what was e n c o u n t e r e d i n the 

Par i n o we 11. 

Q. Even w i t h t h e a p p l i c a t i o n o f t h e 

s e i s m i c i n t e r p r e t a t i o n , t h i s i s s t i l l v e r y r i s k y , 

i s i t n o t ? 

A. I t s t i l l i s v e r y r i s k y . The sand c o u l d 

be w et, t h e sand c o u l d be t i g h t . There a r e 

p l a c e s a l o n g h e r e where you have f a i r l y 

w e l l - d e v e l o p e d sands b u t t h e p o r o s i t y i s n o t 

d e v e l o p e d . So, t h e r e s t i l l i s a g r e a t d e a l c f 

r i s k i n v o l v e d i n t h i s l o c a t i o n . 
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MR. KELLAHIN: That c o n c l u d e s my 

e x a m i n a t i o n . We move t h e i n t r o d u c t i o n o f 

E x h i b i t s 5, 6 and 7. 

EXAMINER MORROW: E x h i b i t s 5, 6 and 7 

are admi t t e d . 

EXAMINATION 

BY EXAMINER MORROW: 

Q. On E x h i b i t 7, as you drew t h a t 

a m p l i t u d e anomaly up ove r i n t o S e c t i o n 25 and up 

i n t o S e c t i o n 24, d i d you have any c o n t r o l t h e r e 

or was t h e r e a n y t h i n g f r o m y o u r s e i s m i c d a t a t h a t 

caused you t o t h i n k t h a t t h a t w o u l d be t h e r e , or 

n o t ? 

A. W e l l , i t was p l a c e d w i t h i n t h e 

c o n f i n e s . Y o u ' l l see t h e b a s i c o u t l i n e o f t h e 

c h a n n e l i t s e l f i s t h e v e r y d a r k y e l l o w shaded 

a r e a . I ' v e t r i e d t o , b a s i c a l l y , f o l l o w alone: a 

2 0 - f o o t c o n t o u r i n t e r v a l i n t e r m s o f t h i c k n e s s . 

That c h a n n e l d i r e c t i o n and o r i e n t a t i o n 

i s , a g a i n , based on t h e p r o j e c t i o n o f t h i s s y s t e m 

f r o m t h e n o r t h , where we have more e x t e n s i v e w e l l 

c o n t r o l . We know t h a t t h e P a r i n o w e l l i s , a g a i n , 

p r o b a b l y a m a r g i n a l l y l o c a t e d , e d g e - o f - t h e - s y s t e m 

t y p e o f a w e l l . When you l o o k a t t h e gamma r a y 

on t h e P a r i n o w e l l , i t ' s a v e r y h i g h gamma r e y . 
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T h a t ' s f a i r l y c o n s i s t e n t w i t h a l o t o f s h a l e and 

d i r t i n t h e sand. 

I t ' s a m a r g i n a l w e l l , and i s n o t 

c e n t r a l l y l o c a t e d i n any c h a n n e l b a r s o r p o i n t 

b a r s w i t h i n t h e s y s t e m , b u t i t ' s p r o b a b l y w i t h i n 

t h e s y s t e m . A g a i n , t h e r e ' s no a m p l i t u d e anomaly 

i n S e c t i o n 3 1 , so t h e o r i e n t a t i o n o f t h e p o i n t 

b a r , w h i c h p o i n t b a r s t e n d t o have an a r c u a t e 

s o r t o f ge o m e t r y t o them, was t o r u n t h i s f r o m 

t h e n o r t h e a s t o f 26, a c r o s s as you see i n t o a 

p o r t i o n o f t h e n o r t h w e s t p a r t o f 25 and s o u t h w e s t 

p a r t o f 24, t o w a r d s t h e P a r i n o w e l l . 

Q. You p u l l e d i t o v e r t o t h e P a r i n o w e l l 

j u s t based on the* f a c t t h a t i t p r o d u c e s ? 

A. Based on t h e f a c t i t made a l i t t l e gas 

and i t ' s p r o b a b l y on t h e edge o f one o f t h e s e 

p o i n t bar t y p e s o f t h i n g s . 

Q. But you g o t c o n t r o l , i f I u n d e r s t a n d 

i t , f r o m y o u r seas d a t a , a t t h e p o i n t where y o u r 

l i n e s passed t h r o u g h t h e anomaly, i s t h a t 

c o r r e c t ? 

A. T h a t ' s c o r r e c t . 

Q. At .180 t h e r e , you w e r e n ' t s e e i n g 

a n y t h i n g up t h e r e t o t h e n o r t h ? 

A. T h a t ' s r i g h t . At .180 y o u ' r e back t o a 
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n o r m a l t y p e o f s i g n a t u r e t h e r e on y o u r c y c l e . 

Q. Most o f t h a t , I'm s u r e i t ' s good, b a t 

t h e r e a r e no p o i n t s t o base i t on o t h e r t h a n y o u r 

g e n e r a l knowledge o f t h e way Morrow sand l a y s , i s 

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

A. T h a t ' s c o r r e c t . 

Q. On E x h i b i t 5, w h i c h was y o u r l o c a t i o n 

t h e r e , I guess i t was n o t - - l e t ' s see. The 

s t r u c t u r e i s r u n n i n g t o t h e - -

A. S o u t h e a s t . I t d i p p e d t o t h e s o u t h e a s t 

a t a b o u t a h u n d r e d f e e t a m i l e . We e x p e c t t o 

be--

Q. So, based on s t r u c t u r e , f u r t h e r west 

w o u l d have been b e t t e r i f you d i d n ' t know what 

you d i d ab o u t t h e anomaly, o r m i g h t have been? 

A. P o s s i b l y . 

Q. You w o t i l d have been c o m p l e t e l y o u t o f 

y o u r c h a n n e l , b a s i c a l l y ? 

A. The s o l u t i o n gas r e s e r v o i r s t r u c t u r e 

r e a l l y d o e s n ' t have a whole l o t o f i n f l u e n c e . I f 

you h i t t h e sand gas b e a r i n g , y o u ' l l d r a i n t h e 

f a r t h e r west l o c a t i o n s . 

EXAMINER MORROW: Thank you, Mr. 

E l g e r . 

MR. KELLAHIN: You m i g h t keep E x h i b i t 7 
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o u t , Mr. Examiner. I ' l l c a l l our n e x t w i t n e s s , 

Mr. Durham, and have him d i s c u s s i o n some o f t i e 

c o n c e p t s i n h i s a p p l i c a t i o n . 

TERRY E. DURHAM 

Ha v i n g been f i r s t d u l y sworn upon h i s o a t h , was 

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

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Durham, f o r t h e r e c o r d w o u l d you 

p l e a s e s t a t e your' name and o c c u p a t i o n ? 

A. I am T e r r y Durham, s e n i o r g e o p h y s i c i s t . 

Q. Mr. Durham, on p r i o r o c c a s i o n s , have 

you t e s t i f i e d i n t h a t c a p a c i t y b e f o r e t h i s 

D i v i s i o n ? 

A. Yes, I have. 

Q. Have you made a g e o p h y s i c a l s t u d y and 

i n v e s t i g a t i o n f o r t h i s p r o p o s e d w e l l ? 

A. Yes, I have. 

Q. I s t h i s p a r t o f t h e work you w o u l d 

n o r m a l l y do f o r N e a r b u r g , making t e c h n i c a l 

e v a l u a t i o n s and p r o v i d i n g s u p p o r t f o r t h e o t h e r 

t e c h n i c a l p e o p l e i n f i n d i n g w e l l l o c a t i o n s ? 

A. Yes, t h a t ' s c o r r e c t . 

MR. KELLAHIN: We t e n d e r Mr. Durhan. as 

an e x p e r t geophy $5 i c i s t . 
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EXAMINER MORROW: We a c c e p t Mr. Durham. 

Q. B e f o r e we t a l k a b o u t t h e a p p l i c a t i o n o f 

t h i s method, h e l p us have a w o r k i n g u n d e r s t a n d i n g 

o f how you d e f i n e a m p l i t u d e anomaly. 

A. Okay. W e l l , s e i s m i c d a t a , as i t ' s 

r e c o r d e d , you r e c o r d a t i m e and an a m p l i t u d e at 

t h a t p a r t i c u l a r t i m e . These t i m e i n t e r v a l s a r e 

d i s c r e t e r e c o r d e d i n t e r v a l s , be t h e y a t two 

m i l l i s e c o n d s o r f o u r m i l l i s e c o n d s , and we 

t y p i c a l l y r e c o r d up t o t h r e e seconds o f t h i s d a t a 

a t two t o f o u r m i l l i s e c o n d i n t e r v a l s . 

At each, one o f t h e s e i n t e r v a l s we 

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

i n a t y p i c a l s e i s m i c i n t e r p r e t a t i o n , we p r i m a r i l y 

l o o k a t s t r u c t u r a l i n f o r m a t i o n , t o t e l l us hew 

h i g h we a r e t o n e a r b y w e l l s , l o c a t i o n o f f a u l t s , 

t h i n g s l i k e t h a t 

I n an a t t e m p t t o e x t r a c t more 

i n f o r m a t i o n f r o m s e i s m i c d a t a , we're b e g i n n i n g t o 

l o o k more and more a t a m p l i t u d e s t h e m s e l v e s , t o 

g i v e us an i d e a o f t h e l i t h o l o g i e s o r t h e changes 

i n t h e r o c k s , o t h e r t h a n j u s t p u r e s t r u c t u r e . 

And t h a t , i n a summary, i s what we're l o o k i n g ; a t 

h e r e . 

Q. How do you a p p l y t h a t c o n c e p t t o t h i s 
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p a r t i c u l a r w e l l l o c a t i o n ? 

A. For t h i s w e l l , I d i d use a model o f t h e 

Huber F e d e r a l w e l l , w h i c h i s on c r o s s - s e c t i o n 

E x h i b i t No. 6, on t h e l e f t s i d e o f t h e 

c r o s s - s e c t i o n . As Mr. E l g e r m e n t i o n e d , we d i d 

have s e i s m i c d a t a t h r o u g h t h a t w e l l b o r e . 

We p r e p a r e d a s y n t h e t i c seismogram f r o m 

a s o n i c l o g on t h a t w e l l and, f r o m t h i s s y n t h e t i c 

seismogram we are; a b l e t o c a l i b r a t e t h e e x a c t 

l o c a t i o n o f where' t h e M i d d l e Morrow sands a r e , 

and f r o m t h a t we're a b l e t o l o o k a t t h e d i s c r e t e 

a m p l i t u d e s f o r t h a t i n t e r v a l . 

I n my :. n t e r p r e t a t i on o f t h a t p a r t i c u l a r 

s e i s m i c l i n e , I n o t e d t h a t t h e r e was a h i g h 

a m p l i t u d e i n t e r v a l t h a t was c o n s t r a i n e d t o a 

n a r r o w a r e a w i t h i n a b o u t 600 f e e t on e i t h e r s i d e 

o f t h e w e l l b o r e . By l o o k i n g a t t h a t a m p l i t u d e , 

t h e n , I i n t e r r u p t e d t h a t t h a t was t h e c h a n n e l 

t h a t passed t h r o u g h and t h a t t h e s e i s m i c l i n e 

i n t e r s e c t e d . 

U s i n g t h a t as a model, I i n t e r p r e t e d 

s e i s m i c l i n e s 31 and 33 i n t h e n o r t h e a s t c o r n e r 

o f S e c t i o n 26, and a l s o n o t e d a s i m i l a r t y p e 

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

or c o n f i n e t h e i n t e r p r e t a t i o n o f what we b e l i e v e 
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t o be t h e Morrow c h a n n e l t o s h o t p o i n t s 130 

t h r o u g h 1.2 2 on l i n e 3 1 , and a p p r o x i m a t e l y 165 

t h r o u g h 175 on l i n e 33, and t h a t was t h e b a s i s 

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

Q. I n t h e absence o f any c o n c e r n a b o u t 

encroachment o n t o o f f s e t t i n g p r o p e r t i e s , where 

w o u l d t h e optimum l o c a t i o n be, t h e n , f o r t h e 

wel 1? 

A. We f e e l t h a t t h e c u r r e n t l o c a t i o n i s an 

optimum l o c a t i o n , because we're w i t h i n t h e 

s e i s m i c c o n f i n e s o f t h e a m p l i t u d e anomaly. And, 

i n p i c k i n g o u t a l o c a t i o n , we moved as f a r west 

as p o s s i b l e w i t h i n t h e a m p l i t u d e anomaly as we 

f e l t c o m f o r t a b l e , and so we're u s i n g t h o s e 

c o n s t r a i n t s because we f e e l i t ' s a good l o c a t i o n . 

Q. Do you s h a r e Mr. E l g e r ' s c o n c l u s i o n 

a b o u t t h e r i s k f a c t o r component, t h a t even w i t h 

t h e s e i s m i c i n f o r m a t i o n , t h i s i s s t i l l a v e r ̂  

r i s k y w e l l and t h a t i t j u s t i f i e s t h e maximum 

p e n a l t y awarded by t h e D i v i s i o n f o r w e l l s o f t h i s 

c a t e g o r y ? 

A. T h a t ' s c o r r e c t . The s e i s m i c d a t a c'oes 

h e l p us t o r e d u c e some o f t h e r i s k , b u t there: a r e 

s t i l l r i s k s i n v o l v e d . L i k e he m e n t i o n e d , we 

c o u l d e n c o u n t e r a t h i c k sand, w h i c h g i v e s us t h i s 
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a m p l i t u d e anomaly, b u t t h e p o r o s i t y may be 

a b s e n t . We w o u l d s t i l l have a good a m p l i t u d e 

anomaly. We may have a s m a l l gas e f f e c t v e r s u s a 

good gas w e l l , and t h e a m p l i t u d e anomaly w o u l d be 

r e a l l y v e r y h a r d t o d e t e c t between a good gas 

w e l l and a poor one, so t h e r i s k f a c t o r i s 

d e f i n i t e l y s t i l l t h e r e . 

MR. KELLAHIN: That c o n c l u d e s my 

e x a m i n a t i o n o f Mr. Durham. 

EXAMINATION 

BY EXAMINER MORROW: 

Q. Okay. I n d e f i n i n g y o u r a m p l i t u d e 

anomaly, t h e p o i n t s o f i n t e r s e c t i o n w i t h your 

s e i s l i n e s a r e t h e p o i n t s o f c o n t r o l t h a t you 

have, i s t h a t r i g h t ? 

A. T h a t ' s c o r r e c t . 

EXAMINER MORROW: Thank you, s i r . I 

a p p r e c i a t e y o u r t e s t i m o n y . 

MR. KELLAHIN: Mr. Examiner, E x h i b i t 8 

i s my c e r t i f i c a t e o f c o m p l i a n c e w i t h t h e n o t i c e 

r e q u i r e m e n t s o f t h e D i v i s i o n , and i t s e t s f o r t h 

c o p i e s o f t h e r e t u r n r e c e i p t c a r d s by w h i c h v/e 

have s e n t , c e r t i f i e d m a i l , a copy o f t h e o r i g i n a l 

a p p l i c a t i o n b e f o r e t h e D i v i s i o n . 

As Mr. F i t z g e r a l d t e s t i f i e d , n e i t h e r he 
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nor I a r e aware c f any o p p o s i t i o n t o a p p r o v a l o f 

t h e a p p l i c a t i o n . W i t h t h e i n t r o d u c t i o n o f 

E x h i b i t 8, t h a t c o n c l u d e s our p r e s e n t a t i o n . 

EXAMINER MORROW: E x h i b i t 8 w i l l be 

a c c e p t e d i n t o the 1 r e c o r d . I do have one o t h e r 

q u e s t i o n , and you may be a b l e t o answer i t , o r 

p o s s i b l y Mr. F i t z g e r a l d . 

Was the 200 p e r c e n t p e n a l t y c o n t a i n e d 

i n t h e m a t e r i a l t h a t was s u b m i t t e d t o Anadarko 

f o r t h e i r r e v i e w ? 

MR. KELLAHIN: Yes, s i r . I t w o u l d have 

been i n c l u d e d o n l y i n d i r e c t l y by r e f e r e n c e t c t h e 

sub s e q u e n t w e l l p e n a l t y p r o v i s i o n s o f t h e J o i n t 

O p e r a t i n g Agreement t h a t a r e s e t f o r t h i n the 

document. 

Anadarko i s c e r t a i n l y k n o w l e d g e a b l e 

abo u t t h e p e n a l t i e s imposed by t h e D i v i s i o n e-.nd, 

as I u n d e r s t a n d i t , t h e r e ' s no d i s p u t e a b o u t 

t h a t . 

EXAMINER MORROW: You u n d e r s t a n d , t h e n , 

t h a t t h e y agree? L e t ' s ask Mr. F i t z g e r a l d t o 

come back, and w e ' l l ask him. 

JOE FITZGERALD 

H a v i n g been p r e v i o u s l y d u l y sworn upon h i s o s i t h , 

was examined and t e s t i f i e d f u r t h e r as f o l l o w s : 
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FURTHER EXAMINATION 

BY EXAMINER MORROW: 

Q. Mr. F i t z g e r a l d , i s i t y o u r o p i n i o n t h a t 

A nadarko was aware o f y o u r p r o p o s e d 200 p e r c e n t 

p e n a l t y and t h e y were i n agreement w i t h t h a t ? 

A. I t ' s my o p i n i o n t h a t t h e y a r e aware 

t h a t we w o u l d be a s k i n g f o r a 200 p e r c e n t 

p e n a l t y . 

I w o u l d l i k e t o p o i n t o u t , i n t h e 

o p e r a t i n g agreement we s u b m i t t e d t o them, w h i c h , 

as we d i s c u s s e d t h e y d i d n ' t b r i n g t h i s o u t as a 

p r o b l e m , on page 6 o f t h e JOA i t p r o v i d e s f o r a 

p e n a l t y o f 500 p e r c e n t , i f t h e y were t o j o i n , and 

t h e n we p r o p o s e d a second w e l l l a t e r and t h e y 

went n o n c o n s e n t . Then t h e y w o u l d be s u b j e c t t o a 

500 p e r c e n t p e n a l t y , w h i c h t h e y d i d n o t o b j e c t t o 

as you can see i n t h e i r l e t t e r o f June 3 r d . 

So, i f t h e y d i d n ' t o b j e c t t o 500 

p e r c e n t , I d o n ' t see how t h e y w o u l d o b j e c t tc 200 

p e r c e n t p e n a l t y , under t h e Commission's o r d e i ' . 

EXAMINER MORROW: Thank you. Case 

10997 w i l l be t a k e n under a d v i s e m e n t . 

(And t h e p r o c e e d i n g s c o n c l u d e d . ) 

I do hereby c<*~!if-* 'hat the foregoing i ; 
a corsiple-e : t. :oro oi the proceedings iri 
the txatTiiner hearing of Case No. \ f f j 

' Examiner 
Oil̂ Conservatibn Division 
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