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MR. LeMAY: The m e e t i n g w i l l come t o o r d e r . 

T h i s i s t h e O i l C o n s e r v a t i o n Commission, t h e Commission 

of t h r e e B i l l s . We h a v e n ' t met f o r a w h i l e . Happy New 

Year . 

W i t h i n t h e r e c o r d , I ' d l i k e t o e s t a b l i s h some 

d a t e s o f Commission h e a r i n g s because t h e y do have t o be 

adver t i sed. 

( T h e r e u p o n , a d i s c u s s i o n was 

h e l d o f f t h e r e c o r d . ) 

MR. LeMAY: Case No. 9764. 

MR. STOVALL: A p p l i c a t i o n o f M e r i d a n O i l , 

I n c . , f o r a h i g h 1 y - d e v i a t e d d i r e c t i o n a l d r i l l i n g p i l o t 

p r o j e c t , u n o r t h o d o x gas w e l l l o c a t i o n and an e x c e p t i o n 

t o Rule 2 ( b ) o f t h e S p e c i a l R u l e s G o v e r n i n g t h e 

Blanco-Mesaverde P o o l , San Juan County, Ne;w Mexic o . 

A p p l i c a n t r e q u e s t s t h i s case be c o n t i n u e d t o 

t h e F e b r u a r y 15, 1990, Commission h e a r i n g . 

MR. LeMAY: I s t h e r e any o b j e c t i o n t o t h a t 

e x t e n s i o n ? I f n o t , we s h a l l c o n t i n u e t h a t case t o t h e 

1 5 t h o f F e b r u a r y . 
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CHAIRMAN LEMAY: Now I ' l l c a l l Cases 9764 

and 9765. 

MR. STOVALL: These are the a p p l i c a t i o n s of 

Me r i d i a n O i l , I n c . , f o r a h i g h l y - d e v i a t e d d i r e c t i o n a l 

d r i l l i n g p r o j e c t s , unorthodox gas w e l l l o c a t i o n s and 

exc e p t i o n s t o Rule 2(b) of s p e c i a l r u l e s g o v e r n i n g the 

Blanco-Mesaverde P o o l , San Juan County, New Mexico. 

CHAIRMAN LEMAY: Do I hear a motion on 

these cases? Mr. K e l l a h i n ? 

MR. KELLAHIN: Mr. Chairman, f o r the re c o r d 

my name i s Tom K e l l a h i n . I'm an a t t o r n e y w i t h the 

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

I'm appearing today on b e h a l f of Me r i d i a n O i l , I n c . 

I've discussed t h i s matter w i t h Mr. Lund, 

who i s a t t o r n e y f o r Amoco appearing today on t h e i r 

b e h a l f , and he has no o b j e c t i o n t o my motion at t h i s 

time t o c o n s o l i d a t e both those cases f o r h e a r i n g 

purposes t h i s morning, and we would so move. 

CHAIRMAN LEMAY: We move the cases be 

c o n s o l i d a t e d . Are t h e r e any o b j e c t i o n s t o t h i s ? I f 

no t , the cases w i l l be c o n s o l i d a t e d . 

I ' l l now c a l l f o r a d d i t i o n a l appearances i n 

Cases 9764 and 976 5. 

MR. LUND: Good morning, Mr. Chairman. My 

name i s Kent Lund appearing on b e h a l f of Amoco 

CUMBRE COURT REPORTING 
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P r o d u c t i o n Company, and I'm appearing i n a s s o c i a t i o n 

of Charles Sanchez of Belen, New Mexico. 

CHAIRMAN LEMAY: Thank you, Mr. Lund. 

Y o u ' l l have witnesses f o r us today, or not? 

MR. LUND: P o t e n t i a l l y . As the Chairman 

may be aware, the on l y t h i n g we're r e a l l y concerned 

about i s the d e l i v e r a b i l i t y a l l o w a b l e c a l c u l a t i o n s f o r 

the proposed p r o r a t i o n u n i t s w i t h these d e v i a t e d 

w e l l b o r e s . We don't o b j e c t t o the f a c t t h a t M e r i d i a n 

wants t o d r i l l them. I n f a c t , we're e x c i t e d about 

t h a t . We j u s t have some concerns f o r the c o r r e l a t i v e 

r i g h t s , and t h a t ' s our issue today. 

CHAIRMAN LEMAY: Thank you, Mr. Lund. 

A d d i t i o n a l appearances i n the case? 

MR. KELLAHIN: Mr. Chairman, I would l i k e 

t o i n t r o d u c e at t h i s time the General Counsel of 

Me r i d i a n O i l , I n c . , Mr. Gavin Smith. Mr. Smith i s a 

member of the Texas bar and has come today t o be 

present f o r the h e a r i n g today. Mr. Smith, would you 

please stand . 

CHAIRMAN LEMAY: Mr. Smith, we're gl a d t o 

have you hear i n Santa Fe. 

At t h i s time we w i l l swear i n a l l the 

witnesses who w i l l be g i v i n g t e s t i m o n y . Please r i s e 

and r a i s e your r i g h t hands. 
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(Thereupon, a l l w i t n e s s e s were sworn.) 

CHAIRMAN LEMAY: Mr. K e l l a h i n , you may 

proceed. 

MR. KELLAHIN: Mr. Chairman, we want t o 

attempt t o do something a l i t t l e d i f f e r e n t l y b e f o r e 

the Commission today than i s our t y p i c a l p r e s e n t a t i o n 

form. I n the p a s t , i n d i s p u t e d cases, i t i s o f t e n the 

s t y l e t o take each of the e x p e r t s and lead them 

thro u g h a p r e s e n t a t i o n of t h e i r t e c h n i c a l case. We 

b e l i e v e t h a t i s not the k i n d of case we want t o 

present t o you today. 

As Mr. Lund i n d i c a t e d , we are pleased and 

d e l i g h t e d w i t h the Examiner Order i n a l l issues except 

one. We are pleased t h a t the Examiner has found t h a t 

t h i s unique o p p o r t u n i t y t o attempt t o recover 

a d d i t i o n a l gas reserves out of the Mesaverde Formation 

i n the San Juan Basin i s one t h a t he endorses. 

The t o p i c of d i s c u s s i o n today i s going t o 

be a p r o j e c t , a p i l o t p r o j e c t , i f you w i l l , f o r what 

we c h a r a c t e r i z e as a h i g h l y - d e v i a t e d w e l l , a 

hig h - a n g l e w e l l , i f you p l e a s e . We are s e l e c t i n g t o 

t r y t o determine whether or not t h a t t e c h n o l o g y w i l l 

g i v e us an o p p o r t u n i t y t o f u r t h e r develop gas reserves 

out of the Mesaverde Formation. 

I t h i n k we a l l a p p r e c i a t e and recog n i z e the 
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wo n d e r f u l success we have a l l enjoyed from the i n - f i l l 

program i n the Mesaverde. Our background i n f o r m a t i o n 

we want t o present t o you today e x p l a i n s some of the 

bases upon which the Examiner e n t e r e d the order 

endorsing the f a c t t h a t we have the o p p o r t u n i t y t o 

recover yet again reserves t h a t are not yet being 

produced. So we are pleased w i t h a number of h i s 

f i n d ings . 

The s i n g l e e x c e p t i o n t h a t we have w i t h the 

order as ent e r e d i s the e s t a b l i s h m e n t of a s p e c i a l 

p r o j e c t a l l o w a b l e . And t h a t w i l l be the focus of our 

c o n c e n t r a t i o n t h i s morning. I want t o present t o you 

th r e e t e c h n i c a l people t o giv e you a background on the 

p r o j e c t , but the f o c u s , t h e n , w i l l be f o r them t o 

e x p l a i n t o you the s p e c i a l p r o j e c t a l l o w a b l e . 

As you know, the Mesaverde i s a p r o r a t e d 

gas p o o l . We have sought t o come up w i t h a s p e c i a l 

p r o j e c t a l l o w a b l e w i t h i n the c o n t e x t and the framework 

of the p r o r a t i o n system f o r t h a t r e s e r v o i r . I n doing 

so, the t e c h n i c a l people w i l l t a l k t o you about how t o 

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

I n order t o have the economic i n c e n t i v e t o 

go f o r w a r d w i t h t h i s p r o j e c t , we are r e q u e s t i n g a 

m o d i f i c a t i o n of the Examiner Order. We are r e q u e s t i n g 

t h a t i n order t o c a l c u l a t e the spacing u n i t a l l o w a b l e , 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

2 4 

25 

9 

t h a t you grant us the r i g h t t o tak e the d e l i v e r a b i l i t y 

of the h i g h - a n g l e w e l l and m u l t i p l y t h a t 

d e l i v e r a b i l i t y by two, and subsequently i n t e g r a t e t h a t 

i n t o the a l l o w a b l e c a l c u l a t i o n . 

Mr. George Dunn i s a r e s e r v o i r engineer who 

w i l l make the f i r s t p r e s e n t a t i o n and show you h i s 

j u s t i f i c a t i o n f o r h i s a l l o w a b l e r e q u e s t . H e ' l l t a l k 

t o you about h i s economics and w e ' l l get i n t o a l l the 

r a m i f i c a t i o n s of t h a t p a r t i c u l a r i s s u e . 

I ' l l a l s o present t o you Mr. Greg Jennings, 

M e r i d i a n ' s g e o l o q i s t , who w i l l g i v e you a p r e s e n t a t i o n 

of the g e o l o g i c b a s i s upon which we have p r e d i c a t e d 

the p i l o t p r o j e c t . 

My l a s t t e c h n i c a l w i t n e s s i s Mr. Louis 

Jones. He i s known t o the Commission, he has 

t e s t i f i e d b e f o r e you on a number of occasions on 

p r o r a t i o n i n g , and he i s prepared t o di s c u s s w i t h you 

the mechanics of how t o handle the f o r m u l a . 

One of the t h i n g s t h a t we d i d not g i v e 

Examiner Catanach the o p p o r t u n i t y t o hear i s the 

qu e s t i o n of the maximum p o s s i b l e p r o d u c i n g r a t e f o r 

the h i g h - a n g l e w e l l , and t h a t was Amoco's concern. 

They were concerned t h a t our request d i d not have a 

cap or a c e i l i n g on the p r o d u c i n g r a t e f o r the spacing 

u n i t , and i t was p o s s i b l e , t h e n , under our 
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p r e s e n t a t i o n , t h a t the o f f s e t t i n g spacing u n i t s might 

have t o compete a g a i n s t a h i g h - a n g l e w e l l i n a way 

t h a t they would not be exposed t o c o m p e t i t i o n i f t h i s 

had been a v e r t i c a l w e l l . 

We want t o di s c u s s t h a t issue and h o p e f u l l y 

address some of t h e i r concerns about e s t a b l i s h i n g what 

we t h i n k i s an a p p r o p r i a t e c e i l i n g or cap on the t o t a l 

a l l o w a b l e f o r our spacing u n i t t h a t w i l l h o p e f u l l y 

s a t i s f y your concerns and Amoco's concerns about any 

o p p o r t u n i t y f o r an u n f a i r advantage. 

Amoco was at the e a r l i e r h e a r i n g . I t h i n k 

everybody agrees t h a t t h i s i s t e c h n o l o g y t h a t ought t o 

be e x p l o r e d i n New Mexico. I'm p e r s o n a l l y d e l i g h t e d 

t h a t M e r i d i a n has chosen New Mexico t o do t h i s 

a c t i v i t y , but I'm also hear t o t e l l you t h a t unless we 

can have an i n c e n t i v e , i n terms of t h i s p r o j e c t 

a l l o w a b l e as we propose, then u n f o r t u n a t e l y we're not 

going t o be able t o go ahead w i t h the p r o j e c t . 

I have t e c h n i c a l w i t n e s s e s t h a t w i l l 

e x p l a i n t o you t h a t p o s i t i o n , but t h a t i s p a r t of the 

p r e s e n t a t i o n today. And t h e r e f o r e I would r e q u e s t , 

Mr. Chairman, t h a t we i n c o r p o r a t e f o r the r e c o r d , so 

t h a t we do have a complete r e c o r d , the Examiner 

t r a n s c r i p t so t h a t I don't have t o go t h r o u g h a l l the 

b u i l d i n g steps t o b u i l d the case, and w e ' l l focus 
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d i r e c t l y i n , t h e n , on t h i s q u e s t i o n of t h i s p r o j e c t 

a l l o w a b l e . 

CHAIRMAN LEMAY: Are t h e r e any o b j e c t i o n s 

t o i n c o r p o r a t i o n of the t r a n s c r i p t ? 

MR. LUND: No o b j e c t i o n . 

CHAIRMAN LEMAY: Thank you. The t r a n s c r i p t 

of the Examiner h e a r i n g w i l l be a p a r t of t h i s 

r e c o r d . 

MR. KELLAHIN: Mr. Chairman, so we can 

focus on t h a t p o r t i o n of the Examiner Order t h a t gives 

us our concern, I would l i k e t o c i r c u l a t e t o you a 

copy of the e x i s t i n g order e n t e r e d i n t h i s case, along 

w i t h a proposed language change t h a t we can disc u s s 

t h i s morning t h a t we b e l i e v e solves our concerns. 

I n order t o approve our request b e f o r e the 

Commission, the language we have proposed, which i s 

re f e r e n c e d number 8, r e f e r s t o page 6 of the e x i s t i n g 

order and looks t o the o r d e r i n g paragraphs. I t ' s 

o r d e r i n g paragraph number 8 t h a t e s t a b l i s h e d under the 

Examiner Order the l e v e l of the a l l o w a b l e f o r the 

spacing u n i t . 

What Mr. Catanach approved was the o p t i o n 

t o use the d e l i v e r a b i l i t y of the hi g h - a n g l e w e l l o r , 

i n the a l t e r n a t i v e , the sum of the d e 1 i v e r a b i 1 i t i e s of 

the two v e r t i c a l w e l l s i n the spacing u n i t . I n each 
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of these cases we have an o r i g i n a l Mesaverde w e l l and 

an i n - f i l l w e l l . The language change here i s simply 

t o p r o v i d e a u t h o r i t y t o tak e t w i c e the d e l i v e r a b i l i t y 

of the hi g h - a n g l e w e l l i n the c a l c u l a t i o n . The 

f u r t h e r d i s c u s s i o n i n t h a t subparagraph (1) i s our 

e f f o r t s t o put i n plac e a cap or a c e i l i n g . 

With your p e r m i s s i o n , Mr. Chairman, I would 

l i k e t o c a l l our f i r s t w i t n e s s , Mr. Georoe Dunn. 

CHAIRMAN LEMAY: Please proceed. 

GEORGE T. DUNN 

the w i t n e s s h e r e i n , a f t e r h aving 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 : 

MR. KELLAHIN: Mr. Chairman, w h i l e Mr. Dunn 

was t a k i n g h i s pl a c e i n the w i t n e s s c h a i r , I have 

handed out t o Mr. Lund and t o other p a r t i c i p a n t s and 

t o the Commission, M e r i d i a n ' s e x h i b i t book. We have 

simply marked the e x h i b i t book as Me r i d i a n E x h i b i t 1, 

and then each of the pages and d i s p l a y s i n the book 

are numbered one t h r o u g h whatever the l a s t number i s . 

We have taken some of those d i s p l a y s and 

made l a r g e r copies t o a i d i n un d e r s t a n d i n g the 

te s t i m o n y of the t e c h n i c a l p e o p l e , but i f you have one 

of the covered b o o k l e t s , t h i s w i l l c o n t a i n a l l of the 

e x h i b i t s we're p r e s e n t i n g today. 
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EXAMI NATI ON 

BY MR. KELLAHIN: 

Q. Mr. Dunn, f o r the r e c o r d , would you please 

s t a t e your name and o c c u p a t i o n . 

A. My name i s George Dunn. I'm a se n i o r s t a f f 

r e s e r v o i r engineer f o r M e r i d i a n O i l , I n c o r p o r a t e d , i n 

Farmington, New Mexico. 

Q. Would you summarize f o r the Commission what 

has been your p e r s o n a l involvement w i t h t h i s p r o j e c t ? 

A. I was on an i n i t i a l team which c o n s i s t e d of 

an i n t e g r a t i o n of s e v e r a l departments w i t h i n M e r i d i a n 

O i l , and I was the r e s e r v o i r p o r t i o n of t h a t team, t o 

determine some methods t o enhance u l t i m a t e r e c o v e r y i n 

the Mesaverde Formation i n the San Juan Basin. 

Q. How long have you worked as p a r t of 

Mer i d i a n ' s t e c h n i c a l team on t h i s p a r t i c u l a r p r o j e c t ? 

A. Ap p r o x i m a t e l y 9 t o 10 months now. 

Q. You have a b a c h e l o r ' s degree i n p e t r o l e u m 

e n g i n e e r i n g , s i r ? 

A. Yes, s i r . I have a b a c h e l o r ' s degree from 

the Colorado School of Mines. 

Q. What year? 

A. 1979. 

Q. You p r e v i o u s l y q u a l i f i e d as an ex p e r t 

r e s e r v o i r engineer b e f o r e t h i s D i v i s i o n ? 
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A. Yes, s i r . 

MR. KELLAHIN: Mr. Chairman, we tender Mr. 

Dunn as an expert e n g i n e e r . 

CHAIRMAN LEMAY: His q u a l i f i c a t i o n s are 

accepted. 

Q. Mr. Dunn, would you summarize f o r the 

Commission--and perhaps l e t ' s go t o the l o c a t o r map. 

Show us the two spacing u n i t s , i f you w i l l , t h a t are 

the two p i l o t p r o j e c t s t h a t we're d i s c u s s i n g t h i s 

morning. 

A. This i s a l o c a t o r map t h a t has the o u t l i n e 

of the Blanco-Mesaverde p o o l i n orange. Farmington i s 

ap p r o x i m a t e l y i n t h i s area, B l o o m f i e l d . W i t h i n t h a t 

l o c a t o r map we've h i g h l i g h t e d 9 s e c t i o n areas f o r the 

Howell "E" 2, proposed Howell "E" 2R w e l l , and al s o 

around the proposed R i d d l e IR i n the c e n t e r , 

b a s i c a l l y , of the Blanco-Mesaverde p o o l . 

As you can see, we've blown up f o r both the 

Howell, on the r i g h t , and the R i d d l e , those 

n i n e - s e c t i o n p l a t s . I n a d d i t i o n , I might p o i n t out 

now, t h a t w e ' l l be t a l k i n g b r i e f l y about a couple of 

other p r o r a t i o n u n i t s t h a t are w i t h i n t h i s l o c a t o r 

map, one being the Howell "D" 3B p r o r a t i o n area and 

i t ' s i n t h i s l o c a t i o n b a s i c a l l y i n between the two 

areas we're t a l k i n g about, and then we're going t o 
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move up i n t o the northwest s e c t i o n and t a l k about the 

Scott 2R. 

The Howell "E" 2R i s l o c a t e d i n Township 30 

No r t h , Range 8 West, and i t ' s i n Sec t i o n 14. I t would 

be i n the east h a l f . Colored i n y e l l o w i s the acreage 

t h a t M e r i d i a n operates and o u t s i d e - o p e r a t e d acreage i s 

i n w h i t e . B a s i c a l l y these t h r e e s e c t i o n s t o the east 

of the Howell "E" 2 p r o r a t i o n u n i t i s p a r t of the 

Northeast Blanco U n i t , and a l l of the other s e c t i o n s 

are Amoco-operated. 

Q. Summarize f o r us, Mr. Dunn, what was the 

purpose of the study? 

A. The purpose of t h i s study was t w o - f o l d . 

Number one, t o go i n and look f o r o l d open-hole 

Mesaverde w e l l s t h a t produce i n e f f i c i e n t l y due t o the 

open-hole c o l l a p s i n g and/or not even being d r i l l e d a l l 

the way thr o u g h the Mesaverde Formation. On top of 

t h a t , we were i n search of a d d i t i o n a l ways t o inc r e a s e 

u l t i m a t e recovery because we're n e a r i n g the end of the 

i n - f i l l program, and a f t e r the i n - f i l l program i s 

done, we're i n search of a way t o inc r e a s e r e c o v e r y 

beyond those two, and t h e r e are ways t o do t h a t . 

Q. Why d i d you s e l e c t Mesaverde as the 

f o r m a t i o n or the p o o l t o study? 

A. I t ' s the l a r g e s t reserve base i n the San 
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Juan Basin. I t ' s a l s o one of the l a r g e s t of M e r i d i a n 

O i l ' s , and t h e r e f o r e i t o f f e r s a h i g h p o t e n t i a l f o r an 

increa s e d r e c o v e r y and impact t o both M e r i d i a n O i l and 

the S t a t e and the San Juan Basin. 

Q. Why have you s e l e c t e d the use of 

h i g h l y - d e v i a t e d w e l l b o r e t e c h n o l o g y or h i g h - a n g l e 

w e l l s t o study i n t h i s p a r t i c u l a r pool? 

A. The concept of the h i g h l y - d e v i a t e d w e l l i s 

t o determine i f we can i n t e r s e c t a d d i t i o n a l pods of 

sand, r e s e r v o i r c o n t a i n i n g gas t h a t are not i n 

communication w i t h v e r t i c a l w e l l due t o p e r m e a b i l i t y 

b a r r i e r s or whatever. And these have been i n d i c a t e d 

b e f o r e i n s e v e r a l cases, one i n Van Everdine's 

t e s t i m o n y f o r the i n - f i l l program. He discussed some 

of the l e n t i c u l a r n a t u r e of the sand. 

I n a d d i t i o n , w e ' l l show some r e d r i l l 

c r i t e r i a where we've r e d r i l l e d w e l l s and gained 

a d d i t i o n a l r e c o v e r y i n the r e s e r v o i r . 

Q. Why use h i g h l y - d e v i a t e d w e l l b o r e t e c h n o l o g y 

f o r e x p l o r i n g the a d d i t i o n a l reserves i n the Mesaverde 

versus a t h i r d v e r t i c a l w e l l i n the spacing u n i t ? 

A. The h i g h l y - d e v i a t e d w e l l w i l l a f f o r d us 

increased chances of i n t e r s e c t i n g these pods b a s i c a l l y 

by i n c r e a s i n g the c r o s s - s e c t i o n a l area t h a t we're able 

t o c o n t a c t w i t h i n the p r o r a t i o n u n i t . 
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Q. Describe f o r us the c r i t e r i a , Mr. Dunn, 

t h a t the p r o j e c t t e c h n i c a l people s e l e c t e d i n order t o 

i d e n t i f y spacing u n i t s t o use f o r the p i l o t p r o j e c t . 

A. Again, the i n i t i a l emphasis was t o l o c a t e 

areas where we had o l d open-hole c o m p l e t i o n s . We f e l t 

t h ey were not c o m p e t i t i v e w i t h o f f s e t l e a s e s . I n 

a d d i t i o n , t h a t t h e r e was i n e f f i c i e n t p r o d u c t i o n going 

on. That was the i n i t i a l emphasis. 

Then, as we narrowed down t o these l o c a t i o n 

and w e l l s , w i t h the i n t r o d u c t i o n of the concept of the 

h i g h l y - d e v i a t e d w e l l we looked f o r areas of 

100-percent wo r k i n g i n t e r e s t s so t h a t we coul d 

i n i t i a t e t h i s p r o j e c t q u i c k l y , gain data so t h a t i f i t 

was s u c c e s s f u l when we went t o o u t s i d e owners, 

p a r t n e r s and other areas, we would have data t o show, 

t h e n , t h a t i t ' s w o r t h the e x t e n s i v e c a p i t a l i n c r e a s e 

t o a c t u a l l y d r i l l these w e l l s . 

A l s o , these two j u s t happened t o have 

s u r f a c e l o c a t i o n s . As you can see, t h e y ' r e d o t t e d i n 

orange o r , excuse me, t h e y ' r e j u s t o f f s e t t o the 

orange of the o r i g i n a l w e l l , which i s tucked i n t o the 

n o r t h e r n p o r t i o n of the p r o r a t i o n u n i t . Our idea i s 

to be able t o d r i l l t o the south the f u l l l e n g t h of 

t h i s p r o r a t i o n u n i t i n the d r i l l i n g window and get 

away from the o l d w e l l b o r e and what i t saw w i t h i n the 
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Mesaverde. 

Q. Why have you and the other t e c h n i c a l people 

s e l e c t e d the spacing u n i t f o r the R i d d l e w e l l and the 

Howell w e l l f o r the p i l o t p r o j e c t ? 

A. These are j u s t two of s e v e r a l w e l l s t h a t we 

could have s e l e c t e d . We propose two w e l l s t o be able 

t o f u l l y t e s t the t e c h n i q u e . We f e e l l i k e one w e l l 

e i t h e r d i d mechanical f a i l u r e s or p r o d u c t i v i t y 

f a i l u r e s may not f u l l y e x p l a i n whether or not t h i s i s 

a s u c c e s s f u l t e c h n i q u e t o use; so, we s e l e c t e d two 

t h a t are m u l t i p l e l o c a t i o n s t h a t we coul d s e l e c t . The 

pr i m a r y emphasis of t h i s was t h i s i s the meat of the 

Mesaverde i n t h i s area. I t reduces p o t e n t i a l 

p r o d u c t i v i t y problems t h a t we might encounter on the 

f r i n g e , so we went t o the center of the p r o r a t i o n 

u n i t . 

I n a d d i t i o n , t h e r e has been s e v e r a l 

successes of v e r t i c a l r e d r i l l s and t h e r e f o r e i n terms 

of i n c r e a s i n g r e s e r v e s , so we have a s t a t i s t i c a l base 

t o compare these d e v i a t e d w e l l s a g a i n s t the v e r t i c a l 

w e l l s t h a t e x i s t out t h e r e t h a t have a l r e a d y been 

r e d r i l l e d . 

Q. I t h i n k page 2 of your e x h i b i t book i s a 

r e p r o d u c t i o n of each of the two spacing u n i t s ? 

A. That's c o r r e c t . 
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Q. A f t e r t h a t d i s p l a y i s page 3, and t h a t 

looks at the c u r r e n t d e 1 i v e r a b i 1 i t i e s of the w e l l s i n 

the Howell area? 

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

Q. Le t ' s go t o t h a t , Mr. Dunn. 

A. This i s the same n i n e - s e c t i o n p l a t here f o r 

the Howell "E" 2 area. 

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

Howell and i t s two v e r t i c a l w e l l s t h a t e x i s t on t h a t 

spacing u n i t and look at the c u r r e n t d e l i v e r a b i 1 i t i e s 

of those w e l l s around t h a t spacing u n i t , what do you 

f i n d ? 

A. You f i n d t h a t the p r o r a t i o n u n i t of the 

Howell "E" 2 and Howell "E" 2A has a s i g n i f i c a n t l y 

lower d e l i v e r a b i l i t y than those o f f s e t t o i t . And 

t h i s i s p r i m a r i l y due t o the Howell "E" 2 which i s an 

old open-hole c o m p l e t i o n t h a t I've a l r e a d y d i s c u s s e d . 

T h e r e f o r e , we see t h a t we're i n a l e s s c o m p e t i t i v e 

s i t u a t i o n because of t h i s o l d w e l l b o r e . 

Q. When we look at the spacing u n i t 

s u r r o u n d i n g the Howell spacing u n i t , do each of those 

c o r r e s p o n d i n g spacing u n i t s have an o r i g i n a l and an 

i n - f i l l w e l l on them? 

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

Q. I n terms of c o r r e l a t i v e r i g h t s , Mr. Dunn, 
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do you see any o p p o r t u n i t y t o have any of the 

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

p i l o t p r o j e c t i s approved, as we propose i t be 

amended, by t h i s Commission? 

A. No, I do not . 

Q. And why not? 

A. The pr o p o s a l i s t o set a cap f o r the two 

times the "D" of the h i g h e s t p r o r a t i o n u n i t t h a t i s 

c u r r e n t l y d r i l l e d w i t h two v e r t i c a l w e l l s . That would 

b e - - i n other words, what we're a d j u s t i n g t h i s cap t o 

i s the r i s k f a c t o r t h a t i s t h e r e , i f we were t o d r i l l 

two v e r t i c a l w e l l s . I t would p r o t e c t them the same as 

us coming i n and d r i l l i n g two new v e r t i c a l w e l l s , the 

hi g h e s t r i s k t h a t ' s out i n the b a s i n c u r r e n t l y . 

Q. I n a d d i t i o n , those spacing u n i t s are 

alr e a d y c o m p e t i t i v e i n s o f a r as they do have or had an 

o r i g i n a l and an i n - f i l l w e l l ? 

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

Q. And c u r r e n t l y t h e i r d e l i v e r a b i l i t i e s exceed 

you r s ? 

A. At l e a s t by double. 

Q. Le t ' s go t o page 4 of the e x h i b i t book. 

Before we di s c u s s your c o n c l u s i o n s , Mr. Dunn, l e t ' s 

look at what you have p r e s e n t e d . What are you 

showing ? 

CUMBRE COURT REPORTING 
(505) 984-2244 



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 

21 

A. This i s a l i n e a r m a t e r i a l balance, a P/Z 

p l o t , f o r the Sco t t 2 and Scott 2R w e l l s . This was a 

w e l l t h a t I p o i n t e d t o i n the n o r t h e a s t s e c t i o n of 

t h i s l o c a t o r map e a r l i e r . I t i s a p l o t of bottom-hole 

pressure/Z, versus c u m u l a t i v e p r o d u c t i o n , f o r an 

o r i g i n a l w e l l and then f o r a r e d r i l l w e l l . 

Q. What's the c o n c l u s i o n ? 

A. The c o n c l u s i o n i s t h a t the Sco t t #2 had 

p o t e n t i a l o r i g i n a l gas i n p l a c e of about f i v e and a 

h a l f Bcf. By r e d r i l l i n g t h i s w e l l , you can see t h a t 

we've changed the slope of t h i s l i n e and inc r e a s e d 

reserves somewhere upwards of t h r e e - f o l d . 

Q. What does t h a t t e l l you about the 

Mesaverde? 

A. I t t e l l s us t h a t - - a n d I should mention, 

a l s o , t h a t w e l l was w i t h i n 2- t o 300 f e e t of the o l d 

w e l l b o r e - - t h a t you're capable of p i c k i n g up areas t h a t 

are not being produced by an o r i g i n a l w e l l b o r e by 

moving w i t h i n the Mesaverde, and t h a t ' s because of the 

l e n t i c u l a r n a t u r e of the sand, and a l s o because of the 

p e r m e a b i l i t y and p o r o s i t y enhancements t h a t can occur 

throug h o u t the b a s i n . 

Q. You have found t h a t occurrence i n the Scott 

spacing u n i t s . Do you f i n d t h a t t o occur i n o t h e r 

spacing u n i t s i n the Mesaverde? 
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A. I n a l l of the r e d r i l l s we've done so f a r , 

t h i s i s a t y p i c a l example. 

Q. Let' s go t o the P/Z curve on the Howell 

w e l l s , Mr. Dunn. Having p l o t t e d the pressure versus 

cum. f o r the Howell w e l l s , what do you conclude? 

A. This i s b a s i c a l l y the i d e n t i c a l c o n c l u s i o n 

as from the Scot t 2 and Scott 2R except i t does show 

one a d d i t i o n a l i t e m . The i n i t i a l p r e s s u r e P i f o r the 

Howell "D" 3B was a p p r o x i m a t e l y 70 p s i higher than the 

Howell "D" 3 was. T h e r e f o r e , i t ' s a d d i t i o n a l p r o o f of 

p i c k i n g up a d d i t i o n a l pay t h a t was not being produced 

by the o r i g i n a l Howell "D" #3 w e l l . Again, you can 

see the i n c r e a s e i n reserves by the change i n slope of 

the l i n e by p l o t t i n g these two t o g e t h e r . 

Q. That c o n f i r m s , t h e n , the n e c e s s i t y of the 

i n - f i l l program f o r 320 gas spacing i n the Mesaverde 

poo l ? 

A. I t c o n f i r m s the n e c e s s i t y of the i n - f i l l 

program and a l s o c o n f i r m s the n e c e s s i t y t o search and 

look f o r areas where we can pi c k up a d d i t i o n a l 

recovery w i t h i n the Mesaverde. 

Q. Le t ' s go on now t o the d i s c u s s i o n of the 

Howell i n terms of i t s v e r t i c a l and h o r i z o n t a l 

l o c a t i o n s . We can leave these up, and l e t ' s look at 

the Howell map. A l l r i g h t . We're l o o k i n g at l a r g e r 
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copies of what i s page 6 t o your e x h i b i t book? 

A. C o r r e c t . 

Q. So t h a t we have an un d e r s t a n d i n g of the 

b a s i s f o r the p r o j e c t , lead us th r o u g h a d i s c u s s i o n of 

how the w e l l i s going t o be d r i l l e d and what you hope 

t o accomplish w i t h the d r i l l i n g of the h i g h l y - d e v i a t e d 

w e l l . 

A. B a s i c a l l y , i n terms of j u s t the d r i l l i n g 

s i d e of i t , w e ' l l d r i l l v e r t i c a l l y t o a k i c k - o f f p o i n t 

and k i c k o f f and b u i l d a ramp angle a l l w i t h the mud. 

Then w e ' l l set a p p r o x i m a t e l y 100 f e e t above the 

Mesaverde F o r m a t i o n , w e ' l l set an i n t e r m e d i a t e s t r i n g 

of c a s i n g , and w e ' l l d r i l l out and be d r i l l i n g the 

ramp w i t h gas a l l the way th r o u g h the Mesaverde. 

To our knowledge, t h i s has not been 

attempted i n the Sta t e of New Mexico nor i n the 

western h a l f of the United S t a t e s . So the i n t e r e s t i n g 

p a r t , from a d r i l l i n g s t a n d p o i n t , not only i s the 

h i g h l y - d e v i a t e d , but we're doing t h i s w i t h gas. From 

a r e s e r v o i r s t a n d p o i n t , what we have i s a pl a n view of 

the proposed w e l l b o r e , proposed w e l l b o r e , and a 

c r o s s - s e c t i o n a l view of the proposed w e l l b o r e , and 

sp o t t e d on t h i s i s the o r i g i n a l Howell "E" #2 w e l l , 

the proposed Howell "E" 2R d e v i a t e d w e l l , and then the 

Howell "E" 2A i n - f i l l w e l l . 
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We've c o l o r e d i n on here t h r e e of the 

i n t e r v a l s w i t h i n the Mesaverde. Those can even be 

broken down f u r t h e r , but b a s i c a l l y w e ' l l e n t er i n t o 

the C l i f f House Formati o n , d r i l l t h r o u g h the C l i f f 

House at our ramp angle of a p p r o x i m a t e l y 68 degrees, 

and t h i s e n t r y p o i n t w i l l not i n f r i n g e upon the 

790-foot setback. I n f a c t , the p l a n r i g h t now i s 

ap p r o x i m a t e l y 1000 f e e t from the n o r t h l i n e . W e'll 

i n t e r c e p t the Menefee, d r i l l t h r o u g h the Menefee, and 

then t h r o u g h the lower P o i n t Lookout, and TD at a 

p o i n t no c l o s e r than 790 f e e t from the south l i n e . 

T h i s i s shown b a s i c a l l y on the p l a n view t o the 

r i ght . 

At the same time we have c o l o r e d i n the 

f o r m a t i o n s and where a p p r o x i m a t e l y we w i l l i n t e r c e p t 

them w i t h i n t h i s p r o r a t i o n u n i t as we d r i l l t h r o u g h . 

Q. Your d i s p l a y a l s o shows you the l o c a t i o n of 

the two e x i s t i n g v e r t i c a l w e l l s i n the spacing u n i t ? 

A. That's c o r r e c t . On the p l a n view you can 

see i t somewhat e a s i e r . The Howell "E" #2 w i l l be 

j u s t n o r t h of the s u r f a c e l o c a t i o n of the Howell "E" 

2R but w i l l be almost 900 f e e t away when we a c t u a l l y 

i n t e r c e p t the top of the Mesaverde and the C l i f f 

Hou se. 

The Howell "E" 2A i s tucked down i n the 
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r i g h t - h a n d corner of t h i s d r i l l i n g window, and w e ' l l 

be d r i l l i n g due south towards the south l i n e . We'll 

r e q u i r e t h i s whole d r i l l i n g window i n terms of use f o r 

d r i l l i n g , but i f at any time we approach any of those 

setbacks, then w e ' l l determine i f we can get away, 

make a c o r r e c t i o n t o not go across t h a t , or stop the 

w e l l . 

Q. We've c h a r a c t e r i z e d t h i s as a 

h i g h l y - d e v i a t e d or h i g h - a n g l e w e l l . A p p r o x i m a t e l y 

what i s the angle f o r the R i d d l e and the Howell w e l l ? 

A. The Howell, as I've mentioned, i s about 68 

degrees; the R i d d l e w i l l be about 73 degrees. 

Q. How i s t h i s d i f f e r e n t from a h o r i z o n t a l l y 

d r i l l e d w e l l ? 

A. A h o r i z o n t a l l y d r i l l e d w e l l w i l l come down, 

and when i t b u i l d s i t s angle i t w i l l come t o a 

90-degree bend, and i t would d r i l l a c r o s s , i n terms of 

speaking on the Mesaverde, would d r i l l t h r o u g h j u s t 

the upper C l i f f House, which i s the top f o r m a t i o n or 

you could p i c k any of the other f o r m a t i o n s . I t would 

not be i n c o n t a c t w i t h the f u l l i n t e r v a l of the 

Mesaverde. 

T h e r e f o r e , you would only produce from a 

p a r t of the Mesaverde. That's why the h o r i z o n t a l 

t e c h n i q u e i s not conducive i n t h i s s i t u a t i o n . The 
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other o p t i o n would be t o d r i l l m u l t i p l e l a t e r a l s at an 

extre m e l y high c o s t . 

Q. Describe f o r us, Mr. Dunn, what you see or 

what your work group concluded t o be the advantages of 

the h i g h l y - d e v i a t e d w e l l ? 

A. The major advantage of the h i g h l y - d e v i a t e d 

w e l l i s , i n the case of the Howell "E" 2R, y o u ' l l note 

t h a t we d r i l l e d i n the Mesaverde f o r m a t i o n f o r almost 

3150 f e e t . That's about a t h r e e - f o l d i n c r e a s e of 

co n t a c t area over the v e r t i c a l w e l l s which a r e , at 

maximum, about 1,073 f e e t , 1100 f e e t , a p p r o x i m a t e l y . 

So i t a f f o r d s us the advantage of c o n t a c t i n g 

t h r e e - f o l d the f o r m a t i o n across the p r o r a t i o n u n i t , 

and increases our chances of i n t e r s e c t i n g these areas 

t h a t a r e n ' t being d r a i n e d w i t h the v e r t i c a l w e l l s . 

Q. You've i d e n t i f i e d on your d i s p l a y some 

dis a d v a n t a g e s . Why have you s e l e c t e d those as 

disadvantages and what are they? 

A. The main disadvantage i s , since t h i s i s a 

brand-new t e c h n i q u e , i t i n c l u d e s a high r i s k of 

f a i l u r e and/or a hi g h r i s k of inc r e a s e d c a p i t a l t o be 

s u c c e s s f u l . And those would be the f i r s t two reasons, 

high mechanical r i s k and h i g h c o s t . I n f a c t , the 

i n i t i a l investment i s a h i g h c o s t . The a c t u a l 

d r i l l i n g cost i s about t h r e e times t h a t of a v e r t i c a l 
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w e l l , and t o complete and set f u l l f a c i l i t i e s we're 

about two, two and a h a l f times the t o t a l c o s t . 

The b i g g e s t disadvantage would be t o spend 

the c a p i t a l t o t e s t t h i s t e c h n i q u e and f i n d out we 

cannot i n c r e a s e u l t i m a t e r e c o v e r y over t h a t t h a t we 

have w i t h r e d r i l l i n g of j u s t a v e r t i c a l w e l l . 

Q. I n your o p i n i o n , w i l l the a d d i t i o n a l 

s u r f a c e of the f o r m a t i o n c o n t a c t e d w i t h the 

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

the d e l i v e r a b i l i t y of t h a t w e l l ? 

A. No, not j u s t the c o n t a c t area. The major 

t h i n g t h a t w i l l c o n t r o l any p r o d u c t i v i t y , whether i t ' 

a v e r t i c a l or h o r i z o n t a l w e l l , w i l l be the 

p e r m e a b i l i t y of the f o r m a t i o n . And j u s t by the 

i n c r e a s e d c o n t a c t area, we won't gain an advantage 

p r o d u c t i o n - w i s e , p r o d u c t i v i t y - w i s e . 

Q. Le t ' s go t o the a n a l y s i s t h a t you have on 

page 7 of your e x h i b i t book. You've been asked t o 

examine the Examiner Order t h a t was entered i n t h i s 

case. Have you done t h a t , Mr. Dunn? 

A. Yes , s i r . 

Q. Would you d e s c r i b e f o r us, i n a simple way 

what i t i s t h a t i s the problem w i t h the Examiner 

Order ? 

A. B a s i c a l l y , by a t t e m p t i n g t o d r i l l t h i s 
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h i g h l y - d e v i a t e d w e l l , we've l o s t p a r t of the a l l o w a b l e 

c a l c u l a t i o n and we f e e l l i k e t h i s i s not a good t h i n g 

t o do when we're t a k i n g a d d i t i o n a l r i s k t o d r i l l t h i s 

w e l l t o t r y t o inc r e a s e u l t i m a t e r e c o v e r y . From an 

economic s t a n d p o i n t , t h i s i s a p l a t t h a t helps t o 

support the incr e a s e d r a t e t h a t would be r e q u i r e d from 

a h i g h l y - d e v i a t e d w e l l j u s t t o break even w i t h a 

v e r t i c a l w e l l . 

Q. Le t ' s give them some background b e f o r e you 

t a l k about your a n a l y s i s . What k i n d of cost f a c t o r s 

were you usi n g f o r a v e r t i c a l w e l l ? 

A. The v e r t i c a l w e l l runs us about $400,000 

t y p i c a l l y , t o d r i l l , complete and have f a c i l i t i e s t o 

produce i t down the l i n e . 

Q. What does i t cost t o d r i l l the 

h i g h l y - d e v i a t e d w e l l ? 

A. The h i g h l y - d e v i a t e d w e l l e s t i m a t e d cost at 

t h i s p o i n t i s about $990,000, almost a m i l l i o n . 

Q. That's f o r d r i l l i n g , c o m p l e t i o n and other 

equ ipment ? 

A. Other f a c i l i t i e s , r i g h t . 

Q. When we look at the d r i l l i n g p o r t i o n of a 

v e r t i c a l w e l l and compare i t t o the d r i l l i n g p o r t i o n 

of the h i g h l y - d e v i a t e d w e l l , what magnitude of 

d i f f e r e n c e i s t h e r e ? 
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A. You're t a l k i n g about a l i t t l e b i t over a 

t h r e e - f o l d i n c r e a s e j u s t t o d r i l l the h i g h l y - d e v i a t e d 

w e l l over t h a t of a v e r t i c a l w e l l . 

Q. I n order t o understand the economics by 

which you then judge i f the Examiner Order has given 

you an adequate l e v e l of economic i n c e n t i v e f o r the 

p r o j e c t , what d i d you do? 

A. I performed a break-even a n a l y s i s w i t h some 

ba s i c assumptions t o determine at what l e v e l the 

h i g h l y - d e v i a t e d w e l l would have t o produce t o giv e us 

a break-even f a c t o r and t h e n , i n a d d i t i o n , looked at 

some c o s t - s e n s i t i v i t i e s l a t e r . 

Q. Before you get t o the c o n c l u s i o n , t e l l us 

how t o read the d i s p l a y . 

A. T h i s i s a p l o t of i n i t i a l gas r a t e on the X 

ax i s a g a i n s t a net p r e s e n t v a l u e on the Y a x i s . What 

I've done i s s e n s i t i z e d i n i t i a l r a t e s f o r the 

high - a n g l e w e l l , and t h a t ' s the square dots and the 

l i n e s going t h r o u g h t h o s e . B a s i c a l l y i t shows a net 

present v a l u e and an i n i t i a l r a t e . For the h i g h - a n g l e 

w e l l , as we get higher r a t e s , h i g h e r net present 

v a l u e . 

I n a d d i t i o n , what I've shown on here i s the 

net present value we can o b t a i n from doing a new 

v e r t i c a l r e d r i l l , along w i t h u t i l i z i n g the i n - f i l l 
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w e l l , which would be the standard p r a c t i c e i n the 

p r o r a t i o n u n i t s r i g h t now. That net present value i s 

the d o t t e d l i n e coming across t o i n t e r s e c t the 

h i g h l y - d e v i a t e d w e l l s e n s i t i v i t y . What i t shows i s 

j u s t t o break even, w i t h o u t i n c l u d i n g any a d d i t i o n a l 

r i s k , t h a t we would have t o have an i n i t i a l r a t e of 

2.7 times t h a t of an average r e d r i l l w e l l . 

Q. Of the r a t e of an average r e d r i l l ? 

A. C o r r e c t , r a t e of an average v e r t i c a l 

r e d r i l l . 

Q. Did you do any other k i n d s of a n a l y s i s i n 

order t o see what the i n c e n t i v e was r e q u i r e d f o r t h e 

p r o j e c t i n terms of an a l l o w a b l e ? 

A. We, i n a d d i t i o n t o t h a t , looked at cost 

s e n s i t i v i t i e s because of the hi g h r i s k t o see at what 

r i s k we were as a company. As we s t a r t e d i n c r e a s i n g 

c o s t , how much f o l d t h a t i n c r e a s e d the r a t e t h a t we 

had t o get from the h i g h l y - d e v i a t e d w e l l . 

Q. I t ' s not M e r i d i a n ' s p r a c t i c e , nor anyone 

el s e ' s p r a c t i c e i n the i n d u s t r y , t o your knowledge, t 

simp l y d r i l l w e l l s t o break even, i s i t ? 

A. No, and t h a t ' s t r u e , t o o . What we're 

l o o k i n g f o r i s a s i t u a t i o n t o make more money than 

t h a t of a- - e s p e c i a 1 l y i n t h i s case, a v e r t i c a l w e l l 

t h a t costs us h a l f as much at the minimum, we would 
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need t o do more than break even t o move ahead w i t h 

t h i s p r o j e c t . 

Q. Your break-even a n a l y s i s i s p r e d i c a t e d on a 

h i g h l y - d e v i a t e d w e l l c o s t i n g how much? 

A. $985,000. 

Q. Have you s t u d i e d t o see what happens t o 

your economics i f you're r e q u i r e d t o spend some 

percentage i n excess of t h a t amount? 

A. Yes, we've looked at inc r e a s e s i n c o s t . 

Q. Have you p l o t t e d t h a t ? 

A. Yes , s i r . 

Q. Le t ' s go t o page 8. What have you done on 

d i s p l a y page 8 t h a t i s d i f f e r e n t than what we found on 

page 7 ? 

A. B a s i c a l l y i t ' s the same type of p l o t i n 

terms of the X and Y a x i s . I n a d d i t i o n we p l o t t e d two 

new s e n s i t i v i t y l i n e s , one w i t h the t r i a n g l e s and one 

w i t h the c i r c l e s , and those are net present values 

versus r a t e s e n s i t i v i t i e s f o r i n c r e a s e d c o s t s of 25 

percent i n the case of the t r i a n g l e s , and a 50-percent 

in c r e a s e i n cost f o r the c i r c l e s . 

Q. What does the a n a l y s i s show you? 

A. The a n a l y s i s i n d i c a t e s t h a t you can see the 

base case i s s t i l l p l o t t e d on here, 2.7 t i m e s . I f we 

go t o a 25-percent i n c r e a s e , which i s the l i n e s w i t h 
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t r i a n g l e s , we end up w i t h f o u r t o f o u r and a h a l f - f o l d 

i n c r e a s e i n r a t e t h a t we have t o get t o again break 

even. I f we go t o a 50-percent i n c r e a s e , i t ' s going 

t o be g r e a t e r than a s i x - f o l d i n c r e a s e i n r a t e t h a t we 

have t o get from a h i g h l y - d e v i a t e d w e l l t o break even. 

Q. Why don't you take your seat a g a i n . Do 

you, Mr. Dunn, have any r e s e r v a t i o n s as a r e s e r v o i r 

engineer having s t u d i e d t h i s p a r t i c u l a r p r o j e c t , t h a t 

the o p p o r t u n i t y as a f f o r d e d you w i t h the d r i l l i n g of 

these p i l o t w e l l s t o recover reserves t h a t might not 

oth e r w i s e be recovered? 

A. Yes, I b e l i e v e t h a t we can do t h a t . 

Q. Can you conclude, t h e r e f o r e , t h a t a p p r o v a l 

of t h i s p r o j e c t w i l l p r e v e n t waste? 

A. D e f i n i t e l y , t h a t i f i t i s not moved f o r w a r d 

w i t h , t h a t reserves can be l e f t i n the ground. 

Q. Let' s address now the other p o r t i o n of the 

Commission's concern i n any case, and t h a t ' s 

c o r r e l a t i v e r i g h t s . Do you have an o p i n i o n as t o 

whether or not the a p p r o v a l of t h i s p r o j e c t , as we 

propose t o set the a l l o w a b l e and i n pl a c e a cap on 

t h a t p r o d u c i n g r a t e f o r the p r o j e c t , does t h a t g i v e 

you an u n f a i r advantage over Amoco or any of the other 

o p e r a t o r s ? 

A. No, i t doesn't. 
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Q. Describe f o r us why n o t . 

A. I b e l i e v e i t ' s a f a i r and e q u i t a b l e 

s o l u t i o n t o the d e l i v e r a b i l i t y problem, and t h a t i s 

based on the f a c t t h a t we are i n t r o d u c i n g a cap which 

i s the same as e x i s t s c u r r e n t l y i n the San Juan Basin 

f o r v e r t i c a l w e l l s . 

Q. E x p l a i n t h a t t o me, Mr. Dunn. 

A. There e x i s t s p r o r a t i o n u n i t s out t h e r e 

c u r r e n t l y w i t h two v e r t i c a l w e l l s t h a t we can base 

t h i s cap on, t h a t we could a l s o d r i l l two new v e r t i c a l 

w e l l s i n e i t h e r the Howell "E" 2 p r o r a t i o n u n i t or the 

R i d d l e , and p o t e n t i a l l y gain t h a t same l e v e l of 

p r o d u c t i o n . 

Q. Le t ' s put you i n Amoco's p o s i t i o n . Would 

you, as a r e s e r v o i r e n g i n e e r , have any o b j e c t i o n i f 

Amoco was t o put i n pla c e a p i l o t p r o j e c t as you're 

p r o p o s i n g here and you're i n the o f f s e t p o s i t i o n ? 

A. No. I would g l a d l y l i k e t o see them do 

t h a t so I can see the r e s u l t s of the s t u d y , a l s o . 

Q. Describe f o r us, i f you w i l l , the mechanics 

of how you propose t o put i n pla c e the s p e c i a l p r o j e c t 

a l l o w a b l e by the use of the d e l i v e r a b i l i t y . And l e t 

me have you begin at the b e g i n n i n g . L e t ' s s t a r t w i t h 

an o r i g i n a l Mesaverde w e l l , under the p r o r a t i o n 

system, and t e l l me the mechanics of how t h a t 
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p r o d u c i n g r a t e i s e s t a b l i s h e d f o r t h a t w e l l . 

A. When the i n i t i a l w e l l i s d r i l l e d i n a 

p r o r a t i o n u n i t , the parent w e l l , t h a t w e l l acts as the 

onl y w e l l t o be c a l c u l a t e d i n t o the d e l i v e r a b i l i t y 

c a l c u l a t i o n . I t ' s run t h r o u g h a s t a t e d e l i v e r a b i l i t y 

t e s t , and based on t h a t t e s t a s t a t e "D" i s a r r i v e d 

a t , which i s a f u n c t i o n of the p r o d u c t i v i t y of the 

w e l l and draw down of the w e l l , and t h a t s t a t e "D" i s 

then entered i n t o the a l l o w a b l e a l l o c a t i o n - t y p e 

f o r m u l a s , but only t h a t one w e l l would be i n c l u d e d at 

t h a t p o i n t . 

Q. Under the p r o r a t i o n system i n place f o r the 

Mesaverde, then p a r t of the formu l a i s based upon the 

d e l i v e r a b i l i t y or the c a p a c i t y of the w e l l s ? 

A. That i s c o r r e c t . A p p r o x i m a t e l y 75 pe r c e n t 

i s d e l i v e r a b i l i t y and 25 per c e n t i s acreage. 

Q. For those spacing u n i t s t h a t have e x e r c i s e d 

the o p p o r t u n i t y f o r an i n - f i l l w e l l i n the spacing 

u n i t , how then i s the a l l o w a b l e c a l c u l a t e d ? 

A. As soon as you d r i l l the i n - f i l l , i t i s 

al s o taken i n t o c o n s i d e r a t i o n i n the same manner. The 

t e s t s are run , the two d e l i v e r a b i l i t i e s , s t a t e "D's" 

t h a t come from the t w o — n o w - e x i s t i n g two v e r t i c a l 

w e l l s , are added t o g e t h e r t o give you a d e l i v e r a b i l i t y 

f o r the t o t a l p r o r a t i o n u n i t . B a s i c a l l y , i t ' s 
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e q u i v a l e n t t o having 160-acre p r o r a t i o n u n i t s , even 

though we're wo r k i n g on a 320 acre w i t h i n - f i l l s . 

Q. Does the Commission gi v e you the 

o p p o r t u n i t y t o produce t h a t a l l o w a b l e out of e i t h e r 

w e l l e x c l u s i v e l y or i n combination among the two 

w e l l s ? 

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

Q. What happens i n those s i t u a t i o n s where we 

have a t h i r d w e l l i n a 320-gas spacing u n i t f o r the 

Mesaverde ? 

A. The standard p r a c t i c e i n the two examples 

t h a t we showed are both t h a t case, the Howell "D" 3B 

and the Scot t 2R. There i s t h r e e a c t i v e w e l l b o r e s i n 

the p r o r a t i o n u n i t , two i n the n o r t h h a l f and one i n 

the south h a l f . I n t h a t case, when you d r i l l the 

t h i r d w e l l , you can t e s t a l l t h r e e w e l l s . You have 

the o p t i o n of u t i l i z i n g e i t h e r of the two w e l l s t h a t 

are i n the same q u a r t e r s e c t i o n . 

Q. U t i l i z i n g the d e l i v e r a b i l i t y of e i t h e r of 

those two w e l l s ? 

A. The d e l i v e r a b i l i t y of e i t h e r one of tho s e , 

but o n l y one, and then the o p p o s i t e q u a r t e r s e c t i o n 

t h a t o n l y has one w e l l , then you would add i t i n . So 

you would use two out of the t h r e e w e l l s , w i t h one of 

those coming from the p o r t i o n t h a t has two w e l l s i n 

CUMBRE COURT REPORTING 
(505) 984-2244 



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 

i t . 

Q. What o p t i o n s or a l t e r n a t i v e s d i d the 

Examiner Order p r o v i d e t o you i n s e t t i n q the a l l o w a b l e 

f o r the spacing u n i t ? 

A. With the h i g h l y - d e v i a t e d w e l l ? 

Q. Yes, s i r . 

A. With the h i g h l y - d e v i a t e d w e l l , the r u l i n g 

was t h a t we could use one times the "D" of the 

h i g h l y - d e v i a t e d w e l l , or add the two v e r t i c a l w e l l s 

t o g e t h e r t o get our t o t a l d e l i v e r a b i l i t y . So, 

b a s i c a l l y , we l o s t at l e a s t one w e l l out of the 

standard p r a c t i c e . 

Q. Why do you need t w i c e the d e l i v e r a b i l i t y of 

the d e v i a t e d w e l l i n order t o have an economic 

i n c e n t i v e f o r a s p e c i a l p r o j e c t a l l o w a b l e t o l e t you 

go ahead w i t h the p r o j e c t ? 

A. Twice the a l l o w a b l e reduces some of the 

r i s k t h a t we're t a k i n g , and gives us an i n c e n t i v e t o 

move fo r w a r d and attempt t o d r i l l t h i s p r o j e c t . I n 

a d d i t i o n , t h i s i s a w e l l b o r e t h a t crosses — c o v e r s , 

b a s i c a l l y , the f u l l 320 acres due t o i t s 

h i g h l y - d e v i a t e d n a t u r e , and t h e r e f o r e i t ' s c o v e r i n g 

the f u l l 320 acres and coul d act as two w e l l b o r e s . 

Q. Does d o u b l i n g the "D" f o r the d e v i a t e d w e l l 

g i v e you an u n f a i r c o m p e t i t i v e advantage over the 
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o f f s e t t i n g o p e r a t o r s ? 

A. No, I do not f e e l i t does, because again 

the p r o d u c t i v i t y of the w e l l i s p r i m a r i l y a f u n c t i o n 

of the p e r m e a b i l i t y w i t h i n the f o r m a t i o n , r e s e r v o i r 

p ressure and some other t h i n g s . I n t h i s case we're 

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

a d d i t i o n a l reserves w i t h i n our own p r o r a t i o n u n i t , and 

i t i s not a f u n c t i o n s o l e l y of the shape of the 

w e l l b o r e , and the two "D" would, a g a i n , a s s i s t us i n 

red u c i n g our r i s k up f r o n t . 

Q. Why can't you go ahead w i t h the p i l o t 

p r o j e c t , get your w e l l s d r i l l e d and come back a f t e r 

the f a c t when we know what the p r o d u c i n g r a t e s or the 

c a p a c i t i e s of these w e l l s i s going t o be and then set 

an a l l o w a b l e f o r the spacing u n i t s ? 

A. At t h a t p o i n t we would have judged the 

economics of the p r o j e c t up f r o n t on one assumption, 

and then the assumptions could change down the road 

and we would end up w i t h p o t e n t i a l l y an uneconomic 

p r o j e c t t h a t we've b u i l t on. 

Q. Have you consi d e r e d whether or not t h e r e i s 

an u n f a i r c o m p e t i t i v e advantage t h a t your p r o j e c t w i l l 

enjoy over the o f f s e t t i n g p r o p e r t i e s i n terms of 

drainage? 

A. The drainage concept from the 
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h i g h l y - d e v i a t e d w e l l would be v e r y l i t t l e d i f f e r e n t 

from a v e r t i c a l w e l l , and t h a t i s , a v e r t i c a l w e l l has 

a r a d i a l d r a i n a g e t h a t i s c u r r e n t l y of whatever 

r a d i u s . 

When you d r i l l the h i g h l y - d e v i a t e d w e l l , 

you s t i l l have s i m i l a r d r ainage r a d i u s , but t h a t 

d r a inage r a d i u s i s moving down the l e n g t h of the 

p r o r a t i o n of the d r i l l i n g window, so what you're 

ending up w i t h i s s o r t of a t i l t e d c y l i n d e r coming 

down the p r o r a t i o n u n i t . Your r a d i u s i s not going t o 

change unless you i n t e r c e p t enhanced p e r m e a b i l i t y 

areas or something l i k e t h a t . I t won't change j u s t 

because of the d e v i a t e d n a t u r e of the w e l l b o r e . 

Q. Do you have an o p i n i o n , Mr. Dunn, as t o 

whether or n o t , i f the Commission g r a n t s M e r i d i a n ' s 

request t o have t w i c e the d e l i v e r a b i l i t y put i n t o the 

o r d e r , t h a t t h a t , i n your o p i n i o n , w i l l a l l o w the 

p r o j e c t t o co n t i n u e ? 

A. Yes, we would d e f i n i t e l y c o n t i n u e w i t h 

t h a t . 

MR. KELLAHIN: I have no f u r t h e r q u e s t i o n s 

of Mr. Dunn. 

CHAIRMAN LEMAY: Thank you, Mr. K e l l a h i n . 

MR. KELLAHIN: Perhaps i t ' s proper at t h i s 

time t o move the i n t r o d u c t i o n of E x h i b i t 1 , pages 1 
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thro u g h 8, Mr. Chairman. 

CHAIRMAN LEMAY: Without o b j e c t i o n , 

E x h i b i t s 1 t h r o u g h 8 w i l l be a d m i t t e d i n t o the 

r e c o r d . Mr. Lund. 

MR. LUND: Thank you, Mr. Chairman. 

EXAMINATION 

BY MR. LUND: 

Q. Good morning, Mr. Dunn. L e t ' s f i r s t t u r n 

t o page 3 of your e x h i b i t book, p l e a s e . 

A. Let me get an e x h i b i t book. Okay. 

Q. That's a d e p i c t i o n of s t a t e d e l i v e r a b i l i t y 

d a t a , i s t h a t c o r r e c t ? 

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

Q. For the Howell area? 

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

Q. Do you have any c u m u l a t i v e p r o d u c t i o n 

i n f o r m a t i o n from the p r o r a t i o n u n i t s i n t h a t area? 

A. Yes. 

Q. Do you have t h a t i n f r o n t of you or do you 

need t o r e f e r t o something? 

A. No, I would have t o r e f e r t o something. 

Q. Let me ask you t h i s g e n e r a l l y . I n the 

center of E x h i b i t No. 3, you've got the Howell u n i t 

h i g h l i g h t e d . Do you know what i t s c u m u l a t i v e 

product i on i s ? 
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A. A p p r o x i m a t e l y 14 Bcf, I b e l i e v e . 

Q. What about the c u m u l a t i v e p r o d u c t i o n j u s t 

t o the east of t h a t , the p r o r a t i o n u n i t i n the west 

h a l f of Se c t i o n 13? 

A. West h a l f of Se c t i o n 13? I c o u l d n ' t t e l l 

you t h a t one w i t h o u t l o o k i n g up the d a t a . 

Q. Do you have the data a v a i l a b l e ? My data 

i n d i c a t e s i t ' s 5.2 Bcf? 

A. That sounds i n the range. 

Q. Does t h a t sound reasonable t o you? 

A. Uh-huh. Uh-huh. 

Q. What about the c u m u l a t i v e p r o d u c t i o n t o the 

west of the Howell u n i t a l s o i n Se c t i o n 14, the 

Florance u n i t ? 

A. I don't have the exact d a t a . I t ' s g r e a t e r 

than 10 Bcf, I b e l i e v e . 

Q. How about 10.9 Bcf? 

A. That sounds about r i g h t . 

Q. So a l r e a d y i n Sec t i o n 14 you've got the 

Howell p r o r a t i o n u n i t a l r e a d y p r o d u c i n g 4 Bcf g r e a t e r 

than the o f f s e t t o the west, i s t h a t r i g h t ? 

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

Q. Le t ' s go t o the south of the Howell u n i t , 

going t o S e c t i o n 23. Do you know what the c u m u l a t i v e 

p r o d u c t i o n i s i n the p r o r a t i o n u n i t i n the east h a l f 
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of S e c t i o n 23? 

A. Not e x a c t l y , p r o b a b l y a l i t t l e b i t g r e a t e r 

than 10, a g a i n , I would assume. 

Q. How about 5.3 Bcf? Does t h a t sound t r u e t o 

y ou ? 

A. I would have t o look at t h a t one. I don't 

know . 

Q. And the p r o r a t i o n u n i t i n the west h a l f of 

Sect i o n 23, the Howell one, do you happen t o know what 

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

A. No. 

Q. How about 7.9 Bcf? 

A. That's reasonable. 

Q. Does t h a t sound i n the b a l l p a r k t o you? 

A. Yes, i t does. 

Q. F i n a l l y , l e t ' s look at the p r o r a t i o n u n i t 

i n the west h a l f of Se c t i o n 24. Again, do you happen 

t o know what the c u m u l a t i v e p r o d u c t i o n i s t h e r e ? 

A. No. 

Q. How about 5.2 Bcf? Does t h a t sound 

reasonable t o you? 

A. 11 couId be . 

Q. Does i t sound reasonable, though? 

MR. KELLAHIN: I'm going t o o b j e c t unless a 

f o u n d a t i o n has been placed f o r t h i s w i t n e s s t o say. 
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I don't want him t o guess. I f Mr. Lund has a wi t n e s s 

who can gi v e us the cum 1s, l e t ' s put him on. But i f 

t h i s w i t n e s s doesn't know, i t ' s not f a i r t o have him 

guess. 

CHAIRMAN LEMAY: I would agree w i t h t h a t . 

That's n o r m a l l y the s u b j e c t of your own w i t n e s s . "What 

i s reasonable," I don't know what you're t r y i n g t o get 

at . 

MR. LUND: I would be happen t o l i v e w i t h 

the r u l i n g , Mr. Chairman, but he d i d t e s t i f y t h a t he 

was g e n e r a l l y f a m i l i a r w i t h the c u m u l a t i v e p r o d u c t i o n 

i n the area. 

CHAIRMAN LEMAY: G e n e r a l l y f a m i l i a r w i t h 

i t , w i t h o u t knowing s p e c i f i c a l l y what the o f f s e t t r a c t 

does . 

MR. LUND: Maybe I coul d j u s t ask one 

qu e s t i o n and move a l o n g . 

CHAIRMAN LEMAY: Okay. 

Q. I s n ' t i t f a i r t o say, Mr. Dunn, t h a t the 

Howell u n i t t h a t you were d i s c u s s i n g has produced 

a p p r o x i m a t e l y 14 Bcf? That's a l r e a d y c o n s i d e r a b l e 

g r e a t e r than those o f f s e t s we've been d i s c u s s i n g , 

i s n ' t t h a t f a i r t o say? 

A. I t ' s f a i r t o say f o r the ones you've 

d i s c u s s e d , t h a t ' s t r u e . 
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Q. And you were t a l k i n g e a r l i e r about the 

c o m p e t i t i v e advantage of some of these o f f s e t w e l l s . 

I j u s t don't see t h a t e x i s t i n g , given those c u m u l a t i v e 

p r o d u c t i o n f i g u r e s . 

MR. KELLAHIN: O b j e c t i o n . That's 

a r g u m e n t a t i v e . 

CHAIRMAN LEMAY: Can you rephrase the 

q u e s t i o n , Mr. Lund? 

MR. LUND: The wi t n e s s t e s t i f i e d about a 

c o m p e t i t i v e advantage t o the o f f s e t s of t h i s 

p a r t i c u l a r d r i l l i n g u n i t . I'm aski n g him how he can 

say t h a t , given these c u m u l a t i v e p r o d u c t i o n f i g u r e s . 

I don't t h i n k t h a t ' s a r g u m e n t a t i v e . 

CHAIRMAN LEMAY: Rephrased t h a t way i t ' s 

n o t . C ont i nu e . 

Q. Would you answer t h a t q u e s t i o n , p l e a s e , Mr. 

Dunn ? 

MR. KELLAHIN: Do you remember the 

quest i on ? 

A. Could you rephrase i t ? 

Q. Sure. Given the c u m u l a t i v e p r o d u c t i o n 

f i g u r e s we've been d i s c u s s i n g , i t appears t h a t the 

Howell p r o r a t i o n u n i t ' s c u m u l a t i v e p r o d u c t i o n of 

ap p r o x i m a t e l y 14 Bcf i s c o n s i d e r a b l y g r e a t e r than the 

other p r o r a t i o n u n i t s we j u s t went t h r o u g h . I s t h a t a 
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f a i r statement? 

A. I t ' s a f a i r statement t h a t i t i s g r e a t e r . 

Q. I s 4 Bcf c o n s i d e r a b l y b i g g e r than 

p r o d u c t i o n from an o f f s e t u n i t ? 

A. I t h i n k i t depends on the area and what the 

u l t i m a t e r e c o v e r i e s a r e . 

Q. A l l r i g h t . You don't t h i n k 4 Bcf i s 

c o n s i d e r a b l y g r e a t e r . My q u e s t i o n i s , how can you say 

t h a t the Howell u n i t , which i s i n the center of your 

E x h i b i t No. 3, i s s u f f e r i n g a c o m p e t i t i v e 

d i s a d v a n t a g e , v i s - a - v i s o f f s e t p r o r a t i o n u n i t s , when 

i t ' s cum'd 4 Bcf g r e a t e r than the other o f f s e t s ? 

A. I t ' s based on the f a c t t h a t we produce at 

about h a l f of our maximum r a t e than any of the o f f s e t s 

and, i n many cases, a great d e a l less than h a l f . 

Q. So you have the c u r r e n t d e l i v e r a b i l i t y 

f i g u r e s ? Do you have the c u r r e n t d e l i v e r a b i l i t y 

f i g u r e s of the o f f s e t t i n g u n i t s i n f r o n t of you? 

A. E x h i b i t No. 3 t h a t you r e f e r r e d t o e a r l i e r 

i s t h a t e x h i b i t , the most c u r r e n t t h a t I have 

a v a i l a b l e t o me. 

Q. Let' s t a l k about those. I s t h a t from 

February of 1990? I s t h a t where those d e l i v e r a b i l i t y 

f i g u r e s come from? 

A. No. I n most cases a l l t h e s e - - w e l l , 
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a n y t h i n g t h a t we do not o p e r a t e , I do not have access 

t o any of the l a t e s t t e s t s . Those a l l came out of the 

1986 s t a t e d e l i v e r a b i l i t y books. 

Q. 1986? 

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

Q. Well a g a i n , l o o k i n g at some of these 

o f f s e t s , l e t ' s look at the o f f s e t t o the east i n the 

west h a l f of Sec t i o n 13. Do you know what the c u r r e n t 

d e l i v e r a b i l i t y t h e r e ? or even the 86 data I would 

accept . 

A. For the p r o r a t i o n u n i t f o r the east h a l f ? 

Q. For the west h a l f of Sec t i o n 13, which i s 

immediately o f f s e t t o the ea s t . 

A. Approximately 875 Mcf a day. 

Q. That's what my f i g u r e i s , t o o . How about 

the p r o r a t i o n u n i t f o r the west h a l f of Sec t i o n 24? 

A. Approximately 600 — over 600 . 

Q. That's f a i r . That's c o n s i s t e n t w i t h my 

da t a , t o o . How about the p r o r a t i o n u n i t f o r the east 

h a l f of Section 23, which i s d i r e c t l y t o the south of 

the Howell u n i t ? 

A. Approximately 700 Mcf a day. 

Q. That's f a i r , a l s o . How about the p r o r a t i o n 

u n i t i n the west h a l f of Section 23? 

A. Almost 400. 
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Q. 386? 

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

Q. And then f i n a l l y the p r o r a t i o n u n i t 

d i r e c t l y t o the west of the Howell u n i t f t h a t being 

the Florance u n i t ? 

A. Oh, about 1.4 m i l l i o n a day. 

Q. Again, my q u e s t i o n goes t o the c o m p e t i t i v e 

disadvantage t h a t you s t a t e d t h a t the Howell p r o r a t i o n 

u n i t i s c u r r e n t l y s u f f e r i n g . You've got 

d e l i v e r a b i l i t y f i g u r e s of o f f s e t t i n g p r o r a t i o n u n i t s 

t h a t are c o n s i d e r a b l y l e s s than what's the Howell's 

d o i n g , don't you? 

A. No. The d e l i v e r a b i l i t y of the Howell u n i t 

c u r r e n t l y i s 520 Mcf a day. A l s o , we haven't looked 

at a l l the acreage around i t , of course, but i n 

gener a l you named one p r o r a t i o n u n i t t h a t had anywhere 

le s s d e l i v e r a b i l i t y , a c c o r d i n g t o my c a l c u l a t i o n s . 

Q. What's the number, the 186 number f o r the 

Howell "E" 2? Where does t h a t come from? 

A. That's the c u r r e n t t e s t f o r the 

Howell "E" 2. 

Q. As of what date? 

A. Middle of l a s t summer i t was t e s t e d . 

Q. The i n f o r m a t i o n I have i s at 4/28, but I 

don't know i f t h a t ' s c u r r e n t . 
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A. No, i t ' s n o t . 

Q. I t ' s lower than t h a t ? 

A. C o r r e c t . The 186 i s the c u r r e n t t e s t . 

Q. A l l r i g h t . I t h i n k i n your t e s t i m o n y you 

s t a t e d t h a t you were t o honor the 790 setbacks f o r the 

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

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

Q. You would f i l e d e v i a t i o n surveys w i t h the 

OCD t o make sure t h a t i t doesn't encroach on the 790 

setback ? 

A. That's c o r r e c t . That's a l l i n the i n i t i a l 

order t h a t we s a i d we accepted. 

Q. You haven't changed t h a t p o s i t i o n ? 

A. No. 

Q. Where are you going t o p e r f o r a t e and 

produce the d e v i a t e d w e l l b o r e i n the Howell u n i t ? 

A. We won't know u n t i l we d r i l l the w e l l . 

We'll d r i l l as f a r th r o u g h the Mesaverde i n t e r v a l as 

we can, w h i l e s t a y i n g w i t h i n t h a t d r i l l i n g window, and 

we hope t o be able t o produce a l l t h a t i s p r o d u c t i v e 

w i t h i n t h a t i n t e r v a l . 

Q. I f i t o n l y looks p r o d u c t i v e i n t h a t one 

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

would you on l y p e r f o r a t e and produce from t h a t one 

q u a r t e r s e c t i o n ? 
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A. I f t h a t was the case. We expect t o be 

p r o d u c t i v e t h r o u g h o u t , since we have w e l l s i n the 

n o r t h and south end t h a t produce. 

Q. I t h i n k you're t a l k i n g about, you've got t o 

look f o r in c r e a s e d p e r m e a b i l i t y areas and a d d i t i o n a l 

sand lenses t h a t you haven't encountered w i t h the 

v e r t i c a l w e l l , i s t h a t r i g h t ? 

A. We hope t o f i n d those s i t u a t i o n s when we 

d r i l l t h i s w e l l , yes. 

Q. My q u e s t i o n i s , i f you only encounter 

a d d i t i o n a l sand lenses and incr e a s e d p e r m e a b i l i t y i n 

one q u a r t e r s e c t i o n t h a t the d e v i a t e d w e l l b o r e 

e n c ounters, would you then j u s t complete and produce 

only i n t h a t q u a r t e r s e c t i o n ? 

A. No, we would n o t . T h i s i s p a r t of an 

o v e r a l l idea t o r e d r i l l the o r i g i n a l w e l l and t o 

produce from t h r o u g h o u t the Mesaverde f o r m a t i o n . 

Q. Let me ask you a couple of q u e s t i o n s about 

the w e l l c o s t s . I t h i n k you t e s t i f i e d t h a t a v e r t i c a l 

w e l l would cost about $400,000, i s t h a t r i g h t ? 

A. To d r i l l , complete and have f a c i l i t i e s . 

Q. And f o r a d e v i a t e d w e l l b o r e , a p p r o x i m a t e l y 

$1 m i l l i o n ? 

A. Yeah. $985,000 i s what I u t i l i z e d i n the 

economi cs . 
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Q. I was l o o k i n g at the t r a n s c r i p t from the 

p r i o r h e a r i n g , and your d r i l l i n g e n g i n e e r - - I b e l i e v e 

h i s name i s Mr. F a l c o n i ? 

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

Q. --gave some f i g u r e s about w e l l c o s t s , and 

t h e y ' r e d i f f e r e n t . I was j u s t c u r i o u s , were Mr. 

F a l c o n i ' s f i g u r e s not i n c l u d i n g f a c i l i t i e s and t h i n g s ? 

A. F a c i l i t i e s or c o m p l e t i o n . He, as I 

remember--and I don't have the t r a n s c r i p t i n f r o n t of 

me--was s t a t i n g d r i l l i n g c o s t s . B a s i c a l l y , rough 

numbers, we can d r i l l a v e r t i c a l Mesaverde f o r about 

$200,000 and i t w i l l cost $6- t o $700,000 t o d r i l l the 

h i g h l y - d e v i a t e d . 

Q. Those were the f i g u r e s I was remembering. 

A. That's r i g h t . 

Q. The d i f f e r e n c e again i s what, the 

comp l e t i o n f a c i l i t i e s ? 

A. Completion and f a c i l i t i e s are an a d d i t i o n a l 

p l u s or minus $200,000. 

Q. Let' s t a l k a l i t t l e b i t about the 

c o r r e l a t i v e r i g h t s issue and t h a t ' s the on l y reason 

Amoco i s here. That's what we've got concerns about. 

We t h i n k i t ' s a gr e a t idea t o do t h i s t e c h n o l o g y . 

I t h i n k you t e s t i f i e d e a r l i e r t h a t under 

the f o r m u l a you proposed, the o f f s e t o p e r a t o r s ' 
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c o r r e l a t i v e r i g h t s are going t o be p r o t e c t e d , i s t h a t 

r i ght ? 

A. Today? 

Q. Yes , s i r . 

A. Yes, t h a t ' s c o r r e c t . 

Q. And I t h i n k you a l s o t e s t i f i e d t h a t two 

v e r t i c a l w e l l s could v e r y w e l l give you the same 

p r o t e c t i o n as one of these d e v i a t e d w e l l b o r e s ? I s 

t h a t r i g h t ? 

A. No. What I t e s t i f i e d was t h a t the g r e a t e s t 

t h a t you're at r i s k f o r r i g h t now i s what two v e r t i c a l 

w e l l s c u r r e n t l y produce w i t h i n the Blanco-Mesaverde 

F i e l d . So we would cap i t at t h a t l e v e l . 

Q. You haven't discussed what the cap would be 

y e t , have you? Are you going t o t a l k about t h a t ? 

A. I can giv e you rough numbers t o my 

knowledge what t h a t cap i s , what the h i g h e s t 

d e l i v e r a b i l i t y i n a p r o r a t i o n u n i t i s . 

Q. You proposed some language f o r i n c l u s i o n i n 

the order which was a l i t t l e b i t d i f f e r e n t than what 

the Examiner had. Can you e x p l a i n t h a t ? 

A. I t j u s t requests t h a t the cap be the 

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

the Blanco-Mesaverde F i e l d . 

Q. So you would look at j u s t a t r a d i t i o n a l 
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p r o r a t i o n u n i t i n the f i e l d and c a l c u l a t e the 

d e l i v e r a b i l i t y based on the two e x i s t i n g v e r t i c a l 

w e l l b o r e s , and whatever the h i g h e s t i s i n the f i e l d , 

you would l i m i t your d e l i v e r a b i l i t y t o t h a t ? 

A. That would be the cap, t h a t ' s c o r r e c t . 

Q. Do you happen t o know what the h i g h e s t 

d e l i v e r a b i l i t y i s c u r r e n t l y f o r a t r a d i t i o n a l 

p r o r a t i o n u n i t ? 

A. I t h i n k i t ' s i n the range of 16 m i l l i o n a 

day. 

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

A. I t ' s the F i e l d s 2 and F i e l d s 2A, and I 

can't g i v e you the exact l o c a t i o n . I t ' s i n 39, I 

b e l i e v e . But I can get t h a t f o r you. 

Q. We would l i k e t o see t h a t . 

MR. KELLAHIN: May I approach the w i t n e s s , 

Mr. Chairman? I can giv e him t h a t l o c a t i o n . 

A. The F i e l d s LS #2 and #2A w e l l b o r e s are 

l o c a t e d i n Township 32 N o r t h , Range 11 West, Se c t i o n 

25. I t ' s operated by Amoco and i t c u r r e n t l y has a 

State "D" of 16,061,000. I t would be 16 m i l l i o n . 

Q. You would t i e t o whatever the then c u r r e n t 

d e l i v e r a b i l i t y i s ? I f t h a t goes up or down, you would 

t i e i t t o t h a t ? 

A. We would c o n s i d e r t h a t s t i p u l a t i o n , yes. 
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Q. I'm s o r r y , I don't understand. 

A. At t h i s p o i n t we're j u s t s u g g e s t i n g the t i e 

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

Q. What happens i f the d e l i v e r a b i l i t y i n t h a t 

u n i t you r e f e r e n c e d goes up or down? 

A. I t goes up or down, t h e n . 

Q. Would your d e l i v e r a b i l i t y i n your u n i t go 

up or down a c c o r d i n g l y ? 

A. I t c o u l d . Are we t a l k i n g i n comparison, 

u t i l i z i n g t h i s data? 

Q. What's your p r o p o s a l , i s what I'm a s k i n g . 

A. Our p r o p o s a l i s t o set our cap at t h i s 

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

Q. So i t wouldn't change? I t would s t i c k at 

the 16 m i l l i o n ? 

A. That's the p r o p o s a l , but i t could change. 

We t h i n k the most f a i r and e q u i t a b l e p r o p o s a l i s t o 

t i e t o t h i s cap c u r r e n t l y . As p r o d u c t i o n decreases i n 

any of the u n i t s , i t ' s going t o decrease i n our u n i t 

f o r the same reason as r e s e r v o i r pressures decrease, 

et c e t e r a , as you produce r e s e r v e s . 

Q. We're t a l k i n g about your p r o p o s a l f o r 

d e l i v e r a b i l i t y i n a l l o w a b l e c a l c u l a t i o n s . That's what 

I'm t r y i n g t o understand. You're going t o set i t at 

the 16 m i l l i o n and i t ' s not going t o change f o r your 
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u n i t s ? 

A. I t h i n k t h a t ' s f a i r and e q u i t a b l e . 

Q. I do n ' t , but I j u s t want t o understand what 

your p r o p o s a l i s . 

MR. KELLAHIN: O b j e c t i o n t o the e d i t o r i a l 

comment, Mr. Chairman. 

CHAIRMAN LEMAY: I agree. 

MR. KELLAHIN: We get l o t s of f l e x i b i l i t y 

b e f o r e the Commission, but I o b j e c t t o t h a t comment. 

CHAIRMAN LEMAY: We do recog n i z e the f a c t 

t h a t lawyers are incompetent. I f they wish t o 

t e s t i f y , t hey need t o be sworn i n . 

MR. LUND: That's a well-known f a c t i n the 

Commission's p r o c e e d i n g s . 

A. I don't know t h a t i t ' s u n f a i r t o di s c u s s 

f l u c t u a t i n g up and down, though. I understand your 

concerns. 

Q. Thank you. The c u r r e n t system now, as set 

up i n the p r o r a t e d p o o l r u l e s , i s t h a t you look at 

d e l i v e r a b i l i t y from w e l l s i n the o p p o s i t e q u a r t e r 

s e c t i o n , c o r r e c t ? 

A. Could you rephrase t h a t ? 

Q. You were t a l k i n g about how you do the 

formul a f o r e s t a b l i s h i n g d e l i v e r a b i l i t y . Mr. K e l l a h i n 

took you th r o u g h about how you look at w e l l s i n 
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o p p o s i t e q u a r t e r s e c t i o n s and then you add those two 

t o g e t h e r , i s n ' t t h a t r i g h t ? 

A. C o r r e c t . You would take the two e x i s t i n g 

w e l l s i n the p r o r a t i o n u n i t and add them t o g e t h e r . 

Q. We don't have any s i t u a t i o n i n the f i e l d 

now where you've got a w e l l b o r e t h a t goes t h r o u g h both 

q u a r t e r s e c t i o n s , do you? 

A. No, we don't . That's why t h i s i s a p i l o t 

p r o j e c t . 

Q. And i t ' s a d i f f e r e n t s i t u a t i o n ? 

A. D e f i n i t e l y . 

Q. F i n a l q u e s t i o n about d r a i n a g e . I t h i n k you 

t e s t i f i e d e a r l i e r t h a t you don't see a problem of 

drain a g e going out of your p r o r a t i o n u n i t and d r a i n i n g 

nearby p r o r a t i o n u n i t s , i s t h a t r i g h t ? 

A. Yes. I t e s t i f i e d , as compared t o a 

v e r t i c a l w e l l t h a t c o u l d be d r i l l e d i n t h i s same 

p r o r a t i o n u n i t , t h a t the dr a i n a g e r a d i u s should be 

s i m i l a r at whatever l o c a t i o n you want t o speak about. 

Q. So the w e l l b o r e e n c o u n t e r s , what, two t o 

th r e e times the f o r m a t i o n ? 

A. That's r i g h t . 

Q. But i t ' s not going t o in c r e a s e i t s drainage 

area i n t h a t s e c t i o n ? 

A. Radius. I guess the best example t o 
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e x p l a i n t h a t would be i f you were l o o k i n g at v e r t i c a l 

w e l l s , an example would be t h a t i f you took a stack of 

penni e s , l e t ' s say, and t h a t stack of pennies 

r e p r e s e n t e d the drainage r a d i u s of t h a t v e r t i c a l w e l l , 

the w e l l being i n the middle of the stack of pennies. 

W e l l , when you took t h a t v e r t i c a l w e l l and r e d r i l l e d 

i t as a h i g h l y - d e v i a t e d w e l l , what would happen, those 

pennies would be s l a n t e d . They would s t a r t s t a c k i n g 

one on top of each o t h e r , and you would have a 

drainage r a d i u s moving l o n g i t u d i n a l l y down t h i s 

p r o r a t i o n u n i t t h a t ' s the same r a d i u s . I t ' s j u s t t h i s 

stack of pennies. 

Q. And ag a i n , I t h i n k Mr. K e l l a h i n asked you 

t h i s q u e s t i o n : M e r i d i a n i s not open t o the 

p o s s i b i l i t y of coming back and r e v i e w i n g a p o t e n t i a l 

d e l i v e r a b i l i t y or an a l l o w a b l e s i t u a t i o n , depending on 

the r e s u l t s of t h i s d e v i a t e d w e l l ? 

A. I t h i n k the r u l e s are t h a t at any time 

anybody can propose t h a t we come back and hear them, 

and we would come back, i f i t ' s proposed t o come 

back . 

MR. LUND: That's a l l I have. 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s of 

the w i t n e s s ? Mr. Weiss? 

EXAMINATION 
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BY MR. WEISS: 

Q. One t h i n g you d i d n ' t t e l l us. What do you 

f o r e c a s t out of t h a t w e l l ? 

A. I t ' s hard t o f o r e c a s t , and t h a t ' s why we're 

doing i t as a p i l o t p r o j e c t . The reason why, the 

p e r m e a b i l i t y changes are d r a s t i c w i t h i n the Mesaverde 

and the n i n e - s e c t i o n d e l i v e r a b i l i t y p l a t t h a t we 

showed. 

I f y o u ' l l n o t i c e , t h e r e are ranges of 

d e l i v e r a b i l i t y from 200 Mcf a day a l l the way up t o 12 

m i l l i o n a day w i t h i n a h a l f a m i l e , so i t ' s tough t o 

f o r e c a s t . We do not p e r c e i v e t h a t we are going t o 

gain a hi g h p r o d u c t i v i t y advantage over a good 

v e r t i c a l w e l l t h a t i n t e r c e p t s the same r e s e r v o i r t h a t 

t h i s h i g h l y - d e v i a t e d w e l l i s i n . 

Q. 12 m i l l i o n i s what you're a n t i c i p a t i n g ? I s 

t h a t what you're saying? 

A. Oh, no. I'm hoping t o be able t o get two 

t o t h r e e times the r a t e t o make i t an economic 

p r o j e c t . But t h a t ' s why we're d r i l l i n g i t t c f i n d 

o u t . I n a d d i t i o n , the more i m p o r t a n t f a c t o r i s t h a t 

we a l s o prove up a d d i t i o n a l r e s e r v e s . 

Q. How does t h a t , l e t ' s say, two t o t h r e e 

t i m e s , I s t i l l don't have a number f o r you. Give me a 

number, any number. I don't care. What do you t h i n k 
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i t ' s going t o be? 500,000 a day? a m i l l i o n ? two 

m i l l i o n ? 

A. No. I would guess g r e a t e r than a m i l l i o n 

f o r s u r e , because we're g e t t i n g - -

Q. How does t h a t compare t o a w e l l t h a t ' s has 

a massive f r a c t u r e t r e a t m e n t up i n t h i s area? 

A. Most of the r e d r i l l s t h a t we're doing r i g h t 

now, which we do do massive h y d r a l i c f r a c t u r e s , 

produce one t o one and a h a l f m i l l i o n a day. The 

examples t h a t we showed of the Howell "D" 3B and the 

Scott 2R are g r e a t e r than t h r e e m i l l i o n a day. 

Q. On your P/Z c h a r t s , were those r e d r i l l s 

s t i m u l a t e d i n the same manner as the f i r s t w e l l ? 

A. No, they would be h y d r a u H c a l l y f r a c t u r e d , 

where the o r i g i n a l ones would have been n i t r c - t y p e 

open-hole. 

Q. I n o t i c e a l s o you're d r i l l i n g them both 

towards the south? 

A. That's o n l y because the o r i g i n a l , the o l d 

w e l l , i s i n the n o r t h . We would d r i l l t o the n o r t h or 

t o the so u t h - -

Q. Why not east/west at some place? 

A. P r i m a r i l y due t o - - i f we go east/west and 

stay w i t h i n our d r i l l i n g window, we l o s e - - w e l l , I 

don't know what t h a t would be. 
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Q. On these l e a s e s , but s u r e l y t h e r e are some 

where you could d r i l l east/west 3,000 f e e t , i f you 

wanted t o . I'm j u s t c u r i o u s . 

A. I f t h a t s i t u a t i o n e x i s t e d , we would 

d e f i n i t e l y t ake t h a t i n t o c o n s i d e r a t i o n . 

Q. As you t e s t these w e l l s , i s i t p o s s i b l e t o 

t e s t the pressure i n each i n d i v i d u a l p l o t pod or lands 

as you c a l l them? I'm j u s t c u r i o u s i f t h e r e ' s 

a n y t h i n g t o support the f a c t t h a t t h e r e ' s no f l o w 

across pod b a r r i e r s , such as you've assumed, or these 

lens — 

A. The on l y s u p p o r t , and w e ' l l k i n d of t a l k 

about t h i s a l i t t l e l a t e r , or somebody e l s e w i l l , t h a t 

I have i n my hands r i g h t now, one of the two r e d r i l l s 

t h a t we d i d , p r i o r t o r e d r i l l i n g i t , produced 

condensate. And a f t e r d r i l l i n g i t we came i n w i t h 

what i s r e a l l y o i l . I t changed from l i k e a 49-degree 

g r a v i t y down t o i n the 35 t o 40 range. So, we pi c k e d 

up a pod of o i l t h a t wasn't i n the f i r s t one. 

Q. Then on your economics here, I d i d n ' t p i c k 

up what the p r i c e of gas i s going t o be. 

A. I used — w e l l , i t doesn't r e a l l y matter 

because these are i n c r e m e n t a l , b a s i c a l l y , economics. 

I'm showing a break-even p o i n t . 

Q. I unde r s t a n d , but i t has a gre a t deal t o do 

CUMBRE COURT REPORTING 
(505) 984-2244 



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 

w i t h t h a t break-even p o i n t . 

A. No, because t h e y ' r e i n c r e m e n t a l t o each 

othe r . 

Q. W e l l , any break-even p o i n t , I t h i n k , i s 

f i x e d , and depending on the p r i c e of gas and what i t 

cost t o d r i l l the w e l l - -

A. I t would f l u c t u a t e somewhat. I ran 

s e n s i t i v i t i e s on gas p r i c e s and some other t h i n g s , and 

b a s i c a l l y the p o i n t of the e x h i b i t i s not t o show t h a t 

2.7 i s e x a c t l y the break-even p o i n t . There's l o t s of 

assumptions t h a t could be maneuvered, i n c l u d i n g the 

i n i t i a l r a t e of the v e r t i c a l w e l l . The p o i n t of the 

economics i s t o show t h a t we have t o have a d r a s t i c 

i n c r e a s e i n r a t e , whether i t ' s t w o - f o l d , t h r e e - f o l d or 

f o u r - f o l d , t o make t h i s an e c o n o m i c a l l y v i a b l e p r o j e c t 

f o r us. 

Q. And the p r i c e you used on t h a t graph? 

A. That was SEC p r i c i n g t h a t we use f o r - -

Q. I don't know t h a t what an SEC p r i c e i s . 

A. I'm t r y i n g t o remember t h a t r i g h t now. 

I t ' s f l a t p r i c i n g , and I'm t r y i n g t o remember i t . 

I t ' s something l i k e $1.60 an Mcf. 

Q. On your f i g u r e 3, down i n Sec t i o n 22--

A. Yes , s i r . 

Q. - - I see the d e l i v e r a b i l i t i e s of those w e l l s 
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are q u i t e high? 

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

Q. Were they completed d i f f e r e n t l y than your 

1 ow p e r m e a b i l i t y w e l l s w e l l s , do you know? 

A. I can't speak s p e c i f i c a l l y on t h a t . I n 

g e n e r a l , the w e l l s such as i n Se c t i o n 22, the Florance 

45, i s p r o b a b l y an o l d e r w e l l and would not have an 

i d e n t i c a l h y d r a u l i c f r a c s t i m u l a t i o n as the Florance 

45 A d i d . 

speak t o t a l l y on t h a t . The open-hole w e l l s t h a t were 

d r i l l e d i n the 50's would be d r a s t i c a l l y d i f f e r e n t 

from newer w e l l s which were h y d r a u H c a l l y f r a c t u r e d . 

So, depending on the age of the w e l l , t h e r e would be 

d i f f e r e n c e s . 

MR. WEISS: That's a l l I can t h i n k of at 

t h i s moment. Thank you. 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Mr. Dunn, i t looks l i k e you're going 

northwest t o southeast w i t h t h a t , or i s t h a t because 

t h a t s e c t i o n i s t i l t e d ? I'm t r y i n g t o understand i f 

you're going s t r a i g h t n o r t h / s o u t h i n the s e c t i o n or 

t a k i n g some k i n d of an angle? 

A. What we're d e p i c t i n g t h e r e i s a due south 

I guess the answer t o t h a t i s , I can ' t 
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l i n e . That's because t h a t s e c t i o n i s t i l t e d a l i t t l e 

odd. The w e l l b o r e t h a t ' s d e p i c t e d t h e r e i s due south. 

Q. I have the same concern on your p r i c e s t h a t 

Commissioner Weiss had. Maybe a subsequent w i t n e s s 

w i l l touch on some economic s c e n a r i o s t h e r e . What 

you're t r y i n g t o show, as I understand i t , i s a 

d e v i a t e d hole i s going t o cost more; t h e r e f o r e , you 

need an i n c e n t i v e a l l o w a b l e t o j u s t i f y d r i l l i n g ? I s 

t h a t r i g h t i n a q u a l i t a t i v e sense, not n e c e s s a r i l y 

q u a n t i t a t i v e ? 

A. That's r i g h t , along w i t h t o help w i t h the 

r i s k t h a t we see i n d r i l l i n g the w e l l . 

Q. The r i s k , as you're e x p l a i n i n g i t , i s 

f i n a n c i a l r i s k of the cost of the w e l l b o r e , as w e l l as 

any c o n t i n g e n c i e s t h a t you might run i n t o ? 

A. I t ' s a combination of t h a t r i s k and the 

r i s k t h a t we w i l l not i n c r e a s e r e c o v e r y , t h a t we've 

gone out and spent an extreme amount of c a p i t a l f o r a 

p r o j e c t t h a t ends up being uneconomic. That's what 

we're t r y i n g t o prove about the new t e c h n i q u e . 

Q. Do you p l a n t o f r a c t h a t w e l l ? 

A. I t depends. I n the Mesaverde, i f the 

p r o d u c t i v i t y i s n ' t h i g h enough you d e f i n i t e l y go i n 

and f r a c t u r e . There are w e l l s t h a t do not have t o be 

f r a c t u r e d t o produce. 
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Q. But the d i a g o n a l w e l l , i s the t e c h n o l o g y 

t h e r e any d i f f e r e n t from f r a c k i n g a d i a g o n a l w e l l than 

a v e r t i c a l w e l l ? 

A. Yeah, i t ' s d i f f e r e n t , and i t would cost 

more a g a i n . And t h a t i s not i n c l u d e d i n these cost 

e s t i m a t e s , b u t , yes, i t would cost more and i s more 

d i f f i c u l t t o do. 

CHAIRMAN LEMAY: Mr. W e i s s ? 

MR. WEISS: I have one more. 

FURTHER EXAMINATION 

BY MR. WEISS: 

Q. Were t h e r e i n c e n t i v e s p r o v i d e d t o do 

massive f r a c jobs on these newly d r i l l e d v e r t i c a l 

w e l l s ? 

A. Not t h a t I'm aware o f , no. 

Q. Then, I , f r a n k l y , don't see a h e l l of a l o t 

of d i f f e r e n c e between a massive f r a c , where you spend 

maybe a m i l l i o n d o l l a r s on a f r a c j o b , and t h i s . 

A. That comparison, i n f a c t , I u t i l i z e d i n the 

f i r s t h e a r i n g . There i s some t r u t h i n t h a t . That's 

why we f e e l l i k e the o r i g i n a l r u l i n g i s u n f a i r because 

i t ' s l e s s than even the c u r r e n t s t a n d a r d s . 

What we are p r o p o s i n g , what i s f a i r and 

e q u i t a b l e t o us, f i r s t of a l l , i s t h a t t h a t f i r s t 

r u l i n g i s not f a i r and e q u i t a b l e , and second of a l l , 

CUMBRE COURT REPORTING 
(505) 984-2244 



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 

63 

the two times the "D" i s a reasonable request based on 

t h a t t h i s w e l l would r o u g h l y develop the f u l l 320 

acres. 

Q. Here i s looks t o me l i k e you have c o n t r o l 

of your f r a c t u r e and maybe you wouldn't the h y d r a u l i c 

f r a c t u r e , the d i r e c t i o n of i t . And the costs a r e , 

maybe, comparable between t h i s and a massive h y d r a l i c 

f r a c t u r e ? 

A. I c o u l d n ' t r e a l l y speak on t h a t . I would 

t h i n k t h i s i s more expensive i n the long r u n , r e a l l y , 

and a l s o I guess the r e s t of the t h e o r y i n terms of 

why we would want t o do a h i g h l y - d e v i a t e d w e l l versus 

j u s t go out and do a massive h y d r a u l i c f r a c , i s t h a t 

t h a t f r a c t u r e i s going t o go one d i r e c t i o n , b a s i c a l l y , 

and what i s the chances of t h a t f r a c t u r e h i t t i n g 

versus us doing t h i s , you know, l o n g e r - r e a c h w e l l b o r e . 

Q. Here you have c o n t r o l ? 

A. R i g h t . 

MR. WEISS: Thank you. 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s of 

the w i t n e s s ? I f n o t , he may be excused. 

L e t ' s take a 15-minute break. 

One a d d i t i o n a l t h i n g . Mr. Lund, you won't 

pre s e n t t e s t i m o n y or statements i n the case? 

MR. LUND: Sounds l i k e maybe we have t o , 
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given the p r o d u c t i o n d a t a . 

CHAIRMAN LEMAY: W e l l , I t h i n k we can 

understand your p o s i t i o n . Our concern i s t h a t w i t h o u t 

any of the w i t n e s s e s , we have no counter p r o p o s a l from 

Amoco as t o what the f o r m u l a should be. And a c t u a l l y 

t h a t would be h e l p f u l i f you're opposing the case. 

MR. LUND: We would be happy t o do t h a t . 

CHAIRMAN LEMAY: Thank you. 

(Thereupon, a recess was taken.) 

CHAIRMAN LEMAY: We s h a l l c o n t i n u e . Mr. 

K e l l a h i n . 

MR. KELLAHIN: Thank you, Mr. Chairman. At 

t h i s time I would l i k e t o c a l l Mr. Greg Jennings. Mr. 

Jennings i s a l r e a d y under oath as a w i t n e s s . He's a 

pet r o l e u m g e o l o g i s t w i t h M e r i d i a n i n Farmington. 

GREG JENNINGS 

the w i t n e s s h e r e i n , a f t e r 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: 

A. For the r e c o r d , Mr. Jennings, would you 

please s t a t e your name and occupation? 

A. My name i s Greg Jenni n g s . I'm a s e n i o r 

g e o l o g i s t f o r M e r i d i a n O i l i n Farmington, New Mexico. 

Q. Mr. Jennings, have you p a r t i c i p a t e d as a 
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p e t r o l e u m g e o l o g i s t f o r your company i n t h i s study 

group of t e c h n i c a l people t o e v a l u a t e the f e a s i b i l i t y 

of a h i g h l y - d e v i a t e d w e l l b o r e i n the Mesaverde 

p r o r a t e d gas pool? 

A. Yes, I have. George Dunn and myself and a 

few other people have worked on t h i s f o r 9 or 10 

months. 

Q. Did you t e s t i f y b e f o r e Examiner Catanach i n 

the Examiner Hearing of t h i s case? 

A. Yes, I d i d . 

Q. You pre s e n t e d t o him your g e o l o g i c 

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

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

MR. KELLAHIN: Mr. Chairman, at t h i s time 

we would tender Mr. Jennings as an ex p e r t p e t r o l e u m 

g e o l o g i s t . 

CHAIRMAN LEMAY: His q u a l i f i c a t i o n s are 

ac c e p t a b l e . 

Q. Mr. Jennings, I'm not going t o ask you t o 

repeat a l l your g e o l o g i c i n t e r p r e t a t i o n s and 

co n c l u s i o n s t h a t you pre s e n t e d t o the Examiner, but I 

would l i k e you t o giv e us a c l e a r u n d e r s t a n d i n g of the 

geology, as you i n t e r p r e t i t , w i t h the Mesaverde 

r e s e r v o i r i n t h i s p o o l , and e x p l a i n t o us why you, as 

a g e o l o g i s t , conclude t h a t the p i l o t p r o j e c t f o r these 
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two w e l l s i s a necessary p r o j e c t . 

A. W e l l , the f i r s t e x h i b i t , which i s a 

c r o s s - s e c t i o n A t o A 1, I ' l l a c t u a l l y i l l u s t r a t e a 

couple of p o i n t s from t h i s e x h i b i t . As you're a l l 

aware, the Blanco-Mesaverde p o o l was o r i g i n a l l y 

developed i n the 1950s on 320-acre s p a c i n g , and then 

i n - f i l l e d i n the 70s on b a s i c a l l y 160's. There r e a l l y 

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

techniques used f o r the o l d w e l l s versus the new 

w e l l s . You can v i s u a l l y see i t on t h i s 

c r o s s - s e c t i o n . The c r o s s - s e c t i o n — 

MR. KELLAHIN: Excuse me. I t should be 

page 9 of the e x h i b i t book. 

MR. WEISS: They're m i s l a b e l e d . This says 

B t o B'. 

MR. STOVALL: Your e x h i b i t says B t o B'. 

THE WITNESS: I ' l l have t o tak e t h a t up 

w i t h the d r a f t i n g department when I get back. 

Q. A l l r i g h t , Mr. Jennings. Continue. 

A. This i s a n o r t h / s o u t h c r o s s - s e c t i c n t h r o u g h 

the Howell s e c t i o n , i t ' s S e c t i o n 14 of 30 N o r t h , 8 

West. I t i n c l u d e s the o l d w e l l d r i l l e d i n the 1950s, 

the Howell "E" 2, and two w e l l s d r i l l e d i n the 1970s. 

The o l d d r i l l i n g method was t o d r i l l r i g h t t c the top 

of the massive P o i n t Lookout, TD the w e l l , set 
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p r o d u c t i o n c a s i n g t o the lower p a r t of the C l i f f 

House, the massive C l i f f House, and g e n e r a l l y they 

completed these w e l l s , open-hole, w i t h n i t r o . 

The new w e l l s , as you can see, d r i l l e d 3-

t o 400 f e e t deeper i n the Lower P o i n t Lookout, set 

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

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

e n t i r e s e c t i o n . You've got s i g n i f i c a n t i n t e r v a l t h a t 

was not completed i n the o r i g i n a l w e l l , i n the o l d e r 

w e l l s , and f u r t h e r m o r e the i n e f f i c i e n t s t i m u l a t i o n 

t h a t was done i n the 1950's gives you a ba s i c i n e q u i t y 

between the w e l l s t h a t are d r i l l e d i n the 70's and the 

w e l l s t h a t are d r i l l e d i n the 50's. 

This r e a l l y i s the b a s i s f o r our Mesaverde 

r e d r i l l program. We rec o g n i z e t h a t those o l d 

w e l l b o r e s are not adequately d r a i n i n g t h e i r spacing 

u n i t s , and George c a n — w e l l , George has discussed t h a t 

a l r e a d y . I t ' s a f u n c t i o n of the way the w e l l s are 

d r i l l e d and completed, but i t ' s a l s o a f u n c t i o n of the 

v a r i a b i l i t y i n the r e s e r v o i r q u a l i t y , and the 

c r o s s - s e c t i o n shows t h a t . 

B a s i c a l l y , I've c o l o r e d the sandstone pay 

gr e a t e r than s i x pe r c e n t d e n s i t y p o r o s i t y , 

s t a n d a r d i z e d i t t o a 25-zone r e s i s t i v i t y c u t o f f where 

r e s i s t i v i t y logs are a v a i l a b l e . You have a net pay 
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map, a l i t t l e one on the c r o s s - s e c t i o n , and i f t h a t 

w i l l work, t h a t w i l l speed t h i n g s up by not g e t t i n g 

i n t o the b i t net pay map. 

The o n l y t h i n g I r e a l l y want t o show you 

here i s t h a t t h e r e i s s i g n i f i c a n t v a r i a t i o n i n m a t r i x 

p o r o s i t y over s h o r t d i s t a n c e s . I b e l i e v e the range on 

t h i s map i s from a low of 130 f e e t t o a hi g h of 182 

f e e t i n t o t a l net pay i n the Mesaverde group, and t h a t 

c o n s i s t s of m u l t i p l e t h i n sandstone lenses t h a t 

blossom and p i n c h out from w e l l t o w e l l . 

Q. Le t ' s look at the net pay map f o r a 

moment. When you look at the net pay map, are you 

mapping the net pay w i t h a p o r o s i t y value g r e a t e r than 

s i x p e r c e n t f o r the e n t i r e Mesaverde p o o l i n t e r v a l ? 

A. Yes. 

Q. When you look at the i n d i v i d u a l lenses t h a t 

make up the Mesaverde f o r m a t i o n on the 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 , can you c o r r e l a t e each of those lenses 

t h a t have p o r o s i t y values of s i x p e r c e n t or g r e a t e r 

from w e l l b o r e t o w e l l b o r e ? 

A. No. C e r t a i n l y some are c o n t i n u o u s , b u t , 

f o r the most p a r t , t h e r e ' s a l o t of d i s c o n t i n u i t y . 

I t ' s a ve r y heterogeneous r e s e r v o i r . 

Q. When you look at the r e l a t i o n s h i p of the 

o r i g i n a l w e l l and the i n - f i l l w e l l i n the Howell 
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spacing u n i t , what do you conclude as a g e o l o g i s t w i t h 

r e l a t i o n of the a v a i l a b i l i t y of the i n - f i l l w e l l t o 

encounter and t h e r e f o r e p o t e n t i a l l y produce reserves 

t h a t are not exposed i n the w e l l b o r e of the o r i g i n a l 

w e l l ? 

A. I b e l i e v e t h a t t h e r e are a d d i t i o n a l sand 

l e n s e s , i f you w i l l , between the two i n - f i l l 

w e lls--between the two w e l l s i n the p r o r a t i o n u n i t 

t h a t have not been p e n e t r a t e d and are not i n 

communication w i t h the two w e l l s i n the u n i t . 

T h e r e f o r e , they do not c o m p l e t e l y d r a i n a l l of the 

reserves w i t h i n t h a t 320-acre u n i t . 

Q. Are you, as a g e o l o g i s t , c o n f i d e n t t h a t you 

can map the Mesaverde lenses between those two w e l l s , 

t h a t you're going t o know i n the absence of d r i l l i n g 

the h i g h l y - d e v i a t e d w e l l , whether or not you're going 

t o get a d d i t i o n a l r e s e r v o i r out of the Mesaverde? 

A. W e l l , I'm c o n f i d e n t t h a t I cannot p r e d i c t 

w i t h accuracy the degree of v a r i a b i l i t y from one end 

of the s e c t i o n t o the other end. 

Q. Can you, w i t h c o n f i d e n c e , map the w e l l s i n 

the spacing u n i t w i t h w e l l s o f f the spacing u n i t ? 

A. Not t o the degree of accuracy t h a t we need 

to f i g u r e out where a l l the pay i s . I t ' s r e a l l y even 

f u r t h e r e x e m p l i f i e d , i f we could move t o t h i s next 
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e x h i b i t , which i s b a s i c a l l y the same t h i n g , a 

c r o s s - s e c t i o n and net pay map f o r the R i d d l e area, 

which i s the other c r o s s - s e c t i o n i n your book, i t ' s 

even a more d r a s t i c e x e m p l i f i c a t i o n of what's going 

on . 

Here we have v a r i a t i o n s i n net pay from a 

t h i n o f 112 f e e t t o a maximum of 275 f e e t i n a l i t t l e 

over a m i l e . I was even s u r p r i s e d when I put t h i s 

t o g e t h e r . I t h i n k i t ' s q u i t e obvious t h a t we have 

l a r g e v a r i a t i o n s i n m a t r i x p o r o s i t y from w e l l t o 

w e l l . T h i s doesn't t e l l the whole p i c t u r e . 

Number one, you have some d r a s t i c 

v a r i a t i o n s i n net t h i c k n e s s and i n the c o n t i n u i t y of 

the r e s e r v o i r s . But t h i s doesn't c o r r e l a t e on a 

one-to-one b a s i s , by any means, w i t h the d r a s t i c 

v a r i a t i o n s i n p r o d u c t i o n . There are wide v a r i a t i o n s 

i n p r o d u c t i o n i n these w e l l s out here, and i t ' s more a 

f u n c t i o n of the l a t e r a l changes i n p e r m e a b i l i t y . This 

i s a f r a c t u r e - e n h a n c e d r e s e r v o i r , and a l l I can map 

from logs i s m a t r i x p o r o s i t y . And the f r a c t u r e s , and 

those areas of hig h e r p e r m e a b i l i t y are the r e a l key t o 

the enhanced p r o d u c t i v i t y . I t ' s q u i t e common t o f i n d 

some of the t h i n n e r net pay w e l l s w i t h the best 

p r o d u c t i o n . 

Q. What do you, as a g e o l o g i s t , hope t o g a i n , 
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t h a t you don't a l r e a d y have, w i t h the i n f o r m a t i o n t h a t 

r e s u l t s from d r i l l i n g and c o m p l e t i n g the 

h i g h l y - d e v i a t e d w e l l b o r e s ? 

A. W e l l , I b e l i e v e t h a t , and r e a l l y i t ' s been 

proven, t h a t t h e r e are these r e g i o n s of 

fra c t u r e - e n h a n c e d p e r m e a b i l i t y t h a t e x i s t sometimes 

v e r y close t o the e x i s t i n g w e l l b o r e s . Two cases i n 

p o i n t George has a l r e a d y touched on. One was the 

Scott 2R. We had a Mesaverde w e l l t h a t was completed 

i n the 50's, had c u m u l a t i v e p r o d u c t i o n of r o u g h l y 3 

Bcf i n 30 years . 

Another w e l l , the S c o t t 2R, was d r i l l e d 2-

t o 300 f e e t from t h a t o l d w e l l b o r e . I t took a k i c k i n 

the Upper C l i f f House and the w e l l came on l i n e f o r 10 

m i l l i o n a day and cum'd 6 Bcf i n f i v e y e a r s . So, i n 

f i v e years t h a t new w e l l had c u m u l a t i v e p r o d u c t i o n of 

t w i c e what t h a t o l d w e l l b o r e had i n 30 year s . That 

w e l l i s s t i l l making f o u r m i l l i o n a day. Just from a 

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

encountered some new r e s e r v o i r . 

The other case was the Howell "D" 3B, which 

here we had an o l d Mesaverde w e l l d r i l l e d and 

completed i n the 50's t h a t had cum'd 12 Bcf and 10,000 

b a r r e l s of condensate, 50-degree g r a v i t y . A c t u a l l y , 

i t was a Dakota t e s t d r i l l e d 300 f e e t from the o l d 
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w e l l b o r e . They took a k i c k i n the Lower P o i n t Lookout 

and TD 1d the w e l l t h e r e and completed i t i n the 

Mesaverde, put i t on l i n e f o r f o u r m i l l i o n c u b i c f e e t 

a day, and 100 b a r r e l s of o i l . Now we had 3 0 - g r a v i t y 

o i l . I n a d d i t i o n , h i g h r e s e r v o i r p r e s s u r e . These are 

2- t o 300 f e e t away from the o l d w e l l b o r e . 

So we know t h a t t h e r e are these areas out 

t h e r e t h a t have a d d i t i o n a l pay, f r a c t u r e s , pockets of 

higher p e r m e a b i l i t y . But I can't map them. We coul d 

d r i l l 5 or 10 v e r t i c a l w e l l s i n t h i s s e c t i o n and we 

may get l u c k y and tap i n t o i t as those two examples 

d i d . But the odds are t h a t we won't. T h i s , r e a l l y , 

i s the whole crux of the h i g h - a n g l e p r o j e c t . We know 

t h a t those r e g i o n s are out t h e r e i n our p r o r a t i o n 

u n i t . We know t h a t the e x i s t i n g two w e l l s , i n a l l 

l i k e l i h o o d , w i l l not d r a i n the reserves t h a t are i n 

t h a t spacing u n i t . T h e r e f o r e , you have waste 

o c c u r r i n g , and we t h i n k t h i s t e c h n i q u e w i l l 

s i g n i f i c a n t l y i n c r e a s e the chances of e n c o u n t e r i n g 

those f r a c t u r e s i n those r e g i o n s of hig h e r perm si m p l y 

by exposing a much l a r g e r amount of s u r f a c e exposure 

t o the r o c k . 

B a s i c a l l y , what went t o do i s f i n d those 

areas t h a t other people have found by good f o r t u n e ; we 

want t o f i n d s them by d e s i g n . We b e l i e v e t h a t i f we 
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i n i t i a t e t h i s p r o j e c t and are m e c h a n i c a l l y s u c c e s s f u l , 

which i s by no means a guarantee. I t ' s never been 

done i n the Western Uni t e d States and o n l y , I b e l i e v e , 

two i n the whole U.S. I f we are s u c c e s s f u l , we 

b e l i e v e t h a t we w i l l tap i n t o those a d d i t i o n a l 

reserves and b a s i c a l l y i n c r e a s e the u l t i m a t e r e c o v e r y 

from the p r o r a t i o n u n i t and pre v e n t the waste t h a t 

w i l l occur i f some type of tec h n i q u e i s not employed 

t o recover those r e s e r v e s . 

Q. Let me ask you as a g e o l o g i s t , Mr. 

Jennings, whether or not you can, w i t h c o n f i d e n c e , 

p r o v i d e an accu r a t e net pay p o r o s i t y map f o r the 

Mesaverde t h a t then can be used by the engineers t o 

make v o l u m e t r i c c a l c u l a t i o n s so t h a t we could draw 

some comparisons between what v o l u m e t r i c a l l y i s the 

gas i n p l a c e u n d e r l y i n g a s p e c i f i c spacing u n i t and 

compare t h a t t o what i t may have cum'd or produced 

over time? Now can you, as a g e o l o g i s t , g ive the 

engineer a map t h a t you t h i n k i s r e l i a b l e from which, 

t h e n , he can make those types of c a l c u l a t i o n s ? 

A. No. I t ' s p a r t l y a t t r i b u t a b l e t o the grea t 

l a t e r a l v a r i a t i o n s i n m a t r i x p o r o s i t y , but t o a l a r g e r 

e x t e n t i t ' s because of the f r a c t u r e component of the 

r e s e r v o i r . I t ' s j u s t simpy u n p r e d i c t a b l e and does not 

f i t i n the v o l u m e t r i c c a l c u l a t i o n s . 
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Q. So i f an engineer i s going t o work w i t h 

some c u m u l a t i v e p r o d u c t i o n numbers, you're t e l l i n g me 

as a g e o l o g i s t you have no way t o a s s i s t him i n t h i s 

r e s e r v o i r i n t e l l i n g him where t h a t gas came from? 

A. Cor r e c t . 

Q. I f he has some P/Z c a l c u l a t i o n s where he's 

given you what he p r o j e c t s t h i s i n d i v i d u a l w e l l b o r e i s 

u l t i m a t e l y going t o cum, you're unable t o a s s i s t him 

t o a c c u r a t e l y map where he gets t h a t gas? 

A. Yes. I would r a t h e r be i n the t h i c k e r p a r t 

of the pay, but i t ' s o n l y a smal l p a r t of the 

r e s e r v o i r p i c t u r e . 

Q. And you can see from l o o k i n g at the v a r i o u s 

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

a l l of the r e s t of the spacing u n i t s i n the p o o l , t h a t 

t h e r e i s q u i t e a range of c u m u l a t i v e p r o d u c t i o n s , 

a r e n ' t t h e r e ? 

A. D e f i n i t e l y . 

Q. I s t h e r e a d i r e c t g e o l o g i c c o r r e l a t i o n , 

t h e n , t o e i t h e r c u m u l a t i v e p r o d u c t i o n or 

d e l i v e r a b i l i t i e s and the t h i c k n e s s i n r e s e r v o i r 

volumes from which th e y produce t h a t gas? 

A. No. 

Q. You have p r e p a r e d , under your d i r e c t i o n and 

s u p e r v i s i o n , the other g e o l o g i c i n t e r p r e t a t i o n s t h a t 
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are shown i n the e x h i b i t book? 

A. Yes. And a l l those are are a l a r g e r 

v e r s i o n of the net pay map and you can peruse those at 

a l a t e r date i f i t w i l l help you. Your copy of t h a t 

map i s p r e t t y s m a l l on the c r o s s - s e c t i o n . 

MR. KELLAHIN: Mr. Chairman, at t h i s time 

we move the i n t r o d u c t i o n of Mr. Jennings e x h i b i t s on 

pages 9 th r o u g h 12 of the e x h i b i t book, and t h a t 

concludes our d i r e c t e x a m i n a t i o n . 

CHAIRMAN LEMAY: E x h i b i t s 9 t h r o u g h 12 w i l l 

be a d m i t t e d i n t o t h e r e c o r d w i t h o u t o b j e c t i o n . Mr. 

Lund. 

MR. LUND: Just a couple i f I may, Mr. 

Chairman. 

EXAMINATION 

BY MR. LUND: 

Q. Mr. Jennings, your t e s t i m o n y about the 

1950s w e l l s versus the 1970s w e l l s , what was your 

c o n c l u s i o n , t h a t the 1970s w e l l s are more l i k e l y t o be 

b e t t e r producers? I s t h a t what you t e s t i f i e d t o ? 

A. My c o n c l u s i o n i s t h a t the o l d w e l l s d i d not 

d r i l l t o the bottom of the pay, d i d n ' t complete i n the 

top of the pay, and because of an e f f i c i e n t c o m p l e t i o n 

t e c h n i q u e , w i l l not and now the mechanical c o n d i t i o n 

of the bore h o l e , because of the caved-in n a t u r e of 
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i t , w i l l not produce the reserves t h a t are i n t h a t 

160-acre u n i t . 

Q. That's why so many of the o r i g i n a l , p a r e n t 

l o c a t i o n s have been r e d r i l l e d w i t h b e t t e r t e c h n o l o g y ? 

A. That's c o r r e c t . That's why, when you 

consider t h a t over h a l f of the w e l l s i n the ba s i n are 

the o l d w e l l s , and t h i n k of every one of those 160's 

as having a d d i t i o n a l reserves t h a t w i l l not be 

d r a i n e d , i t ' s a ve r y b i g p i c t u r e . 

Q. On your E x h i b i t No. 12, j u s t a quick 

q u e s t i o n . You're showing an isopach net pay map f o r 

the R i d d l e d r i l l i n g u n i t . I s n ' t i t t r u e t h a t the 

o r i g i n a l w e l l t o the south p a r t of S e c t i o n 4 has been 

plugged and abandoned i n the R i d d l e ? 

A. I n the southeast q u a r t e r of Se c t i o n 4? 

Q. Yes, s i r . 

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

Q. Yet you're showing b e t t e r pay t h e r e than 

you do t o the n o r t h of the s e c t i o n , don't you? 

A. Th i s map was c o n s t r u c t e d u s i n g r o u g h l y two 

w e l l s per s e c t i o n , which are the modern l o g s . The o l d 

l o g s , which are b a s i c a l l y i n d u c t i o n l o g s , you can use 

them t o a minor degree, but you get a b e t t e r degree of 

accuracy i f you use the modern logs and sim p l y 

i n t e r p o l a t e between the data p o i n t s . So the o l d w e l l s 
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i n the s e c t i o n , such as t h a t one, were not used 

because of the innacuracy of the o l d l o g s . 

Q. Has M e r i d i a n c o n s i d e r e d doing a r e d r i l l of 

the v e r t i c a l w e l l i n the south? 

A. Yes, we have cons i d e r e d i t . I t i s one of 

many o l d w e l l b o r e s t h a t was P & A'd because of 

non-commercial d a i l y p r o d u c t i o n . And, y e t , we don't 

b e l i e v e t h a t t h a t w e l l has produced a l l the gas i n 

t h a t 160-acre t r a c t and i s a good c a n d i d a t e f o r a 

r e d r i l l . 

Q. For a v e r t i c a l r e d r i l l ? 

A. F r a n k l y , i f t h i s type of te c h n i q u e would 

work, c e r t a i n l y we don't p l a n on s t o p p i n g a f t e r two 

w e l l s i f i t ' s s u c c e s s f u l . 

MR. LUND: Thank you. 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s of 

the w i t n e s s ? Mr. Weiss? 

EXAMINATION 

BY MR. WEISS: 

Q. You mentioned t h i s i s a f r a c t u r e d 

r e s e r v o i r . I s t h a t the same as a n a t u r a l l y f r a c t u r e d 

r e s e r v o i r ? 

A. Yes. 

Q. You al s o s a i d t h e r e have been two other 

d e v i a t e d w e l l s d r i l l e d ? 
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A. Yes . And I - -

Q. Where were they? 

A. - - I don't know a l l the d e t a i l s . I know 

t h a t the f e d e r a l government conducted a re s e a r c h w e l l , 

I b e l i e v e , i n P e n n s y l v a n i a , and I r e a l l y don't know 

t h a t many d e t a i l s on i t . Perhaps L o u i s , who w i l l come 

a f t e r me, might know something about the other w e l l . 

Very l i t t l e i n f o r m a t i o n i s a v a i l a b l e ; b a s i c a l l y a v e r y 

r i s k y t e c h n i q u e . However, we b e l i e v e t h a t because of 

our experience i n o t h e r areas, such as the h o r i z o n t a l 

Bakken p l a y i n the W i l l i s t o n B a s i n , t h a t we can do 

i t . 

MR. WEISS: That's a l l I have. Thank you. 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Mr. Jennings, I have a q u e s t i o n t h a t maybe 

Mr. Jones might be more q u a l i f i e d t o answer, so i f he 

i s j u s t d e f e r t o him, but you're l a y i n g an assumption 

t h a t you have sands i n here t h a t have not been 

d r a i n e d , as I understand? 

A. C o r r e c t . 

Q. And need t o be c o n t a c t e d w i t h the w e l l b o r e 

on a d i a g o n a l w e l l . Do you happen t o know the i n i t i a l 

b o ttom-hole p r e s s u r e of t h i s f i e l d ? 

A. Roughly 1,500 pounds, I b e l i e v e . 
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Q. Do you know the c u r r e n t bottom-hole 

pressure? 

A. Roughly 400 pounds. 

Q. Would you expect, or are t h e r e examples of 

w e l l s when they've r e d r i l l e d the 320, they've 

encountered v i r g i n p r essures? 

A. Not t o my knowledge. That gets back t o 

your e a r l i e r q u e s t i o n . I f you coul d i s o l a t e the zone, 

perhaps you could measure some hig h e r r e s e r v o i r 

p r e s s u r e s . What you're l o o k i n g at i s a 1,200-foot 

s e c t i o n of rock w i t h one, perhaps, small area t h a t 

does have l e s s - d r a i n e d and 1ess-dep1eted r e s e r v o i r 

and, t h e r e f o r e , w i l l g i v e you a hi g h e r r e s e r v o i r 

p r e s s u r e . R e a l l y , I am g e t t i n g out of my area of 

e x p e r t i s e b u t , no, I do not know of any w e l l s t h a t 

have been r e d r i l l e d and encountered c o m p l e t e l y v i r g i n 

p r e s s u r e . 

CHAIRMAN LEMAY: I might p i c k t h a t up w i t h 

the next w i t n e s s . Thank you v e r y much. I have no 

f u r t h e r q u e s t i o n s . 

C a l l your next w i t n e s s . 

MR. KELLAHIN: Mr. Chairman, at t h i s time I 

would l i k e t o c a l l Mr. Lou i s Jones. 
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LODIS JONES 

the w i t n e s s h e r e i n , a f t e r 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. Mr. Jones, f o r the r e c o r d , would you please 

s t a t e your name and o c c u p a t i o n . 

A. I'm Louis Jones, r e g i o n a l p r o d u c t i o n 

manager f o r M e r i d i a n O i l , I n c . , i n Farmington, New 

Mexi co. 

Q. Mr. Jones, d i d you t e s t i f y as p r o d u c t i o n 

manager of your company b e f o r e Examiner Catanach when 

he e a r l i e r heard t h i s case? 

A. Yes, I d i d . 

Q. On p r i o r occasions have you t e s t i f i e d as an 

expe r t i n New Mexico p r o r a t i o n i n g m a t t e r s b e f o r e t h i s 

Commi ss ion ? 

A. Yes, I have. 

MR. KELLAHIN: We tender Mr. Jones as an 

expe r t p r o d u c t i o n manager w i t h p a r t i c u l a r e x p e r t i s e i n 

New Mexico p r o r a t i o n . 

CHAIRMAN LEMAY: His q u a l i f i c a t i o n s are 

accepted. 

Q. Mr. Jones, you've had an o p p o r t u n i t y t o 

p a r t i c i p a t e i n t h i s case and you have seen and 
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reviewed the Examiner Order entered by Mr. Catanach. 

I n your o p i n i o n , Mr. Jones, can M e r i d i a n go ahead and 

i n s t i t u t e t h i s p i l o t p r o j e c t i n e i t h e r one of these 

areas i n the absence of m o d i f y i n g t h a t order? 

A. No, s i r , we cannot. We do not f e e l l i k e i t 

i s c e r t a i n l y e c o n o m i c a l l y j u s t i f i a b l e w i t h the c u r r e n t 

r u l i n g as such. We're o b v i o u s l y concerned about our 

a b i l i t y t o f l o w t h i s w e l l a f t e r we've spent a 

tremendous amount of c a p i t a l and taken the mechanical 

r i s k . When we f e e l we have an a l t e r n a t i v e , w i t h the 

two times the "D", along w i t h the cap. We t h i n k 

t h a t ' s v e r y i m p o r t a n t . That's a major change from our 

l a s t hear i n g . 

Q. Examiner Catanach was not a f f o r d e d the 

o p p o r t u n i t y t o decide the case based upon our 

p r e s e n t a t i o n of a cap or an upper l i m i t a t i o n ? 

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

Q. As an engineer w i t h e x p e r t i s e i n 

p r o r a t i o n i n g m a t t e r s i n New Mexico, Mr. Jones, would 

you s imply g i v e us an example of how the system 

c u r r e n t l y works and what i s the problem i n a l l o w i n g 

the h i g h l y - d e v i a t e d w e l l t o operate o n l y w i t h t a k i n g a 

s i n g l e times the d e l i v e r a b i l i t y of t h a t w e l l and 

i n t e g r a t i n g t h a t i n t o t h e a l l o w a b l e f o r t h a t w e l l ? 

A. R i g h t . I have an example on page 13, but 
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what I would l i k e t o do i s k i n d of summarize again how 

the a l l o w a b l e s are det e r m i n e d . Using t h i s p r o r a t i o n 

u n i t , which i s 320 ac r e s , you o b v i o u s l y get t o ta k e 

each one of the d e l i v e r a b i l i t i e s , or the two, i n t h i s 

case, and add them t o g e t h e r t o get a combined "D" f o r 

t h a t p r o r a t i o n u n i t . Then your a l l o w a b l e f o r t h a t 

p r o r a t i o n u n i t i s determined by the D's. I t ' s a 

f u n c t i o n of those D's t h a t are generated from the two 

w e l l s . 

So you get t o add two v e r t i c a l w e l l s t o 

giv e you the a d d i t i o n f o r the t o t a l "D" f o r t h a t 

p r o r a t i o n . Now, what we're a s k i n g f o r i s because 

w e ' l l have one w e l l w i t h i n t h a t 320, we're a s k i n g f o r 

two times the "D" of t h a t one w e l l . I t ' s e s s e n t i a l l y , 

t o me, not much d i f f e r e n t than e x i s t s today because we 

have the o p p o r t u n i t y t o have two D's w i t h i n the same 

p r o r a t i o n u n i t or the 160-acre spacing as was 

mentioned e a r l i e r . 

What I've done, I put an example i n the 

book t o g i v e you an idea of how a w e l l could be 

a f f e c t e d . I t was asked e a r l i e r what we may expect out 

of the w e l l . I went ahead and I assumed 2.7 m i l l i o n a 

day. Do we expect t h a t ? We c e r t a i n l y hope f o r i t . 

We're not e x a c t l y sure what t o expect because, 

o b v i o u s l y , t h i s i s a p i l o t p r o j e c t . 
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What I've assumed here i s t h a t our "D" i s 

equal t o "Q," which i s the r a t e of the w e l l . That's 

the w e l l t e s t data of 2.7 m i l l i o n a day or 2,000 Mcf 

per day. I f we take the t o t a l a l l o c a t i o n s f o r the 

Mesaverde p o o l f o r 1990, and I j u s t assumed t h a t they 

would equal 163 Bcf f o r the e n t i r e p o o l , then t h e y 

would be 12-percent h i g h e r than our 1989 numbers. 

I've done t h a t , Mr. Chairman, t o t r y and 

show what I t h i n k i s a best guess. I t h i n k our 

a l l o c a t i o n s w i l l go up i n 1990 f o r the p o o l . I've 

t r i e d t o be as r e a l i s t i c as p o s s i b l e on t h i s example. 

I've a l s o assumed t h a t the w e l l would d e c l i n e a t f i v e 

p e r c ent per year. I t h i n k t h a t ' s a reasonable 

assumption f o r the Blanco-Mesaverde and the San Juan 

Basin. And then I've showed t h a t what e x i s t s today 

w i t h the r u l i n g of one times the "D" f o r the e n t i r e 

p r o r a t i o n u n i t . 

I f t h a t o c c u r r e d , a l l these assumptions 

hold t r u e , and I f e e l t h e y are our best guess. And w 

could produce t h i s h i g h l y - d e v i a t e d w e l l f o r 7.5 

months, s t r a i g h t , at which time i t would be 12 times 

overproduced. A f t e r t h a t , you could keep the w e l l 

under the c u r r e n t r u l e s and r e g u l a t i o n s at 11.9 times 

overproduced by p r o d u c i n g i t o n l y f o u r and a h a l f 

months out of the year. I t j u s t gives you an example 
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of what the p r o r a t i o n i n the Blanco-Mesaverde i n the 

San Juan Basin can do, as f a r as your a p p l i c a b l e 

product i on. 

Q. I f t h a t type of a l l o w a b l e r e s t r i c t i o n i s 

l e f t i n p l a c e , then i s M e r i d i a n going t o be able t o 

j u s t i f y the economics of spending the money i n order 

t o develop these as p i l o t p r o j e c t s ? 

A. No, s i r , we would n o t . Without some type 

of assurance of c o n t i n u i n g t o f l o w these w e l l s and 

recover our c a p i t a l e x p e n d i t u r e s and, of course, the 

mechanical r i s k s t h a t we t a k e , we would be much b e t t e r 

o f f going and d r i l l i n g a v e r t i c a l w e l l b o r e . 

Q. Based upon your knowledge and experience 

and your e x p e r t i s e i n t h i s p a r t i c u l a r area, do you 

conclude t h a t M e r i d i a n w i l l enjoy an u n f a i r advantage 

over Amoco or anyone e l s e t h a t does not have i n 

o f f s e t t i n g spacing u n i t s a h i g h l y - d e v i a t e d w e l l ? 

A. I do not b e l i e v e so, f o r a couple of 

reasons. F i r s t of a l l , t h e y have the o p p o r t u n i t y t o 

do the exact same t h i n g . The te c h n o l o g y i s out 

t h e r e . But secondly, we've added a cap, and t h a t cap 

i s what e x i s t s today and has e x i s t e d f o r 35 ye a r s . 

I'm saying i t ' s no more of an u n f a i r advantage than 

has e x i s t e d the l a s t 35 ye a r s . I t h i n k t h a t cap 

c e r t a i n l y w i l l g i v e Amoco, I hope, and other o f f s e t 
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o p e r a t o r s , at l e a s t some comfort on t h e i r p r o t e c t i o n 

of c o r r e l a t i v e r i g h t s . 

Q. Describe how the mechanics of the cap would 

work. 

A. This was brought up e a r l i e r . M e r i d i a n 

would be w i l l i n g t o move t h a t cap, w i t h t i m e , t o j u s t 

match the h i g h e s t p r o r a t i o n u n i t i n the San Juan 

Basin, Blanco-Mesaverde p o o l , of v e r t i c a l l y d r i l l e d 

w e l l s as i t e x i s t s today, because we could go out 

today and d r i l l two v e r t i c a l w e l l s and maybe even 

exceed the h i g h e s t t h a t e x i s t s today w i t h Amoco. But 

we are w i l l i n g t o f l o a t t h a t . 

I f t he 16 m i l l i o n a day p r o r a t i o n u n i t 

drops t o whatever, 10 m i l l i o n , 8 m i l l i o n , then we want 

t o go back t o the h i g h e s t p r o r a t i o n u n i t e x i s t i n g by 

any o p e r a t o r , not j u s t Amoco, o b v i o u s l y , but by any 

ope r a t o r i n the Basin , and maybe M e r i d i a n . 

Q. Do the mechanics of p r o r a t i o n i n g i n the 

Mesaverde p o o l a l l o w the d e l i v e r a b i l i t y of a spacing 

u n i t t o be set by the c o r r e s p o n d i n g d e 1 i v e r a b i 1 i t i e s 

of the o f f s e t t i n g spacing u n i t s ? 

A. What the request i s , i s t h a t we tak e two 

times the d e l i v e r a b i l i t y of the h i g h l y - d e v i a t e d w e l l . 

L e t ' s use t h i s example. For example, "D" i s equal t o 

our r a t e of 2.7 m i l l i o n a day. What we're r e q u e s t i n g 
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i s t h a t we u t i l i z e two times the "D" of t h a t w e l l . 

So, i n t h i s case, i t would be 5.4 m i l l i o n a day as a 

"D", and t h a t would be the "D" f o r t h a t p r o r a t i o n 

u n i t , not the 16 m i l l i o n a day. We're j u s t u s i n g the 

16 m i l l i o n a day t o gi v e c o m f o r t . That could be the 

peak. O b v i o u s l y we would l i k e t o make as good or 

b e t t e r w e l l than what I've shown here. We would l i k e 

t o have some of t h a t u p s i d e . But we are a l s o l i m i t i n g 

our upside w i t h t h a t cap t h a t e x i s t s out t h e r e today. 

Q. Why sh o u l d n ' t t h a t cap be reduced t o a 

p o i n t where i t doesn't exceed the o f f s e t t i n g combined 

d e l i v e r a b i l i t i e s of the Amoco spacing u n i t , f o r 

e xample ? 

A. Under the c u r r e n t r u l e s and r e g u l a t i o n s , 

t h a t ' s the way i t e x i s t s today and has e x i s t e d f o r 35 

years . 

Q. That's simply because we use d e l i v e r a b i l i t y 

as one of the components by which we set the p r o d u c i n g 

r a t e s f o r the pool? 

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

Q. There a l r e a d y e x i s t s , does t h e r e not i n the 

Basin f o r t h i s p o o l , Mr. Jones, wide ranges of 

d i s p a r i t i e s i n d e l i v e r a b i l i t i e s t h a t are used between 

and among w e l l s ? 

A. Wide ranges of d e l i v e r a b i l i t i e s and wide 
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ranges of c u m u l a t i v e p r o d u c t i o n . And i t ' s a f u n c t i o n 

of the p e r m e a b i l i t y and the amount of pay t h a t i s 

i n t e r s e c t e d w i t h the w e l l b o r e s . 

Q. Would you, as an engineer w i t h experience 

i n t h i s area, Mr. Jones, be w i l l i n g t o have Amoco do 

what you propose t o do i n t h i s case? 

A. A b s o l u t e l y . 

Q. Without r e s e r v a t i o n ? 

A. Yes, s i r . 

MR. KELLAHIN: No f u r t h e r q u e s t i o n s , Mr. 

Chairman. 

CHAIRMAN LEMAY: Thank you Mr. K e l l a h i n . 

Mr . Lund. 

EXAMINATION 

BY MR. LUND: 

Q. Mr. Jones, as I understand your t e s t i m o n y , 

the o n l y d i f f e r e n c e from the h e a r i n g b e f o r e the 

Examiner was your p r o p o s a l t h a t you've r a i s e d today t 

put a p r o d u c t i o n cap? 

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

Q. And i s i t s t i l l your f e e l i n g t h a t you need 

some s o r t of guaranteed economics t o make t h i s 

d r i l l i n g p r o j e c t v i a b l e f o r your company? 

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

Q. You're p a r t i c i p a t i n g i n a study committee, 
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a r e n ' t you, f o r New Mexico, t h a t ' s l o o k i n g at the 

p r o r a t e d p o o l s and p o t e n t i a l s o l u t i o n s t o some of the 

problems t h a t have a r i s e n ? 

A. Yes, I am. 

Q. I s n ' t i t f a i r t o say the r e a l problem we're 

t a l k i n g about here i s the a l l o c a t i o n system t h a t 

a l l o w s d e l i v e r a b i l i t y t o be c a l c u l a t e d ? 

A. W e l l , o b v i o u s l y i t ' s p a r t of the p r o r a t i o n 

system. We are c e r t a i n l y concerned about the a b i l i t y 

t o f l o w the w e l l a f t e r the c a p i t a l i s spent. 

Q. W e l l , look at your E x h i b i t 13. 

A. Okay. 

Q. You're s e t t i n g f o r t h t h e r e the problem w i t h 

the way the a l l o c a t i o n system works now and how you 

run i n t o the 12 times overproduced r u l e s t h e r e f o r e 

r e q u i r i n g a w e l l t o be shut i n ? 

A. Yes, s i r . 

Q. And everybody i s f a c i n g t h a t problem, 

a r e n ' t they? 

A. Yes , s i r . 

Q. A l l the o f f s e t s t o the u n i t s you've been 

d e s c r i b i n g are f a c i n g t h a t problem? 

A. Yes , s i r . 

Q. But yet you want some s p e c i a l r u l e s f o r 

your two u n i t s as opposed t o what the o f f s e t s are 
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g e t t i n g , don't you? 

A. We are as k i n g f o r a s p e c i a l a l l o w a b l e t o 

j u s t i f y the r i s k . 

Q. A l l the o f f s e t s are l i v i n g w i t h those 

p r o r a t e d p o o l r u l e s and yet you want a two times 

d e l i v e r a b i l i t y f a c t o r f o r your two p r o r a t i o n u n i t s ? 

A. I t ' s two times the d e l i v e r a b i l i t y of one 

w e l l . 

Q. Of the d e v i a t e d w e l l ? 

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

Q. You t h i n k t h a t ' s f a i r ? 

A. Yes, s i r . 

Q. Why? 

A. As I s t a t e d b e f o r e , i t ' s e s s e n t i a l l y 

160-acre spacing now and we're c o v e r i n g 320-acre 

spa c i n g . With t h i s two times r u l i n g , i f accepted, i t 

would g i v e us the comfort t o go ahead and spend the 

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

p r o j e c t . 

Q. No other o p e r a t o r i n the p o o l gets two 

times the d e l i v e r a b i l i t y f a c t o r f o r one, do they? 

A. Not f o r one w e l l , but they get two w e l l s 

w i t h i n the p r o r a t i o n u n i t . 

Q. Now, you s t a t e d e a r l i e r t h a t t h e r e ' s no 

v i o l a t i o n o f c o r r e l a t i v e r i g h t s because a l l t he 
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o p e r a t o r s have the o p p o r t u n i t y t o do the same t h i n g 

you're p r o p o s i n g , i s t h a t r i g h t ? 

A. The tec h n o l o g y e x i s t s , we b e l i e v e . 

Q. Yet you and your witnesses have spent a l o t 

of time t a l k i n g about how r i s k y t h i s i s , how expensive 

i t i s , and how many problems could r e s u l t ? 

A. Yes. 

Q. You t h i n k i t ' s f a i r f o r us t o tak e the same 

r i s k s i n an unproven t e c h n o l o g y ? 

A. Oh, I t h i n k what we're a s k i n g f o r i s 

c e r t a i n l y some guaranteed economic j u s t i f i c a t i o n f o r 

t e s t i n g . 

Q. I sure understand t h a t ' s what your p o s i t i o n 

i s . You al s o t e s t i f i e d t h a t w i t h the cap t h a t you 

propose, t h a t ' s the same t h i n g t h a t ' s been happening 

f o r 35 years? 

A. I'm sa y i n g t h e r e ' s no more r i s k t c the 

o f f s e t o p e r a t o r s than e x i s t s today i n the 

Blanco-Mesaverde p o o l . You have t h a t same r i s k today 

i f I go out and d r i l l a v e r t i c a l w e l l . I n f a c t , i t 

coul d be 20 m i l l i o n a day "D." The reason we thr o u g h 

i n the cap, o b v i o u s l y we were t r y i n g t o g i v e comfort 

t o the o f f s e t o p e r a t o r s , t h a t w e ' l l t a k e the cap f o r 

the c u r r e n t p r o r a t i o n u n i t s t h a t e x i s t s today t h a t 

have been v e r t i c a l l y d r i l l e d . We're l o o k i n g f o r a way 
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t o make t h i s more p a l a t a b l e . Obviously the concerns 

are the c o r r e l a t i v e r i g h t s . 

Q. Sure, and t h a t ' s why we're here, you know. 

We t h i n k i t ' s a gr e a t i d e a . I don't t h i n k t h a t ' s 

r e a l l y f a i r , and l e t me ask you t h i s . You say i t ' s 

the same t h i n g t h a t has been i n e x i s t e n c e f o r 35 

yea r s , but nobody gets a two times "D" f a c t o r f o r any 

one w e l l ? 

A. When I say i t ' s the same t h i n g t h a t ' s been 

i n e x i s t e n c e , I'm sa y i n g t h a t o f f s e t c a p a c i t y f o r t h a t 

p r o r a t i o n u n i t t o produce a t t h a t l e v e l t o get t h a t 

a l l o w a b l e has e x i s t e d , and i t s t i l l e x i s t s today. 

Q. That's the other f a c t o r you're c h e r r y 

p i c k i n g i n your p r o p o s a l , because you're p r o p o s i n g 

t h a t you look at the h i g h e s t d e l i v e r a b i l i t y from any 

p r o r a t i o n u n i t i n the e n t i r e Blanco-Mesaverde p o o l and 

match t h a t h i g h e s t f o r your two d e v i a t e d w e l l b o r e s ? 

MR. KELLAHIN: O b j e c t i o n t o the 

c h a r a c t e r i z a t i o n of t h i s as " c h e r r y p i c k i n g . " I t h i n k 

t h a t ' s a r g u m e n t a t i v e , Mr. Chairman. 

CHAIRMAN LEMAY: I t i s . A l l ' s you have t o 

do i s s t a r t out w i t h "are you," and then your 

s t a t e m e n t , r a t h e r than being a r g u m e n t a t i v e by saying 

"you a r e . " J u s t reverse the pronouns t h e r e . 

MR. LUND: I d i d not mean t o be 
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a r g u m e n t a t i v e . 

A. We are w i l l i n g t o pl a c e a cap equal t o the 

h i g h e s t p r o r a t i o n u n i t t h a t e x i s t s today. 

Q. The d i f f e r e n c e i s , what you're l o o k i n g at 

now i s , you're l o o k i n g at your d i r e c t o f f s e t s f o r 

terms of c o r r e l a t i v e r i g h t s c o n s i d e r a t i o n , i s n ' t t h a t 

t rue ? 

A. Could you r e s t a t e t h a t ? 

Q. Sure. Right now, when you're concerned 

about c o r r e l a t i v e r i g h t s , you look at your o f f s e t s and 

see what t h e y ' r e p r o d u c i n g , c o r r e c t ? 

A. Yes, s i r . 

Q. Then you can tak e a p p r o p r i a t e a c t i o n 

depending on what your o f f s e t s are producing? 

A. Yes, s i r . 

Q. Under your s c e n a r i o , t h a t ' s not going t o be 

the case anymore, because i n s t e a d of l o o k i n g at your 

d i r e c t o f f s e t s you have t o be concerned about the 

hi g h e s t d e l i v e r a b i l i t y p r o r a t i o n u n i t i n the f i e l d ? 

A. Yes, s i r , t h a t ' s what we're asking f o r . 

Now, r e a l i z i n g t h a t I t h i n k i t ' s a v e r y , v e r y s m a l l 

p r o b a b i l i t y t h a t w e ' l l ever meet t h a t cap. We hope 

t o , but I t h i n k i t ' s a small p r o b a b i l i t y t h a t we would 

meet i t . We c e r t a i n l y want i t t h e r e f o r our economic 

j u s t i f i c a t i o n t o go d r i l l these w e l l s . 
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Q. The f i n a l q u e s t i o n . You're going t o move 

your d e l i v e r a b i l i t y up and down depending upon what 

the h i g h e s t p r o r a t i o n u n i t does? 

A. No, s i r . We take two times the 

d e l i v e r a b i l i t y of t h a t w e l l . L e t ' s say the w e l l 

t e s t e d at 2.7 m i l l i o n a day. The d e l i v e r a b i l i t y f o r 

t h a t p r o r a t i o n u n i t would be 5.4 m i l l i o n a day, 

assuming t h a t 5.4 m i l l i o n a day i s no l a r g e r than any 

e x i s t i n g p r o r a t i o n u n i t i n the Basin today. 

Q. So i f the h i g h e s t d e l i v e r a b i l i t y c f any 

p r o r a t i o n u n i t i n the bas i n was 2, you would not 

exceed t h a t f o r your d e v i a t e d w e l l ? 

A. The cap would be 2, yes, s i r . 

Q. I t would move up and down? 

A. Yes, s i r , as long as the 2 times the "D" 

was a f f e c t e d by the cap. 

MR. LUND: I was confused about t h a t based 

on your t e s t i m o n y . Thank you ve r y much. 

CHAIRMAN LEMAY: Any a d d i t i o n a l q u e s t i o n s 

of the w i t n e s s ? Mr. Weiss. 

EXAMINATION 

BY MR. WEISS: 

Q. I s a h e a r i n g r e q u i r e d i f you want t o do a 

massive f r a c j o b , I mean, pump a couple m i l l i o n pound 

of sand i n a w e l l ? 
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A. No, s i r . 

Q. How i s the "D" c a l c u l a t e d on a w e l l out 

t h e r e i f you do a massive f r a c ? 

A. I t ' s c a l c u l a t e d the same way as the 

e x i s t i n g f o r m u l a . I don't have the f o r m u l a w i t h me, 

but i t ' s a f u n c t i o n of r a t e and pressure draw down. 

I n most cases t h r o u g h o u t the Basin, the "D" equals the 

"Q." That's a p r e t t y good assumption. 

Q. I d i d n ' t phrase my q u e s t i o n p r o p e r l y . 

L e t ' s say you d r i l l a t h i r d w e l l , one of them i s bad, 

i s damaged, you can't use i t anymore, on 160 ac r e s , 

you d r i l l a t h i r d w e l l , and you spend a m i l l i o n 

d o l l a r s t r a c k i n g . 

A. Yes , s i r . 

Q. What i s t h a t "D" based on? Which w e l l ? 

That w e l l ? two w e l l s ? t h r e e w e l l s ? 

A. No, i t ' s t h a t w e l l . But you get t h a t w e l l 

p l u s the other w e l l on a p r o r a t i o n u n i t added on top 

of i t . 

Q. Do you t h i n k — 

A. So you s t i l l get two w e l l s out of the 320. 

Q. You mentioned the "D" was dependent on the 

q u a l i t y of the sand and the p o r o s i t y . Do you t h i n k 

i t ' s dependent upon the amount of money you spend on 

the c ompletion? 
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A. No, s i r , i t r e a l l y depends on the type of 

rock t h a t you i n t e r s e c t , i n most cases. 

Q. I f the "D" were based on the best two out 

of t h r e e w e l l s on a 320 acr e s , would M e r i d i a n d r i l l a 

h o r i z o n t a l w e l l or d e v i a t e d w e l l ? 

A. We f e e l l i k e the two times i s j u s t i f i c a t i o n 

f o r us t o d r i l l . That's what we're a s k i n g f o r . 

Q. I d i d n ' t hear the answer t o my q u e s t i o n . 

A. I cannot answer t h a t at t h i s t i m e . I t h i n k 

t h a t the two times the "D" i s a j u s t i f i c a t i o n t h a t we 

would need t o d r i l l t he w e l l s . 

Q. I had a q u e s t i o n on the cap a l s o . L e t ' s 

say t h i s d e v i a t e d w e l l comes i n at 25 m i l l i o n a day 

and today the maximum "D" i s 16 m i l l i o n a day. 

A. Yes, s i r , f o r p r o r a t i o n . 

Q. Next month, what would the cap be? 

A. The p r o r a t i o n u n i t s , t h e i r d e l i v e r a b i l i t y 

changes every two years unless they are r e t e s t e d f o r 

some reason, such as workover, r e p e r f o r at i n g , et 

c e t e r a . The "D" of 16 m i l l i o n a day was p r e d i c a t e d on 

the 1986 program t h a t took e f f e c t i n 1987. We have 

some new t e s t s t h a t w i l l t a ke e f f e c t A p r i l 1, 1990. I 

do not know what t h a t maximum i s at t h i s t i m e . 

Q. I t ' s c o n c e i v a b l e , t h e n , t h a t t h a t cap could 

change t o what you've d e v i a t e d ? 
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A. I f u l l y expect t h a t cap t o change, and I 

f u l l y expect t h a t cap t o go down. 

Q. Would you expect i t t o change t o the 20 

m i l l i o n a day out of the d e v i a t e d w e l l ? 

A. No, s i r . My best guess of what I t h i n k the 

cap would change t o , l e t ' s say A p r i l 1, would be i n 

the 12 m i l l i o n a day range. That's what I'm e x p e c t i n g 

out of the v e r t i c a l w e l l s i n the c u r r e n t p r o r a t i o n 

u n i t s . O b v i o u s l y , i f you d r i l l e d a 25 m i l l i o n a day 

h i g h l y - d e v i a t e d w e l l , we would be l i m i t e d t o the 12 

m i l l i o n a day. 

Q. For the two years or f o r a t e s t p e r i o d , and 

then i t would go t o 25? 

A. No, s i r , we're s a y i n g we would always f l o a t 

w i t h t h a t . 

Q. Wells other than the d e v i a t e d w e l l s ? 

A. R i g h t , the v e r t i c a l w e l l s . 

Q. I f you would look at E x h i b i t 3 t h e r e , on 

Sec t i o n 22? 

A. Okay. 

Q. I see t h a t the d e l i v e r a b i l i t y on the west 

h a l f of t h a t s e c t i o n i s about s i x times t h a t of the 

east h a l f . How are c o r r e l a t i v e r i g h t s handled t h e r e ? 

A. There are wide v a r i a n c e s i n d e l i v e r a b i l i t y 

and cum's t h r o u g h o u t the B a s i n , and the p r o r a t i o n 
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system has been i n pl a c e f o r many years i n an attempt 

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

everyone the o p p o r t u n i t y t o p r o t e c t t h e i r c o r r e l a t i v e 

r i ght s . 

Ob v i o u s l y , i n t h i s case, the o f f s e t 

o p e r a t o r has a c u r r e n t advantage i f he wants t o 

produce h i s gas. He can produce more gas under the 

a l l o w a b l e system than we can i n the east s i d e of the 

p r o r a t i o n u n i t at t h i s t i m e . That's a c u r r e n t 

advantage. Now, I'm not l o o k i n g at the h i s t o r y . 

O bviously t h a t was brought up e a r l i e r . 

MR. WEISS: That's a l l the q u e s t i o n s I 

have. Thank you. 

CHAIRMAN LEMAY: Thank you, Mr. Weiss. 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Did I hear you, Mr. Jones, say t h a t you 

thought reserves were based on the amount of pay or 

t h a t was a f a c t o r encountered i n the w e l l b o r e , the 

amount of p r o d u c t i v e sand encountered i n the w e l l b o r e , 

was one f u n c t i o n of the reserves under p r o r a t i o n i n g ? 

A. I t was a f u n c t i o n , yes, s i r . 

Q. As I understand a p r e v i o u s w i t n e s s , I 

thought he'd made the comment t h a t i t has n o t h i n g t o 

do w i t h the amount of reserves recovered under a 
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p r o r a t i o n u n i t ? 

A. I t ' s not the o n l y t h i n g t h a t a f f e c t s the 

p r o d u c t i o n i n the c u m u l a t i v e r e c o v e r y from t h a t 

p r o r a t i o n u n i t . Obviously v a r i a t i o n s i n p e r m e a b i l i t y , 

f r a c t u r i n g , p l a y a major p a r t i n the t o t a l r e c o v e r y 

from t h a t p r o r a t i o n u n i t . 

Q. F o l l o w i n g up, you have been c e r t a i n l y 

i n v o l v e d i n t h i s f i e l d f o r some t i m e , both w i t h 

Tenneco and w i t h M e r i d i a n . Under the i n - f i l l w e l l 

d r i l l i n g program, have you encountered any w e l l s t h a t 

have had some v i r g i n p r e s s u r e on the i n - f i l l program? 

A. Most of our i n - f i l l w e l l s have been i n the 

middle of the Basin where they've been produced, where 

the Mesaverde has been produced f o r many, many years 

i n t he b e t t e r q u a l i t y areas, because these are 

r e d r i l l s of o l d open h o l e s . The o l d open-hole 

t e c h n i q u e was u t i l i z e d i n the middle 50's and they 

d r i l l e d up the best p a r t of the r e s e r v o i r f i r s t . 

So I f e e l l i k e we are i n t e r s e c t i n g lenses 

t h a t may have v i r g i n p r e s s u r e . Whenever you p e r f o r a t e 

the e n t i r e i n t e r v a l you do not see t h a t , because then 

you're i n communication w i t h the r e s t of the i n t e r v a l s 

i n your w e l l b o r e . We don't have the documentation 

t h a t we have v i r g i n p r e s s u r e i n any one p i e c e . I f e e l 

l i k e t h a t ' s a good p o s s i b i l i t y . I t becomes much more 
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of a p o s s i b i l i t y as you move t o the edges of the Basin 

where the Mesaverde gets t i g h t e r . I b e l i e v e t h i s 

t e c h n i q u e has a tremendous p o t e n t i a l , p a r t i c u l a r l y on 

the edge of the b a s i n , where the v e r t i c a l Mesaverdes 

now are not p r o f i t a b l e . 

Q. The assumption I'm t r y i n g t o get at i s t h a t 

you have these sand lenses t h a t have not been 

i n t e r s e c t e d by a w e l l b o r e . 

A. Yes, s i r . 

Q. Or an a l t e r n a t i v e , I guess, can't f i n d a 

way t o d r a i n t o f r a c t u r e s t h a t set at or t o a 

w e l l b o r e . 

A. Yes , s i r . 

Q. I would expect, unless you're t a k i n g gas 

out of one zone and p u t t i n g i t i n another zone a c t i n g 

as a fee zone, t h a t when you d r i l l an i n - f i l l w e l l , 

o c c a s i o n a l l y you would i n t e r s e c t some of these sands 

and they would have close t o v i r g i n p ressure and you 

would be abl e t o see t h a t , i f those sand lenses had 

not been d r a i n e d i n the past? 

A. We don't have the measured data f o r v i r g i n 

p r e s s u r e . We have seen h i g h e r pressure i n t e r v a l s . I 

t h i n k we showed t h a t e a r l i e r on the P/Z. 

Q. I n a p r o d u c t i o n sense, yes. Do you t e s t 

the p r e s s u r e of a w e l l when you d r i l l an i n - f i l l w e l l ? 
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A. Yes, s i r . 

Q. What are those w e l l s coming i n a t , 

g e n e r a l l y ? 

A. I n the center of the Blanco-Mesaverde 

r e s e r v o i r i t may v a r y anywhere from 4- t o 700 pounds 

bottom-hole p r e s s u r e . As you move out i n t o t h e edges 

the p r essure i n c r e a s e s , because i t ' s a much t i g h t e r 

r e s e r v o i r . 

Q. Do you t h i n k t h a t the v e r t i c a l w e l l s t h a t 

are c u r r e n t l y w i t h i n your p r o r a t i o n u n i t s would 

u l t i m a t e l y d r a i n the gas i n pl a c e i n t h a t p r o r a t i o n 

u n i t ? I t may take 50 years t o do so, but would 

u l t i m a t e l y get t h a t gas? 

A. I do n o t . I f e e l l i k e we need t o i n t e r s e c t 

a d d i t i o n a l sand lenses t h a t e x i s t i n the p r o r a t i o n 

u n i t s today. 

Q. You don't f e e l t h a t a d i a g o n a l w e l l would 

do more t o in c r e a s e your d e l i v e r a b i l i t y and not your 

reserves? You f e e l i t would a l s o i n c r e a s e the 

re c o v e r a b l e reserves? 

A. We're hoping t o under t h a t p r o r a t i o n u n i t , 

yes, s i r . 

CHAIRMAN LEMAY: I have no f u r t h e r 

q u e s t i o n s . Thank you. A d d i t i o n a l q u e s t i o n s ? The 

wit n e s s may be excused. 
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MR. KELLAHIN: Mr. Chairman, I have an 

a d d i t i o n a l w i t n e s s t o c a l l at t h i s t i m e . He has not 

been p r e v i o u s l y sworn. I would l i k e t o c a l l t he 

p r e s i d e n t and c h i e f e x e c u t i v e o f f i c e r of M e r i d i a n O i l , 

I n c . , Mr. Don C l a y t o n . 

CHAIRMAN LEMAY: We're v e r y happy t o have 

Mr. C l a y t o n i n Santa Fe. 

DONALD W. CLAYTON 

the w i t n e s s h e r e i n , a f t e r 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. Mr. C l a y t o n , f o r the r e c o r d , s i r , would you 

please s t a t e your name and occupation? 

A. Donald W. C l a y t o n . I'm CEO and p r e s i d e n t 

of M e r i d i a n O i l . 

Q. Mr. C l a y t o n , w i l l you give us some of your 

p r o f e s s i o n a l background and employment h i s t o r y i n a 

summary f a s h i o n ? 

A. I have a B.S. degree i n pe t r o l e u m 

e n g i n e e r i n g ; I'm a r e g i s t e r e d p r o f e s s i o n a l engineer. 

I have d r i l l e d a l l over the w o r l d and produced a l l 

over the w o r l d , and I consi d e r e x p e r t i s e not only i n 

d r i l l i n g and p r o d u c i n g , but e n g i n e e r i n g , geology and 

geophysics and p e t r o p h y s i c a l a n a l y s i s . 
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Q. How long have you been the c h i e f e x e c u t i v e 

o f f i c e r of your company? 

A. For a l i t t l e over two year s . 

Q. During the course of your employment i n 

t h a t c a p a c i t y , have you been i n v o l v e d w i t h p r o d u c t i o n 

on b e h a l f of your company i n San Juan Basin, New 

Mexico. 

A. Yes, I hav e. 

Q. Why have you taken the o p p o r t u n i t y t o come 

and appear b e f o r e t h i s Commission today, Mr. Clayton? 

A. Mr. Chairman, Commissioners, I t h i n k t h a t 

the outcome of t h i s h e a r i n g i s i m p o r t a n t t o M e r i d i a n 

O i l . I t h i n k i t ' s i m p o r t a n t t o the o i l and gas 

i n d u s t r y i n the S t a t e of New Mexico, and I t h i n k i t ' s 

i m p o r t a n t t o the State of New Mexico. 

I n 1986, the S t a t e of New Mexico's annual 

gas p r o d u c t i o n had gone down t o 692 Bcf or about 1.89 

Bcf per day. I n 1989, the p r o d u c t i o n was back up t o 

830 Bcf, or a p p r o x i m a t e l y 2.3 Bcf per day. The r e s u l t 

of t h a t d r a m a t i c t u r n - a r o u n d i n produced gas volumes 

i n the S t a t e of New Mexico i s the r e s u l t of new 

tec h n o l o g y brought t o the San Juan Basin i n the State 

of New Mexico. 

I'm here today on b e h a l f of M e r i d i a n O i l t o 

b r i n g a d d i t i o n a l new te c h n o l o g y t o the San Juan Basin 
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and t o the State of New Mexico. Let me s t a t e t h a t 

M e r i d i a n ' s o b j e c t i v e i s the same o b j e c t i v e t h a t the 

State of New Mexico has, and t h a t ' s t o e f f i c i e n t l y 

manage the development and p r o d u c t i o n of 

hydrocarbons. 

S p e c i f i c a l l y i n the Mesaverde gas 

r e s e r v o i r , t h e r e has been 7.8 t r i l l i o n c u b i c f e e t of 

gas produced. What we are here today t o ask t h i s 

Commission t o consi d e r i s g i v i n g us a f a v o r a b l e 

v a r i a n c e t o the p r o r a t i o n r u l e s based on economic 

j u s t i f i c a t i o n t h a t ' s been pre s e n t e d on two w e l l s . 

There have been over 19,000 com p l e t i o n s i n the San 

Juan Basin. We ask f o r the l u x u r y of an e x c e p t i o n t o 

the r u l e s on two w e l l s out of 19,000 t h a t have 

h i s t o r i c a l l y been completed. I t h i n k t h a t i s f a i r and 

reasonable. 

Let me t e l l you the l a r g e r p e r s p e c t i v e t h a t 

I see i n e i t h e r p r o v i n g or d i s p r o v i n g t h i s 

t e c h n o l o g y . I t ' s my p e r s o n a l o p i n i o n and t e s t i m o n y , 

as a p r o f e s s i o n a l r e g i s t e r e d e n g i n e e r , CEO and 

p r e s i d e n t of M e r i d i a n O i l , t h a t t h i s t e c h n o l o g y of 

h i g h l y - d e v i a t e d gas w e l l s and/or l a t e r a l d r i l l i n g 

t e c h n o l o g y , w i l l i n c r e a s e the u l t i m a t e r e c o v e r y i n the 

Mesaverde gas f o r m a t i o n up t o 15 p e r c e n t , or 

ap p r o x i m a t e l y two t r i l l i o n c u b i c f e e t of a d d i t i o n a l 
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gas reserves w i l l be recovered out of the Mesaverde i f 

t h i s t e c h n o l o g y i s s u c c e s s f u l . 

We've heard a l o t of t e s t i m o n y here today. 

I'm going t o break i t down i n t o two simple t h i n g s . 

The h i g h l y - d e v i a t e d gas w e l l i n the Mesaverde 

f o r m a t i o n w i l l a l l o w you an in c r e a s e d sweep e f f i c i e n c y 

of about 10 p e r c e n t . And t h a t can be demonstrated 

w i t h f o l l o w - u p documents, should you l i k e t o have i t . 

I n a d d i t i o n t o t h a t , the San Juan Basin i s 

7,500 square m i l e s . Geology and subsurface 

e n g i n e e r i n g , geophysics and p e t r o p h y s i c s i s not an 

exact s c i e n c e . When mother n a t u r e l a i d down those 

f o r m a t i o n s , she had some areas t h a t had hi g h 

p e r m e a b i l i t y , some t h a t had low p e r m e a b i l i t y , some 

t h a t had no p e r m e a b i l i t y , and some t h a t had micro 

f r a c t u r e s and l a r g e r f r a c t u r e s . The second p a r t , i n 

a d d i t i o n t o the sweep e f f i c i e n c y , i s t h a t d r i l l i n g t he 

h i g h l y - d e v i a t e d gas w e l l i n the Mesaverde w i l l l e t you 

i n t e r s e c t micro f r a c t u r e s and other f r a c t u r e systems 

t h a t have not been p e n e t r a t e d by the t r a d i t i o n a l 

v e r t i c a l w e l l and have not been f r a c t u r e d i n t o by the 

w e l l b o r e s t i m u l a t i o n t e c h n i q u e s as we know i n 1990. 

Those two reasons are the reasons t h a t I 

b e l i e v e t h a t t h i s new te c h n o l o g y has t h a t t o p s i d e 

p o t e n t i a l . Let me go one step f u r t h e r and t e l l you, 
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when t h i s t e c h n o l o g y i s developed and a p p l i e d , i t w i l l 

not be l i m i t e d t o the Mesaverde f o r m a t i o n . I t w i l l 

a l s o be a p p l i e d t o P i c t u r e C l i f f i n the Dakota 

Formation. Again, I t h i n k as a r e g i s t e r e d 

p r o f e s s i o n a l e n g i n e e r , i n my o p i n i o n you could expect 

an i n c r e a s e d sweep e f f i c i e n c y and p e n e t r a t i n g 

f r a c t u r e s not p e n e t r a t e d by v e r t i c a l w e l l s where you 

w i l l i n c r e a s e your u l t i m a t e r e c o v e r y from those 

t r a d i t i o n a l f o r m a t i o n s up t o 15 p e r c e n t . Or a t o t a l 

now, from a l l t r a d i t i o n a l zones i n the San Juan Basin, 

of about f i v e t r i l l i o n c u b i c f e e t of reserves t h a t 

would not be recovered under c u r r e n t s t a t e of the a r t 

e x p e r t i s e . 

Let me break t h a t down i n t o a d o l l a r 

f i g u r e . The Mesaverde a l o n e , w i t h a p p r o x i m a t e l y two 

a d d i t i o n a l t r i l l i o n c u b i c f e e t , i f r e c o v e r e d , would 

generate i n c r e m e n t a l income t o the State of New Mexico 

of a p p r o x i m a t e l y $300 m i l l i o n . I f the t e c h n o l o g y were 

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

up t o the f i v e t r i l l i o n c u b i c f e e t of u l t i m a t e 

r e c o v e r y , then you would be l o o k i n g at i n c r e m e n t a l 

revenue t o the S t a t e of New Mexico i n excess of 

one-hal f a b i l l i o n d o l l a r s , and t h a t ' s why I'm here 

today. 

Let me go ahead and share w i t h you what's 
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going on i n the State of North Dakota, the W i l l i s t o n 

Basin. They're c u r r e n t l y r e l a x i n g the procedures t o 

al l o w you t o get p e r m i t t e d w i t h h i g h - a n g l e w e l l s or 

l a t e r a l t e c h n o l o g y w e l l s , and t h e y ' r e a l s o r e w r i t i n g 

the g u i d e l i n e s f o r these type w e l l s . 

I n a d d i t i o n t o t h a t , the S t a t e of North 

Dakota has reduced the severance t a x on these s p e c i f i c 

w e l l s w i t h t h i s t e c h n o l o g y , from 12 per c e n t t o 5 

p e r c e n t . They d i d t h a t f u l l y r e a l i z i n g t h a t t h a t 

would p r o b a b l y be a l o s s of income t o the s t a t e . 

What's happened i s , the S t a t e of North Dakota d i d n ' t 

l ose revenue, t h e i r severance t a x went up one b i l l i o n 

d o l l a r s f o r M e r i d i a n alone. 

I f you move i n t o your s i s t e r S t a t e of 

Texas, y o u ' l l see t h a t one hi g h - a n g l e w e l l or 

l a t e r a l l y d r i l l e d w e l l i s given an o i l a l l o w a b l e of 

fo u r times a v e r t i c a l w e l l . Those r u l e s are c u r r e n t l y 

being r e l a x e d and i n t h i s morning's paper they have an 

a r t i c l e s t a t i n g t h a t they p l a n t o r e w r i t e the r u l e s 

g o v e r n i n g h i g h - a n g l e w e l l s or l a t e r a l w e l l s i n the 

State of Texas. 

Let me go ahead and t a l k about t h i s 

t e c h n o l o g y . High-angle gas w e l l s and/or l a t e r a l 

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

M e r i d i a n develops and a p p l i e s t h i s t e c h n o l o g y , t h a t 
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a l l producers i n the State of New Mexico w i l l b e n e f i t 

from the work t h a t M e r i d i a n and o t h e r s , such as Amoco, 

ARCO, Conoco, or any who e l e c t t o develop t h i s 

t e c h n o l o g y , t h a t they w i l l share i n the b e n e f i t s of 

t h i s t e c h n o l o g y very s i m i l a r t o the way t h a t t h e y ' r e 

now c u r r e n t l y s h a r i n g i n the c o a l seam d e g a s i f i c a t i o n 

p r o j e c t t h a t was brought t o the San Juan Basin. That 

t e c h n o l o g y i s not l i m i t e d t o Amoco and i t ' s not 

l i m i t e d t o M e r i d i a n , and I t h i n k you've seen a 

dra m a t i c t u r n - a r o u n d i n gas volumes. 

I'm here today t o t e l l you t h a t , i n my 

p e r s p e c t i v e , I f e e l v e r y p o s i t i v e about the t e c h n o l o g y 

discussed today, what i t can do f o r M e r i d i a n , what i t 

can do f o r the o i l and gas i n d u s t r y i n the S t a t e of 

New Mexico, and what i t can do f o r a l l the people of 

the S t a t e of New Mexico i n i n c r e m e n t a l revenue t h a t 

would be l e f t behind i f these w e l l s were not a l l o w e d 

t o be d r i l l e d . Thank you ve r y much f o r t a k i n g the 

time t o hear me. 

Q. Mr. C l a y t o n , l e t me ask you a f o l l o w - u p 

q u e s t i o n t o your comments. W i l l you a u t h o r i z e the 

d r i l l i n g of the two p i l o t p r o j e c t w e l l s f o r the S t a t e 

of New Mexico under the c u r r e n t Examiner Order? 

A. We have an in v e s t m e n t , a h i g h - r i s k 

investment i n the S t a t e of New Mexico i n the hundreds 
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of m i l l i o n s of d o l l a r s on co a l seam d e g a s i f i c a t i o n , 

where we took a l l t h a t r i s k up f r o n t . I f e e l v e r y 

good about t h i s type of t e c h n o l o g y , but M e r i d i a n , as 

the n i n t h l a r g e s t gas producer based on domestic 

r e s e r v e s , has other p r o j e c t s i n the Unite d S t a t e s . 

What w e l l do i s simply apply the p r i o r i t i z a t i o n by 

di s c o u n t e d p r o f i t t o d i s c o u n t e d i n v e s t m e n t , and p i c k 

the w e l l s t h a t we d r i l l because we have an o b l i g a t i o n 

t o the s h a r e h o l d e r . 

M e r i d i a n c u r r e n t l y , r i g h t now, on l y has 

about a fo u r - a n d - a - h a 1 f - p e r c e n t r e t u r n on net a s s e t s . 

From a l l the hundreds of m i l l i o n s of d o l l a r s we've 

i n v e s t e d t h r o u g h o u t the United S t a t e s , a 

f o u r - a n d - a - h a l f - p e r c e n t r e t u r n i s not adequate t o the 

s h a r e h o l d e r s , so we have an o b l i g a t i o n t o i n v e s t our 

money from t h i s p o i n t i n time f o r w a r d i n the w e l l s 

t h a t are ec o n o m i c a l l y a t t r a c t i v e . 

I n answer t o your q u e s t i o n , the w e l l s , 

w i t h o u t the two times t h a t some of our people have 

t a l k e d about i n the e q u a t i o n , w i l l s imply compete on 

di s c o u n t e d p r o f i t t o d i s c o u n t e d investment 

p r i o r i t i z a t i o n , and i n a l l l i k e l i h o o d t h e y w i l l not 

get d r i l l e d . 

MR. KELLAHIN: Thank you, Mr. Chairman. 

CHAIRMAN LEMAY: Mr. K e l l a h i n , Mr. Lund. 
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EXAMINATION 

BY MR. LUND: 

Q. Mr. C l a y t o n , I t h i n k you t e s t i f i e d t h a t you 

want a f a v o r a b l e v a r i a n c e t o the p r o r a t i o n r u l e s f o r 

two w e l l s out of 19,000? 

A. I t e s t i f i e d t o the f a v o r a b l e e x c e p t i o n t o 

the c u r r e n t r u l e s on two w e l l s . I doubt ve r y 

s e r i o u s l y i f two w e l l s i s a s i g n i f i c a n t t h r e a t t o any 

of the producers i n a Basin 7,500 square m i l e s , as f a r 

as t a k i n g an u n f a i r d r a i n a g e s i t u a t i o n . And a f t e r the 

two w e l l s , w e ' l l look at the r e s u l t s j o i n t l y and 

decide w i t h t h i s Commission and w i t h the i n d u s t r y 

where we go at t h a t t i m e . 

Q. You're f a m i l i a r , a r e n ' t you, Mr. C l a y t o n , 

w i t h the duty of a lessee t o p r o t e c t t h e i r lease 

a g a i n s t d r a i n a g e , a r e n ' t you? 

A. Yes, I am. 

Q. And t h a t a p p l i e s t o each lease on an 

i n d i v i d u a l b a s i s , not on a b i g p i c t u r e b a s i s , doesn't 

i t ? 

A. I t h i n k t h a t M e r i d i a n has an o b l i g a t i o n t o 

i t s r o y a l t y h o l d e r s . I f we're going t o l e a v e , as an 

i n d u s t r y , two t r i l l i o n c u b i c f e e t behind i n the 

Mesaverde because we need t o make some r u l e changes, 

then I don't t h i n k as CEO and p r e s i d e n t of M e r i d i a n , 
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I 1m doing my j o b . 

I t h i n k u n t i l t h a t e x p e r t i s e i s developed 

and used and w i d e l y accepted by a l l the i n d u s t r y , 

t h e r e w i l l be some d i s c r e p a n c i e s . But I t h i n k the 

bi g g e s t d i s c r e p a n c y would be t o tak e a landowner's 

land and not do the t h i n g s as a prudent o p e r a t o r you 

need t o do, and leave two t r i l l i o n c u bic f e e t behind 

i n the Mesaverde and leave t h r e e a d d i t i o n a l t r i l l i o n 

c u b ic f e e t behind i n the P i c t u r e C l i f f i n Dakota, when 

t h i s Basin i s going t o been r u n n i n g s h o r t of energy i n 

the year 2000 and beyond. That's where the bi g g e r 

o b l i g a t i o n l i e s , and t h a t ' s where the bi g g e r p i c t u r e 

s c e n a r i o comes i n . 

Q. I don't t h i n k we d i s p u t e your b i g g e r 

p i c t u r e , s i r . My q u e s t i o n was, i s n ' t i t t r u e t h a t as 

a l e g a l o b l i g a t i o n we have t o p r o t e c t each lease 

a g a i n s t d r a i n a g e , not j u s t l o o k i n g at the b i g 

p i c t u r e ? 

MR. KELLAHIN: Object t o the q u e s t i o n . 

He's framed i t i n c o n t e x t of a l e g a l o b l i g a t i o n , and 

t h i s w i t n e s s i s not q u a l i f i e d as a lawyer t o render a 

l e g a l op i n i o n . 

MR. LUND: That's a good p o i n t . I withdraw 

the q u e s t i o n . I d i d n ' t mean t o s t a t e i t t h a t way. 

Q. Based on your u n d e r s t a n d i n g of the o i l and 
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gas b u s i n e s s , and you've got c o n s i d e r a b l e e x p e r i e n c e , 

i s n ' t i s i t f a i r t o say t h a t each lease must be 

p r o t e c t e d from drainage? 

A. When M e r i d i a n takes a l e a s e h o l d , as a 

prudent o p e r a t o r we do e v e r y t h i n g t h a t we can t o go 

ahead and see t o i t t h a t our l e a s e h o l d e r and M e r i d i a n 

i s p r o t e c t e d from d r a i n a g e . But t h a t i s no excuse t o 

be i n e f f i c i e n t and go t h r o u g h , l i k e some of the 

i n d u s t r y d i d the l a s t 30 ye a r s , and not be as 

e f f i c i e n t w i t h the St a t e ' s n a t u r a l resources or the 

r o y a l t y h o l d e r ' s resources and not develop t h a t 

p r o p e r t y i n a prudent and e f f i c i e n t manner. 

Q. I t h i n k you s t a t e d t h a t i f t h i s t e c h n o l o g y 

works, you expect an in c r e a s e of 15 pe r c e n t i n 

u l t i m a t e r e c o v e r y from t h i s pool? 

A. The statement was, up t o 15 p e r c e n t . That 

would a p p r o x i m a t e l y be 10 pe r c e n t due t o the inc r e a s e d 

sweep e f f i c i e n c y , which I ' l l be v e r y pleased t o draw 

up on a c h a l k b o a r d , i f you would l i k e t o see i t , and 

then up t o 5 perc e n t i n c r e a s e from micro f r a c t u r e s and 

l a r g e r f r a c t u r e s not p e n e t r a t e d by t r a d i t i o n a l l y 

v e r t i c a l l y d r i l l e d w e l l s and/or w e l l s t i m u l a t i o n , such 

as f r a c t u r i n g , t h a t go i n an u n c o n t r o l l e d d i r e c t i o n , 

t h a t may be adverse t o what the f r a c t u r e s a r e . 

Q. I take i t you've done a study t h a t leads 
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you t o those two c o n c l u s i o n s ? 

A. That's not n e c e s s a r i l y a stud y . I've 

witnessed t h a t . I've wit n e s s e d i t i n d r i l l i n g 33 

l a t e r a l w e l l s i n the W i l l i s t o n Basin i n North Dakota 

and some 47 hig h - a n g l e or l a t e r a l w e l l s across the 

Un i t e d S t a t e s . 

Q. That's i n some s o r t of r e p o r t or some s o r t 

of — 

A. I t ' s i n the same form as i t i s at Amoco. 

I t ' s i n the form of p r o p r i e t a r y i n f o r m a t i o n . 

Q. But you're not s u g g e s t i n g you want t o 

d i s c l o s e t h a t t o the Commission? 

A. I would be gla d t o show the ge n e r a l 

p r i n c i p l e , i f you would l i k e t o see i t . 

Q. Yes, s i r , I would. 

A. May I have a chalkboard? 

A. I f the Commission would excuse a n o n - d r a f t 

person, i f t h i s were 160 and 160, and you d r i l l e d two 

v e r t i c a l w e l l s , the e x p e r t s have t e s t i f i e d t o a r a d i u s 

of d r a inage i n the two v e r t i c a l w e l l s as such. Now, 

i f you can p i c t u r e d r i l l i n g down and h o r i z o n t a l 

t h r o u g h these p o i n t s , and l e t ' s say t h i s i s where your 

w e l l went down v e r t i c a l , and you d r i l l e d h o r i z o n t a l 

and, you have t h i s same r a d i u s of drai n a g e t h a t 

e a r l i e r e x p e r t s have t e s t i f i e d , then your d r a i n a g e 
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area i s going t o come across as a r e c t a n g l e . And the 

shaded area here, g e o m e t r i c a l l y , i s an area of the 

r e s e r v o i r t h a t w i l l not be swept and have the sweep 

e f f i c i e n c y of the r a d i u s d r a i n e d by two v e r t i c a l 

w e l l s . When you c a l c u l a t e t h a t o u t , you come out w i t h 

a p p r o x i m a t e l y a p l u s 10 pe r c e n t a d d i t i o n a l sweep 

e f f i c i e n c y t h a t would not get d r a i n e d under u n i f o r m 

homogeneous p e r m e a b i l i t y of a r e s e r v o i r . 

I'm saying y o u ' l l get up t o 10 per c e n t f o r 

incr e a s e d sweep e f f i c i e n c y . And t h e n , i t ' s my 

per s o n a l o p i n i o n , i f you have a v e r t i c a l w e l l here and 

you have a v e r t i c a l w e l l here and you have a p o o l i n g 

or a f r a c t u r i n g i n t h i s area, i n t h i s area, i n t h i s 

area, i n t h i s area and some of them r u n n i n g t h r o u g h 

the w e l l , and these f r a c t u r e s are not hooked up, when 

you d r i l l down and v e r t i c a l y o u ' l l i n t e r s e c t a l l 

f r a c t u r e s . I n f a c t , i t ' s almost t h e o r e t i c a l l y 

i m p o s s i b l e t o miss them, because mother n a t u r e d i d not 

l a y them down p a r a l l e l t o each o t h e r , and i t ' s h i g h l y 

u n l i k e l y t h a t you have the t e c h n o l o g y t o d r i l l a 

s t r a i g h t , p a r a l l e l w e l l w i t h f r a c t u r e s , so you're 

going t o p i c k up the gas i n the p o r o s i t y of the micro 

f r a c t u r e s and f r a c t u r e s l a r g e r than micro f r a c t u r e s , 

and t h a t ' s where y o u ' l l get up t o an a d d i t i o n a l 5 

p e r c e n t . Any q u e s t i o n s ? 
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Q. I take i t you agree w i t h Mr. Dunn, I t h i n k 

h i s analogy was a v e r t i c a l stack of pennies, and i f 

you l a y i t down i t w i l l get t h a t i n c r e a s e d area? 

A. I agree w i t h what I j u s t e x p l a i n e d . 

Q. You don't agree w i t h Mr. Dunn's analogy? 

A. I don't d i s a g r e e w i t h Mr. Dunn, but a stack 

of p e n n i e s , I t h i n k , was an attempt t o t r y t o convey 

something ve r y t e c h n i c a l t o a l e g a l mind, t h a t would 

understand what I j u s t e x p l a i n e d . 

Q. We c e r t a i n l y need a l l the he l p we can g e t ; 

as Mr. LeMay always says, lawyers are incompetent. 

I s i t your o p i n i o n t h a t the dra i n a g e from 

t h a t d e v i a t e d w e l l b o r e would not cross over i n t o the 

o f f s e t t i n g 160's ? 

A. On a i n d i v i d u a l case-by-case, I have no way 

of knowing whether i t i t w i l l or i t won't, and nobody 

else does e i t h e r . 

Q. You have t o look at what the p r o d u c t i o n i s 

be f o r e you can make t h a t d e t e r m i n a t i o n ? 

A. You can't even make t h a t d e t e r m i n a t i o n 

a f t e r you get a P/Z. Can you look down below the 

ground i n excess of one m i l e and t e l l me how f a r and 

i n what d i r e c t i o n s mother n a t u r e put the main f r a c t u r e 

system, l e t alone the o f f s e t azimuth of the micro 

f r a c t u r e s coming o f f the main f r a c t u r e system? I t ' s 
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h i g h l y u n l i k e l y . 

Q. A l l I'm asking you i s , can you determine 

what the drainage r a d i u s i s going t o be of a d e v i a t e d 

w e l l b o r e i n the absence of p r o d u c t i o n data? 

A. There are e n g i n e e r i n g c a l c u l a t i o n s . I t ' s 

not an exact s c i e n c e . 

Q. Would the drainage r a d i u s be l a r g e r i f the 

w e l l i s e x t r e m e l y p r o d u c t i v e and i t does i n t e r s e c t 

these micro f r a c t u r e s t h a t you've been d i s c u s s i n g ? 

A. I ' l l r e f e r back t o e a r l i e r e x p e r t 

t e s t i m o n y . I t ' s not p r e d i c a t e d on any one parameter 

but many v a r i a b l e s , such as p o r o s i t y , p e r m e a b i l i t y . 

I s i t a u n i f o r m sandstone w i t h no f r a c t u r e s ? does the 

sandstone have micro f r a c t u r e s ? micro f r a c t u r e s and 

l a r g e r f r a c t u r e s ? The q u e s t i o n i s too g e n e r a l . 

Q. You're not t e s t i f y i n g t h a t the d e v i a t e d 

w e l l b o r e would never d r a i n beyond the 160, are you, or 

the 320? 

A. I n what example? 

Q. W e l l , you're l a y i n g out a l l these f a c t o r s . 

A. T h i s i s a h y p o t h e t i c a l example. I'm sure 

t h a t you're aware, as an a t t o r n e y , t h a t you have w e l l 

spaces down t o two acres i n s i z e and you have some 

t h a t are i n excess of 2,000 acr e s . A l o t depends on 

where the d r i l l i n g i s and what the c h a r a c t e r i s t i c s of 
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the r e s e r v o i r s a r e . I can t e l l you, i n 7,500 square 

m i l e s i n the San Juan Basin t h a t you're going t o have 

t o look at t h a t on an i n d i v i d u a l , 

geographic-by-geographic area, t o determine whether 

160 i s p r o p e r , 320 or 40 or whatever. You can't make 

any g e n e r a l assumptions t o cover the San Juan Basin i n 

the Mesaverde and Dakota. I t ' s t o o b i g . 

Q. So you can say, t o o , you can't make a 

general assumption t h a t t h i s d e v i a t e d w e l l b o r e would 

not d r a i n beyond a 320, e i t h e r ? 

MR. KELLAHIN: Mr. Chairman, t h a t q u e s t i o n 

has been asked and answered t w i c e now, a l r e a d y . I 

don't know how else the w i t n e s s can answer i t . 

MR. LUND: I t h i n k I'm e n t i t l e d t o a 

response t o t h a t , Mr. Chairman. 

MR. KELLAHIN: He would be answer the same 

quest i on . 

CHAIRMAN LEMAY: Ju s t rephrase the q u e s t i o n 

and I ' l l make a r u l i n g . What were you a s k i n g , Mr. 

Lund ? 

Q. Mr. C l a y t o n , a l l I'm a s k i n g - -

MR. KELLAHIN: Excuse me. 

MR. LUND: Excuse me. Let me ask the 

q u e s t i o n . 

MR. KELLAHIN: You've a l r e a d y asked the 
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q u e s t i o n . I've o b j e c t e d . And the b a s i s f o r the 

o b j e c t i o n i s t h a t Mr. Cl a y t o n has s a i d t h a t none of 

the engineers i n t h i s room can t e l l you i f t h e r e ' s 

going t o be drainage or not i n the Mesaverde, and now 

he wants t o ask him the same q u e s t i o n a g a i n . 

CHAIRMAN LEMAY: I s t h a t your q u e s t i o n ? 

MR. LUND: I t h i n k t h a t m i s c h a r a c t e r i z e s 

the p o i n t . 

CHAIRMAN LEMAY: I want t o hear the 

qu e s t i o n a g a i n , i f i t ' s the same as Mr. K e l l a h i n says 

has been answered. I f i t ' s a d i f f e r e n t q u e s t i o n , then 

maybe the w i t n e s s can respond. 

Q. (BY MR. LUND) I t h i n k you t e s t i f i e d , and 

c o r r e c t me i f I'm wrong, s i r , t h a t you can't t e l l what 

t h i s d r a inage r a d i u s i s going t o be on t h i s d e v i a t e d 

w e l l b o r e because you need a whole bunch of a d d i t i o n a l 

i n f o r m a t i o n ? 

A. I t h i n k w i t h i n the l i m i t s of the t e c h n i c a l 

e x p e r t i s e of the t e c h n i c a l group t h a t does r e s e r v o i r 

e n g i n e e r i n g , whether i t be at Amoco, M e r i d i a n , Exxon 

or anyplace e l s e , t h a t they can gi v e a ve r y s c i e n t i f i c 

best guess based on accepted f o r m u l a i n a l l the many 

parameters t h a t r e s e r v o i r s have. Now, i f you're 

asking me about a s p e c i f i c w e l l i n the San Juan Basi n , 

whether i t w i l l or i t won't d r a i n more than t h i s 
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r a d i u s , I ' l l d e f e r t h a t t o the t e c h n i c a l people we 

have w o r k i n g t h a t s p e c i f i c area. 

Q. A l l I'm aski n g you, depending on those 

v a r i a b l e s t h a t you mentioned, t h i s d e v i a t e d w e l l b o r e 

c o u l d d r a i n l e s s or g r e a t e r than a 320, i s n ' t t h a t 

r i ght ? 

A. Yes. 

Q. Would M e r i d i a n s t i l l d r i l l these two 

d e v i a t e d w e l l b o r e s i f i t d i d not get the two times 

d e l i v e r a b i l i t y f a c t o r ? 

A. I t h i n k I've answered t h a t q u e s t i o n . Those 

two w e l l s , w i t h o u t what we've asked f o r , w i l l have t o 

compete on a d i s c o u n t e d P over a d i s c o u n t e d I b a s i s 

w i t h the other p r o j e c t s we have across the United 

S t a t e s . I don't want t o waste the Commission's time 

or my time answering the same q u e s t i o n more than once. 

Q. So your answer i s no? 

A. My answer i s what I s a i d . 

CHAIRMAN LEMAY: Mr. Lund, we don't want t o 

c h a r a c t e r i z e the w i t n e s s ' s answer. I t h i n k i t was a 

c o n d i t i o n a l response, as I heard i t , not yes or no but 

i t would have t o depend on upon these other 

v a r i a b l e s . 

MR. LUND: Mr. Chairman, I don't mean t o be 

arg u m e n t a t i v e . I'm j u s t t r y i n g t o understand what the 
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wi t n e s s t e s t i f i e d t o . 

CHAIRMAN LEMAY: Yes, I understand t h a t . 

MR. LUND: Thank you. 

CHAIRMAN LEMAY: Thank you. A d d i t i o n a l 

q u e s t i o n s of the w i t n e s s ? Commission Weiss? 

MR. WEISS: Yes. 

EXAMINATION 

BY MR. WEISS: 

Q. What has been M e r i d i a n ' s experience and 

you r s , when you go t o the Commissions i n other s t a t e s 

and request t h i s type of an a l l o w a b l e ? 

A. To be q u i t e candid w i t h you, the Sta t e of 

North Dakota at one time ran i n excess of 30 r i g s and 

they were down t o two r i g s r u n n i n g , both M e r i d i a n . 

They came t o us, when we e l e c t e d t o move back i n t o 

f r a c t u r e d f r a c t u r e d Bakken s h a l e , and s a i d , "What can 

we, as the State of North Dakota, do t o get you people 

t o b r i n g your t e c h n o l o g y up t o the w e l l b o r e i n North 

Dakota, get i t out of the res e a r c h labs and d r i l l a 

w e l l ? " 

And we asked at t h a t t i m e , the f i r s t 

h o r i z o n t a l w e l l we d r i l l e d i n the S t a t e of North 

Dakota, we had a s e c t i o n 640 acre s . We had a v e r t i c a l 

w e l l here t h a t we wanted t o prove up t h a t d r i l l i n g 

t e c h n o l o g y the one t i m e . We were going t o go ahead 
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and spud the w e l l somewhere i n t h i s area, t o the 

proper spacing away from the lease l i n e . 

What the S t a t e of North Dakota s a i d , 

"Here's your p e r m i t , guys. I f you need a n y t h i n g e l s e , 

l e t us know." They went ahead and took the 

c o n v e n t i o n a l , accepted r a d i u s of drai n a g e f o r the 

v e r t i c a l , they backed t h i s o f f , the s t a t e requirement 

on s p a c i n g . T h i s was our p e r m i t edge. They s a i d , "We 

wish you w e l l . Keep your b i t i n s i d e t h a t area, and 

you can produce the w e l l at whatever i t w i l l make. We 

wish you w e l l g e t t i n g i t down." 

The c u r r e n t w o r l d r e c o r d at t h a t time was about 1,500 

f e e t l a t e r a l f o r a medium-radius h o r i z o n t a l , and we 

went from t h r o u g h v e r t i c a l t o th r o u g h h o r i z o n t a l i n 

600 f e e t , and we d r i l l e d a w e l l up l i k e t h a t 2603 f e e t 

at 86 degrees or h i g h e r . The w e l l came i n i n an area 

t h a t was consi d e r e d t o be noneconomic by the i n d u s t r y 

because the y had moved o u t . I t came i n at 300 b a r r e l s 

a day. That was over two years ago. The w e l l i s 

c u r r e n t l y f l o w i n g on i t s own energy source w i t h no 

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

about 250 b a r r e l s a day. That w e l l has produced i n 

excess of 240,000 b a r r e l s and has an u l t i m a t e r e c o v e r y 

of around 600,000 b a r r e l s now. 

What we d i d i s , we d r i l l e d down v e r t i c a l . 
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The t y p i c a l v e r t i c a l i n the Bakken would 

g i v e you about 40 b a r r e l s a day, w i t h an u l t i m a t e 

r ecovery of somewhere i n the 40- t o 60,000 b a r r e l 

range. The St a t e of North Dakota came back, s a i d , 

"What e l s e can we do t o get you t o c o n t i n u e t o d r i l l 

these types of w e l l s i n the S t a t e of North Dakota?" 

We d i d not ask f o r the r e d u c t i o n i n severance t a x from 

12 t o 5 perc e n t t h a t covers the f i r s t 18 months of 

p r o d u c t i o n , but they gave i t t o us anyway because they 

wanted t o see us up t h e r e . 

We have a p p r o x i m a t e l y i n excess of 5,000 

b a r r e l s a day coming out of f r a c t u r e d Bakken shale 

t h a t the i n d u s t r y s e v e r a l years ago determined t o be 

uneconomic. What we're a s k i n g t o do i n the S t a t e of 

New Mexico i s t o come i n and d r i l l two h i g h l y - d e v i a t e d 

gas w e l l s . We're a s k i n g f o r a ve r y m a r g i n a l , i n my 

o p i n i o n , v a r i a n c e , t o a l l o w us t o know what the 

economic numbers are going t o be, and then w e ' l l t ake 

the mechanical r i s k , w e ' l l t ake the r i s k of not 

g e t t i n g the i n c r e a s e d sweep e f f i c i e n c y we t a l k e d 

about, and w e ' l l take the r i s k on not h i t t i n g t h e 

micro f r a c t u r e systems t h a t haven't been p e n e t r a t e d by 

v e r t i c a l d r i l l i n g or w e l l b o r e s t i m u l a t i o n . At the 

ends of the two w e l l s w e ' l l come back t o the 

Commission and show you the d a t a . 
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The t h i n g t h a t I guess has been the most 

eye-opening t o me today, i s t h a t some of the comments 

I've heard have been, " W e l l , my God, what i f you're 

s u c c e s s f u l . I f you're s u c c e s s f u l your a l l o w a b l e i s 

going t o be too b i g . " At M e r i d i a n O i l we want t o pl a n 

f o r success. We want t o go get t h a t f i v e t r i l l i o n 

c u b ic f e e t . I f i t means you have t o change some r u l e s 

t h a t were w r i t t e n 30 years ago, we don't want t o 

d i c t a t e what the changes would be, but we want t o be a 

p a r t of i t t o b r i n g t h a t new te c h n o l o g y t o the St a t e 

of New Mexico. 

I can assure you Amoco i s a good 

c o m p e t i t o r . Amoco i s a v e r y , v e r y good o i l and gas 

o p e r a t o r , and i f we d r i l l a h i g h l y - d e v i a t e d gas w e l l 

and we get a 16 m i l l i o n a day w e l l , t h e y ' r e going t o 

come and o f f s e t i t . Make no mistake about i t . And 

t h e y ' l l be coming r i g h t back t o the Commission and 

sa y i n g , "You know, t h a t i s n ' t such a bad i d e a . Give 

us the same dea l on two w e l l s t h a t you gave 

Mer i d ia n . " 

And i t ' s not going t o be lo n g a f t e r t h a t , 

j u s t as i n the coa l d e g a s i f i c a t i o n , t h a t the s m a l l e r 

independents say i t can't be t h a t tough t o do, and 

we're e i t h e r going t o j o i n the b i g boys u n t i l we l e a r n 

the t e c h n o l o g y , or we're going t o go i t alone. Right 
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now you can't p i c k up a lease i n the San Juan Basin 

t h a t have co a l underneath i t , because W a l l s t r e e t , the 

d r u g i s t s , the d e n t i s t s and everybody e l s e i s i n here 

t o get a piec e of the a c t i o n . 

I'm t e l l i n g you, t h i s i s a new, d i f f e r e n t 

type of te c h n o l o g y t h a t has tremendous upside 

p o t e n t i a l . And t o put i t i n p e r s p e c t i v e one more 

t i m e , we're a s k i n g f o r a v a r i a n c e on two w e l l s when 

t h e r e has been 19,000 com p l e t i o n s a l r e a d y . Was t h a t a 

long-winded answer t o your q u e s t i o n ? 

Q. I heard what you s a i d . They d i d n ' t g i v e 

you an i n c r e a s e i n the a l l o w a b l e , though, d i d they? 

A. The Stat e of Texas w i l l g i v e you f o u r times 

a v e r t i c a l w e l l now i n the A u s t i n Chalk. A v e r t i c a l 

w e l l d r i l l e d t o t h a t depth w i l l get somewhere about 

300 b a r r e l s per day on 80-acre s p a c i n g . They a l l o w 

OREX, not M e r i d i a n , but OREX, t o go ahead and re p l a c e 

f o u r 80-acre spacing w e l l s w i t h one h o r i z o n t a l . And 

the c u r r e n t a l l o w a b l e i s 1312 b a r r e l s per day on the 

one h o r i z o n t a l w e l l b o r e . 

The S t a t e of North Dakota says produce i t 

at a maximum e f f i c i e n t r a t e , you determine what t h a t 

i s . I f somebody f e e l s l i k e t h e y ' r e being d r a i n e d , 

they have the o b l i g a t i o n , as a prudent o p e r a t o r , t o go 

i n and put a w e l l down and o f f s e t t h a t w e l l , v e r y 
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s i m i l a r t o what the i n d u s t r y has done i n the l a s t 40 

years on o f f s e t t i n g t h e v e r t i c a l w e l l s . 

Q. Do you t h i n k the f a c t t h a t t h a t ' s o i l and 

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

A. No, not at a l l . 

Q. Markets d o n ' t - -

A. No. Excuse my E n g l i s h , but i f you go back 

t o Darcy's e q u a t i o n and you look at the mechanical 

advantage you g e t , you should get f l o w volumes of 7 or 

8 times out of the h o r i z o n t a l or h i g h - a n g l e , r e l a t i v e 

t o a v e r t i c a l . But, i n r e a l i t y , we're f i n d i n g out 

you're p r o b a b l y i n the 3 t o 4 range. So, I don't 

t h i n k the t h i n g i s going t o get out of hand. 

I t h i n k on two w e l l s t h a t the type of 

arrangement t h a t was suggested by our t e c h n i c a l people 

today i s v e r y reasonable, because t h e y ' r e w i l l i n g t o 

cap t h a t , you know, at the values d i s c u s s e d . And 

we're not going t o d r i l l 600 w e l l s l i k e we've done i n 

the c o a l seam. We're going t o d r i l l two w e l l s and 

come back t o the Commission. So the r i s k of being 

s u c c e s s f u l , i n my o p i n i o n , i s not t h a t much of a 

t h r e a t t o the other p r o d u c e r s . 

Q. Would you share the i n f o r m a t i o n from these 

two w e l l s w i t h the p u b l i c ? 

A. We'll f o l l o w t h e same course and procedure 
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we d i d on coal seam d e g a s i f i c a t i o n . We t h i n k i f we're 

going t o tak e the r i s k u p - f r o n t , m e c h a n i c a l l y and 

f i n a n c i a l l y , t h a t we should have a c e r t a i n amount of 

time t o f i n e - t u n e t h a t t e c h n o l o g y . But i t ' s my 

o p i n i o n t h a t i n 18 t o 24 months everybody can f o l l o w 

s u i t , i f they should so d e s i r e . 

I t h i n k t h a t ' s what we've demonstrated i n 

coa l d e g a s i f i c a t i o n . You have people r u n n i n g the 

p r e p e r f o r ated l i n e r s , you have them c r e a t i n g the 

pres s u r e s i n k s . The best example would p r o b a b l y be 

Blackwood & N i c h o l s and a couple of the s m a l l e r 

independents t h a t have moved i n , and th e y have the 

b e n e f i t of the hundreds of m i l l i o n d o l l a r s t h a t we've 

i n v e s t e d t o prove t h i s p r o j e c t up t o i n d u s t r y . 

The C a l i f o r n i a customers s a i d i t won't 

work. You had other majors t h a t s a i d i t wouldn't 

work. Our respected Amoco over t h e r e s a i d t h a t our 

tec h n o l o g y would o n l y g i v e you s h o r t - t e r m volumes and 

i t wouldn't l a s t over a p e r i o d of t i m e . I t h i n k now 

t h a t our c o m p e t i t o r i s t a k i n g a look at t h e i r 

t e c h n o l o g y and our s , and I t h i n k t h e y ' l l be doing some 

of both i n the f u t u r e . 

So t h e r e ' s no way t h a t one independent — and 

t h a t ' s what we are — t h e r e ' s no way t h a t one 

independent i s going t o have a c a p t i v e grasp of t h i s 
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new te c h n o l o g y we're t r y i n g t o b r i n g t o the San Juan 

Basin. There's no way we could h o l d t h a t t i g h t . 

Q. You don't p u b l i s h i t as such, do you? 

A. No. We've been on the cover of The 

Petroleum Engineer , World O i l , The O i l & Gas D a i l y 

I n v e s t o r , and other p u b l i c a t i o n s w i t h our data on 

h o r i z o n t a l d r i l l i n g , and w i t h our data on co a l 

degas i f i c a t i o n . 

MR. WEISS: Thank you. 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Mr. C l a y t o n , i n the W i l l i s t o n , they put the 

Bakken h o r i z o n t a l i n 640's up t h e r e , d i d n ' t they? 

A. They have j u s t r e c e n t l y changed those 

r u l e s . We're d r i l l i n g on 320's. The i n d u s t r y went up 

t h e r e and leased up a l o t of land w i t h o u t i n t e n d i n g t o 

d r i l l , and they wanted t o d r i l l one w e l l on 640*s not 

t o get the r i g s r u n n i n g but t o ho l d the acreage u n t i l 

t hey could cut a d e a l . 

The Sta t e of North Dakota, on December 19, 

1989, changed the r u l e s t o read t h a t you're a l l o w e d t o 

d r i l l up t o f o u r w e l l s on a 640. What t h e y ' r e s a y i n g , 

i f you want t o d r i l l one, go d r i l l one. I f t h e r e ' s 

another o p e r a t o r t h a t t h i n k s the maximum e f f i c i e n t 

d rainage p a t t e r n i s 160, he can d r i l l f o u r . 
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Q. There are no a l l o w a b l e s i n the State of 

North Dakota, are t h e r e ? 

A. No, s i r . You have some r e s t r i c t i o n on the 

gas t h a t ' s a l l o w e d t o be f l a r e d , so t h e r e i s a del a y 

u n t i l you get your p i p e l i n e , but i t ' s temporary 

r e s t r i c t i o n u n t i l you can s e l l t h a t n a t u r a l gas. 

Q. On the v e r t i c a l h o l d , was the Bakken i n 

40's b e f o r e you came i n t o t h e h o r i z o n t a l - -

A. I t ' s my u n d e r s t a n d i n g t h a t they had some 

d r i l l e d on l e s s than 40's. You e i t h e r h i t the 

f r a c t u r e s or you d i d n ' t . I f you h i t the f r a c t u r e you 

made a w e l l . I f you d i d n ' t , you had a d r y h o l e . And, 

cons e q u e n t l y , when you d i d f u l l - c y c l e economics on 10 

w e l l s , 20 w e l l s d r i l l e d , you were l o s i n g money u n t i l 

t h i s t e c h n o l o g y was proven. 

CHAIRMAN LEMAY: That's a l l the q u e s t i o n s I 

have , thank you. 

THE WITNESS: Thank you very much. 

MR. KELLAHIN: Mr. Chairman, t h a t concludes 

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

CHAIRMAN LEMAY: Thank you, Mr. K e l l a h i n . 

Do you have any w i t n e s s e s , Mr. Lund? 

MR. LUND: I t h i n k you i n d i c a t e d e a r l i e r 

you would l i k e t o hear some of the p r o d u c t i o n data and 

t h i n g s l i k e t h a t , and we're prepared t o pre s e n t t h a t 
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f o r you . 

CHAIRMAN LEMAY: I ' l l t a k e a break f o r 

l u n c h , i f you are. I suggested t h a t i t would h e l p the 

Commission i f you're p o s i n g the a p p l i c a t i o n t h a t we 

have some a l t e r n a t i v e recommendation. That was a l l . 

MR. LUND: We do. And we do have an 

a l t e r n a t i v e recommendation. 

CHAIRMAN LEMAY: Okay. W e l l , l e t ' s t a ke a 

break and w e ' l l reconvene at 1:30. 

(Thereupon, the noon recess was taken.) 

CHAIRMAN LEMAY: S h a l l we convene? I take 

i t you're t h r o u g h w i t h your case, Mr. K e l l a h i n ? 

MR. KELLAHIN: Yes, Mr. Chairman. 

CHAIRMAN LEMAY: Amoco's case, Mr. Lund? 

MR. LUND: We have one w i t n e s s , and he's 

p r e v i o u s l y been sworn. 

Mr. Emmons, would you take the stand? 

LARRY N. EMMONS, 

the w i t n e s s h e r e i n , a f t e r h a v i n g been p r e v i o u s 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. LUND: 

Q. Mr". Emmons, would you please s t a t e your 

name and your business address. 

A. L a r r y N. Emmons, and business address i s 
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P.O. Box 800, Denver, Colorado, 80201. 

Q. By whom are you employed and i n what 

c a p a c i t y ? 

A. I'm employed by Amoco P r o d u c t i o n Company as 

a pe t r o l e u m engineer. 

Q. You've never t e s t i f i e d as an ex p e r t b e f o r e 

the OCD or the O i l Con s e r v a t i o n Commission, have you? 

A. No, I have not'. 

Q. B r i e f l y t h e n , what i s your e d u c a t i o n from 

c o l l e g e on ? 

A. I graduated from Purdue U n i v e r s i t y i n 1979 

w i t h a Bachelor of Science i n Chemical E n g i n e e r i n g . 

Did you want me t o go i n t o my work 

experience a f t e r t h a t ? 

Q. I f you would, p l e a s e . Since your 

g r a d u a t i o n from Purdue, what i s your r e l e v a n t work 

exper ience ? 

A. I s t a r t e d w i t h Amoco i n 1979 i n Farmington, 

New Mexico, where I worked a p p r o x i m a t e l y 18 months, 

d r i l l i n g a number of w e l l s and h y d r a u l i c a l l y 

f r a c t u r i n g a number of w e l l s and p a r t i c i p a t e d w i t h our 

research center i n d e v e l o p i n g a h y d r a u l i c f r a c t u r i n g 

techn i q u e . 

Then I went t o our Denver o f f i c e where I 

worked Oklahoma p r o d u c t i o n from our d i v i s i o n o f f i c e . 
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I then went as an e n g i n e e r i n g s u p e r v i s o r t o Evanston, 

Wyoming, and worked the O v e r t h r u s t area. Then t o 

Oklahoma as a r e g u l a t o r y engineer where I t e s t i f i e d 

a p p r o x i m a t e l y 200 times i n f r o n t of the Oklahoma 

C o r p o r a t i o n Commission. 

I then came back t o Denver, c o n t i n u e d i n 

Oklahoma, as w e l l as t e s t i f i e d a p p r o x i m a t e l y 40 times 

i n Kansas. And my c u r r e n t r e s p o n s i b i l i t y i n c l u d e s 

A r i z o n a , C a l i f o r n i a , New Mexico, and Kansas. 

Q. You're a P r o f e s s i o n a l Engineer? 

A. Yes. I'm r e g i s t e r e d i n the State of 

Oklahoma, and I took the t e s t i n the d i s c i p l i n e of 

pet r o l e u m . 

Q. You're not the P r e s i d e n t and Chief 

E x e c u t i v e O f f i c e r of Amoco Corp, are you? 

A. I'm not c u r r e n t l y nor have I ever been. I 

do a s p i r e t o be so. 

Q. Before we t a l k about s p e c i f i c p o i n t s , would 

you please g i v e us a summary of what Amoco 1s p o s i t i o n 

i s i n t h i s case ? 

A. Amoco i s not opposed t o the d r i l l i n g of a 

h o r i z o n t a l w e l l ; i n f a c t , we're l o o k i n g -- I t h i n k 

i t ' s c a l l e d a d e v i a t e d w e l l i n t h i s case. I n f a c t , 

we're l o o k i n g at doing the same t h i n g . Where our 

concern i s i s c o r r e l a t i v e r i g h t s . We're o b v i o u s l y the 
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o p e r a t o r of some o f f s e t u n i t s . We're concerned about 

the main d i s p u t e here, being the d o u b l i n g of the 

a l l o w a b l e or d o u b l i n g of the d e l i v e r a b i l i t y t o set the 

a l l o w a b l e c o u l d a d v e r s e l y impact the o f f s e t s , as w e l l 

as impact the balance of the p o o l . 

We do have what we f e e l i s a f a i r a l t e r n a t e 

p r o p o s a l . R e a l i z i n g t h a t the d e v i a t e d w e l l i s i n f a c t 

e n c o u n t e r i n g b oth q u a r t e r s e c t i o n s , i t may a c t u a l l y 

have the w i t h d r a w a l and pe r f o r m l i k e two v e r t i c a l 

w e l l s , since i t has up t o t h r e e t o f o u r times the 

co n t a c t area. We j u s t don't know what k i n d of r a t e 

w i l l come out of i t , but chances are i t ' s going t o be 

s i g n i f i c a n t l y h i g h e r than a v e r t i c a l w e l l . There's 

t h a t p o s s i b i l i t y . However, we don't f e e l i t ' s 

necessary t o be as r e s t r i c t i v e as what the o r i g i n a l 

order imparted on M e r i d i a n , whereby they can o n l y use 

the d e v i a t e d w e l l or the two v e r t i c a l w e l l s . 

We f e e l i t would be f a i r t o go somewhere i n 

between; t h a t b e ing u s i n g any two of the t h r e e w e l l s 

i n the u n i t , p r o v i d e d the h o r i z o n t a l w e l l d i d 

encounter the Mesaverde f o r m a t i o n i n both q u a r t e r 

s e c t i o n s . O b v i o u s l y , i f they have problems w i t h the 

w e l l , and i t ' s o n l y i n one q u a r t e r s e c t i o n , then i t 

should be t r e a t e d as a standard v e r t i c a l w e l l . As 

long as i t i s underneath, e n c o u n t e r i n g t h e Mesaverde 
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i n both q u a r t e r s e c t i o n s , we don't care which of the 

t h r e e w e l l s they use t o determine the a l l o w a b l e . They 

can take the best two. 

Q. L e t ' s t u r n t o some s p e c i f i c p o i n t s about 

the t e s t i m o n y . F i r s t , l e t ' s t a l k about p r o d u c t i o n 

data from o f f s e t p r o r a t i o n u n i t s t o the two p r o r a t i o n 

u n i t s we've been d i s c u s s i n g . I f you would, p l e a s e , 

j u s t k i n d of gi v e i t i n summary form. I f Mr. K e l l a h i n 

or o t h e r s want some a d d i t i o n a l d e t a i l s , you can supply 

t h a t l a t e r . 

L e t ' s t a l k f i r s t about c u r r e n t 

d e l i v e r a b i l i t y . 

A. I took the February 90 OCD books on the 

Mesaverde f o r m a t i o n and looked at c u r r e n t 

d e l i v e r a b i l i t i e s , which i s d i f f e r e n t from what was 

presented i n , I b e l i e v e , E x h i b i t 3. 

I b e l i e v e E x h i b i t 3, i f they had the l a t e s t 

t e s t , they used i t . I f they d i d n ' t , t h e y used what 

was the p r e v i o u s t e s t . I don't t h i n k t h a t ' s f a i r i n 

t h a t you're r e a l l y k i n d of comparing apples w i t h 

apples because the o f f s e t s t h a t they d i d n ' t have data 

f o r may have a l s o had t h e i r d e l i v e r a b i l i t y dropped. 

What I determined i s t h a t i f you look at 

the -- s p e c i f i c a l l y , on the Howell s e c t i o n and compare 

t h a t t o the o f f s e t s , the h i g h e s t u n i t d e l i v e r a b i l i t y 
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i n and around the Howell u n i t i s 2,073 Mcfd, whereas 

the minimum i s 386 Mcfd, w h i l e the Howell "E" i t s e l f , 

u s i n g the same v i n t a g e of d a t a , was 773 Mcfd. So i t 

was by no means the po o r e s t u n i t , but i t wasn't the 

best u n i t e i t h e r . 

However, i f d e l i v e r a b i l i t y i s the problem, 

d r i l l i n g another v e r t i c a l w e l l could a l l e v i a t e t h a t 

problem because the v e r t i c a l w e l l may have a hig h e r 

d e l i v e r a b i l i t y , and t h e r e f o r e improve the 

d e l i v e r a b i l i t y out of the u n i t . 

Q. Mr. Emmons, I t h i n k maybe the M e r i d i a n 

w i t n e s s t e s t i f i e d t h a t the d e l i v e r a b i l i t y f o r the 

Howell "E" was lower. What do you have have t o say 

about t h a t ? 

A. I b e l i e v e he t e s t i f i e d i t was 531, yet t h a t 

was because -- and I don't have E x h i b i t 3 i n f r o n t of 

me, but I b e l i e v e on the Howell E 2, he had something 

l e s s than around 150 Mcfd range. He had -- i n 

November 1990 d e l i v e r a b i l i t y books, i t shows t h a t 

should a c t u a l l y be 428 Mcfd. 

Q. L e t ' s t a l k about the c u r r e n t d e l i v e r a b i l i t y 

i n the R i d d l e s e c t i o n and the o f f s e t s . 

A. The R i d d l e s e c t i o n , the o f f s e t u n i t s had a 

maximum r a t e or maximum u n i t d e l i v e r a b i l i t y of 2,612 

Mcfd, a minimum r a t e which was 176 Mcfd, w h i l e the 
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R i d d l e i t s e l f had a d e l i v e r a b i l i t y of 741. And I 

don't b e l i e v e t h e r e ' s an e x h i b i t showing t h a t , but 

what i t shows t h e r e i s , a g a i n , the R i d d l e s e c t i o n i s 

not the p o o r e s t u n i t i n the area, nor i s i t the b e s t . 

Again, t h e y can a l l e v i a t e those problems by d r i l l i n g 

another v e r t i c a l w e l l and t h e r e f o r e g e t t i n g a hig h e r 

d e l i v e r a b i l i t y . 

Q. Le t ' s t a l k f o r a l i t t l e b i t about 

c u m u l a t i v e p r o d u c t i o n d a t a . Would you please g i v e us 

a summary of what your c o n c l u s i o n s are about t h a t i n 

these p a r t i c u l a r p r o r a t i o n u n i t s . 

A. Without going i n t o a l o t of d e t a i l on the 

p r o d u c t i o n -- I can, i f t h a t ' s d e s i r e d , b u t , i n 

g e n e r a l , i f you look at the Howell u n i t and look at 

the p r o d u c t i o n of the Howell u n i t compared t o the 

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

has been a p p r o x i m a t e l y 150 per c e n t above or 150 

percent of the p r o d u c t i o n of the average of the 

o f f s e t s . That being i f you took the p r o d u c t i o n of a l l 

the o f f s e t s and got an average f o r them, the Howell 

u n i t i s a c t u a l l y d o ing about 50 per c e n t b e t t e r . 

Q. What about the R i d d l e u n i t ? 

A. The R i d d l e u n i t , u n f o r t u n a t e l y , I d i d n ' t 

b r i n g a l l the data w i t h me, but I looked at the u n i t s 

t h a t were t o the east and t o the west, as w e l l as t o 
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the s o u t h , and t h a t came up w i t h the R i d d l e u n i t 

p r o d u c i n g at 130 per c e n t of the average. 

Q. So based on your a n a l y s i s of the c u r r e n t 

d e l i v e r a b i l i t y data and the c u m u l a t i v e p r o d u c t i o n 

d a t a , do you t h i n k t h a t the two u n i t s t h a t M e r i d i a n 

has been d i s c u s s i n g are s u f f e r i n g under any k i n d of 

c o m p e t i t i v e disadvantage? 

A. I don't b e l i e v e so. 

Q. Le t ' s t a l k a l i t t l e b i t about the two times 

d e l i v e r a b i l i t y f a c t o r t h a t has been i n t r o d u c e d by 

M e r i d i a n . Do you have an o p i n i o n as t o whether t h a t 

two times d e l i v e r a b i l i t y f a c t o r would p r o t e c t the 

o f f s e t owners' c o r r e l a t i v e r i g h t s ? 

A. Yes, I do. I f e e l t h a t the d e l i v e r a b i l i t y 

f a c t o r i s a s p e c i a l e x c e p t i o n t h a t does not p r o t e c t 

the o f f s e t u n i t ' s c o r r e l a t i v e r i g h t s f o r a v a r i e t y of 

reasons. B a s i c a l l y , t h a t s p e c i a l e x c e p t i o n i s not 

given t o any other u n i t or any other w e l l w i t h i n the 

Blanco-Mesaverde f i e l d . 

By t a k i n g o n l y a s i n g l e w e l l and d o u b l i n g 

t h a t , you've taken out an i m p l i e d l i m i t a t i o n i n the 

p r o r a t i o n f o r m u l a . I f you get a tremendous w e l l i n 

one q u a r t e r s e c t i o n , you're f o r c e d t o put t h a t w i d t h 

-- your w e l l i n the other q u a r t e r s e c t i o n which may 

not have s i m i l a r p e r m e a b i l i t y , p o r o s i t y , or p r o d u c t i o n 
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c h a r a c t e r i s t i c s . So you're not able t o tak e your best 

w e l l and double i t . You're f o r c e d t o average i t down 

by i n c o r p o r a t i n g one of the f o u r w e l l s . 

A l s o , I expect t h a t the d e v i a t e d w e l l w i l l 

have a hig h e r d e l i v e r a b i l i t y because i t has q u i t e a 

b i t more f o r m a t i o n c o n t a c t . The e n t i r e purpose of the 

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

permeable sands, and i f they do so, you would expect a 

higher d e l i v e r a b i l i t y . 

For the o f f s e t o p e r a t o r s , t h e r e ' s the 

thought t h a t the o f f s e t o p e r a t o r s have the same 

a b i l i t y t o p r o t e c t themselves by d r i l l i n g h o r i z o n t a l 

w e l l s . U n f o r t u n a t e l y , t h a t f o r c e s the o f f s e t 

o p e r a t o r s t o abide by someone el s e ' s economics. I t 

fo r c e s us t o d r i l l a h o r i z o n t a l w e l l or a d e v i a t e d 

w e l l , which i s more expensive, when i n f a c t a v e r t i c a l 

w e l l may accomplish the same g o a l , but i n order t o get 

the a l l o w a b l e e x c e p t i o n , we would be f o r c e d i n t o 

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

Q. L e t ' s t a l k a l i t t l e b i t about M e r i d i a n ' s 

s u g g e s t i o n t h a t a p r o d u c t i o n cap be place d on 

d e l i v e r a b i l i t y f o r the d e v i a t e d w e l l b o r e . Do you have 

an o p i n i o n as t o whether t h a t i s f a i r and p r o t e c t s 

Amoco's c o r r e l a t i v e r i g h t s ? 

A. The cap i s based on the h i g h e s t 
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d e l i v e r a b i l i t y i n the e n t i r e p o o l . O b v i o u s l y , t h a t 

doesn't have a n y t h i n g t o do w i t h the s u r r o u n d i n g 

u n i t s . The s u r r o u n d i n g u n i t s don't have anywhere near 

the c a p a b i l i t y -- the immediate s u r r o u n d i n g u n i t s 

don't have anywhere near the c a p a b i l i t y of what the 

hi g h e s t u n i t s i n the p o o l make. 

Al s o , t h e y ' r e u s i n g the -- I t h i n k , t o 

demonstrate t h a t , I b e l i e v e they mentioned t h e y ' r e 

u s i n g the Amoco 1s F i e l d s LS2A, which i s i n S e c t i o n 25, 

32 N o r t h , 11 West, which i s two t o t h r e e townships 

away from t h i s area; so I don't f e e l t h a t ' s a f a i r 

compar i son. 

One t h i n g I ' d l i k e t o add, these u n i t s do, 

even though they may have i n i t i a l l y a h i g h r a t e , they 

do f a l l . The c u r r e n t 1990 t e s t on the F i e l d s 2A 

t h a t ' s been r e c e n t l y f i l e d w i t h the Co n s e r v a t i o n 

D i v i s i o n has a u n i t d e l i v e r a b i l i t y of 2,870 Mcfd; so a 

s i g n i f i c a n t drop i n i t . 

We don't know whether r e t e s t w i l l i n c r e a s e 

t h a t r a t e or n o t , but t h a t shows you the k i n d of 

v a r i a t i o n you can have i n a u n i t . But what M e r i d i a n ' s 

cap does, i t says, i f you have t h a t k i n d of drop on 

t h a t u n i t , t h e y want t o s w i t c h t o a d i f f e r e n t u n i t . 

The p r o r a t i o n f o r m u l a has i t s n a t u r a l p r o t e c t i o n 

mechanism i n , whereas i f you have an extr e m e l y good 
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u n i t t h a t produces a l o t of gas, i t s pressure should 

drop; t h e r e f o r e , d e l i v e r a b i l i t y should drop; and, 

t h e r e f o r e , i t drops down and helps p r o t e c t the o f f s e t 

u n i t . But w i t h t h i s cap, they want t o s w i t c h t o a 

d i f f e r e n t u n i t t h a t may not have had the same 

d rawdown. 

Q. So M e r i d i a n i s not w i l l i n g t o l i v e w i t h the 

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

A. Not based on the cap. 

MR. LUND: Mr. Chairman, i t j u s t occurred 

t o me, I may not have asked t o q u a l i f y Mr. Emmons as 

an e x p e r t p e t r o l e u m engineer. 

CHAIRMAN LEMAY: His q u a l i f i c a t i o n s are 

acc e p t a b l e . 

MR. LUND: Thank you. I a p o l o g i z e . 

Q. L e t ' s t a l k about some m i s c e l l a n e o u s 

p o i n t s . You and I discussed the t e s t i m o n y , and we 

would l i k e t o make a few more p o i n t s . 

L e t ' s t a l k f i r s t about the f r a c t u r i n g of 

w e l l s . I t h i n k Commissioner Weiss asked about 

f r a c t u r i n g w e l l s i n t h i s area, and whether the y get 

any s p e c i a l t r e a t m e n t i n terms of a s p e c i a l a l l o w a b l e 

or a n y t h i n g l i k e t h a t . Based on your s t u d y , what's 

your o p i n i o n about t h a t ? 

A. No. To my knowledge, even though g r e a t 
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d o l l a r s are spent on h y d r a u H c a l l y f r a c t u r i n g w e l l s , 

e s p e c i a l l y when the te c h n o l o g y was new -- I was 

working the San Juan Basin when we were doing t h a t . I 

p a r t i c i p a t e d at the research c e n t e r . We d i d many 

f r a c s where we had expensive gauges. We had a l o t of 

time spent on an i n d i v i d u a l w e l l j u s t t o b u i l d the 

da t a . So we spent a l o t of d o l l a r s ; yet I don't 

b e l i e v e any s p e c i a l a l l o w a b l e e x c e p t i o n s were made on 

those w e l l s . 

Q. What about economics? There was some 

t e s t i m o n y t h i s morning from the M e r i d i a n witnesses 

about t h e i r economics. What's your o p i n i o n about 

t h e i r economics v i s - a - v i s o t her producers i n the area? 

A. The problem I have w i t h the economics, 

o b v i o u s l y , they want a s p e c i a l e x c e p t i o n t o the 

a l l o w a b l e s t o make i t a p r o f i t a b l e v e n t u r e . 

U n f o r t u n a t e l y , t h a t doesn't n e c e s s a r i l y t i e t o the 

c o r r e l a t i v e r i g h t s of the o f f s e t s . 

As a matter of f a c t , as I look at t h e i r 

economics, I t h i n k they made a p r e t t y good case t h a t 

they should be d r i l l i n g v e r t i c a l w e l l s i n s t e a d of 

h o r i z o n t a l w e l l s . I t shows they r e a l l y have t o have a 

tremendous r a t e on the w e l l i n order t o make a 

d e v i a t e d w e l l pay o u t . Maybe they can accomplish the 

same r e s u l t s by d r i l l i n g v e r t i c a l w e l l s . 
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Q. There were some other q u e s t i o n s t h i s 

morning I t h i n k from Chairman LeMay and from 

Commissioner Weiss about whether these d e v i a t e d 

w e l l b o r e s would h i t v i r g i n p r e s s u r e areas or p r e s s u r e -

d e p l e t e d areas. What's your o p i n i o n on those 

p a r t i c u l a r issues? 

A. There's always t h a t p o s s i b i l i t y . I t ' s a 

heterogeneous r e s e r v o i r . So I agree t h a t t h e r e i s 

t h a t chance, and t h a t ' s the whole reason we're 

concerned about the double a l l o w a b l e . However, one of 

the e x h i b i t s t h a t was presented on the Scot t P/Z 

curve , i t was s t a t e d t h e y d r i l l e d a replacement w e l l 

r i g h t next t o t h e i r o r i g i n a l w e l l , and i t came i n at 

the same p r e s s u r e . That shows t o me t h a t they a r e n ' t 

g e n e r a t i n g new r e s e r v e s . Granted, they d i d get 

reserves f a s t e r , but they weren't new r e s e r v e s . They 

were reserves t h a t were p r o b a b l y going t o be recovered 

by an o f f s e t w e l l because i t ' s been p r e s s u r e d e p l e t e d . 

Q. Mr. Emmons, t h e r e was al s o some t e s t i m o n y , 

I b e l i e v e , from Mr. Jones about the p r o r a t i o n f o r m u l a 

and when w e l l s get shut i n . That appears t o be an 

issue i n t h i s h e a r i n g . What's your o p i n i o n about the 

o f f s e t s h aving t o l i v e w i t h those p r o r a t i o n r u l e s 

v i s - a - v i s M e r i d i a n ' s p r o p o s a l i n t h i s case? 

A. I f you look at E x h i b i t 13, I b e l i e v e t h a t 
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w i l l apply t o any w e l l , the p r o r a t i o n f o r m u l a . I f 

they d r i l l e d a v e r t i c a l w e l l , they would have the same 

l i m i t a t i o n s . That i s p a r t of the p r o r a t i o n f o r m u l a , 

and t h a t ' s p a r t of the p r o t e c t i o n of the p r o r a t i o n 

f o r m u l a . They're a s k i n g f o r a d e v i a t i o n from t h a t t o 

pay out t h e i r w e l l , and I don't f e e l t h a t ' s p r o t e c t i n g 

c o r r e l a t i v e r i g h t s . 

Q. There was al s o some d i s c u s s i o n about o i l 

w e l l s versus gas w e l l s and drai n a g e and t h i n g s l i k e 

t h a t . What are your t h o u g h t s about t h a t p a r t i c u l a r 

issue i n the h e a r i n g ? 

A. I don't f e e l c o m f o r t a b l e i n making g e n e r a l 

comparisons between gas and o i l . I f e e l you have 

d i f f e r e n t market c o n s i d e r a t i o n s , d i f f e r e n t p r o d u c t i o n 

mechanisms. The Cons e r v a t i o n D i v i s i o n even t r e a t s 

them d i f f e r e n t l y . You've got a p r o r a t e d Mesaverde 

f i e l d . I t ' s not f a i r t o compare i t t o an u n p r o r a t e d 

o i l p o o l . Your dr a i n a g e p a t t e r n s are d i f f e r e n t . 

Spacing u n i t s i z e s are d i f f e r e n t . So I don't t h i n k a 

gen e r a l comparison i s f a i r . 

Q. L e t ' s t a l k next about Mr. Clay t o n ' s 

diagram. We had i t up on the board, but maybe you 

could step t o the board and redraw i t . I t seems t o be 

m i s s i n g . I know you had a few thoug h t s about t h a t . 

Would you go ahead and do t h a t ? 
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A. I'm not a draftsman e i t h e r ; so I ' l l j u s t do 

my b e s t . 

Q. Y o u ' l l have t o d e s c r i b e o r a l l y as you go 

because the c o u r t r e p o r t e r won't have t h a t i n f r o n t of 

he r . 

A. Okay. I'm simp l y t r y i n g t o r e c r e a t e Mr. 

Clayton's e x h i b i t , which i s a r e p r e s e n t a t i o n of a 

s e c t i o n d i v i d e d i n t o q u a r t e r s e c t i o n s . Even though 

t h i s s p e c i f i c case deals w i t h stand-up u n i t s , t h i s 

p i c t u r e deals w i t h a lay-down u n i t i n the south h a l f . 

He d r i l l e d a w e l l b o r e i n the center of each 

q u a r t e r s e c t i o n i n the south h a l f , r e p r e s e n t i n g two 

v e r t i c a l w e l l s . I f I remember c o r r e c t l y , he d r i l l e d a 

v e r t i c a l w e l l t h a t s t a r t e d up i n the n o r t h and then 

i n t e r s e c t e d both v e r t i c a l w e l l s by c o n t i n u i n g from the 

west h a l f i n t o t h e east h a l f . 

He then drew a c i r c l e around each v e r t i c a l 

w e l l , and t h i s i s supposed t o be a c i r c l e 

( i n d i c a t i n g ) , r e p r e s e n t i n g a dra i n a g e p a t t e r n t h a t 

i n c o r p o r a t e d most of the s e c t i o n -- most of each 

q u a r t e r s e c t i o n t h a t would be observed by the v e r t i c a l 

w e l l s . 

By d r i l l i n g the d e v i a t e d w e l l , he then 

connected by tangent the ends of the drainage p a t t e r n 

of the v e r t i c a l w e l l s and then shaded i n the area, 

CUMBRE COURT REPORTING 
(505) 984-2244 



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 

143 

showing t h a t t h a t would be what would be produced by 

the d e v i a t e d w e l l t h a t could not be produced by the 

v e r t i c a l w e l l s . 

Q. That a p p a r e n t l y was p a r t of h i s ' f i g u r e of 

15 p e r c e n t a d d i t i o n a l u l t i m a t e recovery? 

A. R i g h t . I b e l i e v e he a t t r i b u t e d 10 per c e n t 

due t o t h a t . That doesn't d i r e c t l y apply here because 

the Mesaverde i s segregated, and, a c t u a l l y , t h e y ' r e 

o n l y going t o g e t , I b e l i e v e , i n one p o r t i o n of i t , 

the C l i f f House, and another p o r t i o n , P o i n t Lookout, 

where t h a t same l i m i t a t i o n i s plac e d on v e r t i c a l 

w e l l s . 

But the key p o i n t I ' d l i k e t o make i s t h a t 

by d r i l l i n g a h o r i z o n t a l w e l l , t h e r e i s an i m p l i e d 

l o c a t i o n e x c e p t i o n t h a t they do not have t o be 130 

f e e t from the center of the u n i t boundary. I f you 

take t h a t i m p l i e d r e s t r i c t i o n away and d r i l l your 

t h i r d v e r t i c a l w e l l r i g h t i n the c e n t e r , you're going 

t o recover a m a j o r i t y of the reserves t h a t would have 

been recovered by the h o r i z o n t a l w e l l . 

Another t h i n g I ' d l i k e t o p o i n t o u t , t h i s 

deals w i t h -- here I'm e r a s i n g e v e r y t h i n g except 

what's i n the -- what would be the drainage p a t t e r n i n 

a v e r t i c a l w e l l i n the west h a l f . 

A lthough the d e v i a t e d w e l l i s p r o j e c t e d t o 
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go i n t o the other q u a r t e r s e c t i o n , t h e r e i s no way 

they w i l l be able t o govern where the permeable zones 

are. O b v i o u s l y , f o r them t o get the d rainage t h a t 

they would d e s i r e , h o p e f u l l y , you have a homogeneous 

r e s e r v o i r , and you have homogeneous p e r m e a b i l i t y , and 

t h e r e f o r e i t ' s a l l going t o be produced e q u a l l y . 

U n f o r t u n a t e l y , the Mesaverde doesn't n e c e s s a r i l y do 

t h a t . 

You may a c t u a l l y have one h i g h l y permeable 

zone i n the Mesaverde. And t h a t v e r y w e l l could be a 

s i n g l e p o i n t . You could have an extr e m e l y permeable 

zone. And so the f i r s t s e v e r a l years of p r o d u c t i o n 

out of t h a t w e l l may act as a v e r t i c a l w e l l b o r e . 

T h e r e f o r e , i t would be u n f a i r t o gi v e t h i s u n i t t w i c e 

the a l l o w a b l e --

Q. And a l s o i f you h i t --

A. -- t w i c e the d e l i v e r a b i l i t y . 

Q. Also i f you h i t a h i g h l y permeable zone i n 

one q u a r t e r s e c t i o n , what e f f e c t , i f any, would t h a t 

have on i t s d rainage r a d i u s ? 

A. G r a p h i c a l l y , i n s t e a d of having -- i f , i n 

f a c t , t h i s t u r n e d out t o be the permeable area, i f you 

gi v e i t t w i c e the d e l i v e r a b i l i t y , then i t ' s going t o 

have t w i c e the drawdown from t h i s area; so your 

drainage area then goes beyond what was being d e p i c t e d 
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by the o r i g i n a l c i r c l e . 

So i f your v e r t i c a l w e l l would have 

recovered the e n t i r e q u a r t e r s e c t i o n , the h o r i z o n t a l 

or d e v i a t e d w e l l could recover from beyond the u n i t . 

Q. I f you would, p l e a s e , j u s t sum up what 

Amoco's p o s i t i o n i s and what i t s p r o p o s a l i s i n t h i s 

case . 

A. Amoco i s concerned about the c o r r e l a t i v e 

r i g h t impact by d o u b l i n g a s i n g l e d e v i a t e d w e l l ' s 

d e l i v e r a b i l i t y and a p p l y i n g t h a t t o the a l l o w a b l e . We 

f e e l a proper a l t e r n a t i v e and a b e t t e r a l t e r n a t i v e i n 

the i n t e r e s t of p r o t e c t i n g the o f f s e t ' s c o r r e l a t i v e 

r i g h t s would be t o a l l o w M e r i d i a n t o ta k e the two best 

w e l l s and then have those two best w e l l s determine the 

a l l o w a b l e f o r the u n i t . 

We do not care whether they use the 

h o r i z o n t a l w e l l p l u s e i t h e r of the two v e r t i c a l w e l l s , 

or i f the d e v i a t e d w e l l t u r n s out t o be a poorer w e l l , 

t h e y would then use the c o n v e n t i o n a l method of t a k i n g 

the two v e r t i c a l w e l l s . The only r e s t r i c t i o n I plac e 

upon t h a t , a g a i n , i s the d e v i a t e d w e l l should 

encounter Mesaverde f o r m a t i o n w i t h i n both u n i t s --

w i t h i n both q u a r t e r s e c t i o n s . 

Q. I s i t Amoco's i n t e n t i o n t o dis c o u r a g e or 

p r o h i b i t M e r i d i a n ' s a b i l i t y t o d r i l l these d e v i a t e d 
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w e l l s ? 

A. Not at a l l . 

MR. LUND: I have n o t h i n g f u r t h e r , Mr. 

Chairman . 

CHAIRMAN LEMAY: Thank you, Mr. Lund. 

Mr. K e l l a h i n ? 

MR. KELLAHIN: Thank you, Mr. Chairman. 

FURTHER EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Emmons, t h i s case o r i g i n a t e d b e f o r e the 

Examiner i n a h e a r i n g on September 20, 1989. Are you 

aware of t h a t ? 

A. Yes. 

Q. You've read the order? 

A. I've read the t r a n s c r i p t , and I've read 

p o r t i o n s of the o r d e r . 

Q. When d i d you p e r s o n a l l y become i n v o l v e d i n 

your company's p o s i t i o n i n t h i s case? 

A. P r i o r t o -- w e l l , when we f i r s t p i c k e d up 

the case on the docket b e f o r e the i n i t i a l h e a r i n g . 

Q. Am I c o r r e c t i n u n d e r s t a n d i n g t h a t your 

concerns are w i t h regards t o c o r r e l a t i v e r i g h t s ' 

issues as they might apply t o Amoco's spacing u n i t s i n 

the Mesaverde t h a t o f f s e t the two p r o j e c t areas? 

A. Although o b v i o u s l y I'm here t o p r o t e c t 
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Amoco's i n t e r e s t , but I'm al s o concerned about 

c o r r e l a t i v e r i g h t s i n gene r a l and the d i r e c t o f f s e t s . 

Q. W i t h i n the c o n t e x t of the issues decided 

b e f o r e the Commission, they look t o the p r e v e n t i o n of 

waste, and they a l s o look t o the c o r r e l a t i v e r i g h t s ' 

i s s u e s . 

A. C o r r e c t . 

Q. W i t h i n t h a t , you have not expressed any 

op i n i o n s or o b j e c t i o n s w i t h regards t o t h i s p i l o t 

p r o j e c t p r e v e n t i n g waste? Your concern, as I 

understand i t , i s the c o r r e l a t i v e r i g h t s impact t h a t 

t h i s p r o j e c t a l l o w a b l e may have on you as an o f f s e t 

o p e r a t o r ? 

A. A c t u a l l y , you can t i e i t back i n t o waste. 

I f I , as an o f f s e t o p e r a t o r , am f o r c e d i n t o d r i l l i n g 

expensive d e v i a t e d w e l l s simply t o get an a l l o w a b l e 

r e l i e f when I can accomplish the same t h i n g w i t h 

v e r t i c a l w e l l s , then i t has caused me economic waste. 

You're p r o t e c t i n g c o r r e l a t i v e r i g h t s t h r o u g h a 

w a s t e f u l a c t i o n . 

Q. The p r e v e n t i o n of waste concepts t h a t are 

i n t e g r a t e d i n the Examiner order are ones t h a t he has 

p r e d i c a t e d on f i n d i n g s t h a t show t h a t the d e v i a t e d 

w e l l has got the o p p o r t u n i t y t o encounter reserves 

t h a t the two e x i s t i n g w e l l b o r e s do not encounter. You 
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don't have any disagreement w i t h t h a t n o t i o n , do you? 

A. No, s i r , but the v e r t i c a l w e l l may be able 

t o do the same t h i n g . 

Q. I guess I'm confused by your p o s i t i o n . 

Amoco i s not i n o p p o s i t i o n t o the u t i l i z a t i o n of the 

p i l o t p r o j e c t f o r h i g h l y d e v i a t e d w e l l b o r e s , are you? 

A. No. 

Q. You're not t a k i n g the p o s i t i o n t h a t we can 

accomplish the same t h i n g w i t h v e r t i c a l w e l l s and 

t h e r e f o r e should not have the o p p o r t u n i t y t o d r i l l the 

two p i l o t w e l l s ? 

A. C o r r e c t . I don't know t h a t anyone knows 

whether you can accomplish the same t h i n g w i t h a 

v e r t i c a l w e l l , but at t h i s time I t h i n k a d e v i a t e d 

w e l l b o r e i s a good concept t o pursue. 

Q. Describe f o r me the b a s i s by which you are 

concerned about c o r r e l a t i v e r i g h t s . 

A. I n what manner? I t h i n k I --

Q. I n any manner you choose, s i r . 

A. I t h i n k I s t a t e d s e v e r a l reasons. I t h i n k 

I j u s t r e s t a t e d one. I n order t o get a s i m i l a r 

a l l o w a b l e r e l i e f i n the o f f s e t s , the o f f s e t o p e r a t o r 

w i l l be f o r c e d i n t o d r i l l i n g h o r i z o n t a l w e l l s . I 

don't b e l i e v e t h a t the OCD w i l l g r a n t t w i c e the 

d e l i v e r a b i l i t y on another v e r t i c a l w e l l . 
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So you have the economic waste i n order t o 

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

be a good w e l l . 

Q. Your b a s i s assumes t h a t the h i g h l y d e v i a t e d 

w e l l i s going t o be more s u c c e s s f u l i n terms of having 

a h i g h e r d e l i v e r a b i l i t y than the t h i r d v e r t i c a l w e l l ; 

r i g h t ? 

A. I t h i n k t h a t ' s the whole -- i t does, but I 

t h i n k t h a t ' s the whole reason i t ' s b e i n g d r i l l e d . I 

don't t h i n k i f you were going t o get a poorer w e l l , 

you would d r i l l i t . 

Q. What i f the Commission d i s a g r e e s w i t h you 

and decides t o o f f e r M e r i d i a n t w i c e the d e l i v e r a b i l i t y 

of the h i g h l y d e v i a t e d w e l l and e s t a b l i s h e s a cap. 

Now, you and Mr. Lund have t a l k e d about the cap. 

A. Um-hm. 

Q. Do you have a recommendation as t o where t o 

place t h a t cap i n the event the Commission d i s a g r e e s 

w i t h your p r o p o s a l t h a t we don't use t w i c e the "D"? 

A. I can't support t h a t o p t i o n because I've 

a l r e a d y e x p l a i n e d a l l the reasons why I don't support 

the o p t i o n . I guess I have a problem answering your 

q u e s t i o n because t h a t ' s not an o p t i o n t h a t I want t o 

pursue. 

Q. I understand i t ' s n o t . Le t ' s t a l k about 
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your reasons t o o b j e c t t o the cap. Y o u ' l l concede 

w i t h me, won't you, t h a t the h i g h e s t d e l i v e r a b i l i t y i n 

the Mesaverde i s a w e l l t h a t you operate t h a t ' s got 16 

m i l l i o n a day? 

A. I don't b e l i e v e you'd c a l l i t the h i g h e s t 

based on the c u r r e n t t e s t . 

Q. L e t ' s assume t h a t ' s approximate, 16 m i l l i o n 

a day; a l l r i ght ? 

A. Okay. That's i n c o r r e c t , but t h a t ' s f i n e . 

Q. And t h a t ' s p e r m i t t e d under the a l l o w a b l e 

system t h a t we have now? 

A. C o r r e c t . 

Q. We have a d e l i v e r a b i l i t y - d r i v e n a l l o w a b l e 

system? 

A. C o r r e c t . 

Q. There are no s p e c i a l l i m i t a t i o n s on t h a t 

w e l l even i f i t was the t h i r d w e l l i n the spacing u n i t 

t h a t had -- t h i s b i g horse i n the r e s e r v o i r t h a t ' s got 

t h i s humongous amount of gas i t produces every day; 

i t ' s not r e s t r i c t e d , i s i t ? 

A. No. However, i t s c u r r e n t t e s t i s l e s s than 

3 m i l l i o n a day. So i t ' s gone from 16 t o 3 m i l l i o n , 

and yet under the proposed cap, then t h e y would s w i t c h 

-- M e r i d i a n would then s w i t c h t o the next best u n i t . 

So you a r e n ' t comparing apples w i t h apples t h e r e . 
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Q. L e t ' s see i f we can f i n d some ap p l e s . Do 

you have a copy of Me r i d i a n ' s e x h i b i t book? 

A. I'm a f r a i d I don' t . 

Q. Let me f i n d one f o r you. ( I n d i c a t i n g . ) 

Let me have you t u r n t o page 3 of the 

Me r i d i a n e x h i b i t book, Mr. Emmons. 

A. Okay. 

Q. I f y o u ' l l look i n the lower l e f t - h a n d 

corner i n S e c t i o n 22, look at the 86 s t a t e w i d e 

d e l i v e r a b i l i t y on the Howell K 2A w e l l ; do you see 

t h a t ? 

A. Yes-. 

Q. 12.4 m i l l i o n a day, i s i t ? 

A. Yes. 

Q. Look at the o f f s e t t i n g spacing u n i t t h a t 

Amoco has, the Florance 45, a l i t t l e over a m i l l i o n a 

day? 

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

Q. I f we're l o o k i n g f o r places t o peg a cap, 

here's one w i t h i n a s e c t i o n of the s u b j e c t spacing 

u n i t , and i t shows 12.4 m i l l i o n a day; r i g h t ? 

A. That's the d e l i v e r a b i l i t y , yes. 

Q. When we look at the advantage t h a t one w e l l 

enjoys over another i n S e c t i o n 22, t h e r e i s a 

s i g n i f i c a n t range of d i s s i m i l a r i t i e s between the two 

CUMBRE COURT REPORTING 
(505) 984-2244 



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 

152 

d e l i v e r a b i l i t i e s , i s n ' t t h e r e ? 

A. Today. That may not happen tomorrow. 

Q. And i f t h i s cap i s al l o w e d t o f l o a t , as Mr. 

Jones proposed, then what you're doing i s r e s t r i c t i n g 

the a l l o w a b l e r a t e on the h i g h l y d e v i a t e d w e l l t o what 

a c t u a l l y occurs i n the r e s e r v o i r of t h i s p a r t i c u l a r 

p o o l , don't we? 

" f l o a t . " I've a l r e a d y shown you where i t should have 

f l o a t e d from 16 t o 3 m i l l i o n , and you j u s t f l o a t e d 

over t o 12.4 m i l l i o n . So i t ' s not the same t h i n g as 

your t a k i n g a s i n g l e u n i t and a b i d i n g by the n a t u r a l 

c o r r e c t i v e processes w i t h i n t h a t u n i t . 

Q. I s n ' t your concern t h a t t h e r e ' s going t o be 

some net uncompensated drainage from the Amoco 

p r o p e r t y t o the M e r i d i a n because t h e y ' r e going t o put 

t h i s b i g horse r i g h t next t o you, and i t ' s going t o 

take your share of the gas? I s n ' t t h a t what you're 

t r y i n g t o worry about? 

A. I don't have a problem i f M e r i d i a n does 

t h a t and can comply w i t h the c u r r e n t p r o r a t i o n 

f o r m u l a . Where my problem i s i s t h a t M e r i d i a n i s 

t r y i n g t o go beyond the p r o r a t i o n f o r m u l a and ask f o r 

a s p e c i a l p r o v i s i o n t o a l l o w a hi g h e r a l l o w a b l e . To 

get t o t h a t cap, t h e y ' r e going t o have t o get 8 

A. Yes . I have a problem w i t h your term 
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m i l l i o n a day out of t h e i r w e l l . 

I don't see any w e l l s i n the immediate 

o f f s e t s u n i t s , and when I'm sa y i n g "immediate," I mean 

d i r e c t l y o f f s e t u n i t s , t h a t come anywhere near 8 

m i l l i o n a day i n a d e l i v e r a b i l i t y out of a s i n g l e 

w e l l . And so --

Q. Then you're t e l l i n g me i f we take t w i c e the 

"D," we're r e a l l y g i v i n g i t an a r t i f i c i a l a l l o w a b l e 

t h a t any w e l l i n t h i s area can't expect t o meet? 

A. Le t ' s use an example, S e c t i o n 22. My 

answer i s p o s s i b l y . 

Look at Sec t i o n 22. The v e r y example you 

gave me, i t had a r a t e of 12.4 m i l l i o n a day f o r i t s 

d e l i v e r a b i l i t y . Look at the other w e l l s i n t h a t same 

u n i t t h a t i t has t o combine w i t h i t . I t ' s 413. I t ' s 

not t h a t -- t h a t w e l l could have come i n at 8 m i l l i o n 

and had the other w e l l i n the u n i t be 413. I t would 

s t i l l be l i m i t e d t o 8 m i l l i o n a day. What you're 

as k i n g f o r i s 16 m i l l i o n a day. 

Q. I s n ' t the u n d e r l y i n g concern one where 

you're w o r r i e d about the a l l o w a b l e f o r the h i g h l y 

d e v i a t e d w e l l e n j o y i n g some u n f a i r c o m p e t i t i v e 

advantage over Amoco whereby t h e r e i s net 

uncompensated drainage from your spacing u n i t t o ours? 

MR. LUND: I o b j e c t t o the q u e s t i o n as f a r 
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as net uncompensated d r a i n a g e . I t c a l l s f o r a l e g a l 

c o n c l u s i o n . I have no o b j e c t i o n t o Mr. Emmons 

t e s t i f y i n g about what h i s u n d e r s t a n d i n g of drainage i s 

i n g e n e r a l . 

CHAIRMAN LEMAY: I'm not sure where you're 

g o i n g , Counselor, on t h i s . 

MR. KELLAHIN: Let me rephrase the 

quest i on . 

Q. You're w o r r i e d , a r e n ' t you? C o r r e l a t i v e 

r i g h t s means what t o you, s i r ? 

A. As Mr. Jones mentioned e a r l i e r , the 

o p p o r t u n i t y t o produce your f a i r share of the 

r e s e r v o i r . 

Q. Without waste? 

A. Without waste. 

Q. Your share i s d e f i n e d , I presume, by some 

volume of gas t h a t u n d e r l i e s your spacing u n i t ? 

A. G e n e r a l l y , yes. 

Q. You have expressed concern over the cums 

t h a t have been produced w i t h i n the areas around the 

Howell w e l l ; r i g h t ? 

A. Right . 

Q. Can you t e l l me what percentage of the 

t o t a l gas i n pla c e f o r the spacing u n i t t h a t t h a t 

c u m u l a t i v e number r e p r e s e n t s f o r any of the spacing 
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u n i t s ? 

A. I would have t o share some of the same 

concerns t h a t the g e o l o q i s t p r e s e n t e d ; t h a t i t i s 

d i f f i c u l t t o map the area. Quite o f t e n , the f o u r 

volume numbers and the P/Z numbers do not compare. So 

t o compare i t d i r e c t l y t o gas i n p l a c e , Amoco has the 

same concerns t h a t M e r i d i a n has. 

Q. I assume then by your answer t h a t you have 

not attempted t o c a l c u l a t e v o l u m e t r i c a l 1 y the 

r e c o v e r a b l e gas i n pla c e e i t h e r under the Howell u n i t 

or any of the other spacing u n i t s t h a t might o f f s e t 

t h a t spacing u n i t ? 

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

Q. And t h a t ' s t r u e of the R i d d l e as w e l l ? 

A. Cor r e c t . 

Q. Have you as a r e s e r v o i r engineer attempted 

t o c o n s t r u c t a P/Z versus Q p l o t on any of the 

pr o d u c i n g w e l l s i n t h i s p a r t i c u l a r area f o r the Howell 

or the Riddl e ? 

A. No, I have n o t . 

Q. So based upon t h a t a n a l y s i s , you can't t e l l 

me what you would p r o j e c t t o be the u l t i m a t e r e c o v e r y 

from any of those w e l l s ? 

A. I have looked at some P/Z a n a l y s i s f o r the 

two u n i t s i n v o l v e d . 
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Q. Can you t e l l me what p o r t i o n of the c u r r e n t 

c u m u l a t i v e p r o d u c t i o n from any of those w e l l s i s 

r e l a t e d t o the gas volumes you get from the P/Z 

analys i s ? 

A. I'm not sure what you're a s k i n g me. 

Q. You t o l d me you haven't done v o l u m e t r i c s t o 

giv e us gas i n pl a c e or r e c o v e r a b l e gas f o r any of the 

spacing u n i t s ? 

A. Cor r e c t . 

Q. Have you taken the methodology of l o o k i n g 

at P/Z t o get you cu m u l a t i v e gas from t h a t p a r t i c u l a r 

w e l l ? 

A. I have looked at the P/Z curves on the 

w e l l s . 

Q. I s the b a s i s of your o p p o s i t i o n based upon 

u l t i m a t e r e c o v e r i e s per spacing u n i t , u s i n g the P/Z 

analys i s ? 

A. I d i d n ' t do the type a n a l y s i s you're 

a s k i n g . What I d i d i s I looked at what has been 

recovered t o da t e . And i f you can't do poor volume 

a n a l y s i s , you can't r e a l l y r e l a t e i t back t o what's i n 

the ground. You're j u s t l o o k i n g at what's happened t o 

date . 

And based upon your d e l i v e r a b i l i t y t e s t 

d a t a , which I addressed i n my f i r s t comment, t h a t 

CUMBRE COURT REPORTING 
(505) 984-2244 



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 

157 

problem can be overcome by d r i l l i n g a v e r t i c a l w e l l . 

The other comparison I made was t o 

p r o d u c t i o n t o da t e . C l e a r l y , the Howell and the 

R i d d l e have not had a disadvantage i n g e t t i n g the 

amount of p r o d u c t i o n out of the ground when you 

compare t h e i r u n i t t o the o f f s e t u n i t s . 

Q. Does Amoco have plan s t o d r i l l any h i g h l y 

d e v i a t e d or h i g h - a n g l e w e l l s i n the Mesaverde 

format ion? 

A. We're e v a l u a t i n g i t . 

Q. What i s the s t a t u s ? 

A. I don't know -- you know, I can't say we're 

going t o d r i l l a w e l l w i t h i n a month or t h r e e months 

or a year, but I know t h a t ' s being e v a l u a t e d . 

Q. What i s the s t a t u s of the e v a l u a t i o n at 

t h i s p o i n t ? 

A. I don't r e a l l y know. 

Q. You don't know where you are on the process 

w i t h i n the company of d e c i d i n g whether y o u ' l l go 

for w a r d ? 

A. No. 

Q. I presume, because you don't have such an 

a p p l i c a t i o n , t h a t you're some d i s t a n c e removed from 

where M e r i d i a n i s at t h i s p o i n t i n t h e i r p r o j e c t ? 

A. I do not work t he Blanco-Mesaverde f i e l d . 
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The p a r t i e s — the engineers t h a t work t h a t have 

o b v i o u s l y a l o t b e t t e r handle on t h a t . 

Q. Do you know what your engineers t h a t work 

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

the h i g h - a n g l e w e l l s , what t h e y ' r e p r o p o s i n g t o do 

about the a l l o w a b l e f o r Amoco? 

A. I reviewed i n d e t a i l -- o b v i o u s l y , i f t h i s 

i s something Amoco i s going t o t u r n around and ask 

f o r , i t would be f o o l i s h f o r me t o come i n and p r o t e s t 

i t . I reviewed i n d e t a i l whether the recommendation 

we are p r o p o s i n g i s something we are w i l l i n g t o l i v e 

w i t h . And the answer was yes. 

Q. Simply because the c u r r e n t a l l o w a b l e system 

doesn't have p r o v i s i o n f o r an a l l o w a b l e f o r a h i g h l y 

d e v i a t e d w e l l doesn't p r e c l u d e the Commission from 

c r e a t i n g a s p e c i a l p r o j e c t a l l o w a b l e f o r these w e l l s , 

does i t ? 

A. No . 

Q. There are no other h i g h l y d e v i a t e d w e l l s 

such as t h i s t h a t you're aware of i n the Mesaverde 

P o o l , are t h e r e ? 

A. Not t o my knowledge. 

Q. C e r t a i n l y not i n the San Juan Basin; r i g h t ? 

A. I can't answer f o r a l a r g e area but f o r the 

Blanco-Mesaverde. I can answer t h a t I don't know of 
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any othe r s . 

Q. Does your company have any w e l l l i k e t h i s 

i n any other of the p r o d u c i n g p o o l s i n the San Juan 

Basin? 

A. We've d r i l l e d h o r i z o n t a l -- not i n the San 

Juan Basin; I'm s o r r y . 

MR. KELLAHIN: Thank you, s i r . 

CHAIRMAN LEMAY: Thank you, Mr. K e l l a h i n . 

A d d i t i o n a l q u e s t i o n s ? Mr. Weiss? 

FURTHER EXAMINATION 

BY COMMISSIONER WEISS: 

Q. I s Amoco s a t i s f i e d w i t h the method t h a t 

M e r i d i a n uses t o p u b l i c i z e , say, t h e i r e f f o r t s i n the 

coal gas, t h e i r development te c h n i q u e s and such and 

t h e i r c o m p l e t i o n t e c h n i q u e s or t h e i r t e c h n o l o g y i n 

gen era 1? 

A. U n f o r t u n a t e l y , though I am r e s p o n s i b l e f o r 

New Mexico, the one area i n New Mexico I'm not 

r e s p o n s i b l e i s c o a l D gas. I know t h a t Mr. Nance, who 

i s s i t t i n g i n the audience, was i n our o f f i c e i n 

Denver y e s t e r d a y t a l k i n g about t h a t , but t o say 

whether we're s a t i s f i e d or n o t , I can't answer t h a t . 

Q. I have one other q u e s t i o n . I guess I'm 

confused on t h i s cap. Maybe you can e x p l a i n i t t o 

me . 

CUMBRE COURT REPORTING 
(505) 984-2244 



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 

160 

I f t h i s proposed w e l l would make -- had a 

"D" of 20 m i l l i o n a day, i t would o n l y be al l o w e d t o 

produce 16 m i l l i o n i s the way I understand i t ? 

A. Or whatever i s the h i g h e s t . I f M e r i d i a n 

goes and d r i l l s a w e l l tomorrow t h a t comes i n at 50 

m i l l i o n based on t h e i r cap, the cap would then go t o 

50 m i l l i o n a day. 

But t o answer your q u e s t i o n d i r e c t l y , yes. 

Q. So i t ' s based on the best w e l l i n the 

f i e l d ? 

A. Best u n i t . I t ' s a l i t t l e c o n f u s i n g , but I 

t h i n k t h e y meant the best u n i t p r o d u c t i o n out of a 

v e r t i c a l d r i l l e d u n i t . 

COMMISSIONER WEISS: Thank you. That's a l l 

the q u e s t i o n s I have. 

FURTHER EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Mr. Emmons, do you happen t o know i f Amoco 

happened t o have a p o l i c y on g r a n t i n g maybe an 

i n c e n t i v e a l l o w a b l e f o r encouraging new te c h n o l o g y and 

b a l a n c i n g the r i s k encountered i n u s i n g t h a t new 

technol o g y ? 

A. I don't have any knowledge f i r s t h a n d . They 

may; t h e y may n o t , but I don't have any knowledge on 

t h a t . 
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Q. Would you care t o comment on r e g u l a t o r y 

approaches t h a t do encourage new te c h n o l o g y t h r o u g h 

a l l o w a b l e i n c r e a s e s ? 

A. I t h i n k t h a t has a l o t of m e r i t . 

U n f o r t u n a t e l y , here, we're t a l k i n g about a p r o r a t e d 

p o o l t h a t not only M e r i d i a n but a l s o Amoco has 

concerns about how the a l l o c a t i o n s are c u r r e n t l y being 

handled. I'm p a r t i c i p a t i n g as w e l l as M e r i d i a n i s 

p a r t i c i p a t i n g on a subcommittee t h a t ' s p a r t of the 

o v e r a l l committee, t r y i n g t o make changes i n the 

r u l e s . 

That v e r y w e l l could be brought up as a 

recommendation, and l e t ' s change i t f o r the e n t i r e 

p ool i n s t e a d of doing i t on a s p e c i a l e x c e p t i o n b a s i s , 

w e l l by w e l l or u n i t by u n i t . 

I guess my f e e l i n g s a r e , l e t ' s make sure we 

look at the e n t i r e p o o l and make sure i t ' s f a i r t o the 

e n t i r e p o o l . What I t r i e d t o do i s p o i n t out today 

some of the concerns I have when you apply i t i n a 

l i m i t e d n a t u r e . 

Q. Extending t h a t , though, i t has t o s t a r t 

somewhere, doesn't i t ? I f you're going t o apply an 

i n c e n t i v e a l l o w a b l e somewhere t h a t would be a p o l i c y 

t h r o u g h o u t t h a t p o o l , you would s t a r t w i t h an 

a p p l i c a t i o n , I would assume? 
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A. But you may be p r o v i d i n g an i n c e n t i v e 

a l l o w a b l e by j u s t making them use the h o r i z o n t a l w e l l 

p l u s one of the other w e l l s . 

I haven't heard them say they won't d r i l l 

i t i f they take our p r o p o s a l . That was asked. I 

don't b e l i e v e we got a d i r e c t answer on i t . So you 

may i n f a c t — they expect t o get a b e t t e r w e l l . 

There's no q u e s t i o n . I f they d o n ' t , then I don't 

understand why t h e y ' r e here. 

So you may be i n f a c t p r o v i d i n g t h a t 

i n c e n t i v e a l l o w a b l e because, i f the w e l l acts l i k e two 

v e r t i c a l w e l l s , and you throw i n another one of the 

v e r t i c a l w e l l s , you p r o v i d e them an i n c e n t i v e 

a l l o w a b l e adding i n one of the other v e r t i c a l w e l l s , 

e s s e n t i a l l y t a k i n g t h r e e v e r t i c a l w e l l s and adding 

them t o g e t h e r . 

Q. Was i t your t e s t i m o n y t h a t no one knows i f 

a d i a g o n a l w e l l w i l l i n c r e a s e the u l t i m a t e r e c o v e r y 

from the p r o r a t i o n u n i t ? 

A. What I'm saying i s , I agree w i t h M e r i d i a n 

t h a t t h e r e ' s a l o t of unknowns today. I f t h e i r 

d e v i a t e d w e l l does not encounter any b e t t e r 

p e r m e a b i l i t y than what a t y p i c a l v e r t i c a l w e l l would 

g e t , then they may not have any p o s i t i v e r e s u l t s from 

i t . But I t h i n k t h e r e ' s a l s o t h e same l i k e l i h o o d they 
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may encounter new sands; t h e r e f o r e , have a d d i t i o n a l 

r e c o v e r y , but t h a t may have a l s o been accomplished by 

d r i l l i n g another v e r t i c a l w e l l . 

I j u s t don't know enough about i t today t o 

say i n advance whether t h e y ' r e going t o get a d d i t i o n a l 

reserves or n o t . I t h i n k t h e r e ' s a chance t h a t they 

w i l l . 

Q. I n t h a t same v e i n , i f you say another 

v e r t i c a l w e l l , you would be amenable t o a l l o w i n g t h r e e 

w e l l s i n a p r o r a t i o n u n i t and having t h e o p e r a t o r be 

able t o choose the best two out of the t h r e e , i f he 

was so i n c l i n e d , t o in c r e a s e h i s u l t i m a t e recovery? 

A. The d e v i a t e d w e l l throws i n k i n d of a ki n k 

i n t h a t . The reason I'm not l i m i t i n g M e r i d i a n w i t h 

the d e v i a t e d w e l l i s because I t h i n k t h e r e ' s p r o b a b l y 

a good chance t h a t they w i l l not get a l l t he 

p r o d u c t i o n out of both q u a r t e r s e c t i o n s . They may 

a c t u a l l y get the predominant p r o d u c t i o n out of a 

q u a r t e r s e c t i o n . Without f o r c i n g M e r i d i a n t o go i n 

t h e r e and t e s t t o f i n d out r e a l l y where t h e i r 

p r o d u c t i o n i s coming from, we don't know which w e l l t o 

p a i r i t up w i t h . 

So t o remove t h a t o b l i g a t i o n , I'm sa y i n g 

they can use the h o r i z o n t a l w e l l p l u s any of the other 

two. That's not t o say t h a t I t h i n k when we s t a r t 
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d r i l l i n g t h r e e v e r t i c a l w e l l s i n a u n i t t h a t they have 

t o not i n c l u d e the o f f s e t u n i t -- an o f f s e t q u a r t e r 

s e c t i o n . I s t i l l f e e l t h a t ' s a proper r e q u i r e m e n t . 

CHAIRMAN LEMAY: I have no f u r t h e r 

q u e s t i o n s . Thank you. 

Any a d d i t i o n a l q u e s t i o n s of the w i t n e s s ? 

I f n o t , he may be excused. Thank you. 

MR. LUND: We have n o t h i n g f u r t h e r , Mr. 

Chairman. 

CHAIRMAN LEMAY: Are t h e r e any statements 

i n t h i s case? Do you care t o wrap i t up, Counselor? 

MR. KELLAHIN: Mr. Chairman, I don't know 

i f the Commission has a d d i t i o n a l q u e s t i o n s . We have a 

number of t e c h n i c a l people t h a t can q u i c k l y respond i f 

t h e r e ' s any f u r t h e r q u e s t i o n s . I don't presume t o 

know what i s of concern t o you i n the case. We've 

done what we can t o gi v e you the background 

i n f o r m a t i o n . I f t h e r e ' s other i n f o r m a t i o n you want 

from us or want t o r e c a l l a w i t n e s s , we c e r t a i n l y 

s t i l l have them a v a i l a b l e . 

CHAIRMAN LEMAY: Let me check w i t h 

Commissioner Weiss. We keep t h a t o p t i o n open, as you 

know. 

I t h i n k w i t h the i n c o r p o r a t i o n of the 

rec o r d of the p r e v i o u s case and what we've heard today 
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t h a t we c e r t a i n l y have enough evidence t o make our 

d e c i s i o n , Counselor. 

MR. KELLAHIN: We're ready t o conclude 

t h e n , Mr. Chairman. 

CHAIRMAN LEMAY: L e t ' s conclude. 

MR. LUND: We've a l l heard enough today, 

and the on l y p o i n t t h a t I would make, w i t h a l l due 

respect t o M e r i d i a n , I t h i n k t h a t they have a ve r y 

good i d e a , and I understand t h e i r t e c h n o l o g i c a l 

concerns, but what they want t o do i s c h e r r y p i c k , and 

I know t h a t was o b j e c t e d t o e a r l i e r when I suggested 

t h a t . They want t o get a p r o d u c t i o n cap, and they 

come i n here and say, "W e l l , we're going t o g i v e the 

Commission something t h a t we d i d not g i v e Mr. Catanach 

the o p p o r t u n i t y t o c o n s i d e r . We're going t o put t h i s 

p r o d u c t i o n cap i n t h e r e . " But i t ' s c h e r r y p i c k i n g , 

and i t ' s u n f a i r f o r the reasons t h a t Mr. Emmons 

t e s t i f i e d . 

We do not oppose the t e c h n o l o g y . We do not 

oppose t h i s p r o j e c t . We t h i n k i t ' s a gr e a t 

s u g g e s t i o n . But i t ' s u n f a i r t o the o f f s e t s . I t ' s 

u n f a i r t o those who are concerned about c o r r e l a t i v e 

r i g h t s t o a l l o w M e r i d i a n t o get what t h e y ' r e a s k i n g i n 

t h i s case. 

The f i n a l t h i n g I would say i s t h a t I t h i n k 
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Mr. Catanach i n h i s order v e r y a p p r o p r i a t e l y summed up 

our concern. I n h i s F i n d i n g s 12 and 13, he t a l k e d 

about the concerns f o r c o r r e l a t i v e r i g h t s and the 

u n f a i r advantage t h a t M e r i d i a n would be seeking i n 

t h i s case. And f o r the reasons t h a t Mr. Emmons 

t e s t i f i e d t o , we r e s p e c t f u l l y request t h a t t h e i r 

request be den i e d , and t h a t you adopt the p r o p o s a l 

t h a t Amoco has suggested. We t h i n k t h a t would g i v e 

them a f a i r o p p o r t u n i t y t o generate a r e t u r n f o r the 

d o l l a r s t h a t they've been spending and a l s o p r o t e c t 

c o r r e l a t i v e r i g h t s . 

With a l l due r e s p e c t , i t ' s simply not f a i r 

t o g r a n t the M e r i d i a n request as s t a t e d today. Thank 

you . 

CHAIRMAN LEMAY: Thank you, Mr. Lund. Mr. 

K e l l a h i n ? 

MR. KELLAHIN: Gentlemen, Mr. Lund wants 

you t o focus on c o r r e l a t i v e r i g h t s . He says i t ' s 

u n f a i r . I t somehow gives us an u n f a i r advantage over 

Amoco; y e t , d e s p i t e t h e i r involvement i n t h i s case 

from September onward, the y have p r o v i d e d you n o t h i n g 

by which t o determine the e x t e n t of t h e i r c o r r e l a t i v e 

r i g h t s and t o what e x t e n t you must p r o t e c t them. They 

have not given us what they b e l i e v e t o be the gas i n 

place underneath t h e i r spacing u n i t s , or why the 
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e s t a b l i s h m e n t of a s p e c i a l p r o j e c t a l l o w a b l e should 

somehow be u n f a i r t o them. 

The concern t h a t we have i s t h a t Mr. 

Catanach has a l s o put the wrong emphasis on what he 

was doing when he wrote the Examiner o r d e r . The 

fundamental o b l i g a t i o n of the Commission and the 

Examiner i s t o pre v e n t waste. I t i s not simply t o 

look s o l e l y at the c o r r e l a t i v e r i g h t s i s s u e ; 

p a r t i c u l a r l y , i n a case l i k e t h i s , where i t ' s so 

s u b j e c t i v e and so hard t o q u a n t i f y . Who are we t o say 

t h a t t w i c e the d e l i v e r a b i l i t y i s going t o i m p a i r 

anyone? There's some doubts as t o whether t h i s w e l l 

i s going t o be as good. I t ' s a v e r t i c a l w e l l . So the 

s p e c u l a t i o n on c o r r e l a t i v e r i g h t s i s r e a l l y not what 

we ought t o be concerned about. 

I t ' s u n d i s p u t e d t h a t p r e v e n t i o n of waste i s 

the paramount o b l i g a t i o n of t h i s Commission. I t ' s 

been set f o r t h i n cases t h a t have gone t o the New 

Mexico Supreme Court. That's your fundamental 

o b l i g a t i o n . There i s a b s o l u t e l y no disagreement i n 

t h i s case t h a t a p i l o t p r o j e c t -- and we're not ask i n g 

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

Mesaverde. We're l o o k i n g f o r a p r o j e c t i n c e n t i v e t h a t 

makes t h i s e c o n o m i c a l l y v i a b l e so t h a t we can do what 

Mr. Catanach has found t h a t we ought t o be d o i n g . And 
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t h a t i s t o d r i l l these w e l l s t o pr e v e n t waste. 

Mr. C l a y t o n t o l d you h i s p o s i t i o n and t h a t 

of h i s company f a r more e l o q u e n t l y than I can, but the 

one thought t h a t s t i c k s i n my mind from a l l the 

d i s c u s s i o n t h i s morning i s why should we be p e n a l i z e d 

f o r the o p p o r t u n i t y t o enjoy success i n t h i s 

r e s e r v o i r ? And t h a t ' s a l l we're a s k i n g you f o r . 

We're not as k i n g you f o r a blank check. We've 

proposed some l i m i t a t i o n s on how we might operate 

t h i s . 

I f y o u ' l l look at the t r a n s c r i p t , I t h i n k 

i t ' s i n t e r e s t i n g t o look at the exchange between Mr. 

Catanach and Mr. Jones, and t h a t demonstrates why I 

t h i n k Mr. Catanach had the wrong focus and emphasis 

when he wrote the v e r y f i n d i n g s t h a t Mr. Lund wants t o 

draw your a t t e n t i o n t o . 

He presumed i n h i s q u e s t i o n t o Mr. Lund 

t h a t a p p r o v a l of t h i s a p p l i c a t i o n was going t o harm 

the o f f s e t s , and he posed the q u e s t i o n i n t h a t 

f a s h i o n . He presumed a q u e s t i o n f o r which t h e r e was 

only one answer: i f t h i s p r o j e c t harms other 

o p e r a t o r s i n the p o o l . Harm, I would d e f i n e as 

i m p a i r i n g t h e i r c o r r e l a t i v e r i g h t s . And t h i s 

Commission always has r e t a i n e d j u r i s d i c t i o n of a l l 

your o r d e r s . I n f a c t , you've got the fundamental 
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o b l i g a t i o n i f subsequent evidence demonstrates t o you 

t h a t harm i s o c c u r r i n g w i t h t h i s p r o j e c t , you can set 

a show cause h e a r i n g and b r i n g us back i n the next 

day. You're not w r i t i n g a check f o r us t h a t we f i l l 

i n the amount and we're not accounta b l e t o you ever. 

That's c e r t a i n l y not t r u e . You always have the 

u l t i m a t e power t o determine what we do. 

And what b e t t e r way t o judge what happens 

w i t h the Mesaverde than t o t e s t i t w i t h a p i l o t 

p r o j e c t ? T h i s i s the way we h i s t o r i c a l l y do these 

k i n d s of t h i n g s , and any new te c h n o l o g y n o r m a l l y goes 

th r o u g h a c y c l e of p i l o t p r o j e c t . T h i s p a r t i c u l a r 

p r o j e c t needs an economic i n c e n t i v e , a s p e c i a l p r o j e c t 

a l l o w a b l e . 

And t h e r e ' s some l o g i c t o what we've 

discussed f o r you. I t ' s a s i n g l e w e l l b o r e t h a t 

p e n e t r a t e s both halves of the spacing u n i t s , and why 

not double the "D" f o r t h a t ? I t sounds reasonable t o 

me. I'm not a t e c h n i c a l person, but i t j u s t seems t o 

make sense t h a t t h a t should be a choice when you've 

p e n e t r a t e d both halves of the 160 w i t h t h i s d e v i a t e d 

w e l l , t h a t you have the choice of t a k i n g t h a t or the 

other two v e r t i c a l w e l l s and c a l c u l a t i n g your 

al1owable. 

T h i s i s a te c h n o l o g y whose time has come, 
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and we want the o p p o r t u n i t y , i f y o u ' l l p e r m i t us, t o 

ex e r c i s e the chance t o see i f we can't recover 

reserves t h a t might not o t h e r w i s e be produced i n t h i s 

r e s e r v o i r . I t ' s not unusual f o r t h i s Commission t o 

encourage the development and use of a d d i t i o n a l 

t e c h n o l o g y . We request t h a t you not unreasonably 

r e s t r a i n y o u r s e l v e s as r e g u l a t o r s and remove the 

f l e x i b i l i t y from us as o p e r a t o r s i n order t o t e s t t h i s 

p r o j e c t . 

You p r o v i d e d t h a t t o Mr. Mer r i o n not lo n g 

ago i n Order R-9079. Now he's got a h o r i z o n t a l 

d i r e c t i o n a l l y d r i l l e d p i l o t p r o j e c t . A d m i t t e d l y , t h i s 

i s an o i l r e s e r v o i r , and you might want t o make a 

d i s t i n c t i o n , but t h i s Commission p r o v i d e s those k i n d s 

of i n c e n t i v e s . Mr. Me r r i o n had a bonus a l l o w a b l e i n 

here. He had a s p e c i a l p r o j e c t a l l o w a b l e t h a t was 

higher than h i s depth b r a c k e t o i l a l l o w a b l e . 

We're not ask i n g you f o r something 

unusual. We're simply a s k i n g t o make t h i s p r o j e c t 

work, t o t e s t the t e c h n o l o g y , and l e t us do i t now 

be f o r e we los e the o p p o r t u n i t y t o e x e r c i s e t h i s and 

b r i n g i t back t o you and show whether or not i t can be 

a success or n o t , and t h a t ' s a l l we're a s k i n g . 

CHAIRMAN LEMAY: Thank you, Mr. K e l l a h i n . 

I s t h e r e a n y t h i n g a d d i t i o n a l i n these 
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cases? I f n o t , the Commission w i l l t a ke them under 

advisement. Thank you. 
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