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1 EXAMINER MORROW: C a l l t h e f i r s t c ase, No. 

2 10102. 

3 MR. STOVALL: A p p l i c a t i o n of Sage Energy 

4 Company f o r a u n i t agreement, Lea County, New Mexico. 

5 EXAMINER MORROW: C a l l f o r appearances i n 

6 t h i s case. 

7 MR. BRUCE: Mr. Examiner, my name i s James 

8 Bruce from t h e H i n k l e Law F i r m i n A l b u q u e r q u e , 

9 r e p r e s e n t i n g t h e A p p l i c a n t . I have t h r e e w i t n e s s e s t o 

10 be sworn, and I would a l s o r e q u e s t t h a t t h i s case be 

11 c o n s o l i d a t e d w i t h Case.10103. 

12 EXAMINER MORROW: W e ' l l c o n s o l i d a t e t h i s 

13 case w i t h 10103 f o r t h e h e a r i n g t o d a y . I ' l l c a l l Case 

14 10103 . 

15 MR. STOVALL: A p p l i c a t i o n of Sage Energy 

16 Company f o r a w a t e r f l o o d p r o j e c t , Lea County, New 

17 Mex i c o . 

18 EXAMINER MORROW: W i l l t h e w i t n e s s e s p l e a s e 

19 stand and be sworn. 

20 ( T h e r e u p o n , t h e w i t n e s s e s were sworn.) 

21 MR. BRUCE: I would c a l l Mr. P a t r i c k t o t h e 

22 s t a n d . B e f o r e I b e g i n , Mr. Examiner, by t h e 

23 P r e h e a r i n g Statement we f i l e d l a s t F r i d a y , t h i s case 

24 was a d v e r t i s e d as j u s t a p p r o v a l of a u n i t agreement. 

25 The A p p l i c a n t i s se e k i n g s t a t u t o r y u n i t i z a t i o n . 
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1 Today we want t o put on enough evidence t o 

2 support the w a t e r f l o o d and some of the evidence f o r 

3 the u n i t i z a t i o n , but we would ask t h a t t h i s case be 

4 continued to October 31 t o f i n a l i z e the s t a t u t o r y 

5 u n i t i z a t i o n p o r t i o n of the case. 

6 EXAMINER MORROW: Yes, s i r , t h a t w i l l be 

7 done. 

8 LEE PATRICK 

9 the witness h e r e i n , a f t e r having been f i r s t d u l y sworn 

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

11 EXAMINATION 

12 BY MR . BRUCE . 

13 Q. Would you please s t a t e your f u l l name and 

14 c i t y of residence? 

15 A. Lee P a t r i c k , San Anto n i o , Texas. 

16 Q. And what i s your occupation and who are you 

17 employed by? 

18 A. I'm d i v i s i o n landman f o r Sage Energy 

19 Company. 

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

21 OCD as a petroleum landman? 

2 2 A. Yes, I have. 

23 Q. Were your c r e d e n t i a l s accepted as a matter 

24 of record? 

25 A. Yes, they were. 

CUMBRE COURT REPORTING 
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1 Q. Are you f a m i l i a r w i t h t h e l a n d m a t t e r s 

2 i n v o l v e d i n Case Nos. 10102 and 10103? 

3 A. Yes, I am. 

4 MR. BRUCE: Mr. Examiner, i s t h e w i t n e s s 

5 a c c e p t a b l e ? 

6 EXAMINER MORROW: Yes, w e ' l l a c c e p t h i s 

7 q u a l i f i c a t i o n s . 

8 Q. Mr. P a t r i c k , would you b r i e f l y s t a t e what 

9 Sage Energy Company seeks i n t h e s e two cases? 

10 A. I n Case 10102, Sage seeks t o s t a t u t o r i l y 

11 u n i t i z e a l l i n t e r e s t i n t h e Abo f o r m a t i o n , u n d e r l y i n g 

12 a l l or p a r t s of S e c t i o n s 35 and 36, i n 16 South 34 

13 E a s t , and S e c t i o n s 1 , 2 and 12 i n 17 S o u t h , 34 E a s t . 

14 The u n i t area i s 100 p e r c e n t S t a t e of New 

15 Mexico m i n e r a l s , and i n Case 10103 we seek a p p r o v a l 

16 f o r secondary r e c o v e r y of a w a t e r f l o o d p r o j e c t f o r t h e 

17 u n i t . 

18 Q. Would you p l e a s e r e f e r t o E x h i b i t A and 

19 d e s c r i b e i t s c o n t e n t s f o r t h e Examiner, b r i e f l y ? 

20 A. E x h i b i t A i s a p l a t w hich o u t l i n e s t h e 

21 proposed u n i t area and which i d e n t i f i e s t h e s e p a r a t e 

22 t r a c t s w hich c o m p r i s e t h e u n i t a r e a . These t r a c t s 

23 f o r m t h e common m i n e r a l o w n e r s h i p . There a r e 22 

24 t r a c t s , and Sage o p e r a t e s 20 of the s e t r a c t s . The 

25 u n i t c o n s i s t s of 1,762.79 a c r e s of s t a t e l a n d . 

CUMBRE COURT REPORTING 
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1 Q. Who i s t h e o p e r a t o r of t h e o t h e r two 

2 t r a c t s ? 

3 A . Marathon . 

4 Q. Would you p l e a s e d e s c r i b e t h e u n i t i z e d 

5 f o rmat i o n ? 

6 A . The u n i t i z e d f o r m a t i o n i s t h e Abo c a r b o n a t e 

7 f o r m a t i o n u n d e r l y i n g t h e u n i t a r e a , which i s d e f i n e d 

8 i n the U n i t Agreement as t h e Abo Carbonate o i l - b e a r i n g 

9 zone, t h e t o p of wh i c h i s en c o u n t e r e d a t a d e p t h of 

10 8,440 and the base of which i s en c o u n t e r e d a t a d e p t h 

11 of 9,012 f e e t i n t h e S h e l l O i l S h e l l S t a t e 6 No. 1 

12 w e l l , w hich i s l o c a t e d 990 f e e t from t h e s o u t h l i n e 

13 and 900 f e e t from t h e e a s t l i n e of S e c t i o n 1 , Township 

14 17 South, Range 34 East i n Lea County, and i s re c o r d e d 

15 on the compensated n e u t r o n l o g of t h e w e l l dated 

16 1-30-83. T h i s f o r m a t i o n would i n c l u d e a l l t h e 

17 s u b s u r f a c e p o i n t s t h r o u g h o u t t h e u n i t a r e a . 

18 Q. Would you p l e a s e r e f e r t o E x h i b i t B and 

19 d e s c r i b e what i t i s f o r t h e Examiner? 

20 A. E x h i b i t B i s a copy of t h e U n i t Agreement 

21 f o r t h e proposed u n i t , and i t ' s a s t a n d a r d f o r m as 

22 recommended by t h e Commissioner of P u b l i c Lands. I t 

23 has been approved by them, p r e l i m i n a r y a p p r o v a l , and 

24 t h e same form has been approved by t h e O i l 

25 C o n s e r v a t i o n , a s i m i l a r f o r m , by t h e O i l C o n s e r v a t i o n 

CUMBRE COURT REPORTING 
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1 D i v i s i o n i n the p a s t . 

2 I t describes the u n i t area and the u n i t i z e d 

3 f o r m a t i o n , and the u n i t i z e d substances i n c l u d e a l l the 

4 o i l and gas produced from the u n i t i z e d f o r m a t i o n . The 

5 designated operator i s Sage Energy Company, and the 

6 agreement also provides f o r an expansion of the u n i t 

7 area should i t become necessary. 

8 Q. I s t h i s a v o l u n t a r y u n i t ? 

9 A. No. Sage seeks s t a t u t o r y u n i t i z a t i o n . 

10 Q. Would you please i d e n t i f y the number of 

11 working and r o y a l t y i n t e r e s t owners i n the u n i t ? 

12 A. Okay. They're i d e n t i f i e d i n E x h i b i t C of 

13 the Unit Agreement. There are 46 working i n t e r e s t 

14 owners, one r o y a l t y i n t e r e s t owner--and t h a t would be 

15 the State of New Mexico--and 13 o v e r r i d i n g r o y a l t y 

16 owners. Four of those o v e r r i d i n g r o y a l t y owners also 

17 own a working i n t e r e s t . 

18 Q. Today, what percentage of working i n t e r e s t s 

19 and r o y a l t y i n t e r e s t owners have agreed t o j o i n the 

20 u n i t ? And by r o y a l t y I mean both r o y a l t y and 

21 o v e r r i d i n g r o y a l t y . 

22 A. As f a r as the working i n t e r e s t c o s t - b e a r i n g 

23 today i t ' s 88.12 p e r c e n t , and as f a r as the revenue, 

24 83.9 pe r c e n t , and t h a t i n c l u d e s the Commissioner of 

25 Public Lands, State of New Mexico. 

CUMBRE COURT REPORTING 
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1 Q. Now, i s E x h i b i t B -l a l e t t e r from t h e 

2 Commissioner of P u b l i c Lands g i v i n g p r e l i m i n a r y 

3 a p p r o v a l t o t h e u n i t ? 

4 A. Yes, i t i s . 

5 Q. I n your o p i n i o n , does t h i s U n i t Agreement 

6 p r o v i d e f o r a f a i r and e q u i t a b l e p l a n of u n i t i z a t i o n ? 

7 A. Y e s , i t does. 

8 Q. Would you p l e a s e i d e n t i f y E x h i b i t C f o r t h e 

9 Examiner? 

10 A. E x h i b i t C i s a U n i t O p e r a t i n g Agreement 

11 which p r o v i d e s f o r s u p e r v i s i o n and management of t h e 

12 u n i t area and f o r t h e a l l o c a t i o n and payment of u n i t 

13 c o s t s . 

14 Q. To t h e b e s t of your knowledge, i s t h i s 

15 s i m i l a r t o o t h e r o p e r a t i n g agreements used i n t h i s 

16 area of New Mexico? 

17 A. Yes , i t i s . 

18 EXAMINER MORROW: Excuse me. Which one? 

19 Was t h a t E x h i b i t C? 

20 MR. BRUCE: E x h i b i t C, Mr. Examiner. 

21 Q. Mr. P a t r i c k , i n your o p i n i o n , w i l l t h e 

22 g r a n t i n g of t h e u n i t i z a t i o n and w a t e r f l o o d 

23 a p p l i c a t i o n s be i n t h e i n t e r e s t s of c o n s e r v a t i o n , t h e 

24 p r e v e n t i o n of waste and t h e p r o t e c t i o n of c o r r e l a t i v e 

25 r i g h t s ? 

CUMBRE COURT REPORTING 
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1 A. Y e s , i t w i l l . 

2 Q. Were E x h i b i t s A, B, B - l and C pre p a r e d by 

3 you, under your d i r e c t i o n , or c o m p i l e d from company 

4 r e c o r d s ? 

5 A. Yes, t h e y were. 

6 MR. BRUCE: Mr. Examiner, I move t h e 

7 a d m i s s i o n of E x h i b i t s A t h r o u g h C. 

8 EXAMINER MORROW: Those e x h i b i t s a r e 

9 a d m i t t e d . 

10 MR. BRUCE: And, Mr. Examiner, as a 

11 comment, we have not gone i n t o d e t a i l on t h e 

12 n e g o t i a t i o n s between t h e p a r t i e s f o r t h e U n i t 

13 Agreement. We w i l l r e s e r v e some of t h a t , i f we can, 

14 u n t i l t h e October 31 h e a r i n g , but i n a d d i t i o n Mr. 

15 Hardy, t h e e n g i n e e r , w i l l go i n t o some of t h a t when 

16 d i s c u s s i n g t h e n e g o t i a t i o n s w i t h t h e w o r k i n g i n t e r e s t 

17 owners f o r t h e t e c h n i c a l c o m m i t t e e . 

18 EXAMINER MORROW: You do p l a n t o p r e s e n t 

19 a d d i t i o n a l e v i d e n c e on t h e 31s t ? 

20 EXAMINER MORROW: Yes. 

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

22 t h e w i t n e s s . 

23 MR. STOVALL: Mr. Bru c e , i n s u b m i t t i n g t h e 

24 U n i t Agreement and U n i t O p e r a t i n g Agreement, y o u ' r e 

25 n ot s e e k i n g t h e i r a p p r o v a l a t t h i s t i m e ? You're j u s t 

CUMBRE COURT REPORTING 
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1 s u b m i t t i n g them t o g e t them i n t h e r e c o r d , and t h e y ' l l 

2 be d i s c u s s e d f u r t h e r a t t h e 3 1 s t h e a r i n g ? 

3 MR- BRUCE: Th a t ' s c o r r e c t , Mr. S t o v a l l , 

4 and Mr. P a t r i c k w i l l be back a t t h a t t i m e . 

5 EXAMINER MORROW: Has Marathon signed t h e 

6 agreement? Oh, you i n d i c a t e d t h e y have n o t , I 

7 assume? 

8 THE WITNESS: No, t h e y have n o t . I n f a c t , 

9 none of t h e p a r t i e s have a c t u a l l y s i g n e d t h e 

10 agreement. The 89 p e r c e n t t h a t have approved have a 

11 s i g n e d l e t t e r s a y i n g t h e y w i l l p a r t i c i p a t e . We have 

12 89 p e r c e n t of t h e w o r k i n g i n t e r e s t t h a t have agreed t o 

13 p a r t i c i p a t e i n t h e u n i t a t t h i s p o i n t i n t i m e . 

14 TERRELL DOWNING 

15 t h e 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 

16 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 : 

17 EXAMINATION 

18 BY MR. BRUCE: 

19 Q. Would you p l e a s e s t a t e your f u l l name and 

20 c i t y of r e s i d e n c e ? 

21 A. My name i s T e r r e l l Downing, I l i v e i n 

22 M i d l a n d , Texas. 

23 Q. What i s your o c c u p a t i o n and who do you work 

24 f o r ? 

25 A. P e t r o l e u m g e o l o g i s t . I'm employed by Sage 

CUMBRE COURT REPORTING 
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1 Energy Company. 

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

3 OCD as a g e o l o g i s t ? 

4 A. Yes, I have . 

5 Q. Were your c r e d e n t i a l s accepted as a mat t e r 

6 of record? 

7 A. Yes, they were. 

8 Q. Are you f a m i l i a r w i t h the g e o l o g i c a l 

9 matters i n v o l v e d i n these two cases? 

10 A. Y e s , I am. 

11 MR. BRUCE: Mr. Examiner, i s the witness 

12 considered acceptable? 

13 EXAMINER MORROW: He's acc e p t a b l e . 

14 Q. R e f e r r i n g t o E x h i b i t D, Mr. Downing, would 

15 you please r e f e r to some of the e x h i b i t s marked toward 

16 the back and discuss the geology of the u n i t i z e d 

17 formation? And would you please, f o r the Examiner, 

18 r e f e r e x p l i c i t l y t o which e x h i b i t numbers you are 

19 r e f e r r i n g to? 

20 A. To begin w i t h I ' l l r e f e r t o E x h i b i t D-2. 

21 I t would be approximately page 10. This i s a type log 

22 of the S h e l l State 6 No. 1, and i t shows the proposed 

23 recommended u n i t i z e d i n t e r v a l of the Abo f o r m a t i o n , 

24 w i t h the main pay zone i d e n t i f i e d w i t h i n the hash 

2 5 mark s . 

CUMBRE COURT REPORTING 
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1 Q. Now, t h i s w e l l i s not a u n i t w e l l , i s i t ? 

2 A. No, i t ' s not . 

3 Q. What i s the reason f o r t h a t ? 

4 A. This i s a deep Morrow w e l l d r i l l e d by S h e l l 

5 O i l Company, and we u t i l i z e d i t because i t covered the 

6 whole u n i t i z e d i n t e r v a l across the Abo . 

7 Q. Which none of the other w e l l s i n the u n i t 

8 do, i s t h a t c o r r e c t ? 

9 A. That ' s co r r ect . 

10 Q. Would you please move on t o E x h i b i t D-5. 

11 A. Okay. E x h i b i t D-5 i s a main zone net 

12 isopach of the Abo f o r m a t i o n , w i t h a p o r o s i t y c u t o f f 

13 of g r e a t e r than f i v e percent and c o n t r a i n t e r v a l s of 

14 two f o o t , i d e n t i f y i n g the ex t e n t of the p o r o s i t y 

15 development across the proposed u n i t . 

16 Q. Now, i s the f i e l d continuous across the 

17 proposed u n i t area? 

18 A. Yes , i t i s . 

19 Q. Does the u n i t area i n c l u d e the e n t i r e North 

20 Vacuum Abo Pool? 

21 A. No, i t does n o t . 

22 Q. What i s the reason f o r t h a t ? 

23 A. The e n t i r e North Vacuum Abo Unit extends t o 

24 the south f o r an extensive area. 

25 Q. Okay. There's the North Vacuum Abo Uni t 

CUMBRE COURT REPORTING 
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1 and the North Vacuum Abo East Unit? 

2 A. That 1 s co r r e c t . 

3 Q. Would you please r e f e r t o E x h i b i t D-7 and 

4 describe i t b r i e f l y f o r the Examiner? 

5 A. Okay,. E x h i b i t D-7 i s simply a r e g i o n a l 

6 geo l o g i c map of the area where the u n i t i s s i t u a t e d i n 

7 New Mexico. 

8 Q. And then move on t o E x h i b i t s D-8 and D-9 

9 and please describe i n a l i t t l e more d e t a i l the 

10 geology. 

11 A. D-8 i s a c r o s s - s e c t i o n submitted t o Sage 

12 Energy by Marathon as a c o n t r i b u t i o n t o the committee, 

13 and i t shows the pay across the f i e l d , the east/west 

14 c r o s s - s e c t i o n across the f i e l d of the u n i t , w i t h the 

15 main pay zone i d e n t i f i e d across i t . 

16 And E x h i b i t D-9 i s a s t r u c t u r a l contour map 

17 and top of the Abo shale marker, which i s a r e g i o n a l 

18 marker i n the area. I t shows the n o r t h plunging nose 

19 of the s t r u c t u r e of the f o r m a t i o n . 

20 Q. Has the geology of the u n i t also been 

21 b r i e f l y described at pages 4 and 5 of E x h i b i t D? 

22 A. Yes, i t i s . On page 4, s u b t i t l e E, you can 

23 go through the geology of the u n i t . 

24 Q. Okay. I n your o p i n i o n , has t h i s p o r t i o n of 

25 the pool been adequately defined by development? 

CUMBRE COURT REPORTING 
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1 A. Yes, i t has. 

2 Q. In your o p i n i o n , i s the g r a n t i n g of these 

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

4 p r e v e n t i o n of waste? 

5 A. Yes. 

6 Q. Were E x h i b i t s D-2, 5, 7 and 9 prepared by 

7 you and do you agree w i t h the co n t e n t s of E x h i b i t D-8? 

8 A. Yes, I do. 

9 MR. BRUCE: Mr. Examiner, I would move the 

10 admission of those p o r t i o n s of E x h i b i t D r e f e r r e d t o 

11 by Mr. Downing . 

12 EXAMINER MORROW: They're accepted. 

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

14 the witness at t h i s t i m e . 

15 EXAMINER MORROW: Do you plan t o put Mr. 

16 Downing back on on the 31st also? 

17 MR. BRUCE: I f i t ' s r e q u i r e d by the 

18 Examiner, we w i l l . 

19 EXAMINER MORROW: The remainder of 

20 E x h i b i t D— 

21 MR. BRUCE: W i l l be t e s t i f i e d t o by our 

22 eng inee r . 

23 EXAMINER MORROW: I don't have any 

24 q u e s t i o n s , unless Mike has some of the w i t n e s s . 

25 MR. STOGNER: No, I don't have any. 
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1 JAY H. HARDY 

2 the witness h e r e i n , a f t e r having been f i r s t d u l y sworn 

3 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 : 

4 EXAMINATION 

5 BY MR. BRUCE: 

6 Q. Would you please s t a t e your f u l l name and 

7 residence, please? 

8 A. My name i s Jay H. Hardy and I l i v e i n 

9 Midland, Texas . 

10 Q. Who are you employed by and i n what 

11 capac i t y ? 

12 A. I'm an engineer f o r Sage Energy Company. 

13 Q. Have you p r e v i o u s l y t e s t i f i e d as an 

14 engineer before the OCD? 

15 A. Yes , I have . 

16 Q. Were your c r e d e n t i a l s accepted by the 

17 Examiner at t h a t time? 

18 A. Yes, they were. 

19 Q. As p a r t of your j o b , have you been i n 

20 charge of the engineering matters r e l a t e d t o the 

21 proposed North Vacuum Abo North Unit and the 

22 w a t e r f l o o d f o r the u n i t ? 

2 3 A. Yes, I have . 

24 MR. BRUCE: Mr. Examiner, i s the w i t n e s s 

25 acceptable? 
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1 EXAMINER MORROW: He's acc e p t a b l e . 

2 Q. Mr. Hardy, regarding Case 10103, what does 

3 Sage Energy seek permission t o do? 

4 A. Sage Energy seeks t o i n s t i t u t e a secondary 

5 recovery w a t e r f l o o d p r o j e c t f o r t h e u n i t area t h a t ' s 

6 been described by Mr. P a t r i c k . The w a t e r f l o o d w i l l 

7 include 19 i n j e c t i o n w e l l s , 18 producing w e l l s and 

8 r e l a t e d i n j e c t i o n and p r o d u c t i o n equipment. 

9 Q. Was an engine e r i n g study of the proposed 

10 u n i t prepared ? 

11 A. Y e s , i t was. 

12 Q. And were you i n charge of the t e c h n i c a l 

13 committee which prepared t h a t r e p o r t ? 

14 A. Y e s , I was. 

15 Q. I s t h a t study marked E x h i b i t D? 

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

17 Q. Would you please d e s c r i b e the p r o d u c t i o n 

18 h i s t o r y of the proposed u n i t area? 

19 A. This area i s the n o r t h end of the North 

20 Vacuum F i e l d , which the f i e l d i t s e l f was developed i n 

21 1960 but t h i s end of i t here was developed 1971 

22 through 1976 . 

23 The w e l l s were p e r f o r a t e d i n the Abo from 

24 about 8500 t o 8600 f e e t , and a c i d i z e d w i t h 5- t o 

25 10,000 g a l l o n s of a c i d . P o t e n t i a l s were pumping 
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1 p o t e n t i a l s of 100 t o 300 b a r r e l s of o i l per day. 

2 Q. I s the u n i t area, i n your o p i n i o n , i n an 

3 advanced s t a t e of d e p l e t i o n w i t h respect t o primary 

4 production? 

5 A. Yes, i t i s . The average p r o d u c t i o n out 

6 there i s four t o f i v e b a r r e l s a day per w e l l . 

7 Q. And, i n your o p i n i o n , i s t h i s p o r t i o n of 

8 the pool s u i t a b l e f o r u n i t i z a t i o n and wa t e r f l o o d ? 

9 A. Yes, i t i s . 

10 Q. I n your o p i n i o n , w i l l u n i t i z a t i o n of t h i s 

11 p o r t i o n of the pool adversely a f f e c t other p o r t i o n s of 

12 the pool? 

13 A. No, i t won't because t o the South we 

14 already have a w a t e r f l o o d which i s Mobil's North 

15 Vacuum Abo Waterflood U n i t , and t o the southeast we 

16 have Mobil's Northeast Vacuum Abo U n i t . 

17 Q. Okay. Would you please describe how 

18 p r o d u c t i o n w i l l be a l l o c a t e d among the v a r i o u s t r a c t s 

19 under the U n i t Agreement? 

20 A. Under the Unit Agreement we plan t o 

21 a l l o c a t e p r o d u c t i o n based on a single-phased f o r m u l a , 

22 c o n s i s t i n g of 40 percent c u r r e n t r a t e p l u s 60 percent 

23 u l t i m a t e primary f o r each t r a c t . 

24 Q. Now, i s t h i s a compromise from the i n i t i a l 

25 proposal? 
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1 A. This was a compromise because Sage 

2 p r e f e r r e d t o have 100 percent u l t i m a t e primary and i n 

3 order t o reach an agreement here, which we r e a l l y 

4 weren't able t o reach, we reduced i t t o 60 percent 

5 u l t i m a t e primary and 40 percent c u r r e n t r a t e . 

6 Q. I n your o p i n i o n , does the p a r t i c i p a t i o n 

7 formula contained i n the Unit Agreement a l l o c a t e the 

8 produced and saved o i l and gas t o the separate t r a c t s 

9 on a f a i r , reasonable and e q u i t a b l e basis? 

10 A. In my op i n i o n i t does. 

11 Q. Have you c a l c u l a t e d the amount of secondary 

12 reserves which w i l l be recovered by the w a t e r f l o o d ? 

13 A. R i g h t . The estimated secondary reserves 

14 are two m i l l i o n b a r r e l s of stock tank o i l . 

15 Q. What i s the estimated l i f e of the 

16 w a t e r f l o o d ? 

17 A. l O y e a r s . 

18 Q. W i l l w a t e r f l o o d o p e r a t i o n s i n t h i s p o r t i o n 

19 of the pool prevent waste and, i n your o p i n i o n , r e s u l t 

20 i n the increased recovery of s u b s t a n t i a l l y more 

21 hydrocarbons than would otherwise be recovered from 

22 the pool? 

23 A. Yes. We're t a l k i n g about e s s e n t i a l l y two 

24 m i l l i o n b a r r e l s of o i l . 

25 Q. W i l l u n i t i z a t i o n and secondary recovery 
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1 b e n e f i t the working i n t e r e s t and r o y a l t y i n t e r e s t 

2 owners w i t h i n t h i s p o r t i o n of the pool? 

3 A. Yes, i t w i l l . 

4 Q. When d i d you f i r s t propose the u n i t t o the 

5 other working i n t e r e s t owners i n the u n i t area? 

6 A. We f i r s t proposed t h a t t h i s be u n i t i z e d on 

7 January 26, 1988, and the o r i g i n a l u n i t boundaries can 

8 be seen, as we proposed i t , f o r instance on E x h i b i t 

9 D-9, j u s t to take one f o r i n s t a n c e . 

10 Q. Looking at E x h i b i t D-9, the o r i g i n a l u n i t 

11 boundary i n c l u d e d acreage i n Sections 6 and 7? 

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

13 Q. Now, would you go through a l i t t l e b i t the 

14 course of events since January of 88 i n p u t t i n g 

15 together the u n i t ? 

16 A. R i g h t . W e l l , we've had four t e c h n i c a l 

17 o f f i c i a l e n g i n e e r i n g committee meetings and we voted 

18 on u n i t i z i n g the area, as I j u s t mentioned through 

19 there i n E x h i b i t D-9, and we d i d have enough pe r c e n t . 

20 We had 75 percent to s t a t u t o r y u n i t i z e i t . At the 

21 request of Marathon, who was vehemently opposed t o 

22 being a pa r t of t h i s u n i t over t h e r e , we acquiesced t o 

23 leave them o u t . And so i t ' s taken us two years t o 

24 hammer a l l t h i s o u t , and we are adamant about 

25 s t a t u t o r y u n i t i z i n g them in Tr a c t s 21 and 20, which 
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1 would le a v e a window i f t h e y want i t . 

2 To go on and say f u r t h e r , t h e y do p l a n t o 

3 form t h e i r own u n i t and t h e y ' r e c a l l i n g i t t h e 

4 N o r t h / N o r t h e a s t U n i t Abo f o r m a t i o n , and t h e y have had 

5 one e n g i n e e r i n g committee m e e t i n g . 

6 Q. What you are r e f e r r i n g t o i s t h e 

7 N o r t h / N o r t h e a s t u n i t by Ma r a t h o n , i n c l u d i n g t h e 

8 S e c t i o n 6 and 7 acr e a g e - -

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

10 Q. -- w h i c h you o m i t t e d as an accommodation t o 

11 them, i s t h a t c o r r e c t ? 

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

13 Q. Now, b e s i d e s t h e o f f i c i a l t e c h n i c a l 

14 committee m e e t i n g s , was t h e r e v a r i o u s c o r r e s p o n d e n c e 

15 and d i s c u s s i o n s among t h e p a r t i e s i n f o r m a l l y over t h e 

16 years? 

17 A. Yes, t h e r e was. 

18 Q. Moving on t o t h e w a t e r f l o o d , would you 

19 d e s c r i b e i t i n more d e t a i l ? And I r e f e r you t o 

20 E x h i b i t E, t h e C-108. 

21 A. A l l r i g h t . What we p l a n t o do her e i s , 

22 t h i s f i e l d was dev e l o p e d on 80-acre s p a c i n g and we 

23 p l a n t o go t o 40 - a c r e s p a c i n g , e s s e n t i a l l y , i s what i t 

24 amounts t o . 

25 The w e l l s t h a t are l i s t e d on t h e l o n g sheet 
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1 here on the C-108, e s s e n t i a l l y the f i r s t 19 wel I s 

2 there w i l l be the i n j e c t i o n w e l l s . We plan t o convert 

3 them t o i n j e c t i o n and d r i l l new producing w e l l s on 

4 40-acre spacing, which w i l l give us an 80-acre 

5 f i v e - s p o t which w i l l c o i n c i d e w i t h Mobil's two f l o o d s 

6 to the south. Marathon does plan t o continue t h a t 

7 there to the n o r t h e a s t . So, e v e r y t h i n g w i l l be 

8 compatible w i t h the i n s t i t u t i o n of t h i s f l o o d on a 

9 p a t t e r n b a s i s . 

10 Q. Would you please discuss your plans f o r 

11 reworking the 19 i n j e c t i o n w e l l s ? 

12 A. The 19 i n j e c t i o n w e l l s , we plan t o p u l l the 

13 c u r r e n t assembly t u b i n g , and pressure t e s t i t , run i t 

14 back i n the h o l e , set i t on a Baker l o c k - s e t packer 

15 and commence i n j e c t i o n . 

16 We're l o o k i n g at two phases, and E x h i b i t 

17 D-10(A) shows the f i r s t phase and E x h i b i t D - l l ( A ) 

18 shows the second phase; the f i r s t phase c o n s i s t i n g of 

19 d r i l l i n g two w e l l s and c o n v e r t i n g e i g h t t o i n j e c t i o n , 

20 and the second phase which w i l l f o l l o w r i g h t on w i t h 

21 t h a t f i r s t phase, c o n s i s t s of c o n v e r t i n g 11 w e l l s t o 

22 water i n j e c t i o n and d r i l l i n g nine producing w e l l s , f o r 

23 a t o t a l of 19 i n j e c t i o n w e l l s . 

24 Q. Okay. What a d d i t i o n a l f a c i l i t i e s w i l l Sage 

25 Energy need t o i n s t a l l f o r the w a t e r f l o o d , and what i s 
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1 the estimated cost? 

2 A. We plan t o i n s t a l l , of course, the 

3 i n j e c t i o n l i n e s b u r i e d , the i n j e c t i o n p l a n t . We plan 

4 to use f r e s h water here. We have t o d r i l l a couple 

5 f r e s h water w e l l s , and we're l o o k i n g at an o v e r a l l 

6 c o s t , the completed u n i t , of $6.3 m i l l i o n . 

7 Q. W i l l the o i l and gas recovered by u n i t 

8 ope r a t i o n s exceed those u n i t costs plus a reasonable 

9 p r o f i t ? 

10 A. Yes, i t w i l l . At $18.75, the r a t e of 

11 r e t u r n i s 25 percent before tax and we're l o o k i n g at 

12 about a f i v e - y e a r pay out. 

13 Q. Would you please discuss the s t a t u s of t he 

14 plugged w e l l s w i t h i n one-half mile of the proposed 

15 i n j e c t i o n w e l l s . 

16 A. There are four plugged w e l l s t h a t p e n e t r a t e 

17 t h i s f o r m a t i o n w i t h i n the area of the radius of 

18 i n t e r e s t . They are on the schematics t h e r e . 

19 Q. As p a r t of E x h i b i t E? 

20 A. Yeah, as part of E x h i b i t E. The f i r s t one 

21 i s the Cayman C o r p o r a t i o n J Featherstone S t a t e . In 

22 Section 35 i t ' s shown on the map t h e r e , and t h a t w e l l 

23 was a dry ho l e . They never d i d run t h e i r long s t r i n g , 

24 and t h e r e ' s 10 plugs from bottom t o top t h e r e which I 

25 t h i n k takes care of t h a t one. 
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1 Then we have Mobil's Gallagher S t a t e , which 

2 i s i n Section 3-H. That also was a dry h o l e . There's 

3 seven plugs from bottom to t o p , e s p e c i a l l y across the 

4 Abo Formation, and I b e l i e v e t h a t ' s w e l l taken care 

5 of . 

6 Then we have the Pennzoil Marathon State 

7 No. 2 which was also r e f e r r e d t o as the Angle S t a t e , 

8 i n D of Section 2. That was also a dry h o l e . There's 

9 seven plugs from TD t o the surface on t h a t one. 

10 And then Sage Energy Company had a w e l l , 

11 the C i t y Service State No. 2 where the casing 

12 c o l l a p s e d at 4710 i n 1985 and we were not able t o 

13 reenter t h a t w e l l . So the Commission had us f i l l up 

14 the volume t h e r e w i t h cement, which we d i d , over a 

15 thousand sacks, t o cover the Abo a l l the way back t o 

16 the co l l a p s e d p a r t of the cas i n g . And I b e l i e v e t h a t 

17 p r e t t y w e l l i s o l a t e d t h a t . So those are the four 

18 o u t s t a n d i n g plugged w e l l s i n the u n i t . 

19 Q. Does Sage Energy request t h a t the order i n 

20 t h i s matter c o n t a i n an a d m i n i s t r a t i v e procedure f o r 

21 approving orthodox w e l l l o c a t i o n s or changing 

22 producing w e l l s t o i n j e c t i o n w e l l s ? 

2 3 A. Yes, we do. 

24 Q. You don't have any plans at t h i s time t o 

25 add any a d d i t i o n a l , i s t h a t c o r r e c t ? 
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1 A. That's r i ght . 

2 Q. But i t might occur i n the f u t u r e , i s t h a t 

3 , c o r r e c t ? 

4 A. I f we go t o reduced spacing at some time 

5 along the way; but at t h i s p o i n t we don't have any 

6 a d d i t i o n a l p l a n s . 

7 Q. Would you b r i e f l y d escribe the proposed 

8 i n j e c t i o n o p e r a t i o n s ? 

9 A. Okay. We plan t o s t a r t out by i n j e c t i n g at 

10 a r a t e of 400 b a r r e l s a day. We est i m a t e added 

11 pressure w i l l be a thousand pounds. And based on 

12 Mobil's f l o o d t o the south w e ' l l p r o b a b l y end up w i t h 

13 200 b a r r e l s a day per w e l l at 4500 pounds. And the 

14 i n j e c t i o n water w i l l be f r e s h water and produced 

15 water, and the produced water w i l l come from the Abo 

16 Formation, and the system w i l l be c l o s e d . 

17 Q. I s th e r e any proposed s t i m u l a t i o n program? 

18 A. There's none at t h i s t i m e . 

19 Q. R e f e r r i n g t o E x h i b i t F, i s t h a t an a n a l y s i s 

20 of fres h water i n the area? 

21 A. Yes, i t i s . There's one commercial f r e s h 

22 water w e l l i n the area t h e r e . I t ' s i n the southeast 

23 q u a r t e r of the southeast q u a r t e r of Section 36, and 

24 t h a t ' s an a n a l y s i s taken of t h a t water. 

25 Q. R e f e r r i n g t o E x h i b i t G, i s the i n j e c t e d 
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1 water compatible w i t h the f o r m a t i o n water? 

2 A. Yes, i t i s . 

3 Q. I s E x h i b i t G an a n a l y s i s ? 

4 A. Ri g h t . E x h i b i t G i s an a n a l y s i s of a 

5 mixture of the f r e s h water and the produced water, and 

6 i t shows t h a t t h e r e ' s r e a l l y e s s e n t i a l l y no s c a l i n g 

7 d e n s i t y . 

8 Q. Are th e r e any f a u l t s or h y d r o l o g i c 

9 connections between the f r e s h water sources and the 

10 i n j e c t i o n f o r m a t i o n ? 

11 A. No. 

12 Q. What p r o j e c t a l l o w a b l e does Sage Energy 

13 seek? 

14 A. We would seek c a p a c i t y a l l o w a b l e . 

15 Q. R e f e r r i n g t o E x h i b i t H, were the surface 

16 owners and o f f s e t operators or lease owners n o t i f i e d 

17 as r e q u i r e d by Form C-108? 

18 A. Yes, they were. 

19 Q. I s E x h i b i t H a copy of the m a i l i n g l i s t and 

20 of the c e r t i f i e d r e t u r n r e c e i p t s ? 

21 A. Yes, i t i s . 

22 Q. Now ye s t e r d a y , Mr. Hardy, you informed me 

23 t h a t t h e r e were one or two t h a t were omitted from t h i s 

24 l i s t , i s t h a t c o r r e c t ? 

25 A. That's c o r r e c t . 
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1 Q. Were they n o t i f i e d by ma i l l a s t week of the 

2 proposed w a t e r f l o o d ? 

3 A. Yes, they were. 

4 MR. BRUCE: Because of t h a t , Mr. Examiner, 

5 I b e l i e v e t h i s case w i l l also have t o be continued t o 

6 probably the October 31st hearing t o makes i t 

7 c o n s i s t e n t w i t h Case 10102, i n order t o give those 

8 persons time t o review the m a t t e r . 

9 EXAMINER MORROW: A l l r i g h t . 

10 Q. Mr. Hardy, i n your o p i n i o n , i s the u n i t i z e d 

11 management o p e r a t i o n and development of t h i s pool 

12 necessary t o e f f e c t i v e l y c a r r y on secondary recovery 

13 ope r a t i o n s ? 

14 A. Yes, i t i s . 

15 Q. W i l l i t s u b s t a n t i a l l y increase the u l t i m a t e 

16 recovery of o i l from the pool? 

17 A. I t h i n k i t w i l l . 

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

19 these a p p l i c a t i o n s i n the i n t e r e s t of co n s e r v a t i o n and 

20 the p r e v e n t i o n of waste? 

21 A. Yes, i t i s . 

22 Q. And were E x h i b i t s D through I prepared by 

23 you, under your d i r e c t i o n , or compiled from company 

24 reco rds ? 

25 A. Yes, they were. 
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1 MR. BRUCE: Mr. Examiner, I move the 

2 admission of E x h i b i t s D through I . 

3 EXAMINER MORROW: E x h i b i t s D through I are 

4 admitted . 

5 EXAMINATION 

6 BY EXAMINER MORROW: 

7 Q. Mr. Hardy, on the long sheet i n t h i s 

8 E x h i b i t E, the surface casing program and the cement 

9 i s set out on t h i s e x h i b i t f o r each of the w e l l s , and 

10 i t appears t h a t s u f f i c i e n t volume i s used t o c i r c u l a t e 

11 cement to the s u r f a c e , but I d i d n ' t f i n d an i n d i c a t i o n 

12 there t h a t cement was brought back t o the s u r f a c e . Do 

13 you know i f t h a t ' s the case or not? 

14 A. On those i n j e c t i o n w e l l s I gave a t y p i c a l 

15 schematic, Mr. Morrow, f o r the two types of 

16 completions out t h e r e , and i n our records f o r Sage, 

17 the cement was c i r c u l a t e d on the e i g h t and 

18 f i v e - e i g h t h s . For i n s t a n c e , on the C i t y State No. 2 

19 and then on the Marathon State No. 3, which i s the 

20 other t y p i c a l completion where they run t h a t 12 and 

21 t h r e e - q u a r t e r , i t was c i r c u l a t e d from 390 f e e t . 

22 Q. So i s i t your testimony t h a t a l l the w e l l s 

23 are c i r c u l a t e d t o the surface? 

24 A. Yes, s i r . 

25 Q. Are th e r e any other water w e l l s i n the area 
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1 other than one commercial w e l l you mentioned i n 

2 Section 36? 

3 A. I b e l i e v e t h e r e are a couple other w e l l s i n 

4 Section 36, i n the northwest corner t h e r e . 

5 Q. Have you i d e n t i f i e d those on any of your 

6 e x h i b i t s ? 

7 A. No, s i r , I haven't. 

8 Q. Would you submit t h a t i n f o r m a t i o n f o r us so 

9 we'11 have t h a t ? 

10 A. Sure w i l l . 

11 Q. Where i s the base of the f r e s h water 

12 bearing formation? 

13 A. The base of the f r e s h water i s at 200 

14 f e e t . You come out of the O g a l l a l a sand at 200 i n t o 

15 the red bed, and the top of the sand i s 65 f e e t . 

16 Q. So a l l the f r e s h water i s , i n e i t h e r the 

17 plugged w e l l s or the producing w e l l s , a l l the f r e s h 

18 water i s covered w i t h casing and cement? 

19 A. Yes, s i r , i t i s . 

20 Q. You may have pointed t h i s o u t , but do you 

21 plan t o p l a s t i c coat the tubing? That may have been 

22 i n d i c a t e d on one of your e x h i b i t s . 

23 A. I would l i k e e xception t o t h a t , i f t h a t ' s 

24 p o s s i b l e , because t h i s system i s closed and t h e r e 

25 shouldn't be any oxygen i n i t . We are using f r e s h 
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1 water and we do leave the casing valves open, and any 

2 leak would show up r i g h t away. 

3 You're l o o k i n g at about $2 a f o o t t o haul 

4 t h i s t u b i n g i n and have i t p l a s t i c coated, which 

5 equates to almost $16,000 per w e l l i n the conversion 

6 c o s t s , and so we would l i k e to run t h a t bare. 

7 We'll have packer f l u i d on the back s i d e , 

8 and we do have t o do t h a t annual t e s t , and we t h i n k 

9 t h a t should be adequate. 

10 Q. A l l r i g h t . Was an exce p t i o n t o t h a t 

11 w r i t t e n i n your a p p l i c a t i o n ? 

12 A. I d i d n ' t w r i t e i t i n t h a t a p p l i c a t i o n . I 

13 l e f t i t o f f on the back of the form here, but I can 

14 sure w r i t e t h a t up f o r you i f you want. 

15 Q. I would a p p r e c i a t e t h a t . I s Mobil--are 

16 t h e i r surface i n j e c t i o n pressures 4500 p s i at t h i s 

17 time? 

18 A. Yes, s i r , they are. 

19 Q. How much primary d i d you expect t o recover 

20 from i t ? 

21 A. I could r e f e r you to E x h i b i t D-3 . The 

22 u l t i m a t e primary i s 2,910,952 b a r r e l s . 

23 EXAMINER MORROW: Now, the reason f o r 

24 r e a d v e r t i s i n g 10.102 i s due t o the requirement or the 

25 need f o r s t a t u t o r y u n i t i z a t i o n r a t h e r than approval of 

CUMBRE COURT REPORTING 
(505) 984-2244 



31 

1 a u n i t agreement? 

2 MR. BRUCE: T h a t ' s c o r r e c t , Mr. Examiner. 

3 EXAMINER MORROW: You may be excused. 

4 Thank you . 

5 MR. BRUCE: I have n o t h i n g f u r t h e r a t t h i s 

6 t i m e , Mr. Examiner. 

7 EXAMINER MORROW: A l l r i g h t . Both of the s e 

8 cases, t h e n , w i l l be c o n t i n u e d u n t i l October 3 1 s t . 

9 (Thereupon, t h e p r o c e e d i n g s c o n c l u d e d . ) 

10 

11 

12 

13 

14 

1 5 

16 

17 
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22 
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25 
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1 C E R T I F I C A T E OF REPORTER 

2 

3 STATE OF NEW MEXICO ) 
) ss . 

4 COUNTY OF SANTA FE ) 

5 

6 I , C a r l a Diane R o d r i g u e z , C e r t i f i e d 

7 Shorthand R e p o r t e r and N o t a r y P u b l i c , HEREBY CERTIFY 

8 t h a t t h e f o r e g o i n g t r a n s c r i p t of p r o c e e d i n g s b e f o r e 

9 the O i l C o n s e r v a t i o n D i v i s i o n was r e p o r t e d by me; t h a t 

10 I caused my notes t o be t r a n s c r i b e d under my p e r s o n a l 

11 s u p e r v i s i o n ; and t h a t t h e f o r e g o i n g i s a t r u e and 

12 a c c u r a t e r e c o r d of t h e p r o c e e d i n g s . 

13 I FURTHER CERTIFY t h a t I am not a r e l a t i v e 

14 or employee of any of t h e p a r t i e s or a t t o r n e y s 

15 i n v o l v e d i n t h i s m a t t e r and t h a t I have no p e r s o n a l 

16 i n t e r e s t i n t h e f i n a l d i s p o s i t i o n of t h i s m a t t e r . 

17 WITNESS MY HAND AND SEAL October 14, 1990. 

22 

23 

24 

25 

18 / / 
f ' I l k /U^<- -v^.^^^r-' 

19 CARLA DIANE RODRIGU-2Z /> 
CSR No. 91 

20 
21 My commission e x p i r e s : May 25, 1991 
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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

CASE 10,102, CASE(10,103 

IN THE MATTER OF: 

Ap p l i c a t i o n of Sage Energy Company f o r S t a t u t o r y 

U n i t i z a t i o n , Lea County, New Mexico; A p p l i c a t i o n 

of Sage Energy Company f o r a Waterflood P r o j e c t , 

Lea County, New Mexico 

EXAMINER HEARING 

TRANSCRIPT OF PROCEEDINGS 

BEFORE: MICHAEL E. STOGNER, EXAMINER 

STATE LAND OFFICE BUILDING 

SANTA FE, NEW MEXICO 

October 31, 1990 

ORIGINAL 
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A P P E A R A N C E S 

FOR THE DIVISION: 

ROBERT G. STOVALL 
Attorney at Law 
Legal Counsel t o the D i v i s i o n 
State Land O f f i c e B u i l d i n g 
Santa Fe, New Mexico 87504 

FOR THE APPLICANT: 

HINKLE, COX, EATON, COFFIELD & HENSLEY 
Attorneys a t Law 
By: JAMES BRUCE 
500 Marquette, N.W. 
Albuquerque, New Mexico 

ALSO PRESENT: 

JAMES MORROW 
Chief Engineer 
O i l Conservation D i v i s i o n 
State Land O f f i c e B u i l d i n g 
Santa Fe, New Mexico 87504 

* * * 
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I N D E X 

Page Number 

Appearances 2 

Exh i b i t s 3 

LEE PATRICK 

Dir e c t Examination by Mr. Bruce 5 

Examination by Mr. Morrow 11 

JAY HARDY 

Dire c t Examination by Mr. Bruce 12 

Examination by Mr. Morrow 15 

Examination by Mr. S t o v a l l 17 

C e r t i f i c a t e of Reporter 19 

* * * 

E X H I B I T S 

APPLICANT'S EXHIBITS: 

E x h i b i t J 6 

Ex h i b i t K 8 

Ex h i b i t L 9 

Ex h i b i t M 10 

Ex h i b i t N 13 

Ex h i b i t O 13 
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WHEREUPON, the f o l l o w i n g proceedings were had 

at 1:35 p.m.: 

EXAMINER STOGNER: This hearing w i l l come t o 

order. I ' l l c a l l the next cases, Number 10,102 and 

10,103. 

MR. STOVALL: A p p l i c a t i o n of Sage Energy 

Company f o r s t a t u t o r y u n i t i z a t i o n , Lea County, New 

Mexico, and A p p l i c a t i o n of Sage Energy Company f o r a 

waterflood p r o j e c t , Lea County, New Mexico. 

EXAMINER STOGNER: This case, I bel i e v e , was 

heard on October the 3rd, but f o r notice and 

advertisement purposes i t was continued f o r today's 

hearing. At t h i s time I ' l l c a l l f o r any a d d i t i o n a l 

testimony or evidence. 

MR. BRUCE: Mr. Examiner, Jim Bruce f o r the 

Applicant. I would l i k e t o present Mr. P a t r i c k , the 

landman, t o present a l i t t l e extra evidence regarding 

the s t a t u t o r y u n i t i z a t i o n , and I w i l l also b r i e f l y 

present Mr. Hardy, the engineer, and make him a v a i l a b l e 

f o r any other questions the Examiner may have regarding 

the waterflood. 

EXAMINER STOGNER: Were your two witnesses 

t h a t you're going t o c a l l today previously sworn at the 

l a s t hearing? 

MR. BRUCE: Yes, they were. 
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EXAMINER STOGNER: Let the record show t h a t 

the two witnesses were previously sworn and t h e i r 

c r e d e n t i a l s accepted. So Mr. Bruce, you may continue. 

LEE PATRICK. 

the witness herein, having been previously duly sworn 

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

DIRECT EXAMINATION 

BY MR BRUCE: 

Q. For the Examiner, would you please s t a t e your 

name? 

A. Lee Pa t r i c k . 

Q. And what i s your p o s i t i o n w i t h the Applicant? 

A. D i v i s i o n landman. 

Q. And you were previously sworn i n t h i s matter? 

A. Yes, I was. 

Q. Now, at the l a s t hearing, Mr. P a t r i c k , we 

presented, I believe, the u n i t agreement and the u n i t 

operating agreement; i s t h a t correct? 

A. That's correct. 

Q. And also the prel i m i n a r y l e t t e r of approvals 

from the Land Commissioner? 

A. Correct. 

Q. Now, t h i s i s kind of rehashing things 

s l i g h t l y , but would you j u s t b r i e f l y go back i n time t o 

when the proposal was f i r s t made t o the working-
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i n t e r e s t owners f o r t h i s u n i t and k i n d of b r i n g i t 

forward, w i t h respect t o the w o r k i n g - i n t e r e s t owners? 

A. I n January of 1988 was the f i r s t t e c h n i c a l 

committee meeting. There were several subsequent 

t e c h n i c a l committee meetings a f t e r t h a t , the most 

recent one being January of t h i s year. There were also 

numerous contacts by Mr. Jay Hardy w i t h the various 

working-interest owner representatives concerning the 

f l o o d and the various concerns, problems, e t cetera. 

Q. And eventually a t e c h n i c a l r e p o r t on the u n i t 

was prepared; i s t h a t not — 

A. That's r i g h t . 

Q. And I believe t h a t was submitted as E x h i b i t D 

at the l a s t hearing; i s t h a t correct? 

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

Q. Now, as t o the f i r s t hearing, l e t me — 

Referring t o E x h i b i t J, Mr. Pa t r i c k , was t h a t the 

n o t i c e sent of the f i r s t hearing i n t h i s matter f o r 

October 3rd? 

A. Yes, i t was. 

Q. And those are also, attached t o i t , copies of 

the c e r t i f i e d r e t u r n receipts? 

A. Yes. 

Q. And who was n o t i f i e d of the October 3rd 

hearing? 
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A. A l l p a r t i e s were n o t i f i e d w i t h the exception 

of Marathon. 

Q. Okay. Now, when you f i r s t advertised or 

requested a hearing i n t h i s case, you j u s t asked f o r 

the approval of a u n i t agreement; i s t h a t correct? 

A. That's cor r e c t . 

Q. And i n f a c t , what you wanted was s t a t u t o r y 

u n i t i z a t i o n ? 

A. Yes. 

Q. And since t h a t time, we have f i l e d an amended 

a p p l i c a t i o n , have we not, f o r s t a t u t o r y u n i t i z a t i o n ? 

A. Yes. 

Q. Okay. Would you please b r i e f l y go i n t o 

approval, how t h a t was obtained from the State of New 

Mexico? And l e t me take a step back. What are the 

lands — What type of lands are i n t h i s u n i t ? 

A. They're st a t e lands. 

Q. A l l st a t e leases? 

A. A l l st a t e leases. 

Q. Okay. So there i s r e a l l y only one r o y a l t y -

i n t e r e s t owner? 

A. That's r i g h t , Commissioner of Public Lands. 

And then about the middle of August I made a telephone 

contact w i t h the land o f f i c e , and then s h o r t l y 

t h e r e a f t e r I submitted the u n i t agreement t o the 
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Commissioner of Public Lands f o r t h e i r p r e l i m i n a r y 

approval. I n f a c t , I believe t h a t was — I sent i t t o 

them on August 24th, 1990. 

Q. And E x h i b i t B - l , submitted a t the l a s t 

hearing, was the l e t t e r of pr e l i m i n a r y approval, was i t 

not? 

A. Yes. 

Q. Okay. A f t e r you obtained s t a t e approval, d i d 

you then seek t o negotiate w i t h the o v e r r i d i n g r o y a l t y 

i n t e r e s t owners regarding approval of the u n i t ? 

A. Yes. 

Q. And they were, of course, given n o t i c e of the 

f i r s t hearing, were they not? 

A. Yes, they were. 

Q. Okay. Now, would you i d e n t i f y E x h i b i t K f o r 

the Examiner? 

A. This i s an October 3rd l e t t e r t o the 

o v e r r i d i n g r o y a l t y owners, advising them of the percent 

of the p a r t i e s t h a t have agreed t o p a r t i c i p a t e i n the 

u n i t a t t h i s time, and we were advising them t h a t we 

were going t o be here at t h i s hearing on the 31st and 

asking them t o make decisions i n the i n t e r i m whether t o 

p a r t i c i p a t e or not i n t h i s waterflood. 

Q. Now, why d i d you wait u n t i l r e l a t i v e l y l a t e 

i n the game t o contact the o v e r r i d i n g r o y a l t y i n t e r e s t 
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owners? 

A. Well, as f a r as r o y a l t y i s concerned, the 

State of New Mexico owns 96 percent of the r o y a l t y , and 

u n t i l I gained preliminary approval f o r them, I d i d n ' t 

f e e l l i k e i t was necessary t o contact them y e t . 

Q. And what has the response been from the 

o v e r r i d i n g r o y a l t y i n t e r e s t owners? 

A. A l l of them have agreed t o p a r t i c i p a t e . I've 

got signed documents from s i x of them, and three I've 

had verbal contact w i t h over the phone t h a t they're 

m a i l i n g t h e i r u n i t agreements back t o me. 

Q. Okay. And once again, since the Commissioner 

of Public Lands has approved, 96 percent of the r o y a l t y 

i n t e r e s t i n the u n i t i s committed; i s t h a t correct? 

A. That's correct. 

Q. Okay. Would you please i d e n t i f y E x h i b i t L 

f o r the Examiner? 

A. This i s a l e t t e r dated October 10th, 1990, 

t h a t was mailed t o the o v e r r i d i n g r o y a l t y owners and 

the working-interest owners who had not elected t o j o i n 

by b a l l o t i n t o the waterflood at t h i s time. This was 

advising them t h a t 88 percent of the owners had — 

working - i n t e r e s t owners — had agreed t o j o i n and i t 

was n o t i f y i n g them of t h i s hearing today. 

Q. Okay, and the c e r t i f i e d r e t u r n r e c e i p t s are 
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attached, are they not? 

A. Yes, they are. 

Q. To date — Well, l e t me r e f e r you t o E x h i b i t 

M, and i d e n t i f y t h a t f o r the Examiner. 

A. These are the b a l l o t s t h a t were mailed out by 

Mr. Hardy, our Vice President of Engineering, t o the 

various working-interest owners, seeking t h e i r approval 

of the u n i t . 

Q. And t o date, what percent of the working-

i n t e r e s t owners have committed t h e i r i n t e r e s t s t o the 

u n i t ? 

A. 91.494 percent. 

Q. Does Sage, pursuant t o the Statu t o r y 

U n i t i z a t i o n Act, seek a penalty against any working-

i n t e r e s t owners who do not v o l u n t a r i l y commit t h e i r 

i n t e r e s t t o the unit? 

A. Yes, we do. 

Q. And does Sage seek the 2 00-percent penalty? 

A. Yes. 

Q. I n your opinion, w i l l the g r a n t i n g of these 

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

the prevention of waste? 

A. Yes. 

Q. And were Exhibits J through M prepared by 

you, under your d i r e c t i o n or compiled from company 
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records? 

A. Yes, they were. 

MR. BRUCE: Mr. Examiner, I would move the 

admission of Exh i b i t s J through M. 

EXAMINER STOGNER: Ex h i b i t s J through M w i l l 

be admitted i n t o evidence a t t h i s time. 

Any questions of t h i s witness? 

MR. STOVALL: Mr. Bruce, what are N and 0, 

which I have i n my packet? 

MR. BRUCE: Mr. Hardy w i l l t e s t i f y as t o 

those. 

MR. STOVALL: Oh, okay. Thank you. 

EXAMINER STOGNER: I f there are no questions 

of Mr. Pa t r i c k — Oh, I'm sorry. 

EXAMINATION 

BY MR. MORROW: 

Q. You indicated you had n o t i f i e d everyone but 

Marathon of the i n i t i a l Application? 

A. Back i n September, yes, although the — 

Q. Who a l l would t h a t include? Who a l l do you 

n o t i f y on a p r o j e c t — 

A. Well, I n o t i f i e d every one of the working-

i n t e r e s t owners and the nine o v e r r i d i n g r o y a l t y owners 

and the Commissioner of Public Lands. 

Q. Are there any o f f s e t operators t o the u n i t 
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t h a t are not included i n the u n i t , o f f s e t operators i n 

t h i s North Vacuum — 

A. You mean t h a t are not i n t h i s u n i t ? 

Q. Yes. 

A. Yes, but they were a l l n o t i f i e d when Mr. 

Hardy f i l e d the C-108, I believe, a p p l i c a t i o n . They 

were a l l given notice of the waterflood at t h a t time. 

And I believe Mobil t o the south i s not a par t y of t h i s 

— They're not a party here. 

Q. But they have been n o t i f i e d ? 

A. Yes, yes. 

Q. Offset operators? 

A. Yes. 

MR. MORROW: I don't have anything else. 

EXAMINER STOGNER: I f not, Mr. Packard, you 

may be excused. 

Mr. Bruce? 

MR. BRUCE: Ca l l Jay Hardy. 

JAY HARDY. 

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

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

DIRECT EXAMINATION 

BY MR. BRUCE: 

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

Examiner? 
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A. My name i s Jay Hardy. 

Q. And were you the engineer who t e s t i f i e d when 

t h i s matter came up f o r hearing on October 3rd? 

A. Yes, I was. 

Q. Mr. Hardy, I believe i n the previous hearing 

you submitted as Sage E x h i b i t E the C-108 and the 

not i c e given as a r e s u l t of t h a t C-108. Was there some 

problems w i t h the notice? 

A. Yes, there was. 

Q. And could you explain those b r i e f l y ? 

A. There were a few o f f s e t operators t h a t we 

missed on t h a t o r i g i n a l C-108. 

Q. Okay. And were they subsequently sent a form 

C-108? 

A. Yes, they were. 

Q. And i s E x h i b i t N a l i s t i n g of those operators 

together w i t h the r e t u r n r e c e i p t s from t h a t mailing? 

A. Yes, i t i s . 

Q. Secondly, r e f e r r i n g t o E x h i b i t O, Mr. Hardy, 

would you please i d e n t i f y t h a t f o r the Examiner? 

A. E x h i b i t 0 i s a request on the p a r t of Sage 

Energy as d i r e c t e d by the Examiner, Mr. Morrow, a t the 

o r i g i n a l hearing, where we request t o run bare t u b i n g , 

i n j e c t i o n t ubing, without having i t i n t e r n a l l y coated. 

And because the water we are i n j e c t i n g there 
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w i l l be fres h water from the Ogallala, we don't t h i n k 

there w i l l be any corrosion. 

And we're t a l k i n g about 19 i n j e c t i o n w e l l s , 

approximately $18,000 per w e l l or $325,000 investment 

t h a t we would have t o make i f we p l a s t i c - c o a t t h i s 

t u b i n g . And t h i s request asks t h a t we not be required 

t o do t h a t . 

Q. So i n short, you t h i n k there would be no harm 

from the unlined tubing, and i n a d d i t i o n i t would save 

s u b s t a n t i a l amounts of money? 

A. Yes, i t would. We'll be i n compliance w i t h 

the Rule 704 A and B where you're required t o monitor 

the back side. We w i l l pressure t e s t the tu b i n g t o 

7000 pounds before we run i t . I t w i l l be set on a 

Baker Lok-Set packer about 100 f e e t above the 

p e r f o r a t i o n s , and i t w i l l be fresh water. 

Q. Okay. 

A. And i t w i l l be a closed system also. 

Q. B r i e f l y , Mr. Hardy, do you support the 200-

percent penalty requested against nonconsenting 

worki n g - i n t e r e s t owners? 

A. Yes, s i r , I do. 

Q. And what i s your basis f o r that? 

A. Well, I t h i n k t h a t t h i s u n i t has been i n 

progress here f o r some time, and i t w i l l be a 
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p r o f i t a b l e u n i t , and we're s o r t of amazed t h a t some 

people haven't seen f i t t o j o i n , and so I t h i n k they 

should pay the penalty. 

Q. And what i s the approximate cost of the — 

i n s t i t u t i n g the waterflood? 

A. $6.5 m i l l i o n . 

Q. I n your opinion, w i l l the gr a n t i n g of these 

App l i c a t i o n s be i n the i n t e r e s t s of conservation and 

the prevention of waste? 

A. Yes, i t w i l l . 

Q. And were Ex h i b i t s N and O prepared by you or 

under your d i r e c t i o n ? 

A. Yes, they were. 

MR. BRUCE: Mr. Examiner, I move the 

admissions of Exhibits N and 0. 

EXAMINER STOGNER: Exh i b i t s N and 0 w i l l be 

admitted i n t o evidence. 

Are there any questions of t h i s witness? 

EXAMINATION 

BY MR. MORROW: 

Q. Mr. Hardy, would you expect t h a t produced 

water would ever be r e i n j e c t e d at a l a t e r time? 

A. Yes, s i r , i t i s possible t h a t we w i l l do 

t h a t . 

Q. And what i s the frequency of your program f o r 

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 

16 

monitoring the back side of the casing — tubing-casing 

annulus pressure? How would you do that? 

A. Well, we'd take — 

Q. Daily or weekly or monthly or annually, or 

how? 

A. Well, I t h i n k we could do i t , c e r t a i n l y , you 

know, monthly. We can leave the valve open. I'm not 

sure how you want t o do t h a t , exactly. We can leave 

the valve open, and i f i t s t a r t s running out, w e ' l l 

know something or we can put a pressure gauge on i t , 

put 500 pounds on i t and monitor t h a t monthly. We 

could go e i t h e r way. We would lean towards t h a t , doing 

i t t h a t way. 

Q. Leaving i t open? 

A. Yes. 

MR. MORROW: Mr. Bruce, i s anyone else going 

t o t e s t i f y ? 

MR. BRUCE: No, s i r . 

Q. (By Mr. Morrow) You probably gave us t h i s 

i nformation on October 3rd, but what would be the 

e f f e c t i v e recovery, i f you could repeat that? 

A. Yes, s i r , we're estimating 2 m i l l i o n b a r r e l s 

of incremental, secondary o i l . 

Q. And what was t h a t based on? How d i d you 

c a l c u l a t e that? 
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A. Well, t h a t ' s j u s t the d i f f e r e n c e between our 

response and our remaining primary, and the method of 

c a l c u l a t i o n was based on the East Abo u n i t of Mobil's, 

and we used the response time and the way i t behaved as 

our model. 

Q. Did you include t h a t i n your — 

A. Yes, s i r . 

Q. — October 3rd — 

A. Yes. 

Q. — Exhibit? 

A. I t ' s also i n t h i s E x h i b i t D. 

EXAMINER STOGNER: Are there any other 

questions of Mr. Hardy? 

EXAMINATION 

BY MR. STOVALL: 

Q. Yes, j u s t one. I t h i n k Mr. Morrow touched on 

i t . You t a l k e d about i n j e c t i n g produced water a t some 

p o i n t . What's your f e e l i n g about using the unlined 

t u b i n g a t t h a t point? 

A. Well, I t h i n k t h a t — We've run a 

c o m p a t i b i l i t y t e s t and, you know, mixing the waters a t 

various percentages. At a po i n t there, I t h i n k w e ' l l 

always be i n j e c t i n g more fresh water than we w i l l 

produced water, so — 

Q. So your request — Am I co r r e c t i n i n f e r r i n g 
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t h a t your request i s t o be allowed t o i n j e c t some 

produced water w i t h the fresh water — 

A. Yes. 

Q. — through unlined tubing? 

A. Yes. 

MR. STOVALL: That's a l l I have. 

EXAMINER STOGNER: Any other questions of Mr. 

Hardy? I f not, he may be excused. 

Mr. Bruce, do you have anything f u r t h e r ? 

MR. BRUCE: Nothing f u r t h e r , Mr. Examiner. 

EXAMINER STOGNER: Does anybody else have 

anything f u r t h e r i n Cases Numbers 10,102 and 10,103? 

I f not, these cases w i l l be taken under 

advisement. 

(Thereupon, these proceedings were concluded 

a t 1:55 p.m.) 

* * * 
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