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MR. STAMETS: We'll call next
than Case 8397,

MR, TAYLOR: The application of
Gulf 01l Corporation for statutory unitization, Lea County,
Hew Mexico.

MR, STANMETS: Call for appear-
ances in this case.

MR, KELLANIN( Mr., Chalrman,
I'm Tom Eellahin of Eellahin and KRellahin, Santa Fe, New
Hexico, appearing on behalf of Gulf Oil Cerporation.

In association with me is Mr.
¥en M. Brown, a member of the Texas Bar and he's a staff
attornesy for Gulf 01l Corporation.

MR. STAMETS: Are there other
appearances?

R, PADILLA: Hr., Examiner, Er-
nast L. Padilla, Santa Fe, Hew Mexico, on behalf of the
working interest owners of Tract 585.

MR, SPERLING: 1f the Commig-
sion please, 1I'®m James A, Sperling with the Modrall Law
Firm, Albuquerque, appearing for Exxon Company USA, & work-
ing interaest owner in the proposed unit,

MR, STANMETSH: Other appear-
ances?

MR, EBLLAHIN: Mr. Chalrman, at

this time we would request that yvou also call Commission
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5
Case 8398 and Commission Case £399, and that all three cases
e consolidated for purposes of testimony and subseguant to
hearing that an order be entered in each separate case,

MR, STAMETS: Is there any ob-
jection to the calling of these other cases and consolida-
tion?

Okay, let's call those other
tWO Cases.

HR. TAYLOR: Cage %292 is the
epplication of Gulf 01l Corporation for a waterflood pro~
ject, lma County, New Mexico.

Case 839% {is the application of
Gulf 0Ll Corporation for pool extension and contraction, Lea
County, New Mexico.

HR. STAMETS: Any opening
statemeants?

MR. EKELLAHIN: Yes, Mr., Chair-
man.,

Wr. Chairman, on behalf of
Gulf, we will present four witnesses to you today. The sub-
ject mattar -« I'm sorry, there are five witnesses,

The subiect matter of the prin-
cipal application is the use of the ¥New Maxico statutory
unitization statute to facilitate the forming of & water-
flood unit for the secondary recovery project in an area of
Lea County, New Mexico, which Gulf as operator hasz identi~

fied as the Eunice Monument South Unlt.
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The project is one that has
pesn under consideration for a great many years. The avi-
dence will demonstrate to you that Gulf and the significant
portion of the other working interest owners in some flve
and a half years have devoted hundreds, if not thousands, of
hours to the formation of this unit.

This propesed unit consists of
somathing over 14,000 acres, involves over 100 individual
tracte, involves some 41 working interest owners.

The proposad application is one
that includes the amendment to certain pool rules estab-
lished by the 011 Conservation Commigsion. The objective of
the pool amendment iIs to craate within one pool an oi] in-
tgrval that generally is defined as including the Lower Pen~
rose section and the Grayburg section in this area, The
purpoge will be laolate the oil producing interval for the
secondary waterflood project and to remove from the pool
rules the gas zone in the Upper Penrose.

The effort of Gulf and the
other operators now results iln some 93 percent of the work-
ing interest owners having consented to the formation of ths
unit. i1t also includes some 9§.5 percent of the royvalty
oWNers.

The first witness we will call
ig Mr. Ray Vaden, who is a petroleum landman for Sulf. His
tastimony will be and the proof is that Gulf has spent a

considerable amount of -~ amount of effort and time to form
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7
the unit, and he will discuss the sxact percentages of those
parties that now have aqreed and consented to participation.

The evidence will also demon~
strate to you that the Bureau of Land ¥anagement and the
Commiassioner of Public Lands for the State of New Mexico
have consented to this unlit agreament,

The second witness will he Mr.
Ray Hoffman, who is a paetroleums gaologlst for Gulf. His
testimony will be that the geology underlying this area for
this particular formation is one that is geclogically suit-
able for unit operations.

tis testimony will be that the
unit boundary line is one that's geologically reasonadle to
the underlying formations.

Mr. Hoffman's cross sections
will demonstrate to you reasonable geologic continuity and
for geologic resasons he 2ee8 no reason that the waterflood
praoject would not be successful.

The third witness will be NMr.
Tom Wheeler, who ls & petroleum engineer and was Gulf's re-
prasentative on the Tachnical Coamittee. That Technical
Committee operated for a number of years and compiled the
technical data and developed the parameter table upon which
theres wae unanimous agresment among all working interest
owners as to the basis from which then to calculate the per-
centage of working interest participation in that unic.

MR, Whoeler will discuss to you
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che Justifications and reasons for changing the vertical
limits.

The fourth witness will be Mr,
Dave Rerlin, who 13 alse a petroleum engineer, and was
Gulf's representative to the Working Interest Committee.

Mr. Berlin's testimony will fo~
cus in on the efforts that the working interest owners made
to form a participation formula that is fair, reasonable,
and just.,

We will discuss the concerns
and issues that Exxon hasg raised in their opposition to the
participation and the issues that they raised to that com~
mittee and why Nr. Berlin believes that their objsctions are
without merit.

wWe will focus in on those con~
Cerns.

Finally, the last witness will
he Hr. Al Bohling. MNiz testimony will be developed concern-
ing the conmpliance of the unit operations to the Commis-
sion's requirements under C~108, ¢to the operation of an ef-
factive and efficient waterflood project involving in excess
nf 350 wells, 1 belliave.

That, Mr. Chairman, is our
proof, as we believe it will be and at the conclusion of the
proof and aftar all the avidence is in, we believe that
there will be substantial evidence to justify not only the

entrance of an order approving the waterflood project, ap~
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proving the amendment of the vertical limits of the pool,
but also to show that the exercise of the statutory unitiza-
tion procedures in this case are fair and reasonabls,

MR, STAMETS: Any other opening
statementa?

I'4 like to have all those who
will Dbe wicnesses in this case either for the applicant or

for any other party stand and be sworn at this time, please.

{(Mitpnesges SWOTrn.)

MR, EELLAHIN: ¥Mr. Chairman, at

this time we'd call our first witness, Mr. Ray Vaden.

RAY . VADENM,
being called as a witness and being duly sworn wupon his

path, testified as follows, to-wit:

DIRECY EXAMIRATION

BY MR, KELLAHIN:

0 Mr. Vaden, for the record would you
please state your name and occupation?

A My name is Ray Vaden. I'm a Benjor Land
Agent with Gulf 0i1 Corporation,

4] And where do you reside, Mr. vaden?

A in Widland, Texas.

Q Have you previously testified before the
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011 Conservation Commission and had your gualifications ag a
patroleum landman made a matter of record?

A Ho, eir, 1 have not.

g Would you give us a background summary of
your education and work experience as a petroleum landman?

A Yes, sir. I was graduated from Texas
Tech in 1965 with a Bachelor of Science degree; from Salway
{sic) State University in 1968 with a Master's of science
degree.

I began & cereer as & public servant,
working in municipal, county, and state governments in en-
vironmental planning and management,

I Jjoined the Marriott Corporation in
Washington, B, C, and spent five years as Director of Admin~-
istration before returning to the southwest in 1979 and ac-
cepting employment with an independent oil company.

I joined Gulf in 19281 as a landman and
the majority of sy work with Gulf has been contracts invol-
ving farmouts, sub-~leases, communitization and unitizations.

I have worked several large Federal ex-~
ploratory units both in the State of New Mexico and Colorado
and Utah.

1 was assigned to the Eunice Monument
project March 12th of thie year and have devoted my full
time to it since then.

Q What responsibilities were you assiqgned

by Gulf 0il Corporation with regards to the PFunice Monument
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Eouth Unit?

A My first responsibility was to determine
the accurate working interest owners and royalty owners and
overriding rovalty owners in the unit, and also to prepare
unit agreements amd unit oparating agrasements and exhibits
of ownership which would be accurats and scceptable to the
vorking interest owners and the royalty owners.

) Mr. Vaden, are you familiar with Gulf 0i1l
Corporation's application in tha statutory unit cage and the
vertical limits case?

A Yas.

ME, EELLAHIN: Mr. Chalrman, we
render Mr. Vaden as an axpert petroleum landman.

MR, STANMETS: The witness is
congidared qualified.

o] Mr. Vaden, 1if you will identify for us
gzhibit Humber One, sir, and show the Commiasion what is in-
dicated by the red cutline on Uxhibit Mumber One, if you'll
simply go to the exhibit and show uz?

A Yes., Exhibit Humber One is an outline of
rthe Bunice Monument Pileld, which includes this area, Tho
red portion is the ares that we're proposing ag the Funice
sfonument South Unit.

The field was discovered March 21st,
1828, with the completion of the well down in this area,
within five vears development had spread and it was proved

to be an anticlinal structure. Within ten years it had made
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its first one billion barrels of oil, one million barrels of
oil, perdon me, and in 1879 Guif and many others began
studying the area for a possible waterflood. The result of
that study was that a task force was formed and in April of
1983 this task force completed a repert on the unit, which
eatimated that 64-million barrels of additional oil could be
racovared from within this area.

Gulf, since we had the larger parcentage,
agreed to donate ocur staff time and our resources to the
othar working intearest owners and in cooperation with the
cther warkinﬁ interest ownsars attempt to form the unit.

e You've identified the proposed Gul?
Eunice Monument South Unit on Exhibit Number One. Would you
idantify for us the other units north of that?

A Yes. The existing Texaco Bunice Monument
Unit and then a proposed study area now by Axerada Hess,
which would encompass the remainder of the fileld.

I believe, 1 may not have said, the fiald
is approximately 14 miles Jong and at the widest point is é-
1/2 miles.

%] ¥r. Vaden, 1 have passed out what hag
bean marked as Gulf Exhibit Number Two,. would you turn to
that exhibit, sir, and identify it for us?

A Yes. BExhibit Humber Two iz a map of the
proposed unit area which encompasses 14,189.84 acres. The
map has the agreed upon unit boundaries and has been ap~

proved by the Bureau of Land Hanagement and the State Lands.
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it is organized so that 1t delineates
State and Federal and fee lands. Any tracte that have lots
are marked and the acreage of the lote are marked. Any non-
standard sectiong, such as gome of these that contain over
400 acreg, alaso have the acreage marked on them.

You may note that the State lands com~
prise the largest parcent with 5£.32 percent of the land,
which is 8,274.8 acres.

The fee lands comprise 22.41 parcent of
the unit, and 3,180.28 acres, while the Paderal lands com-
prise 19.27 percent of the unit and 2,734.76 acres.

Q Within the unit outline on Exhihit Number
Two, are nambers contained within circles. What are these?

A The circles denote the tract =~~~ tract
numher. There are 101 tracts in the unit, Four of these
tracte are fee tracts, are divided into A and B tracts, be-
cause as we got into identifying the rovalty ownearsg, the
mineral owners, some of them had -~ most of them had inter-
est in the entire tract or hase lease;y some of them traded
intarest and had only a partial. S0 in order to make it
more clear to them as we were communicating with tha royaslty
owners, we divided it into R and B for that one or two
royalty owners that not own under the entire base lease or
tract.

These tracts alsoe list the operator of
the tract at the present time, the status of the laase,

which is held by production. Por Pederszl and State leases
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we have the lease numbers on it and 1 believe that's the
basis of {t.

e} All right, sir, ¥Mr, Padilla has entered
an appearance for the owners in Tract 55, #Mr, Vaden., Would
you identify for us where Tract 55 is on Exhibit Xumber Two?

A Yes. Tract Xumber 55 ls a State lease,
1"m having trouble finding it now.

1t's listed on your map under Michael
Eline because the original lease was taken as a sub-lease
from Shell 01l Company to Michael %Xline for the Eunice Monu-~
ment oil zone.

O All right, sir. Mr, Sperling has entered
an appearance for Exxon, Mr. Vaden., Would you identify for

us those tracts in which Exxon Corporation has an interest?

A Yes, sir, it's Tract Number 12.

Q And that's in the far northwest corner?

A Yes,

O All right, sir.

A Tract Number 31, or Tract Numbar 37, I'm

sorry, and Tracts Number 88, a one-~half interest in Tract
Humber 6%, and Tract Xumber 90, all in Saection 10, those
last three.

o You said Bxxon's interast in Tract Nomber
29 i3 a fifty percant interest?

A Yes, sir.

Q Who hag the other fifty percent?

A Gulf 241 will have the other fifty per-
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cent which we will share with the working interest owners
based upon the spacing.

o #r. vaden, would vou describe for us what
your understanding is of the proposed unitized formation in
the unit area?

A Yes, s8ir. The unitized formation is de-
fined in the unit agreement as that interval underlying the
unit area, the vertical limits of which extend from an upper
limit described as 100 feet helow mean sea level, or the top
of the Grayburg formation, whichever is higher, o a lower
limit at the base of the San Andres formation.

This unitized interval was detrermined by
the Technical Committee of the various companies and it will
be explained later,

Q Iz that the definition of the unitized
formation that has been used In the contract documents for
the unit?

A Yas, it is.

¢ all right, sir, let's turn to Exhibit
Number Three and I believe that's the unit agreement?

A Yez, sir.

Wwe can look at Exhibit Xumber ¥our, too,
at the same time, if you want,

Q Mr, VvVaden, [ have distributed what has
been marked for identification as Gulf Exhibit Number Three.

Would you identify that for us?

& Yes, Sir. Exhibit Number Three is the
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unit agreement for the unit area.

G 211 right, sir, and we also distributed
Gulf Exhibit Rumber Four. %Would you identify that for us?

A Exhibit Humber Pour is the unit operating
agreement for the unit area,

O Pirecting your attention to the unit
agreement, #r., Vaden, have you circulated the unit agreement
to 211 known owners of royalty interests, overriding royalty
interests, and working interest owners?

A Yes, we have,

4] Would vou describe for us, Mr. Vaden, the
attachmeents on Exhibit Humber Three?

A Yeos. The first attachment is a snall
unit map, the same as exhibit -- this is labeled Exhibit a
to the unit agreement.

The second is labeled Exhibit B, which is
a complete liating of all working interest owners, lessees
of racord, percentage of participation of the tracts, and
2ll royalty interest owners.

o] I1s the proposed unit aqgreament, MNr.
vaden, a form that has been approved by the Commissioner of
public lands and the Bureau of Land Management for use in
statutory unitizations?

A Yes, sir, it is.

4 And this unit agreement has been submit-
ted both to the Bureau of Land HManagement and the Cowmmis-

sioner of Public Lands?
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A It has heen.

G Mr. ¥sden, how were you able to determine
who ware the working interest owners and the royalty owners
that are included in the tabulation of ownership for Exhibit
Hupnber Three?

¥ 3 we began by spending time hero in Santa
Fa checking the records of the Bureau of Land Hanagement,
the records of the OCD, and the records of the State Lands.

Prom this information 1 was able to
determine the working interest owners.

We then contacted each working interast
owner to supplement what wall general information we had
gained, and asked that each working interest owner send us
current Division or title opinionsg or current royalty owners
names, addresses, and pay data,

We also checked records of Lea County for
the key -- for certain key tracts where we were not sure we
had all the informaticn on {t.

e} Would you describe for us Exhibit Number
Four, now, and tell us what the scurce ig of this document
and wheather or not the unit operating agreement complies
with the statutory requirements of the Compissioner of Pub-~
lic Lands and those reguirements of the Bureau of Land Man-~
agement?

A Yes, sir. Exhibit Xumber Pour, the unit
operating sgreement, is sodeled after the Amarican Petroleum

Institute's model form agreement.
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In January of ‘84 the first copy of a
unit and unit operating agreement was sent to the working
interest cwners. We raceived back over thirty pages 0f con-
nents.,

8o in April we began revising these in-
struments, ¢trying to get what the working interest owners
wanted in thes, and at that time we checked with Mr. Ray
Graham and with the State Lands Office and also with the
Bureay of Land Ranagement. They assistad us and assured us
that these instruments are proper.

o] Mr., vaden, 1'ad like to direct vour atten-
tion now to Exhibit Number Five.

Mr. Vaden, the Statutory Unitization Act,
under 70~7-6, sub-paragraph 3, regquires that the operator
have made & good faith effort to secure voluntary unitira-
tion within the pool or the portion thersof directly af-
facted.

I want to ask you, sir, your understand-
ing and knowledge of Gulf's effort to make a good faith ef-
fort to get the maximum nueber of voluntary participation
interests committed to the unit,

In that regard would you fdentify Bxhibit
Humber Pive and tell us, first of all, what efforts you have
made to securs the consent of the royalty owners.

A Yaos, sir, Exhibit Wumber Five iz a bro-
chure entitled Eunice Monument South Secondary Recovery

Unit. It is based upon the information contained within the
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technical report from the working interest owners and 1
tried to prepare it ia such a wanner that it's in laymen's
terms but yet it still gives a concise brief of what the

Technical Committee has come up with, and it was an attespt

| to explain this project to the royalty owners and overriding

royalty owners.
Q ¥hen was the brochure prepared, ¥#r. Va-

den, approximately?

A In April of this year.
Q And what have you done with the brochure?
A The brochure, the unit agreement, and

ratification and joinders were mailed to approxisately 350
royalty and overriding royalty owners. They were mailed to
people in Norway, Switzerland, England, Canada, and 26 of
the Continental United States.

¢ were copies of this brochure also pro-
vided to the working interest owners?

A Yes, they ware,

Q And how many different working interest
owners 4o we have in the proposed unit?

A Forty~-two.

Q &1l right, sir, would you now describe

for us Exhibit Humber 3ix7? %®hat is Bxhibit Humber Six?

A Okay.
'] Just tell me what it is.
A Exhibit Wumber Six is a computer printout

on a tract by tract basls listing all the royalty and over-~
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riding royalty cwners.

fe] Was this a document that was prepared un-
der your direction and supervision?

A Yes, sir, it was.

14 And have you raviewed it to deterasine
whather it's accurate and correct?

A Yas, sir, I have.

o Let's turn to the caption of Exhibit Hum-

ber 8ix, #Mr. Vaden, and have vou walk us through the infor-
mation that's tabulated on the exhibit and then I1'11 ask you
what you've done with the information.

A All right. The exhibit 1is entitled
Royalty and Overriding Royalty Owners. 1t is complete as of
11-%5~84, the date of this printing.

On  the uppar lefthand corner, the first
columpn is Owner Ratification and Joinder Number and Type of
Interest. Each ratification and joinder to the royalty and
overriding royalty owners was numbered before it was mailed
out. This number, the first one is BHODl, Adobe Royalty
Company, it's a royalty interest, as you see in column num-
ber one.

The second column denotes an "X® if the
ratification and joinder has been signed and returned. It
you'll notice at the bottom of this first page there’s a

series of four plusen., As we began with the divigional in-

fornation, we found certain interaests had been sold or in-
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o that was noted with the four plusaes
that that interest no longer applied or if it went anmawhere
e@lse.

The third column is entitled Interest
Owners and Current Addressea., We continually updated this.
As we would get joinders back, sometimes the addresses had
been changed on the joinder, so we included those addresses
on here.

The middle column ig Tracts in which the
interest is owned and as you will ses, some of these owners
owned under tracts operated by various working interest
OWNers.

The next column i{s the date of {nitial
letter, brochure, unit agreement, and joinder was sent.

The column entitled Card ®x*, there's an
“y* in this column if we got the certified card returned.,

The next column iz the date the ratifica~
tion and joinder was executed and acknowledged.

and then the following columns are gelf-
explanatory but they basically are notes which will be pas-
sed on to the other working interest owners telling them
that certain of their royalty owners may have changes in ad~
dress or other things that we've come up with.

Q ¥r. Vaden, there are currently how many
royalty and overriding royalty owners within the unlt area?

A 350, approximately,
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] Wiculd you describe for us the magnitude
of effort you and your staff have made towards getting
voluntary participation by the royalty owners?

A Yas, sir. I have made over 1000 tele-
phone calls with over 600 of them documented.

We have made many mallings.

& Over what period of time have you devoted
your afforts to get the voluntary participation percentage
of the royalty interest owners committed?

A Starting when we got the first letters,

which would be, oh, June 12th, we have -~

Q Of what vyear?
A Of this year.
o] As of today, HMNr. Vaden, vhat percentage

of the royalty and overriding royalty owners are committed

to the unit?

A 99.%3 percent of the rovalty owners are
committed,
Q when we look at the Bxxon tracts that ara

proposad to be included in the unit, what is the status of
comaitment of the rovalty interest under those tracts?

A All the royalty is committed with the ex-
ception of one tract where Exxon has a 5.something rovalty,
80 1 bulieve it has 56 percent committed.

o All right, sir. How let me direct your
attention to the afforts to get the working interest owners

comelited to the unit.
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¥You've indicated to ua that there were 42
working interest owners in the unit. Are those listed on
Zxhibit Number Six or are they on a different exhibit?

A They are listed on Exhibit Mumber Six.

G o you also have an Exhibit Mumber Seven
that separately documents the working interest owners sum-
mary?

A Yes, sir, I do.

L) All right, sir, would you ildentify for us
than Exhibit Number Seven?

A Yes, sir. Exhibit Yumber Seven is entit-
lad Working Interest Owners Summary. It alphabetically
1ists the working interest owners and thelr addresses for
thoss within the unit.

The second column of this exhibit indi-
cates whether or not we have received the joinder of the
working intereast owner.

The third colun indicates, the third -~
the fourth column indicates the tract number under which
this owner owns. The column just before that is whether or
not he iz operator of that tract.

And then we have given individual tract
and cumulative interest on hers.

if you'll turn to the second page of this
exhibit you'll notice that some of these tracts have aster-
isks in the columsn of whether joinder was received or not

received,
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There ars thirtaasn working intarent
ewners who had minor or small intsrests in the unit, TWo
salid that they would like to sell their interest to Gulf and
Gulf would then share this interest with the other owners.

8¢ thesa thirtesn owners are identified
in the exhibit, Thaere was a change as of Friday of last
weok with the Bruce Wilbanks tract, Wa are showing that as
sgresable to sell and there'’s a lettar in here stating that,
but there may be some changes in that at this pointy; we're
not sure.

But taking what we have actually commit-
tad, and what is identified as being purchases, a8 well &%
what is =~ the two small interests that are in the mail, one
from a bank, we have 383,67 percent of the working interast

committed, effectively committed.

Q 83.672

A Effectively committed.

2 All right, sir.

A That does include the Wilbanka tract,

wiigh is 22/7100ths of one percent,

o wWould you identify for us the larger in-
torests Of the working intersst owners that have not commit-
tod their tracts to participation, for example, Zxzon, whare
we find thelr tabulation of interast on Exhibit SNusber
Saven?

A Yas. Page three, fxxon has 4,36 parcent

of the unit participation, and they're number seventeen on
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this list.

¢ All right, sir, would you identify for us
any others that have less than a mionimal interest in the
woarking interest that are not committed?

.3 Yes. We have Cities Saervice with less
than one percent. 5Some of these we «- we could not get com-
mitments, 1f we didn't know, we said, no, they're nnt
doining.

The Fred Turner Estate we belisve is not
yoing to join. That's on page five.

In essence we have commitments from 36 of
the 42 working interest owners. Again that is counting the
five ownars under the Robex (sic) tract.

Q A1l right, sir. Mr, Vaden, what doss
Sull propose to use as the offective date for the unit?

A We are hoping for December 1 of this
year.

4] ®¥hat is the imsportance to Gulf of having
an affecrtive date of [ecember lst, 19847

A Many of these agreements to purchase,
wvhich are attached to this exhibit, had a clause in theom
that the other working interesst owners wanted. These our-
chase agreaments are null and void if it is not completed by
December 3ist of this year,

4] Cther than obtaining the approval of the
Hew Mexico 041 Conservation Commission pursuant £o the sta-

tutory vnitization gtatute, are you aware of any other re-
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gquirement that is needed before you can use the Decenber
Ist, 1984 date as an effective date?

A ¥a, sir, 1 am not.

#) Would you describe for us, HMr. Vaden,
what has been Culf's efforts through you and your staff to
get tne voluntary jeinder of the working interest owners?

A Yes, sir, we have msde numerous phone
calls, We have had various meetings with the other working
interest owners, and we have, starting early in the project,
nad across the table negotistions on disagresments and the
instruments.

Q ¥hen were the drafts of the unit and unit
operating agreements first circulated to the working inter~
ezt ownars?

A February 6tth of this year.

{ And did you subseguently receive comments
and suggestions for modifications to those agreaements from
the various working interest ownars?

A Yes, sir, we have,

4] And has Gulf, through vyou, addressed
those concerns and comments and included the appropriate
comments in the documents?

A Yes, sir, where approved by our sanage-
nant .

Q When was the revigsed unit and unit oper~
ating agreements, ratifications, and joinders sent to the

working interest ownera after the drafts of Fshruary, '847
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A On July 25th of this year the unit agree-
ment and unit operating agreement and ratification and join~
ders were gent with a cover letter asking that thay review
and get any commants back to us and try to execute them
promptly.

4] All right, sir, would vou summarize for
ug after June 25th, then, what follow-up efforts vou've made
to get the working interest committed?

A On July l6th I zent a letter informing
the working interest owners that the Bureau of Land Manage~
ment and the ¥New Mexico State Lands have given preliminary
approval to the unit and enclosed a copy of that «~- those
approvals to the working interest owners.

o All right, sir.

And at that time we again asgsked that they
attempt to gat their joinders in promptly.

G And as of today, then, ¥Mr. Vaden, what
parcentage of the working interest owners are committed to
the unit?

A 22 percent Dy ratification snd joindery
93.67 porcent effectively.

Q Mr. Vaden, I've handad out whst is marked
a8 Gulf Bxhibit Husber Eight, sir. Bould you identify that
for us?

A Yoz, sir. Exhibit Numbar Eight {s entit-
ied Summary and Analysis of Committed Working Interest. it

is a computer printout virtually identical to Exhibit B of
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the unit agreesment, which iz our Exhibit Bumber Three.

Q Is this & document that was prepared un-
der your direction and control?

A Yes, sir, it was.

e And have you reviewad that document and
satisfied yoursgelf that it's true and correct?

A Yas, sir.

4] All right, sir, wouvld vou give us an
example of how the document provides {nformation to you on
the status of the working interest owner?

A Yas, sir. The left half of this exhibit
partaing to the working interest owners while the right half
pertaing to the royalty ownars,

Starting with Tract Number 1 on the first
page, the second column has the tract participation of this
tract. The third column is the working interest owner, or
ownars, The fourth column is what percaentage of working in-
terest they have in each tract. The fourth column is what
parcentage we have committed by ratification and joinder.

8o az vou see, Tract Nunmber 1, we have
100 percent of the working interest owners, Going to the
wmiddle of it, it defines who the lesseses are, the lessors
are. In this case it's United States, Bur=zau of Land Man-
agesant lands, The rovalty is 12-1/2 percent. The next
column {s whether the royalty is committed or not, and our
royalty commitments do include State and Federal lands,

If you can turn to page fifteen of this
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exhibit there's a good example of a fee tract, 1f vyou'll
look at Tract %1, vyou'll see where we have four working in-
tersst Owners. All four of these owners have committed and
wee've broken out the percentage of thelr working intersst.

Then to the righthand portion of this ex-
hibit you'll notice that there's a number four and then a
name and percentages. This is our royalty owners. This
number four is identical to the number four presented in Ex-
hibit Numbsr Six of royalty owners. So in other words, roy-
alty ownar nusber four, the name, the interest or percentage
of royalty he has in the tract, and "¥" in the next column
means we have the ratificstion and joinder, Then the fol-
lowing column 18 the percentage of royalty committed for
this particular fract and in the last column is the percent-
age of royalty for the entire tract, which of 101 tracts we
have 100 percent of rovalty committed on all but four,

& The unit agreesent and the unit operating
egreement as submitted to the working interest owners, do
you believe that if given additional time it might be
reasonably probable that you would get any portion of the
remaining noncommitted working interest owners committed to
the unit?

A No, sir, 1 do not, The main working in-
terest and royalty we do not have committed is BExxon.

Q All right, sir.

a Tow, Can we g0 to the last page of this,

page 25?2
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I1f you would like to look at page twenty-
five of this exhibit, it does give a summary, and again it
states working interest effectively committed 93,677 36 of
42 working interest ownars; rovalty intereszt committed 93.53
percent.

These are substantially in excess of what
would be required for atatutory.unitization.

Thank you.

KR, XELLAHIN: Hr. Chairman, I
proposs to discuss next with Mr., vVaden fxhibits Nine and
Ten, which are the documents and correspondence concerning
the approvael of the BLM and Comnissioner of Public lands.

I only have one copy of the ap-
proval letters from each of those agencies, which 1 now show
opposing counsel for their inspection and possible objec~
tion.

0 Mr. Vaden, 1'd like to direct vour stten-
tion now to Exhibits ¥Mine and Ten, which is the Correspon-~
dence from the Bureau of Land Management and the Commis-
sioner of Public Lands, and simply have you summarize for us
what has been the results of your efforts to get approval of
the unit from both of those agencies.

A Yes. Exhibit Number Xine is a copy of a
letter dated June 22nd, 1984, from Roy Stovall, Acting Dis-
triet Hanager, United States Department of Interior, Bureau
of Land ¥anagement, Roswell District, and it does advise us

that the unit area and geclogy is acceptable to the Buraau




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

kB

of Land Fanagement and it is logical for secondary recovery
unit. It is in essance preliminary approval.

The second letter, Exhibit Number Ten, ia
& lettar from Ray Graham, Director of 0ll and Gas Division
in the Office of the Commissioner of Public Lands, also
granting prelirinary approval and it is alsc dated June
22nd, 19534,

0 flave you subseguently abtained final ap-
proval frem the Buresau of Land Management and the Copmig-
sioner of Public Lands for your unit?

A Effective as of yesterday both agencies
have granted final approval to this unit pending statutory
unitization by this Commigsion.

MR, KELLAMIN: ¥r. Chairman,
that cencludes my examination of Mr. Vaden.
We would move the introduction

of Gulf Exhibits One through Tan.

A Tom, we've got ratification and joinders.

Q What's that?

A Wa've got the ratification and Jjoinders
exhibits.

¥R, KBLLAHIN: I'm sorry, 1
forgot some sxhibits, Mr. Chairman.

¥r. Chairmsan, 11 neglectad to
introduce the ratifications and joinders, and with the con-
gent of the Commission we'd like to reopsn ¥r. Vaden's tes-

timony and have him discuss for us Exhibits Number Eleven
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and Twelve.
MR, STARETS: You may procesd.

o] ¥Mr. Vaden, would you identify for us what
is contained in Kzhibit Number Elaven?

A Yes, sir. Faxhibit Number Eleven is the
ratification and joinders from the working interest owners
and the lessees of record for the tracts within the unit,
while Exhibit Number Twelve iz a packet of the ratification
and Joinders of the royalty interest ownare, which of ap~
proximately 170 royalty interest owners, all but 12 have
been signed up.

Q Excuse me, Exhibit Twelve is the ratifi-
cation by the working interest owners and Exhibit Eleven is
the royalty owner ratifications?

2 Yes. Yes, sir, 1'a sorry.

Q And do those two exhibits conform to  the
informatioa you've testified to that is contained in the
computer printouts of those interests?

A Yes, s8ir, they do, to the best of my
hnowledge.

MR, KELLAHIN: Br. Chairaan,
that concludes my examination of Mr. vadan.

We move the introduction of
Gulf Exhibits One through Twelve.

MR, STAMETS: 1 would point out
that both Exhibit dNine and Exhibit Ten are two part exhi-~

bits.




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

33
1f there is no objection, these
exhibits will be admitted.
Are there questions of the wit-

ness?

CROBS Exaﬁlﬁh?lﬁﬁ
BY MR. PADILLA:
s Mr. Vvaden, 1 have a few questions. Do
you spell your name B~A-D-U-N7?
A Yes, sir.
o 1 just wanted to make sure so I wouldn't
mispronounce it.

MR, STARBETS: ¥Mr. Padilla, I
don't believe either ons of you heard the other ons or an-
swered the other one, Dbecause I've had the samo  troubles.
with a "V* as in Veronica?

A Yasg,

MR, PADILLA: I had it with a
rE® in Correapondance.

KE. STAMETS: XNo matter how you
say it I hear him saying "B" as in boy.

i) #ith reaspect to Bxhibit Humber Twoe, you

have labmled tracts HRP and I think that that is "held Dby

production.”
A Yes, sir.
4 PDoes that mesn that it's held by produc~

tion through drilling of that particular tract or other por=-
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tions of an oil and gas lease?
F 3 That means it's held by production on the
BL¥ and State records.
0 In other words, 1t doesn't show whether

or not a well i3 drilled on that particular tract.

A That's correct.

Q Do you know whether a well is drilled on
the Gulf 0Ll Tract ¥o. 157

A . I would prefer that you bring those ques-~
tions up to the engineers. They'rs wore familiar with the
wall locations and the well dota.

Q In other words, you don't know whether or
not sach individual tract listed on Exhib:it Humber Two con-
tains a well or not or whether it's been drilled?

A I£ I know, 1 still believe it would be
better answered by the engineers.

Q ¥Now turning te Exhibit Humher Thrae,
which i3 the unit agreement, ! would like for you to turn to
page number seven and have you explain to me the Section 13

on tract participation.

A Is that on the formula, gir?
Q Yes, sir.
A 1f we could wait, that gets -~ we're get-

ting into more detalls discussed under Mr. Berlin's testi-
mony on that, and the reason I'm saying that, the Technical
Comnmittee came up with the formula. I believe thaey could

explain it batter.
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Q Now turning to page number eight on that
unit agresment, c¢anh you tell us what would be the definition

of *qualified tract®™?

Ak What article are you referring te?

Q Part of Section 14 of the unit agreement.
A And what page number again?

¢ rage eight.

A How, your guestion is what qualifies &

tract?

] what is a qualified tract as defined or
as stated in Section 1472

A 5 qualified tract would be ons that nmeety
the criteria of Article XIV, which is rather lengthy,

LA Do you know what those criteria are?

A Again, they were eatablished by the

Technical Committee.

Q Well, do you have a witness who can ~-
A Yus, sir, we will.
4] -~ digcuss that? wWith respect to Exhibit

Number Seven, on an eyeball basis would you say in general
that with the exception of the non-joinder of Exxon Corpora-
tion most of the othar non-psople, or parties who have not
joined in the unit agreement are smaller operators?

A do, sir, @I would not.

ol who would you say would be one of the
larger operators (not audible)?

A {ities Service,
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Q Cities SBervice, okay, are there any
others?

A without reviewing it I wouldn't know.

Q You prepared this, didn't you?

A Yas, sir.

g The Article VII or Exhibit Sevan?

A Yes, sir, but without double checking I'4d

prefer not to answer your guestion definitely ves or no.
To my Kknowledge that's the only other
large company.

Q How, with respect to Tract Xumber 5%, you
stated that, and it shows that the working interest ownsrsg
there have agreed to seil. Is that your testimony for culf?

A That was my testimony as qgualified with a
later statement.

Q And what was that qualification?

F 3 That as of late lagt wsek, the notes from
this telephone conversation with ¥r. Wilbank and Mr, Hen-
garix, that may change, and we don't Xnow at thig point.

I asked pointblank if that meant they were not going to
sell, They sald, no, we don't know at this point.

4] ¥You also -~ have they -~ who made the of-
fer to purchase? Did you make the offaer to purchase or 4did

A 1f you will notice under Burber FPour, Ex-
hibit 8ix, is that --

o Humber Seven is what I have on that,
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A Okay, if you'll look at Exhibit Rumber
Saven? Turn to the attachment number three at the back of
this exhibit. It's entitled Michael Xline, Susan Kline,
Bruce Wilbanks, John Handrix, 2Zthel Dennis, 7. ®. Ellison.
The first page following that is a letter from Mr, Wilbanks.
Following this 1is exhibits of our original offer to pur-
chase, our letter agreement, our assignment, and other data
that was sent to Mr., Wilhanks for execution.

To angwer your quesiion, January 24th,

1584, there was a letter from Mr, Turner to Mr. Wilbanks
offering to purchase these lands, this interest.

O That nffer has not been acgcepted,

A That offer was accepted hy MWr. ®Wilbanks

by letter of July %$th, 1934, in this packet.

@ The offer to purchase?
A Yes, sir.
o I'm not looking at that. and your tele-

phone convergation last week apparently changed that,

A ®o, sir, I could read the results of that
telephone conversation. I tried -~ Mr., %wilbanks told me
that Hendrix had told him that Hr, Hendrix may want to pur-~
chase that interest rather than him sellilng to Gulf and
then to other members of the unit.

Ha suggested I call By, Hendrix. When I
telephonad Mr. Hemirix he said they were neither sayling that
they are for or against the unit, What they would like to

consider was trading property with Gulf for this interest
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ratheyr than selling to Gulf, bhut he wasn't sure how it was
going to be and thay said they would get back to me,
They didn't get back to me.

Q What result has -~ have you considered a
tradeout?

A I left ths door open. 1 s2id we would
prefer to purchase but if you have a proposal we will listen
to it.

G Did you =-- did you give them notice that

you were coming to hearing today?

A Yes, sir, @ did.
G Yar that written notice?
A The Commission send out written notica.

I gavae verbal on the telsphone.

Q Did you give the interest owners of Tract
5% notice that you had applied for preliminary approval of
the State Land Office?

A Yes, sir, and alsc sent them a letter as
a rasult of that preliminary approval. That was many months
aYo.

0 and vou did the zame with the Bureau of
Land Management?

Y Yes, that letter was also in the package,

] How 18 it your understanding that with
respect to the approval of the Land Commissioner that that
approval only applies to the Land Commissioner's royalty in-

terest only? I8 that your understanding or do you think it
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hinds the working interest owner on a State lease?
A Thig =~- that approval pertains to ths
State's royalty interest, but this is a State and Federal
statutory unit, It needs the concurrence of all three, the
State, the Pederal, and thes OCD,
€] ¥y question is, would that approval hind
the working interest owner a State lease?
A I'11 defaer that to one of our attorneys.
1'® not sure.
Q You have no answer, then, is that cor~
rect?
A That's correct.
MR, PADILLAs I believe that's
all the guestions I have,
MR, STAMETS: #r. Sperling?

MR, SPERLING: Yaes, Sir.

SROSS RYAMIRATION
BY MR, SPERLING:

Q #Hr. Vaden, 1 refer you to Exhibit Seven
again and to a letter which is appended to the exhibit from
sulf, dated Novembar 1, 1984, addressed to Brady Production
and signed by ¥Nr. Turner.

This appears to set forth --
A wWhat number is on that one, please, 8ir?
G Sird

A ¥hat number 1s on that, the preface sheat
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to that? 1Is it -- okay, it's MNumber Ona, I1'm sorry.

Q Hine doassn’t have a number.

A This page in front of the page you're
looking at has a number one on it.

G This letter appears to set forth the basg-
is for an exchange betwsen Culf and Brady with respect to
acreage within Tract 8% for acreage in Gaines County, Texas,
is that correct?

A It appears to, yes, sir.

Q The exhibit to the unit agreement, ac-
cording to your earlier testimony with reference to Tract 893

ig m=

A mo, sir, let me back up & minute, That
is not the case. That is acreage that we -~ we are offering

to him. It saye that it pertains to Tract §9.

g wall, it's the bhasis for an exchange,
isn't it?

A Yea, sir.

4] The axhibit to the unit agreement, Exhle

bit Threa, indicates that with respect to Tract £9% that
there is SO0 percent joint interest ownership by Brady and
Exxon, right?

A If vyou'll notice, there's also a little
asterisk next to that on Exhibit Number Three. That as-
terisk, as the astarisks do in here, and that's why wa use
the words "essentially committed®, is these people have in~-

dicated that they are willing to sell. We have said we will
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purchase if the unit is approved.

4] 8o you consider effectively committed to
pe on the basis of the acquisition by GQulf.

A I'm saving it will be effectively commit-
ted because Gulf has joined; the other interest pwners that
we will share these leases with have joined.

Q #How many other acguisitions has Gulf made

in the last year?

A On this unit?

Q2 Yes.

A Pourteen, to the best of my knowledge,

Q And those include cash purchases as well

as exchanges?
A Yas, asir. You may notice that we have
purchased -« an agreement to purchase Texaco's interest.
¥e have completed a trade for Doyle Hart-
man's interest.
0 Are sll of these acguisitions contingent

upon the approval of the unit?

A A1l of the ones pending now, yes, sir.
o And how many are panding now?
A Wall, thirteen, more or less. 1 don't

know,
As of last week 1t was thirteen.
o Cut of a total of fourteen acguisitions.
A Ha, the one -~ number fourteen has al-

ready been completed. The instrument, the assignment is
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exacuted and is in herea.
Q Is that the Texaco acguisition?
A 5o, sir, that's the Doyle Hartman,

There's also another one from I believe Xenneth Haadley that
is in nere that is completed and needs to he filed of re-
cord.

S0 two are completed; others are under
latter agreements and assigneents. Oh, there's enother one
that is completad from Mr. Farl Bruno that's in here.

Q Ohkay .

A But agaln it will be contingent upon the
formation of the unit.

'y N¥ow I believe you stated that the parti-
cipation formula which is contained in the unit agreewent
was the result of draftsmanship of the Technical Committee?

A Yes, sir.

G As a matter of fact, didn't Amoco submit
that proposal?

k would you mind deferring that question
till they come up, please, sir?

MR, SPERLIERG: That's all.

MR, STAMETS: Are there othar
guestions of this witness?

Mr. ¥ellahin, 1 presume later
witnesses will cover all those things which we've defined as
relative to the operating agreement, unit agreement, and 30

Gile
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MR, ERLLARIN: Yes, Mr., Chair-
maf.
HMR. STAMETS: The witness may
be aexcused,
MR, KELLAHIN: Mr, Chairman, at

this time we'll call our geologist, Mr. Ray Hoffman.

RAY HOPPMAN,
being called as a witness and being duly sworn upon his

path, testiflied as follows, to-wit:

DIRECTY EXAMINATION
BY MR, KELLAHIW:
¥ Mr. Hoffman, were you s5wOrn as a witness

this morning?

A Yes, I was.

¥ Please state your name and address.

A Ray Hoffman and I live in Hobhs, NHew
Hexico,

Q You'll have to shout at us, Ray, 80 the

reporter can hear,

A Okay.

G Mr. Hoffsan, where are vou employved ang
in what capacity?

& I'm enploved by Gulf 0i} ag a production
geologist,

g Have you praviously testified hefore the
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Rivisgsion as & petroleum geclogist?
A No, I haven't,
] Would vyou describe for the Commiasion
where you obtained your degree in geology?
A ¥Yes, I have a Bachelor of Science degrae

from wWavnesburg College, which I received in 1973,

Q Subgequent to graduation as qgeologlst,
mr. Hoffman, have you practiced your profession?

A Mot right after 1 graduated from college,

Q 211 right, sir, would you describe for us
what has been your employment as & petroleum geologist?

A I've been with Gulf C¢il for seven and a
half yvears.

G would vou summarize for us the kinds of
things that you have done as a petroleum geologist during
that period of time?

A Pevelopment of prospects, Ffileld studies
for waterfloeds and enhanced recovery projects,

Q would you describe for us your participa-
tion as & petroleus geologist on behalf of Gulf 0il Corpors-
tion with regards ¢to the gaclogy on the Punice Honument
South Unit Area of Lea County, New Mexico?

X Yasg., I prepared two naps, structure top
on the Grayburg and a structure top on the Penrose, asg well
48 cross sections in the unit area.

0 Did you prepare those structure maps and

cross saections as support for the geologic information that
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was used by the Technical Committee in forming the unit?
4 Yes, I did.
MR, XELLAWIN: ¥e tender Mr,
Hoffman as an expert petroleum geologist,
MR, STAMETR: fle is considered
gqualified,
¢ Hr. Haffmaﬁ. let me direct you to your

first exhibit, which will be Gulf Exhibit Number Thirteen.

A All right. Exhibit Thirteen iz a type
1og.

18 That's the type log?

A Yes, it is.

¥ All right, sir, would vyou identify for us

what Exhibit Number Thirtean is?

A Yos. Exhiibit Thirtsen iz a tvpe log for
the Eunice Monument area and it shows the top of the Dueen,
top of the Penrose, the top of the Grayburg, top of the San
Andres, and the base of the Ban Andres.

G where 4id you chtain the tops of those
formations, Mr. Hoffwman?

A I got these tops from the OCN geologlst
in Hobbs, HNew Nexico.

0 Are thase the tops that were used to make
the correlation of the loga in the Punice Monument South
Unit Area?

A Yes, they wers,

Q All right, zir, let's go to your next ax-
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hibit, That will be Exhibit MNumber Pourteen, and what is
that, sir?
A Exnibit Fourteen is the structurs top of
the Gravhury map.
¢ A1l right. Mr. Hoffman, does this struc-
tures wsap represent your qeolggic fntereretation of the

siracture --

X Yas.

L4 -~ on top of the Grayburg?

A Yas, it does.

Q This is your work product?

A Yes, it is.

G All right, sir. would you describe for

ug what conclusions you made from examining the data snd the
information from the structure map?

A Yas. On the western and southern bhound-
aries of the field the dark dashed line indicates the oil-
water contact at a ~325, and on the eastern, sastern edge of
the field the Grayburg porosity pinches out, and on the
northern --northern edge of the field, bounded by the Texaco
Honument Unit.

Q All right, would vou describe for us the
lithology that you found in this area?

A Yeas, It's a dolomite with intercrystal-
line poresity interspersed with gsome sands.

0 #hat does the oil/water contact determine

for you as a geologist, ¥r. Hoffman?
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A It determines the lower limit of oil pro-
duction in the area.

O And when you talk about area, you're
talking about the Grayburg-3an Andres?

A Yes.

(] In your opinion doas the oil/water con-
tact generally conform to the énit houndary on the western
and southern adges of the unit?

A Yea, it does,

4] Do you zea as a geclogist a reasonable
geologic justification for the unit boundary as proposed by
the working interest owners in this unit?

A Yes, 1 do.

s 211 right, s8ir, and vour next exhibit

will be Exhiblt Number Fifteen?

A Yog.,

] And what 13 that, sir?

A It is a structure map of the Penrose for-
mation.

Q All right, we've looked at the structure

en the lower end of the o0il zone in the Gravburg and now
we're going to look at the structure in the Penrose, which
is above that,

A Yeox,

€ All right. Iz Exhibit Munmboer Pifteen a
structure map that vou've also prepared?

A ¥Yag, it is.
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G 211 rignt, sir, would you describe for us
the structure map?
A Yes, It's similar to the Grayhurg struc-

ture map, indicating that the penrose formation itself |is
uniformly thick over the entire area. 1£f you compare the
two maps you can see this,

Q All right, sir, would you describe for us
the composition or make-up of the Penrose formation?

A Yes. It's -~ it's a dolomitic -- dolomi-
tic sands interbedded with hard dolomite stringers and 1is
approximately 170 feet thick over the entire area.

4] Baged upon your study of the Penrose por-
tion of this interval, do vou have an opinion as to whether
or not the unit boundary as propossd has a reasonable geolo-
gic basis in terms of the Penrose?

A ¥Yes, it does.

Q At thig point we're going to go to some
cross sections, I balieve,

A Yes.

a Are those cross sections prepared by you
or under your supervision and direction?

A They're prepared by myself and C. D,
Stenberg, the geologist in our offics,

Q All right, sir, Ler's pull out sowe
cross sections. You might come down hers and help me out.

All right, Mr. Hoffman, when we look at

thae Ffirst coross section, which is ¢ross saction Exhidkit
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rourteen, would you go to ~- when you look st cross section,
Fxhibit Sixteen -~

MR. STAMETS: No, aucuse me,
rxhibit Sixteen is the plat that shows the lines of cross
sections.

MR, KPLLAHIN: Cross sections,

that's what I want,

{(Thereupon a discussion was had off the record.)

% Gkay., Let’s start over, Hr, Hoffman,
ldentify Exhibit Mumber Sixteen now for us,

A That's the c¢ross section index -~

] Can't hear you, You're qgoing to have to
turn your face a little.

A That's the cross section index for the
unit area and the numbers running along the left side are
the cross section pumbers and we have twanty~five cross sec-
tions on the unit area.

The circles on the map indicate wells
that have logs and the triangles indicate the walls that are
proposed water injection welle,

In this area over here we included logs
from Slinabry wells which were logged through the unitized
interval. These were to f£ill in spaces wherse we 4idn't have
logs or to add more logs to crogs sections,

o Rll of the cross sections that ware pre~
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pared, Mr, Hoffman, have you reviewed those cross sections
and the information contained on those cross sections?

A Yeg, 1 have.

Q All right, sir, let's turn now to the
first cross section, which is going to be Ixhibit Number
Seventsen,

o you have this marked somevhere?
MR, STARETS 3 I think this
would be a grand time to take a short break, say about fif-
teen minute recess.

¥R, EBLLAHIN: Thank you, sir.

{Thereupon a recess was taken.)

B, STAMETE: The hesaring will
pleage come to order.

#r. Kellahin, vou may continus,.

MR, EKELLAHIN: Thank you, Mr.
Chairman.

O Hr, Hoffman, before the hreak we wers
looking at Exhibit Mumber Sixteen, which is & plat showing
the unit outline and lines of some twenty-two Jdifferent
Cross sections constructed across the unit,

In addition I have shown you what we'va
marked as Exhibit Number Seventeen and Exhibit Number
Eighteen., 1 have distributed the lines of cross section on

the map and thoss two cross sections to opposing counsel,
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o Mr. Hoffman, before I start asking you
guestions, identify for us the Exhibit Number Seventeen in
terme of which cross section line is represented hy that
cross section when you look at Exhibit Number Sixtasen.

A That would be cross gection 14, the real
lang one here,

] 211l righat, -8xhibit Seventeen is line of
cross section 14.

How when we look at cross sectlion, the
Exhibit Number Eightesn, it's the cross section number what
on Bxhibit Sixteen?

A It's the cross section 22, running along
this line right here,

0 All right, let's go back to Exhihit mum-
her HSeventeen now, which is the cross section line through
the center of the unit running east to west, and have you
identify and describe what you zes when vou examine that
cross section.

) § The logs are hung on sea level, sea lavel
down, 4and no horizontal scale. Tha wells are just spaced
out over that whole interval.

This is the top of the Penrose, this line
hare. This is the top of the Gravyhurg, the line here, and
where the lines are dashed, that indicates that the struc~-
ture top has been eztimated off of the Grayburg and Penrose
stracture maps, And &t  the base of esach -~ sach well

there's a short summary of the original completion.
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At the top of this summary is another
number. It says "well” and as an example "14~47, That
would indicate that it's cross section 14 and the well is at
iocation number 4, and that is from the west.

The Penrose in thig aresa, the lower part
of the Penrose, the oil calumn.in this area thins from the
Grayburg up into the lower part of the Penrose, The widdle
Penrose is wusuvally tignt across the whole area except for
the southern western edge of the field and this provides a
pretty effective barriar betweesn the 0il column and the Penw
rose sand.

The Penrose sand is -~ is that sand in
the very top of the Penrose and generally found nver the
whole field.

On  the western and southern edges of the
field the sand, which is a dolomitic sand, changes into do-
iomite by a facies change or is cemented tight with dolomi-
tic cement, with a corresponding loss of porosity and pere~
xmaability along the adge 0f the unit.

& B1l right, sir, when you look at Exhibit
Humber Eighteen, which is the line of cross section east to
#»eat on the southern portion of the unit, would you describe
what you se® in thai cross section?

A fasically it's the same ag you see --
basically it's the same as our cross section 14 as to tops
and datums and it shows the same as cross section 14  (not

clsarly audible),
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3

o whan you look at the oil column in  the
unit area, that is included generally in the Crayburg and
the lower portion of the Penrose, is that correct?

A That's correct.

{Q The upper novrtion of the Peanrose is  that
sand that is gas productive.

A Yes, it is.

4] when vyou talked about the dense dolo-
mites, are the dense dolomites batween the oil column  and
the gas column?

A Yes, they are. The base of the sand is
the top of the Penrose.

0 #ithin the Penrose section, then, there's
a dolomite interval that separates the oil and the gss?

A ¥es, sir, dolomite stringers, long sand
gtringers. The dolomite in the area ia tight,

3 In your opinion i{s that an effective bar-~
rier between the o0il and the gas in the area?

A Yos, ft 15, over most of the field,

O All right, when we look at the top of the
Grayburg and the base of ths Penrose do we ses any forma-
tional barrier between the top of the Grayburg and the base
of the Penrose in the o0il columnn?

X Yo, we don't,

Q Are you familisr with what Gulf proposes
to use as the definition for the formation or the unit in-

terval?
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A Yes, that would be the entire oil column
in the Grayburg.
Q when we're looking at a definition to use

in the unitization process and you're trying to include the

oil column, all right?

A Yes, sir.
s what will that oill column consist of?
A That will consist of the Grayburg and San

Aandres formations and that portion of the oil column would
extend to the base of the Penrcee.

] Do you see, based upon your study of the
geology, & reasonable geologic justification for the pro-

posed unitized interval vertically to include all of the oil

column?
Yas,
Q And will that definition exclude the gas
column?
A Yes, it will.
Q when we look at your geology in terms of

the horizontal boundary for the unit, do you bave an opinion
as & geclogist as to whethar or not that horizontal boundary
has a reasonable geclogic justification?

A Yes, it doas, It runs between thes oil~
/water contact at ~320 and the porosity pinchout on the
eastern portion of the unit generally defines the unit
boundary.

Q All right, sir. Wwhen we look at the type
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log that you introduced garlier, in your opinion is that an
appropriate log to use as a type log for the purposes of
picking the unitized interval?
3 Yas, it is.
Q All right, sir. You may return to your
seat.
MR, XELLAHIN: Hr, Chalirman,
that concludes my examination of Hy. Hoffman,
We will move the introduction
of Gulf Exhibits Thirteen through Eighteen. Mo, just a
minute. Ave we right? Thirteen through Eighteen.
MR, STAMETS: Without objection
the exhibits will be admitted.
Are there questions of this

witness?

CROSS EXARINATION
BY MR, PADILLA:

Q Mr. Hoffman, with respect to your exhi-
bits that are numbered Pourteen and Fifteen, can you explain
for me the -~ on the structure maps -~ the geologic feature
on the western boundary of the unit, proposed unit?

A On the weatern boundary?

Q Yes, running from north to south along
the westarn doundary of the unit.

A ¥ell, this {8 an ossymetrical anticline,

as the structure map shows, and the western part of it just
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shows one flank of the anticline.

Q i3 the western part different from, say,
the section -~ well, let me generally describe the western
part as the row of sections on the western part of the unit.
How does that row of sections compare to the geology of the
remainder of the unit?

A The, as I mentioned in my testimony, the

THE REPORTER: I'm sorry, WMr,
Hoffman, 1 can't hear you.

A The upper sand in the Penrose changes in-
to a dolomite where it becomes more ~- the sand becomes more
dolomitic.

Q Let me ask the question this way. Is the
row of sections along the western boundary more homogensous

or less homogeneous than the remainder of the unit?

A Thisz is less homogeneous than the rest of
the unit,

Q Less homogeneous?

A Yes. 1t's different, 1t's different

from the rest of the unit.
e Can you explain to me how it iz less
homogensous?
MR, KELLAHIN: w®hy don't you qo
back to your seat up there and that way the court reporter
can hear you.

A oh, right.
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A You see under the top of the Penrose is
generally found over the structure, the top of the struc-
ture, but it doss -~ it changes as you go to the west and
the south, from a sand to a dolomitic sand and in some cases
into a dolomite.

Q As you understand the participation for-
mula in the unit agreement, does the geology on that row of
sections affect the participation of tracts along the west-~
ern side?

A 1 am not exactly familiar with the parti-
cipation formula., I don't know what you mean by that,

G Are you familiar with the participation
formule in the unit agreement?

A Wall, what == I'm not awactly sure what
you mean,

0 Let me ~=- Jjet me hand you what has been
labaled a3 Exhibit Number Three and in particular Section
13,

As 1 understand it, that is the partici-~-
pation formula for the unit agreement, and my question to
you is whether or not that geology in the western part af-
fects the method of participation?

A The geology in the western part, that is,
that's all that's sffected there is the vertical limit as to
whare the oll column is.

I don't think I could qualify to answer

any more than that,
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L] ®%ell, you've gaid that the westarn part
iz less homoganeous than the remainder of the unit, and I'nm
just wondering whether or not =--

A ¥all, compared to the -- compared to the
remainder of the unit.

@ %ell, compared to the remainder of the
unit. Is that -~ you don‘t know whether that participation
formula is affectad by the geclogy on the western part of
the unit?

A I'm not sure what you'ra getting at,.

¢ Let me move on for the moment and ask you
whether some of the wells aleong the extreme westaern edge of
tha unit are down dip in vyour cross section.

3 Yes, they ara.

0 How doss the -~ how would that affect the
waterflood in the area?

: 3 1 don't think I'm gqualified to answer
that., %¥You'll have to ask one of the engineers.

Q Well, let me, if vou're pushing water in
an injection well, where vwould the water have a tendency to
go Lf the geology is down dip?

A I'®s not a petroleus engineer. I wouldn't
-= 1 don't think I could answer that guestion.

Q Well lat me aak you in terms of hydrocar-
bons or oil. Where would the water have a tendsncy to grave~
itate, down dip or up dip?

A That's another enginsering question. 1
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can't comment on that.

ME. PADILLA: ¥r. Stamets, I
would ask that ! have a right to reserve further guestions
of Br, Hoffman until I've listened to the testimony of the
angineer.

MR, STAMETS:s Okay, Mr. Padil-
la,

¥r., Sperling.

MR, SPERLING: Yes, sir.

CROSE TYUAMINATION

BY MB. SPERLING:

Q Hr, Hoffman, I'm going to try and ask the
same question Mr. Padilla 4id in a different way.

Did you examine all of the geologica in~

formation avallable to you with raspect to the unit area?

A Yes, 1 did, that which was available.

o ware thare limitations on the amount of

that informstion?

A Yes, thare were.
G ¥hat were those?
A ¥e have -- roughly there's 48 percent of

logs available for wells that will be contributed to the
unit. We have less than half the logs avallable.

¢ well, I take it from your answer, then,
that you made no attempt to make a geologic evaluation of

the volumetric awmount of oll in place.
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A That's -- that's correct.

MR, ESPERLING: That's all.

CROSS PEYAMINATION
BY MR, STAMETS:

Q ¥r. Hoffman, referring back to Exhibits
Pourteen and FPiftean again, lJet's take & look at Fourtesn
first, and you've indicatad that the dashed line on the
gouthwest side reprasented the oil and water contact, and 1Y
was curious as to why none of Section 20 was included in the
unit, and why the south half® of the south half of Sections
21 and 22 were not included in the unit, since 1t appears as
though geologically those should be in,

A It -~ as hest as I can recall, lower por-
tions of -~ the wells in the lower portions of Section 21
and 22, as well as those in Section 20, are classified as
Eumont walls and they wouldn't be -~ wouldn't be included in
the unit.

%] 1s there no oil in the interval which |is
to bhe unitized in Sections 20 and the south half south half
of Sections 21 and 227

A The wells there are -- I think are pro-
ducing out of the Bumont portion and they don't get down in-
to the Grayburg, which is the top of the Eunice MHonument
oil. They're exciuded for that rasason.

Q And then Exhiblt RBumber Fifteen shows the

Penrose extending into fSection 20 and I have the same gues~
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tion as to why that was not included in the unit?
& I think it's basically the classification
of the wells, that they weren't Bunice Monument,
Q Would that mean in essence that -~ that
Gulf, nor the other operater in either one of those had the
rights in the formations that we're dealing with here today?
A 1 don't ~-
In this particular poel?
A In those sections I don't ~- 1 don't
xnov.
G Well, I1'11 nead some more information why
those are left out. Could that be submitted?
MR, KELLAHIN: We have another
witness, Mr. Chairman.
MR, STAKRETS: Goond, I'll ask my
gquestions again,
Any other questions of this
witness?

MR, XELLAHIN: Yes, sir.

REDIRECT EXAMINMATION
BY MR. KELLARIN:

Q Hr. Hoffman, when we look at Exhibit Mum-
ber Fourteen, which is the structure map on the Grayburg,
and looking &t the southwest corner of the structure map,
particularly in Sections 19 and 20, the heavy dashed line

running northwest to southeast raepresents what, sir?




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

62
A It represents oll/water contact.
4] In your opinion, d¢o you have an opinion

48 & geclogist whether it would be reasonable geologically
to include Sections 19 and 20 in the unit based apon the
oil/water contact?

A This portion, no.

O %hen we lonk at the Crayburg through the
unit area, 8r. Hoffman, what ig your conclusion with regards
to an opinion about its homogeneity? Is it homogenaous
in the Srayburg through the unit area?

A Yes, it is, for the most part.

Q And when we look in the Panrose do we see
any barriers ¢o the Penrose, between the Penrose and the
Grayburg in the oil column?

A Ho, we don't.

4, Do you have an opinion as a geologist as
to whather or not the proposed flood interval in the oil
column is 2 suitable, is geologically suitable for secondary

recovery by the injection of water?

A Yes.,

Q And what 1is that opinion?

1 That 1 think it would be foasible.
Q All right, sir.

MR, EELLARIN: 8o further ques-~

tions.

HE., ESTAMETS: Any other gues-
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RECROBE EXAMINATION
BY MR. PADILLA:

14 Hr. Hoffman, in answer to some of Mr,
gellahin'a questions as to whether or not you think it's
sulitable to waterflocd the area, vyou just told me in answer
to my questions that you were not a petroleum engineer, and
I'd like for you, (f you do know, tell me how the water is
going to flow in the western part of the unit.

A 1 don't feel qualified to answer that
quastion, I don't know how it would flow,

Q Then you're not qualified to say whather
or not the waterflocd would bhe suitable for the unit,

WR. KELLAHIN: 1'm going to ob-
4dact to the question., I thinnk it's argumentative, Mr, Pa-
dilia wants to ask this question gualitative guestions about
engineering and 1 asked thie witness whether it was geologi-
cally suitable. He says that {t's continuous, it's reason-
ably homogenecousy he sees no geologic barrier, and therefore
concludes it's geclogically suitable.

1 think that's very good testi-
mony on that issue.

If Mr. Padilla wants to ask him
those kinds of guestions, fine. 1£ you want to ask him
guestions about where you place your flood perforationa and
whether you'll have an impact down dip structurally, those

are engineering questions and 1 have two or three engineers
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that can answer those guestions.
MR, STAHETS: Mr. Padilla,
would you like to wait for the engineers?
NR, PADILLAs Yes. Thank you,
MR, BTAMETS: Any other ques-

tiocns of this witnezs? #He may be excused.

TOM WHEELER,
being called as a witness and baing duly sworn upon his

ovath, testified as follows, to-wit:

DIRECT EXAMINATION
BY MR, KBLLABIMs

Q ¥r. Wheeler, for the record would you
please state your name and where you reside?

A My name is Tom Wheelar and I live in Mid-
land, Texas.

s ] Hr. Wheeler, where are you emploved and
in what capacity?

A I'm employed by Gulf 0il Corporation at
its Southwest Area Cffice in Odessa, Texas, as the Area
Raservoir Engineer,

Q %ould you describe for the Commission
your esducational background as & petrolsum sagineer?

A 1 graduated from New Mexico State Univer-~
sity in 1871 with a Bachelor of Science degrsze in industrial

sngineering.
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I spent from July of 1371 till March of
1979 in the Onited States Air Porce,

I joined Gulf 0il Corporation in April of
1979 as a general production enginesr in Hobbsg, New Maxico,

Pebruary of 1981 1 was transferred to the
Division Office Staff as a gas engineer.

In Octobsr of 1981 I was transferred to
the Sascondary Recovery Section of the Division staff, as-
signed to work on the Bunice Monument South Unit and I con~
tinued with this project until Pebruary of 1984.

In Pebruary of this year I was transfer-
red to the Southwest Area Office in Odessa as the Area Re-
servoir fngineer,

¢ Mr. Wwheeler, will you describe for us
what has heen your experience on behalf of Gulf with regards
to the projects involved in the EBunlce Monument South Unit
Araa?

Y Yes, @ir. Beginning with oy assignment
as Project Engineer in October of 1981 I bhasically handled
the coordination of engineoring efforts for Gulf as Gulf
acted as the unit expediter for this unitization affort and
I participated in all the Technical Committee meetings in
1982 and 1983 and 21s0 was present at the working interest
owners meeting in 1983,

HR. KELLARIN: Mr., Chairman, we
tender Mr. Wheeler as an expert petroleum reservoir engin-

BEY .




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

66
MR, STAMETS: He ls considered
gualified.

Q ¥r. Wwheeler, 1I'd like you te bhegin your
tescimony with giving us some background information about
the history of the Eunice Nonument Pool.

A Basically I'd like to refer you hack to
Exhibit Number One, which is zhé large sap on the wall,

Tha three areas, oOr proposed areas out-
line almocst the entire extent of the Bunice Monument Ponl,

Texaco has been operating for some time
in the neck of the pool, we'll say, in their Texaco Runice
Monument Unit.

Amerada Heas is engaged in a study effort
to unitize the Monument portion of the original pool and
calling that the Monument Unit Study area, and Gulf is here
today seeking unitization for our propesed Bunice Monument
South Unit.

In terms of the pool davelopmant, we have
somne exhlibits, beuinning with this Exhibit Kineteen, which
you have, ur. Kellahin.

) All right, sir. This sheet is duet a
sumpary of some information about the Bunice Honument Pool
and the proposed unit area.

Mr, Vaden has already testified to the
discovery date of tha pool, March 21lst of 1929, The pool
wag discovered by completion of the No. 1 Conoco Lockhart

"A® No, 1 Well, which {s located approximataely two miles
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south of our proposed unit area.

You see some general reservoir character-
istics here listed on the page.

Currently the pool is producing, and this
is a June, 1%84 figure, 242,000 barrels of oll per month.
Current well count in the pool is 786 active ofl wells.

In the proposed Eunice #Honhument South
Unit Area our production rate is 63,146 barrels as of June,
1984. The current well count there, active well count, 221
wells,

Since its discovery the pool was basical~
ly developed on 40-acre spacing, The major drilling activ-
ity occurred between 1934 and 1937. Peak production for tha
pool occurred in May of 1937, rather from the unit area, and
797,000 barrels of oil from 296 wells, that is, in the pro-
posed Bunice Monument araa.

80 basically that is the <~ are some
general data about the development of the pool.

Regarding some effects of Conservation
Commission orders upon the pool, there are some things which
we ought to note.

Originally all the oil production in the
propogsed unit ares was classified as Bunice oil and the old
Eunice Pocl included the Penrose, Grayburg, and San Andres.
All oil wells, as I said, were classified originally as
Eunice walls until the creation of the Zumont Gas Pool in

1953 by Order R~264.
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Q ¥hen the Commission created the Eunice -~
1 w=ean the Eumont Gas Pool in '53, what then did they do
with the vertical limits?

A They redefined the vertical limits of the
~= it would have been the Funice pPocl or what we refer to
now as the Eunice Monument Poel, and crested the overlying
gas pool atop the existing oil pool.

The original definition was that the
Eumont Gas Pool included from the top of the Yates down to a
point some 200 fest into the top of the Queen formation.

Subsequent to that there ware orders
which changed the Bumont Gas Pool limits so that the Fumont
Gas Pool included top of the Yates down to the top of the
Grayburg, which in effect contracted the limits of the
underlying oil poel to the top of the Grayburg where it had
been previous to that up into the Penrose.

In 1%5%6 the Commissin reclassified oil
wells ags to Eomont oil or Eunice ¥onument oil, so that had
some effect on the classification of wells in the unit,

In clasgifying or raclassifying those
waells the Commission did not order that remedial action be
taken in wellbores whose completion intervals overlapped the
top of the Grayburg, They wera allowed to stand as they
ware but did order that any future completions bHe done in
such & way as not to communicate the two pools.

Q Hr. Whealer, 1'd like to ask vou some

gquestions about the status of the wells in the proposed unit




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

69
area now in terms of whether or not there has been adeqguate
drilling and development on a spacing dense enough to have a
reasocnable oppertunity to recover the primary oil, whether
or not you now believe the unit is a candidate for secondary
0il recovery copsrations.

A Yas, sir, 1 believe we could see from the
map and tha locations of the wells con the map that the field
is bhasically completely drilled on 40~acre spacing, and as
there has been no significant infill drilling, 1 think it is
attested by the fact that operators believe that the 40-acrae
spacing has been adeguate to recover primary production in
the fleld.

¢ All right, =mir.

Mr. Wheeler, 1 have distributed what is
marked as Exhibit Nusber Twenty on behalf of Gulf and ask
you to identify that exhibit for us.

A Yes, sair. Exhibit Nuaber Twenty is &
gross production plot from wells within the unit area, It
includes o0il, which has been attributed to the Eusont oil
wallg and Eunice Honument oil wells.

As you can see, the characteristics of
the plot are that production is continuing the decline and
has done 8o since ity peak production in -- garly in 1837,

it currently is declining at roughly 4
percent per year.

The line which -~ which runs through all

of the production data points here is an extrapolation of
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the decline curve which was placed on the unit production by
the Technical Committee in its work.

You can see that in general the produc~
tion since 1982 has continued to follow the predicted path.
Currently you can see that we're at about §3,000 barrels of
oil per month on thisz decline curve.

Q Wwould you describe for us, Mr. Wheeler,
what has bean the effort by Gulf and other operators to
study the area and to form a secondary waterflood project on
a unit basis?

A Yas, sir. 1f I may begin at the very
first effort, 1'd have to start with the meeting which was
called by ARCO back in 1579,

In April of 1979 ARCO called a meeting of
operatorsd within the current unit, proposed unit area, and
in that mesting they discussed the feasibility of forming a
unit to install secondary recovery efforts in the southern
portion of the field.

ARCO suggested that we form a unit cover-
ing 9760 acres in what ig basically the heart of our cur~
rently propoesed unit area. They presanted the results of a
preliminary in-house study which they had undertaken on
their own, which concluded that the waterflooding was in
fact femsible.

Qperators agreed to establish a technical
committes at that times and they developed some charges for a

technical committee, The operators at that meeting offered
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Gulf the opportunity to become the expaditor of the study
and aventual unit operator by virtue of the fact that Gulf
oparates the majority of the property.

Gulf accepted that offer and chaired Iin
the first Technical Committee meeting on July i6th of 1879,

4] #r. Wheeler, have you compiled from your
records and information an exhibit that contains the minutes
from these various Technical Committee and working interest
owners meetings?

A Yes, sir, I have. It's Gulf Exhibit Num-
ber Twanty-one.

Q Por purposes of the record, WMr. Wheeler,
would you identify for us what s contained within Exhibit
Rumber Twenty-one an tha source of the inforaation?

A Yes, sir. Exhibit Humber Twenty-one con-
tains the cover letter and actual meeting minutes of all
warking interest owner and Technical Cosmittee omeetings
which ware held from sfay the 10th, 1978, through August the
25th, 1983,

These letters are the actual letters
which were used to transmit the information to known working
interest owners &t the time and that contain the actual
minutes of the meetings. Por purposes of consclidation we
have not attempted to include every exhibit that was con-
tained with each letter but merely the minutes of the meet-
ings.

7] let's start, ¥r. Wheeler, by having you
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discuss for us the charges or the instructions that the
owners committee gave to the Technical Comnittee back in
1879,

A 1f you will refer to the exhibit which
has Just been passed out and turn to page number seven,
vou'll find listed thers the charges as were stated in the
minutus of the first owners meeting, which was conducted on
¥ay 10th, 1979,

The charges basically are these: To up~
data and correct a base map of the proposad unit area; to
define the area for waterflood study; to establish a para-
peter table to include the following parameters: Cumulative
oil, gas rate suggested over a twelve month period; cumula~
tive oil production -~ sorry, 1 misspoke there.

The first one ghould have heen current
cil and gas rate, suggested over 3 twelve month period;
cumulative oil production ig the second; third was total ac-
reage involved in & proposed unit; fourth was remaining pri-
mary reserves; fifth was ultimate primary reserves; and
sixth parsmeter was secondary researves, and notad, if recom-
mendad by the Engineering Sub-~committee.

We were also charged to prepare a water-
Flood study and plan of oparation and to define the vertical
interval to be unitized.

Q would you describde for us what the Tech-
nical Committee did in order to respond to the charges or

requiraments from the working interest committee?
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1 The committee proceeded in a basically
step-by-step manner to perform the study which was requsated
here. We used the expeditor method, which is fairly common,

0 Nall, would you define for the record
what you mean when you use the term “expaﬂitér method®?

A ¥ms, sir., Essentially the expaditor of
the unit study or potential operator agrees to perform much
of the data gathering and analysis on behalf of the Techni~
cal Committee. Then at key points in that analysis and data
gathering saguence the entire committee is assembled toe re-
view the work of the expeditor, to discuss any guestionsg
which may have arisen, to provide assistance to the expedi-
tor in resolving any issued that he may have come across.

That essentially how the expeditor systen
works and that's the method which we used in this unitiza-
tion effort.,

(4] Wag that & method that was aqgreoed to by
all the participants in this project?

A Yes, sir, to sy knowladge all the parti-
cipants in the original owners mesting.

Q Under the expeditor method, then, aulf
performed the function of gathering the data, analyzing lit,

and then submitting it to the Technical Committes --

A Yas.

Q -= upon which they would make decisiona?
A Yes, sir, that is correct.

i8] 211 right, eir, would you describe for us
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how often the Technical Comnittee met to review the informa-
tion being complled by Gulf?

A The Technical Committee met on four occa-
sions between July of 1972 and Pebruary of 19%983. Those four
occasions are noted in the index sheet of this particular
exhibit to which we're referring. You will note the dates
on that index sheet.

14 How were individuals invited to attend
and participate in the Technical Committee meetings?

A A1l known owners or operators at the time
were invited to send technical representatives, and that may
have been engineers, geologists, or both, to the TeChnical
Committes, and they were notified by letter prior to the
corpittee meatings so that they could have representatives
in place.

Q On an average, Mr. Wheeler, what was the
percentage of attendance at tha Technical Committee in ternms
of its relationship to the cwnership?

A On the average we had more than 8% per-
cent of the current ownership available at each Technical
Committes meeting.

Q Was there evaer any objsction by any of
the working interest owners to the process of how the Tech~
nical Committee was golng about its work?

A Hot to my knowledge,

4] When did the Technical Committee produce

its final work product in terms of the charges made to it by
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the workiag interest owners committee?

A The final Technical Cosmittee report was
published in April of 1923 and distributed to all Xnown
working intereat owners by mail,

Q A1) right, sir. All right, #r. ®Rheeler,
would you begin on page one and read through page 350 on be-
nalf of Gulf?

A 1 think 1 could best suwmmarize it by say-
ing that the Technical Committee Report basically summarirzes
the waterflood feasibllity study which was done by the
Tachnical Cosmittee and provides the unitization parameters
which ware requested by the working interest owners commit-
tee for their use.

And in short, that's what those pages
contalin.

o he report that we have before us as Ex~
hibit Twenty-two, HMr. UWheeler, was made available to the
various working interest owners approzimately when?

A At the publication date, approximately
April -= I do not remember the exact date of mailing but Ap—-
ril or early May of 1983,

O Now we talked about the Technical Commit-
tae having & list of charges that they were supposed to re-
port back to the working interest committee on, and let’s go
through some of those general charges and have you tell o
whether or not the Technical Committee in response to thessa

charges determined whether or not the waterflood project as
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outlined by the ownership committee would be feasible and
profitable?

A ves, sir, the Technicasl Committee did de-~
termine that the waterflood project would he tachnically
feagible and profitable, and we did so by examining a nusbey
of parameters which relate to the waterflood, proposad
waterflood area.

& Rll rignht, sir, let's examins the general
parameters, then, that go into the reasons bahind yvour con-
clusion that the waterflood project is feasible and profit~
able,

Such parameters ware what? What 4did4 you
sxamine?

The committee made an estimate of such
things as original oil in place, primary recovery, expected
secondary recoveary, and sstimates of future investments and
aexpenses which could be expected as & result of installing
the waterflood project.

0o All right, sir, based upon those general
parameters and the other information that vyou've studied,
what 4did the committee conclude?

A The committee concluded that there would
e significant volumes of oil which would not bhe recovered
by continued primary means in the area which we're calling
the proposed unit area.

They also concluded that the secondary

recovery unit gould recover additional oil and estimated
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that that could be as much as 64.2-million harrsls of addi-~
tional recovery if we installed a waterflood, and they also
concluded that the installation and operation of the pro-
posed waterflood unit would be profitable to the owners in
the area.

iy Missed the number, the 64.2-million bar-
rel number 1is not & total number, it's an additional
recovery.

a It's incramental recovery above what
could be expected under continued primary operations,

G with regards to the study being made by
the Technical Committee, what other kinds of data did the
Technical Comnittee develop?

A During the course of our study we dJdeve-~
loped and analyzed numerous kinds of data,

Por example, we produced the geologic
cross sections and structure maps which have been previously
introduced by ¥r. Hoffman, using what logs we were able to
locate for the unit area.

Wwe generated some computer cantour and
nesh perspactive maps based on such parameters as the cumu-
lative oil production through 1%B1; the oll, cas, and water
production rates of 1%81, and used these computer praducts
ro help us to analyze the characteristics, the production
characteristics of the area, and these products are included
in the Technical Committee report.

®e also genarated some water production
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data by tracts and over the unit area, We used this infor-~
mation to help us to verify that tha characteristices are
that of a solution gas drive reservoir rathsr than a strong
water drive reservoir, which is characteristic of some of
the area in the Amerada Hesz Monument Unit study area.

In addition to that, we verified the ear-
ly field production data showed characteristic which are
common to & solution gas/oil -~ gas drive reaserveoir.

¥e completed the bage map, as we were re-
gquired to do, which showed the unit, the surroundiang proper-
ties, to halp us to locate all known wnlls in the area and
also to identify any other significant features that we
might find there.

In addition to this, we performed an ex-
tensive investigation into historical information concerning
the completion and productive intervals in unit wellhores.

We produced a number of wellbore schema-
tic cross sections, In the Technical Committee report
you'll find those listed in the back.

We also used that dats to help us define
what we thought the approximate gas-oil contacts and watare-
oil contacts throughout the unit area might be, and they al-
g0 helped us to determine the proposed vertical interval de-~
finition which we'll be submitting today.

4 211 right, let se focus your attention on
the problem of the vartical limits and Gulf's application

concerning an adijustment in the vertical limits for the pro
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posed unit of the two pool rules involved.

would you, first of all, describe exactly
what Gulf is seeking with the application?

A Ggulf is seeking an order from the Commis~
ston that will contract the vertical limits of the Eusont
nas  Pooel and that will extend the vertical limits of the
Funice Honument O©il Pool underiying the Eunice Monument
South Onit Area in Lea County.

In short, we are requasting that the ver-
tical limits of the Funice Monument 04l Pool underlying the
Funice Monument South Unit include all formations from the
lower 1imit defined by the base of the San Andres formation
to an upper limit defined hy the top of the Grayburg forma~
tion, or =180 foot subsea datum, whichever is higher,

Q Let me ask you why gulf is seeking the
upward extension of the top of the vertical limits for the
Fumont -- the Punice Monument Pool.

A We're applying here for statutory uniti-
zation, feor authority to institute a waterflood project for
this unit area, and we feel that the granting of this appli~
cation to redefine the limits of the Funice Monument Pool
are absolutely necessary to provide a manageable unit arsa,
to effectively waterflood the entire oil column, which we
believe we can define here, to protect thae correlative
rights of owners, and to prevent waste in the pool.

o Let's go to your next exhibit, Nr,

wheeler, and let me ask vou some questions about that one,
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Mr., Wheeler, 1I'wve distributed what {s
marked as Exhibit Twenty~three, which is a plat with some
wells located on it, Exhibit Twenty-three A and Exhibit
Twenty-three B,

1'd like for you to describe for us,
using these exhibits as an aide, to indicats for us what has
been the uffect of the Cil Commission's action in describing
and defining the Eunice Monument Oil Pool ard the overlap-
ping RBumont Gas Pool, and the kinds of problems that have
ocourred.,

A Basgically the succession of orders con-
cerning the vertical limits of the two pools have created a
gsituation where wells within the unit area have completion
intervals which overlap the top of the Grayburg formation
and are therefore open technically ian both pools.

The Commission did not order that these
existing wells be recompleted or work attempted on them to
segragate the two pools and to my knowledge any new walls
which have been drilled have complied with the order to
avolid communicating with two pools, but Exhibit Number Twen-~
ty~three i3 a map which locates the proposed unit area and
the wells within that proposed unit area.

¥You'll nnte that we have circle a number
of walls and heside each circle {s a number which appears to
look like a fraction that really is not.

The nurber at the top of the ~- of the

semi-fraction is the total number of feet open in the Penrose
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formation in the ariginal completicn interval of this well.
The number at the bottor is the total number of feet open in
the completion interval in the Grayburg in each well.

¥e see here that there are 130 wells
which have the circles colored., The wells which are colored
blue are classified by the Commisslon as Fumont oil wells.

The walls which are classified green are
classified by the Commisszion as Eunice Monument cil wells.

Thaere are 26 Eumont oil walls on this map
colorad in blue which have overlapping completion intervals,
and 104 wells which have overlapping completion intaervals
that are classified as Bunice Monument wells.

These, 1 might add, are historical and
curreant numbesrs. soma of these wells are not -- no longer
producing in the oil zone and have been recompleted or have
peen plugged. This is simply historical information,

But 100 of these wellz of the 130 wells
are 8till producing, either cut of the Fumont oil or the
Bunice Monument oil.

I would also like to call your attention
o some classification problems wiich exist.

If you will loock at Section £, which ie
about in the center on the left edge of the map, you'll note
the two wells in the center, Wells No. 219 and 220, and by
the way, the small number which appears gensrally to the
right and top of each dot are well numbers.

If you'll refer to Wells 21% and 20,
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you'll see that those have bhoth historically been Eunice
¥onument oil wells, although the predominant interveal which
is opan and has been cowpleted is in the Penrose, or the up-
per numbaer is larger than the smaller numbar, in other
worde. They've besn Zunice Monumant walls but should have
been, probaebly, Bumont oil wells.

Continuing down to Saction 7, the two
wells which are located in the center of the bottom row of
Bection 7, note there that one well has 135 feet of Penrose
open and zero feet of Grayburyg., #Well Wo. 23 has 6% feet of
Penroze open and zero feet of Grayburg, and yet the two
wells 8ide by side have been clagsified one as Eumont oil
and the other asz Euncie Monument oil.

There are other items of wht we might say
misclassificaetion or wmistakes that have been made in classi-~
fication.

If you'll look at Ssction 16 you'll swee
that there are Wells 381 and 382, which are predominantly
Penrese formation wells that have been classified as Bunice
Konument, &8 opposed to Well 404, which has good mix, which
has been a Eumont well there.

Down in Section 21 and 27 there are also
exanples of classification problems.

On Section 21 ®Well Ho. 442, which we've
also identified as being a dual producer, hasgs 113 fast of
Fanrase open and no feet of Grayburg, and yet it is a Bunice

Monument oll producing well, at least the dual portion of
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And wyou'll note that in the bhottom line
in many of the wells the predominant formation open in the
completion interval is or was Penrose, and yet they are
classified as Eunice Monument.

O what is the effect of this kind of prob-
lem on the efforts to form a suitable waterflood or iasti-
tute a waterflood in this area?

R I1f we gontinued with the situstion which
wa're described here on the map, it would be virtually im-
possible for us to unitize hydrocarbonsg in either one of the
twe pools, if we continue with the current vertical interval
defnition because we could not arrive at an equitable asllo-
cation to all the owners in each individual pool.

As I'm going to discuss later, the cur-
rent unitization effort relies on the parameters cumulative
production, remaining primsry reserves, and current oil pro-
duction from sach tract,

If we are forced to maintain the current
pool definition, tracts which had wells overlapping the top
of the Grayburyg would bLe extremely difficult, 4if not impos-
gible to include, becauss cumulative production could not be
reallocated between the two pools on the historical basis.
®e gimply do not have a method of allocation between the
Penrose and the Grayburg in these old wells.

Current production would also not be al-

located equitably between the two pools and the remaining




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

a4
primary reserve numbar could certalnly not be extrapolated
if you cannot establish a historical decline, which (not
clear} that.

Also, i1f we continued with the current
vertical 1limit definition here, it would be impractical to
attespt to design a waterflood which would sweep only the
lower portion or any pertion of the continucus oil coluan,
which we think we have identified here.

g 1In order to form a unit of the oil
column, the waterflocd prospects, #Hr. ®heeler, how do you
propose to solve the problem?

A we propose to solve this part of the
problem by changing the vertical limits of the Punic Xonu-
ment ©11 Pool by contracting the vertical limits of the
Eumont Gas Pool.

S 211 right, in order to wmake that change,
how have you determined what the change cught to be?

A I'd like to distributa Exhibit Nusber
Twenty~four at this time, 1f we might, before I begin talk-~
ing about it.

1 would also add that Exhibits Twenty-
three A and Twenty~three 8, which are the two tables that
were just distributed with Exhibit Twenty-three are in tabu-
lar form the same informtion that you see on the wap, list-
ing Bunice Mopument wells with overlapping coaplation inter-
vals and Bumont wells with ovarlapping completion intervsls,

0 they basically, refer to each other,
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o ¥r. ¥hemler, let's have you describe for
us how the Technical Committee want about addressing efforts
to come up with a solution to the problem about the vertical
limits overlapping in the oil column,

A we began studying this very problem early
in the work of the Technical Committee in an attempt to de-
termine what was the extent of the oil column in our pro~
posed unit area.

lLet me say that we were using three basic
objectives as criteris to evaluate both the horizontal and
vartical limits of the proposed unit and those three cori-
teria were these:

First of all, we would attempt to include
all wells with historical or current Eunice Monumeat oil
production. Wa'd attempt to define & horizontal boundary
which was uniform and provided a minlmum nusber of unflood-
apiple areas within the boundary,

We also attempt to define a vertical in-~
terval which would include all of the oil column, 1f pos-
sible.

And with this in mind we began studying
the geologlic cross sections, the structure meps which we've
introduced in evidence, and we combined that with the pro-
duction history information, and in doing so we created a
series of well completion schematic diagrams which 1 In-
cluded in this exhibit and we'll be able to discuss.

We might turn to that exhibit, 1 might
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show you that the first page is 3ust a reference page which
has a generalized cross section and we show a generalized
east a&and west boundary of the proposed unit asrea with the
formations which are involved in the discussion here,

We have the Bumont gas formation which
congists of the Yates, Saven Bivers, Queen, and Panrose un-
¢ur current definition, and the Bunice ¥onument poel, which
consisgts of the Gravburg and San Andres formations under
current definitions, and there is ne sxact scale on this but
yOou ¢an see relative to sach other the thickness of those
formations, and you'll also see that there ig gome character
4% to the structure itself. It does dip to the west, as has
already been testifled to, and there are some high and low
spots in the middle of the unit. Generally, though, it's
without character in the mniddle of the unit.

I would also note for you that the top of
the old Bunice Pool went up to the top of the (Cuean, which
is also shown in this formation,

If I wmight refer you now to »age number
two, 1I'd like to discuss the general characteristics of
these completion interval schematics, which 1've provided
for you.

In an attampt Lo creates cross sections
through the field, the first thiag we did was try to locate
walls which had logs on which we could call tops, and unfore-
tunately, not every row of wells, as you've suen from the

cross  section index map that ¥r., UHoffman shownd, has all
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wells with logs.

S0 wvhat we 4ld was create slices. We
sliced through by section and I think I can refer to this
nap and show you.

wWe took both sections here and called
that my completion interval section A~A; the next row of
sections would be the €, D, 1, and &, for the sake of look-
ing at the formation and the completion intervals of the
waallbores.

As  you cCan see, there's information
available on page two. PFirst of all, this is a west to esast
cross segtion looking from left to right on the page.

The top number on sach of thoge stick
diacrams is the wellbore number, 2-1 would bs Fow number 2,
Hell number 1, for example, and continue across the page in
sequence.

All the detums hers are shown relative to
sea level and whet we have shown in blue are reported com-
pletion intervals which produce some kind of oil in a wall-
bore.

In red you see a reported completion in-
terval which produced some kind of gas,

o these are not simply intervals that
ware poerforted or tested or any other thing, or DET's or
anything else, These are intervals which reported some kind
of production.

“We've also shown on this «- this type of
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dlagram the top of the Qusen, the top of the Penroge, and
the top of the Grayburyg formetions.

As I mantioned, thaoare iz no scale betwaen
the horizontal wellbores but we have maintained a scale on
this page for vertical intervals, a scale running from ap-
proximately ~300Q feet to 200 feet above sea lavael,

You will alsec note that on the diagrams I
have shown the casing seat of the wellhores, as was ori-
ginally reported to us.

Cross sectiosn A-A as we're looking at it
here, is typlcal of completion intervals in the northern
portion of the unit.

Well numbar 4-2 on this page, which is
tha No., 1 EBxzon Poprilane, i3 a former Funice Honument oll
cospletion, and you sae that the completion interval crosses
the top of the Grayburg and exposes both Penrose and Gray-
burg pay. This well was later pluggad back Lo become a
Funice -~ or, 1l'm sorry, a Bumont gas producing well and the
interval above it between -48 and +142 feet was opened to
that production.

“ell number 2«1 on the other hand is the
No. 1 Getty “H® State. It is a former Eunice MNonument oil
completion and producer. It, too, had both the Penrose and
the Grayburg pay open and later was plugged back to ZFumont
gas.

o Using this page two of EBxbibit wumher

Twenty-~four as an example, #¥r, Whesler, what were the first
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obgervations that the Technical Committee made after it re-
viewed the various cross sectlions through the unit?

A wall, the first obsgervation is that there
is some distinction between gas productive intarvels in gen-
eral and oll productive intervals in the northern portion of
the unit here. So ~~

Q We generally see a separatlion in the oil

production interval and the gas production interval.

A That's correct, we 4o,

Q And is thers any other observation you've
made?

3 Looking at the diagram you can see that

generally the gas productive interval has been the top o0f
the Penrose, which ¥Mr. Hoffmen has previously identified as
being a sand, basically & sand body which is gas productive,
and it extends above that point into the (Queen and sometimes
into the Yates and Seven Rivers,

O A11 right, sir.

HR. XELLAMIN: #r. Chairgen, 1
anticipate my testimony or questions of i#r. Wheeler and his
testimony will probably take another hour or so,.

MR. STARETS: Let's raecess the

hearing till about 1:20.

{Thereupon the noon recess was taken. Thereafter, at the
bour of 1320 p.m., on the same date, the hearing was again

convened and the testimony wae continusd as follows, ‘o=
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MR, STAMETS: The hearing will
come to order.

Mr, Hellahin, you may continue
with your examination of ir. wWhealer.

®R, KBLLAKIWM: Thank you, sir.

O Wr, Wheeler, before the lunch break, you
were discussing for us the conclusions you have reached from
studying the cross gaction of completions in cross section
A-A' across the northern portion of the unit, running frowm
west to east.

I ask you now, sir, to turn Lo page 6 of
Exhibit 24 and look at the cross section E-E' and from that
axhipbit tell us what the Technical Committes concluded about
the southern portion of the upit in terms of thia
definitional probler that we're having with the o0il forwsa-~
tion crossing over into two separate pools.

A 51l right. As we mentioned before lunch,
cross section A~A is representative of completion intervals
in the northern portion of the unit and now cross section E-
£' on page 6 is repregentative of the completion intervals
which we find in the sgouthsrn portion of the proposed unit
area.

You'll note that most of the completion
intsrvals shown on cross section E-F' do in fact cross the

top of the Grayburyg formaticn. I would like to point out
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that most of the wells here are classified as Funice Monu-
mant oil walls, either historically or currently, excaept for
Nell Mo. 21-1, which {5 the far left well on your paper. It
is a producing Eumont oil well and you can see that the pro-
ductive interval is actually into the Penrose &nd up into
the Queen.

Wwell 21-7, which is seven lines in from
the western eodge, is Shell's No, 1 Coleman A, which iz a
producing EZumont bil wall, and you'll note that it was not
drilled gquite as deop as some of the other wells and the in-
terval opened is basically right at the top of the Grayburg.

Well 21«10 i8 the No. 2 Cities Service
State ce. That is & TA'd Bumont oil wall which has been
plugged back and is now a Eumont gas well,

What we discovered when wa uged the geo~
iogical information and the completion interval information
was that we had to come up with some possibilitiss for de-
fining the vertical limits.

Looking first toward the lowar limit that
we might propose, we could ses that the most appropriate
limit would be the base of the San Andres because it is well
below known production limits. It is the statutory hase of
the Bunice Honument 01l Poel, easlly identifiable on elec~
trical logs. It is the logical location for the lower
limit,

For the upper limit, howaver, we began to

conaider a number of possidilities, Spacifically, we de~




10
11

12

16
17
18
19
20
21
22
23
24

25

cided that we would investigate four.

The first possibility, of course, ls that
we define the upper limit of the proposed unitized interval
as the top of the Grayburg, and we illustrate that by con-
tinuing here on page six looking at cross section E~E',

An advantage to using this possibility is
that, of course, it i3 the upper statutory limit of the
Bunice Honument Pool; howaver, &g we pointed ocut, there are
a nunbar of disadvantages. The Gravburg top is crogsged by
complation intervals, as we've seen this morning. with 130
wells in the pool, or in the proposed unit, there would be
2 costly remedial program needed to isclate the two pools if
that remained the upper limit, If we attempted to flood
only, that portion of tha oil colusn which is technically in
the Bunice Monument Pocl, it would not be a feagible opera-
tion and we would need a whole new basis for calculating our
unitization. $e could not allocate historical or current
production. We could not pradict future production by pool,
and certain parametersz could not be used.

The second possibility which we looked
toward is defining the upper limit of the vertical interval
48 the top of the Penrose formation, which would roughly
correlate with the original Eunice Poel definition.

I'd like to refar you hack to Exhibit -~
or to the exhibit we're in currently but back to i{llustra-
tion A-A', which i3 on page two,.

Considering the possibility of using the
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top of the Penrose as the top of the vertical interval, we
find that there are some advantages, that it is relatively
casily found on electrical logs, and that it will includse
all the oil production interval except for wells on the ex-
treme westarn edge of the unit; however, there are some sig-
nificant disadvantages to this.

Pirst of all, the Upper Penrcse, as has
bean testified to this morning, is a gas productive interval
over moat of the uhit. Inclusion of a portion of the Eumont
gas interval, which we recognize as baing gas productive,
would not be beneficial to the waterflood unit because the
gas zones do not contribut to the oil production and fur-
thermore it would create a problem where owners in the gas
xone-wha are not owners in the oil pocl would have a3 problem
with eguities. The eguity problems would hecome a wmajor
factor and the resolution for communitization would not be
probable in this event, where we have gas owners who are not
owners in the prospective oil waterflood.

82 we looked at & third possibility. we
began axamnining the Penrose itself and tried to isolate some
marker in the mid-Penrose which might be identifiable acroas
the unit and I would refer you to Mr. Hoffman's testimony
this morning that there is, in fact, a tight zone in about
the mid-Penrose lavel which covers most of the unit area.

¥e began looking in that vicinity for a
top of the veartical limit,

The advantage, of course, would be that
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guch & tight zone would exclude most of the gas productive
interval end it would allow us to include most of the o0il
productive interval, but there are some disadvantages here
also.

This mid-~Penrose marker would net include
all of the oil productive zone, as you can sse by wells on
the western adge of the field, and furthermore, we were not
able to find a definitive marker that was availlable over the
entire unit.

So after we considered thase threa altar-~
natives and could not really settle on any of these, we bhe~
gan an attempt to define in somewhat better msagure the gas-
oil contact in the unit area and the surrounding areas.

Once again, as we looked at our comple~
tion interval schematics which you have in front of you,
some general correlations become clear, and as you run
through these, you might also pick thesge out.

In general there is reasonable separation
between the 0il interval and the gas interval, regardless of
which cross section we look at in this package.

Also the zone from roughly s=a level to -
100 feet below sea level is not particularly a productive
zone in any of the cross sectione that we ses,

At this point we also extended some of
¥r. Hoffman's cross sections further to the wast to try to
identify the formations and the gas and oil productive in-

tarvals to the west of our unit, and the result that we
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found was that similar conditions exist for at least a mile
and in some cases more than a mile to the west. We observed
of regardless of what you call the formation, that if a well
is completed Dbelow -100 subsea datup it would be an oil
wall. If 4it's completad above the -104 foot subsea datum,
generally you'll find a gas well regardliess of what forma-
tion you complete that in.

“The conclusion which we had to draw from
this geological and completion interval information was that
there is a common gas/oil contact in and near the proposed
unit area and it crosses all formation boundaries and it's
at a depth of somewhere between sea level and -100 feet, and
wa could not determine a more exact depth to use.

8o wsing this information we considered
that there was probably a poor possible defnition for the
top of our vertical interval, and that definition is that we
could possibly use the ~1060 foot subsea datum, which is also
indicated in &11 vour completion interval cross sactions,
and you can see that by looking through cross sections A-A
through, actually through 2-Z in this package,

The advantage is that it's easily identi-
fied 80 that someona who wanted to know what the top of the
vertical limit was in a particular welldore could simply
reasure the datum, and that ~100 foot datum generally segre-
gates most oll and gas productive intervals.

There is a disadvantage, however, in that

the ~100 foot subsea datum does not allow us to include the
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sntire Grayburg formation.

If you look at cross sections A~A and B~
5, for example, you'll see that the Grayburg rices ahove the
«-100 foot subsea datum; therefore it would be possible to
have a Funice Monument well within the physical limits of
the unit boundary but not in the unitized interval, and we
congsiderad this to be a disadvantage.

80 considering the four proposed defini-
tions that we hav& investigated, we determined that the best
definition was probably a combination of two, S0 we pro-
posed the following definition for our vertical interval,
which I read to you previcuslyr The vertical interval shall
be -- to be unitized shall include the formations from a
lower limit defined by the base of the San Andres formation
to an upper limit defined by the top of the Grayburg forma-
tion, or -100 foot subsea datum, whichever is higher, and
1've further illustrated that on the diagram which is in the
pack of the current exhibit we're looking at on page 11.

Let's take a look at that diagram and
you'll see that what we are showing here is a possible ver-
tical interval that extends from the base of the San Andres
and, as 1 mentioned, up to the top of the Grayburg or a -100
foot subsea datum, whichever is higher, which would allow usg
to do sevaral things.

Firat it will allow us to include the en-
tire Eunice Monument Pool as it is currently defined.

It would allow us to include the entire
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©il column under the unit area, which we currently trecog-
nize.

And this definition would also allow us
to preclude the requirement to perform this extensive reme-~
dial work which I mentioned that we'd be caused to do to try
to isolate the pools in these wellbores, and it would allow
us to operate our waterflood in the entire oil column angd
not be confined to a portion of it.

| I would also like to note that prior to

adoption of this possible definition by unit owners, the al~
ternatives which 1've discussed with you today, were also
presented o representatives of the Commigsion and the
Burgau of Land Management, who raeviewed these definitions
and agreed that the definition was appropriate for the prob-
lem which we are discussing here today.

¢ ¥r. Wheeler, in terms of the proposed de-~
finition for the vertical interval, do you have an opinion
a8 to whether or not that definition will protect correla-~
tive rights?

A Yes, sir, I believe it will.

0 1f I understand correctly, the -~ after
3l]l the study in terms of resolving the problem about the
pool definitions, that the proposed definition for the ver~
tical limits was submitted by the Technical Committse to the
working interest owners?

A Yes, sir, that is correct.

Q What was the action of the working inter~
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est owners with regard to that definition?

A The working interest owners considered
this definition and alternative definitions and adopted this
definition,

4 To the bast of your knowledge, WMr,
Wheeler, has there been any obijection to the use of this as
a definition for the vertical interval for the unit?

. There has been no algnificant obiection
to it. |

(5] We've discussed now the vertical limits,
Mr. Whaeler. 1'd like to direct your attention to the eaf-~
forts that the Technical Committee made to come up with the
horizgontal boundary of the unit.

| In that regard, perhaps FExhibit HRumber
Fourteen, one of the structure maps, might be useful, sir,
to have you degeribe for us what the Technical Cosmittee
considered in arriving at the horizontal boundariesz for the
proposed unit,

A Let me £ind it, I might mention that the
original proposal by ARCO, as I stated this morning, ine
cluded basically 9700 acrass right in the heart of this pro-
posed unit, Very early in the Technical Committee's discus-
sion that boundary was expanded to virtually what yvou see on
the map today.

At the north it adjeins the Texaco Monu-
ment Unit, which is the current operating waterflood. It

also adjcins the proposed Amerada Hess Monument Study Area
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at the north,

The western boundary generally dJdefines
the limits of the Bunice Monument productive interval and
the wells inside the doundary are Bunice Monument wells.

It generally defines that same Ddoundary
on the southern portion of the field.

On  the eastern portion of the field the
limits of the unit hasically define the limits of Xnown pro~
duction from the ﬁunica Honument.

wWhat we have done here in arriving at
these boundaries is basically satisfied the three criteria
or the goals which I previcusly stated. ¥hen taken in con-
junction with the vertical interval definition, the horizon-
tal.bauadary and vertical interval together allow us to in-
clude wvirtually all wells which have current or historical
production from the Eunice Monument 0il Pool, and help us to
defineg a uniform boundary which we feel is floodable and
will have a minimum of non-swept areasg or unfloodable arsas,
and algo in the process we've helped to define a vertical
interval which would include all the oil column.

And that, this iz again the basic sugges-
tion of the Technical Committes to the working interest
owners which we see on this final outline.

o Mr. dheeler, let me ask you, sir, some of
your recollections of the action of the ownership for the
unit in arriving at an agreed upon boundary.

For example, let's look at Sections 19




w

h

10
11

12

19
20
21
22
23
24

25

160
and 20 to the south. Dascribe generally for me what your
recollection of the ownership, or the operating rights in
Sections 19 and 20, who are the operators involved?

A wWell, from this exhibit I'd have a tough
time. 1 think I can g0 to this map over here and perhaps
sae that.

Included {in Sections 19 and 20 1 can sae
offhand Getty, Gulf, ARCO, Conoco, 3Shell, Chavron, and basi~
cally Gulf again to the south {inaudible),

Q Are each of those operators also opera~
tors within the unit?

A Kot operators, but ~-

@ Working -~ I'm sorry, working interest
awnafa in the unit?

Yas, they are,

G would (it be a correct statement, NMNr,
wheeler, o say that the working interest owners in 19 and
20 are also represented within the working interest for the
unit?

A To the pest of my knowledge they are,

4] Amgt that the unit omerations, then, using
this as a boundary would not exclude some working intereast
owner that does not participate in the unit.

A That's correct.

0 And was there discugsion in terms of
reaching a concensus on drawing the western boundary for the

proposed unit?
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A Yes, s$ir, there was a discussion, Again,
following our early basic assunmptions, we were trying to
dsalineate the point whaere Bunice Honument production cegases
and Bumont production begins.

Thare was some discussion. ARCO tenderaed
a suggeston to snter some property to the western edge which
is in fact classified Rumont oil production, but that was
readected by the Technical Committes and ARCO has remained an
owner in the unit And participating in the untt.

Q Prow the point of view of the Technical
Committee, #r. %Whecler, can you express an opinion as to
whather or not the horizontal boundarles of the proposed
unit are reasonable and justified?

. Yes, sir. 1 believe they are and [ be-
lieve action on the Technicsl Committee reflocts that also.

v} Let me go on to another subject with re-
gards to action of the Technical Committes, ¥r. Wheeler.
Did  the Tachnical Committae make any determination of orlg-
inal oil in place within the unit area?

A Yes, sir. The Committes estimated that
the original oil in place within the uvnit area was approxi-
mately 671.%~miilion barrels.

¥ And what was the Committea's conclusion
concarning the remaining primery reserves?

A The Technical Committes undertook an ef-
fort to prodace preduction decline curves on each operating

rract in the unit.




10

11

12

13

14

15

16

17

18

19

20

21

22

1c2

Wae diacovered that the unit as proposed
had produced approgimately 120-million barrels. We used a
decline curve technique to extrapolate that primary ultimate
regerve number at 134-million barrels, which means that
there i8 roughly l4~-million barrels of primary reserve re-
maining in the fleld, which tells us that the field has
produced approximately 90 percent of its primary ultimate.

Q All right, the committee has astimalted
the original oil iﬁ place, the remaining primary reserves,
and that the fleld has produced approximately 90 parcent of
the primary reserves,

Pid the committeae go on and also estimate

for the unit the recoverable secondary reserves?

A Yes, sir, it did.

D All rignt, sir, and how did you go about
that?

A The first efforts of the committee were

to gather all available logs and cores and Fluid analysis
information with the anticipattion that wa'd be able to ap-
ply this information to zome computer model or some rigorous
analysis to predict saecondary recovery.

As we baegan to assemble the data, we be-
came aware that a computer model was not going to be pos~
sible, for as Mr. Hoffman has already testified, we have -
we found logs on less than one~hall of the total wells in
the field. Most of these logs are vintage 193% or earlier,

which are unsuitable for analytical purposes.
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We found that onres were viritually non-
sxistent and furthermore Lhere was very little core analysis
information available and no fluid analysis information was
available to us.

Bo we wers left at this point knowlng
that we could nmot perfore a rigorous cosmputsr sodeling,

After some resaarch I was able to find a
published techanigue which allows you to predict secondary
yoserves based na‘én analog mothod, if you will, using other
or similar waterfloods a3 examples to devalop soma ~+- gome
parameters by which you say sstimate from your own proparty.

Wae did that and the Technical Committee
reviawed both the method and the results and approvedd it  ae
peing included in the Tachnical Comsittes report.

our final prediction indicated that there
was approximately 64.2-million barrels of secondary reserves
jeft to be recovered and that the secondary recovary to pri-
patry recovery ratio would be roughly 48 percent.

Q a1l rignht, eair, 1T missed those numbars,
Could you give me those numberse again, please?

P | Bxpacted pecondary racovery is &4 . 2-mil-
lion barrels of incremental oil and that is a secondsry re-
covery to primary recovery retio of 48 percent,

®e found that other Tachinical Committee
seabers could wvalidate our experience in that typiecal re-
covaries f£rom such Grayburg and San Andres resarvoirs may

range from 25 to 100 percent of primary recovery, and the
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basic opinion of the committes was that the astimate wes at
lsast realistic for future unit performance.

Q Lot we ask you, sir, §f in making the
pradlctions on recoverable secondary reserves, Mr. Wheeler,
wheth&r or not there was objection made to that method or
methedology used by any mambers of the Tachnical Committee?

A Ko, sir, there were not.

Q Are you aware of any objection by any of
tha working tntaruét owners to using that method by which to
pradict secondary ressrvesy

A %o, sir, 1'm not,

s All right. All right, we've discussad
some of the basic elements that are going ianto the work of
the facha&cal Cosmitter, Lel me also ask you whether or not
the Technical Cosmittes adopted any recommendations with re-
spect to an injsction pattern?

A Yes, sir, it did. The unit asrea, ag I've
previously mentioned, is developed on 40-acre spacing.
rnerefore the Committes recommended that the initial injec~
tion pattern be 80-scre S~spots and this easentially means
that you convert every other well to an injection well, A
diagram of that proposed pattern as to how it would look 1if
they wers fully implementsd is avalilable in the Technical
Committes report as FPigure Humber $7.

Q In addition then to making recommenda~
tions about the injection pattern ~~ wall, before we get to

that, was the inijection pattarn one thst was agreed to by
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the Technical Committen?

A Yea, 3ir, it was.

Q And is that an injection pattern that's
haen acceptad by the working interast owners?

A Yas, sir, it has,

Q@ Let me ask you this with regards to the

entire package of information in the Technical Commitiee re-
port, which is Exhibit Number 22, Mr. Wheeler, does this not
congtitute the plah of operation for the unit?

A Yes, gir, it does.

& fid the Technical Committes gO on to sum~
rarize the capital requirements needed for unit operation?

A yes, sir, wa did provide a cost estimate,.

o And have yvou put that together in  the
form of an exhibitc?

A ves, sir, BExhibit Humbsr Twenty~five.

Q A1l right, sir, Hr. shesler, would vou
identify Exhibit Twenty~five for me?

;. rhis exhibit is an update fOo the tabula-
tion which is found in the Technical Commitiee report as
Table Bo. 4.

The estimates on this exhibit were up-
dated to reflect current costs of equipment and labor.

As you can sae fros the front pags of
this exhibit, there ars sgven malior catagories into which
costs have baan grouped, The production and injection faci-

litiea jnclude 3ll storage and transfer and treatment and
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cules facilities, and things of that nature,

The Pechnical Cosmittes has estimated
that we would 4rill and esgquip nine watsy supply wells to
handle the water injection requirewments for the unit, You
see the cost associated with those walls.

we'ld estimatod that we would drill and
aquip nineteen producers, sixtsen injactors as replacements
for PeA'd locations: posszibly some vacant logations.

I?hﬂse ara «- rthese cost estimates are
shown in page one, also.

We believe that there will be a consider~
ahle remedial affort to be undertaken in the unit arsa on
existing wellibores and that cost i3 roughly $10,000,000
worth of tangible agquipment and $9,000,00C worth of intan-
yible costs associsted with that.

We anticipate coring a number of wells
and we've included in the cost of coring and analyzing core
on twenty wells to help us to gather raservoir data, and wa
anticipate as the flood beging to respond that wa'll naed to
replace much of the existing sgquipment in the field and the
item pumping and replacements iz for that new squipment to
upgrade the size of units.

You can sae that the grand total here,
wiich is a grosg cest, is 260.8-million we expect to invest
o get the unit installation,

Page two {3 a detall of those costs by

year and we axpect to spend the monay which we've talked
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aboyt Hn page ona.

You <an goe that we have & congidarable
investment to be made and that's over a relatively short
period of time from 1984 through 198%, ezsentially.

Q Using the estimatad cost figures for the
unit operations of the project, Kr. Wheeler, did the Techni-
cal Committee go on and then calculate what the benefit
would be if the project was operated en a unit basis?

A ‘Yes, #ir, wae did.

Q Por instance, what would happen 1f it was
oparatad without a unit?

A Yes, sir, we 4id, and that's our Exhibit
Humber Twenty-six.

Q All right, sir, would you describe for us
Exhibit Twenty-six?

.} Yes, 8#ir. Exhibit Twenty-six is a sum-
wary of some financilal ané operating measures which can be
used to compare the profitability of the proposad waterflood
modal versus continuing present operation.

() would you describe for us what is meant
when we look at the first column that says, BRase Casge with-
out Waterflood?

A Yes, sir, that is ~~ that is the case of
continued primary oparations if you consider the unit pro-
perties as single proparty as opposed to column twe, which
is the incremental casse, or the parameters which will help

us to avaluate the increased recovery whan we have an lncre-
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rental or incraased cost over the current operatlons.

g would you describe for us what basic cri-
teria that was used by the Technical Committee 1in msking
this analysis?

A Yes., Pirst of all, let ms say that thare
were some aglaplifying assumptions made for this economic
analysis, 1t was impogsible for us to consider each and
every owner's economic situation, 50 what we did in  this
casw was cnnsider'tnat all properties in the proposed unit
area are essantially one property for the treatment of this
scanonic model, as though there were a single operator heing
considered as a single gconomic enterprises.

The data that you see here was extracted
fram'aulf's proprisetsry appraised economic program. Wa in-
put the updated cost sstimate which we have just discussed
as Exhibit Nuwmber Twenty-~five. We input the gecondary re-
covery estimate which is available in the Technical Commit-
tee report and we also had to update the date of that in-
gtrument in the Technical Committee report, by the way.
That == that curve is from 1984, which is obviocusly outdated
at this point, but cowbining the cost estimate and secondary
recovery estimate, and we placed those into our economic
model.

We had to assume that Suli's oll split
setwaen tiers in the Runice Monument area is representative
of the other owners and for that purpose and for the purpose

of calculating windfall profits tax, we asgumed that thers




10

11

12

13

14

15

16

17

18

19

20

21

22

109
wags & 60 percent tiar one split to 49 percent tier two.

We also assumed that Gulf's average oil
and gas prices are rapresentative of the area, and that pro~-
ducton expense number that was placed intoe the mddel was
based on an average of ten other floode in the area.

¥hen we ran our model we obtained the re-~
sults which you see here on Exhibit Kumber Twentv-six. We
have a number of financial measures wiilch wa cnuld use to
avaluate an economic enterprise. One of the important ones
we see here is the net present value of continued operations
of $42~million as opposed to net present value of the incre-~
mental waterflood case of $183 or almost $184-million.

Locking at the operating messure, you see
that oil production for continued primary operations, is
roughly 14,000,000 barrels as opposed to an incremantal re-
covery of 64.2~million barrels for the waterflood case.

You see the investments. We aszumed that
there'd be no continued or large investments under current
operationa, as opposgsed to the $60.6~million worth of invest-
rents that nead to be made for the waterflood.

Some Other operating expenses which 1've
noted here, Federal excise taxes for the base case of $171-
million as opposed to $48%-million for the waterflood case;
State production and property taxes of roughly $10G-million
for continuved operation as opposed to 33170-million for the

waterflood, 1€ installedy 9, 8. income taxes to the owners

of §208-million for the base case and almost 8).l-billion
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for the opesrators.

The bottom line, of course, is that it is
a profitable venture in teras of cash profit after taxas.
Continued operations we see here at about 5226 or $227-mil-
lion as opposed te $l.1l-billlon for operateors 1f the water-
flood is installad.

Gulf provided, I would note, the results
of our study te all Techaical Committee members and working
interest owners, They also had benefit of the financial
peasures which we ianputted into ocur own model and we encour-
aged them to do their own gconomic analysis &0 they could
avaluate their own position using whatever model they chose
o use.

in sumBary, the Tachnical Committee
agreed that the formation of the unit was found to ke a pro-
fitable venture based on these models.

Q Approximately when was this information
disposed £o and shared with the working interest ownersg?
Do you recall?

A 1t would have been roughly the end of
1882 before the publication of the Tachnical Committee yre-~
port and the numbers that you see today are basically an up-
date.

¢ Saction 70~-7-6, Subparagraph 3 of the
statute on statutory unitization requires as a condition
precedent to the issuance of a Commissicn order that the es-~

timated additional costs, if any, of conducting such opers-
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tions will not exceed the estimated value of additional oil
and gas o recovered, plus a reasonable profit.

Pe you have an opinion as to whether or
not with unit operations this will constitute a ressonable
profit for the working interest owners?

A Yoa, sir, I believe it will.

Q One of the other conditions precedent to
the issuance of an order is an opinion that the wunitized
ranagement operation and development of this unit is feas-
ible. Do you have an opinion?

A Yes, sir, I believe it iz feasible.

Q Do you have an opinion as to whether the

unitized management of the Eunice Monument South Unit is ne~

cassary?
A Yew, sir, 1 do.
G Explain why.
A I balieve it i3 necessary because, a&s we

stated earlier 4in testimony, that the proposed unit area
containg more than 100 individual leases. These leases
range from 40-acre tracts to the largest heing approximately
706 acres,

BEconomically and phveically it would be
elmost impossible for many of these tracts to be placed un-
der separate secondary recovery operations.

waterflood operations are designed to

move oil from well to well and lesase to leage and without

agreemant it would not be technically feasible to do this, ‘




10

11

12

13

14

15

16

17

18

19

20

21

22

113
Gnit arrangsments banefit both working intarsst owners and
royalty owners by protecting their correlative rights when
this movemant takes place.

In addition, the value of the unitized
oparation allows us to gee that we can eliminate some leass
line Dbarriers giving us flexibility in the use of existing
wells., It allows us to convert where necessary. It allows
us to develop uniforms patterns over a very broad area, It
allows ug the flaxibility of modifying fluid in and f£luid
out rates as we learn more about the response of the reser-
voir.

Thase thaings can only be done on a broad
scale and not on the level of a 40 or 80-acre tract.

I velieve that the results of unitization
would be that there would be operational flexibility here in
the £leld which would allow us to have a maximum efficiency
recovery and allow us to eliminate or minimize wastae.

G ¥r. Wheeler, let me direct your attention
te Tract 35, which Mr. Padilla is interested in. I'l]l give
you a copy of that Exhibit Number Two.

A QOkay.

] Do you have an opinion, Mr. Wheeler, as
to  whether or not it is reasonable and feasible to include
Tract 55 in the unit operation?

A Yes, sir, I balieve it is.

G Why do you say that?

A Tract 55 has been given credit in the




10

11

12

13

14

15

16

17

18

19

20

21

22

114
parameter table for having cumulative oil production on
which some awnership could be based.

Also, Tract 55 needs to be included on
the western boundary to maintain a reasonable devalopment
pattern for the waterflood. If we were not allowed to in-
clude Tract 5% the proposed waterflood pattern would have to
be backed away in all areas around Tract 55 and therefore
unit production would suffer, not only from Tract %% being
taken away but also in the matter that we would not ba able
to effectively sweep the properties that are immediately
contiguous to Tract 55,

s I don't want to get into a dSiscussion
with_ you on the participation formula that was really the
work of the working intersst committee, Mr., Wheeler, bhut in
terms of the feagibility of project you've expressed an
opinion about Tract 55, I would also ask you the same ques-
tion with regards to the Exxon tracts that are indicated on
Exhibit Humber Two in terms of whether you believe it would
be reasonably feasible from the Technical Committese approch
to exclude the Exxon tracts from the unit?

A If we look at the Exxon properties indi-
vidually, Exxon's Tract No, 12 would have the same kind of
impact on the unit that Tract $% would have. It'g an edge
tract of the same size,

The other tracts, 88, 89, and 80, in
which Exxon holds an interest, relatively spsaking could

provide & window in the unit which would mean that thay
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would impact, technically speaking, the waterflood opara-
tions in that we would have to move patterns away from the
houndaries of those properties.

it would also impact the physical instal~
lation of -~ of the waterfiood equipment in that we would
not be laying lines across those properties as they would
not be unitiged properties. They would in essence be a fac~
tor to inhibit prqdactiwn in and around the properties.

Q In addition to determining the feasibil-
ity of the project, Mr. Wheeler, did the Tachnical Committee
heve any other charges that thay fulfilled from directions
of the working interest committeas?

3 Yas, sir, as I stated earlv in the testi-
mony, the Committee was charged with developing certain par-
ameters or characteristics wa could apply to each tract in
order for the working interost owners at a later date to de-~
valop and eguity formula, or formula for sharing expensesg
and revenues from =2ach of those tracts.

%] All rignht, sir, let's go on and have vou
then describe for us what were the parameters submitted by
the Technical Committea to the working interest committee
and how were thogse values for these parameters developed?

A All right. As I rentioned sarlier, the
first parameter was an acresge factor. They wanted -- the
working interest ownars wanted to know the approximate
acreage nf sach individual tract within a unit.

For our Technical Committee purposes we
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assumed that each location or esch well had 40 acres
assigqned to it, as would be consistent with the proration
schedule.

I say we assumed that because for most af
the Technical Committee work we &id not have exact legal de-
scriptions.

Cumulative recovery was another parameter
which we were asked to investigate and the way we arrived at
that parameter for each tract was we researched the 0il and
GCas Engineering Committee annual reports on each and every
well and determined what the cumulative production from sach
well was up to any cuteff date and we also asked each owner
te verify the numbers assigned to their own tracts.

| Remaining primary recovery, for this
parametar wa developed production decline curves, which are
shown in the Technical Committes report on each active tract
within the unit. The Committee reviewed each one of those
curves, and there are some RO of them in there, assigned the
projected decline rate from which the primary ultimate re-
covery could be calculated hy decline curve techniques.

For the paramster, remaining primary re-
sarves, this 1s simply the difference between the projected
primary ultimate of cach tract and its cusulative racovery
at any given date.

For the currant oil preoduction rate we
again went to the 0il and Gas Engineering Committes records,

In the final form we went to the records for .Januvary st
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through September 30th of 1982 and compiled a number for
each tract for that period of time,

For the matter of secondary reserves
which we ware asked to evaluate, the Technical Committee re-
commanded that that paramater not be used and it is not in
the final paramater table.

The data, 1 might mention, developed
first of all by tract on a tract by tract basis for each one
of these parameters. Then apportioned to each owner as had
neen identified under each tract.

The final parameter table was presented
in the Technlcal Committee report as Table 8, which you'll
find on page 41, and the last revigion of the parameters is
shown as Table AR and it should be in the copy of each of
the reports that was distributed today.

0 All right, sir. ZLet’s turn in the report
which is in the big white binder?

A The Technical Committes Report, yes, sir.

4] And if I turn to page 41 of that report
there is included -~- page 41 iz in fact Table AR?

A That's correct,

Q And that's the parameter table that the
Technical Committee developed,

A That's correct.

0 All right, ¥with regards to the current
0il production rate used by the Committee, what is the last

date that was used for that purpose?
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A The last date used is Saptember the 30th,
1982.
Q Was the information prior to that updated

at the request of any of the working interest ownars?

A During the process of the Pechhnical Conm~
nittee activity the information that went into the paraaster
table was updated twice, Tha first time at the volition of
the Technical Committee as a whole, I believe, and the se-
cond time at the specific request of Exxon.

Q Have there been any reqguests ro the Tech-
nical Committee since updating this information to September
icth, 1982, to further updste any of the data?

A Kot to my knowledge,

¢ To the best of your knowledge, Mr,
Wheeler, was thers any objection by any of the working in-
terest owners to the parameter table?

A Ho, sir., In fact the parameter table was
acceptesd by unanimous vote in a working interest owners
meeting as the basis for calculating sguity.

Q The parameter table as we s$ee it on page
one then was unanimously agreed by all of the working inter-
23t owners.

A At the first working interest owners
meeting all that wers present unanimously agraed,

4] And it is that table, then, from which
the working interest owners work out the formula for the

participation within the unit?
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A That's correct.

15 Based upon your experience and knowledge
of this particular unit, the feasibility of this project,
the applications on behalf of Gulf today, Hr., Wheeler, do
you have an opinjon as to whather or not the granting of
these applications by the Cll Conservation Commission will
rasult in the prevention of waste and the protection of cor-
relative rights?

A Yes, sir. It is my opinion,

0 wWere Exhibits Mineteen through Twenty-

seven prepared by you or compiled under your direction and

supervision?
A Yen, they were. Twenty-six.
THE REPORTER: Twenty~six.
o 1s the information -« Twenty~-gix,

Was the information tabulated on Bxhibit
Number Twanty-one concerning the meetings of the working in-
terest owners and the Technical Committee true and accurate
reproductions of those documents?
A Yes, sir, they are.

MR, KELLABIH: Mr. Chairman,
that concludes my examination of ¥Mr. Wheeler,

e nmove the Iintroduction of
Gulf Exhibits Wineteen through Twenty-six.

MR. S8TAMETS: Without objection

thege exhibits will be sdaitted,.

Are there questions of this
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witness? Kr., Padilla.
CROSS EXAMINATION
BY MR, PADILLA:
Q ¥r. Wheeler, on Exhibit Number Twenty-

three, I'm not sure if I understand how you have colored the
wells green and the wells blue., Would you explain for me
what the green stands for and what the blue stands for?

A A 1 mentioned earlier, the green indi-
cates that the wellbore which has been colored is or has
been classified as & Tunice Monument oil well.

The blue indicates that the well is or
has bean classified as a Fumont oil well.

@ Are any of those colored wells commingled
with other zones such as the Penrose or the Queen formation?

.3 If your guestion has to do with whether
or not the productive interval that nas bean opened in these
wells crosses the top of the Grayburg formation, in eavery
case that'a the case.

Now, as far as being commingled 'sms not

sure that [ ~-

0 Wall ==

A -~ am within your definition of com—-
mingled,

) Are any of these wells that are colored

either blue or green, are they productive froe the ~- a zone

other than the proposed unitized zone?
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A Let me say that it is possible that a
wall here has been recompleted and is now productive from
the Eumont gas zone, which is high, but to my knowledge
there was no wallbore to which I could specifically point to
to say that the completion interval commingled, to use your
phrase, the oil zone and gas zone for any significant inter-~
val.

I'm not sure that ! follow vour line of
questioning.

) ¥all, maybe I should ask the guestion,
iet me ask the question are any of these wells that you know
of productive in both the Queen and the Grayburg formation
in the seme wellbore?

A All right, if I may, let me refer to -~
iet me refer you to <ross section A~A, which I believe you
may have in your hand right there.

And we can start down through these cross
sections, if you'd like. Perhaps the best axample, I think,
of what you may bhe asking is found on cross section D~D for
wallbore Ho. 17-1 has shown & completion interval that crog-
ses from the Panrose up through the Quesn and even above the
Quean at some time in it life.

g0 that is a wellbore which effectively
has crossed the interval.

O Let me ask, do you know whether the upper
productive limits of that well are currently producing to

where you could have migration from the unitized formation

B
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to the upper productive limits of that well?

A ¥y anly available information hers is
that well is currently producing and is classified as a2 Fu-
mont oil well,

Now I'm not sure that 1 can say whether
or not there is migration up into the overlyina gas zone
based on the information which 1 have available in front of
pe here,

o In other words vou don't know whether any
of these ~~ any of the wells you've tostified about are pro-
ductive from other zones other than the unitized, or pro-
posed unitized formation.

A Oh, ves, sir, I do. In fact many of the
wells which you -~ are shown here in the cross sections,
witich indicate & red bar across on them, I can say that way
information 1is that they are productive from the Fumont gas
zohe, but they are not commingled, They've heen plugged
kack for the most case to the Pumont gas from the oil zones,
whichever it might have been, either RBument o0il or Funice
Honument oil.

'] But you don't know whather the production
is actually commingled or not. You think that the upper
zong has been plugged back or the well has been reworked in
some way that they're not productive frem two separate
zones.,

A To my knowledge there are no wellbores

which are commingle Fumont gas and Punice Monument or HRu-
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mont oll. That's not allowed according to rules, but to my
knowladge that commingling does not take place,

There are wells which are dualed out
thare which have the Bumont gas producing and the ERumont or
vunice #onument oil producing in the same wellbore, but they
are not commingled,

Q You would agree with me that an operator
is allowed to seek commingling authority for a well given
cartain standards.

;. To my knhowledge an operator is allowed to
ask for such authority.

o Is thers a lease line agreement on the
wagtern boundarv of the proposed unit?

A Mo, sir, there are no lease line agree~
ments in place for the proposed unit at this tiee,

Q ks 1 understand, vyou have an overlap of
two different pools on the western edge of the pool -~ unit,
is that correct?

A fnder current definition, that's true.

o kssuming you waterflood the western part
of the proposed unit, how would correlative rights be pro-
tected for interest ownerg beyond the western boundary of
the pool and/or in other forwations to the west?

A Let me answer that by saying thisg: We
are not considering injection on the wastern edge of this
unit up to the boundary at this time. There wil}l have to be

cooperative agreement made Latween the unit and operators
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outside that western houndary before we can initiate injec-
tion at the last row of wells along this line, That is the
way, o my understanding, that you would protect those cor-
relative rights between owners inside the unit and owners
outside the unit who may have wellbores in the sgame general
formstion that we intend to waterflood inside the unit,

3 Well, on your Exhibit Numbaer Ten you've
shown, or Sixteen, I should say, injection and wells with a
log. It appears to me that you sore or less intend to al-
ternate injection wellz along the western boundary of the
unit.

Is it your testimony that you're going to
start injection or unit operations closer to the center or
that you will even develop towards the west until a later
time?

A 1 cannot tell you exactly what reference
¥r. Hoffman used to arrive at his base map which he used to
show the Cross sesctions.

I can tell you that it is not our inten-
tion to install injection wells along the western, and par~
ticularly western and southern boundaries immediately until
cooperative agreements are in place.

That would represent a fully developed
g0-acre S-gpot for the entire unit area. Fully developed
mazans  that you'd have to have the necessary agreements he-
fore you could initizte injection at the boundary line.

O Would that mean then that -~ that a tract
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on the western boundary of the unit, such as Tract 55, would
not begin to participate until such an injection well would
he completed?

A Ho, sir, it does not, because those wells
on Tract 5% will either be -~ have replacements drilled for
them in the case of a galt water disposal well or will come
into the unit as producers along the western boundary.

Sur intent is to do the remedial work on
those wells on the western boundary especielly which have
heen TA'd or not available to make them producers until such
time as wa can arrive at the agreeméent to then put injection
to the lease line.

¢ How much time are we talking about as far
as developing the western portion of the unit?

A I'm afraid I can't -~ I can't pin that
down to an exact data, I1'd estimate it's going to take some
two to three years to get there with injection,

o] How == how would you bill on your capital
axpenditures, how would you bill the various parties? Let's
take the working interest owners in Tract 5%, how would
they be billed for thseir portion of capital expenditures?

.3 Thair partigipation in the unit for
sharing both revenues and expenses will be determined by the
participation formula which has already been established.

The billing would be handled on that bag-
is. As expenditures are incurred each owner will bhe billed

his portion of that expenditure based on his participation
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in the unit,

O How mueh -~ do you have an  immediate
billing formula or some kind of a bill that would immeditely
be sent out upon approval of this application?

A To be quite honest with vou, I don't know
the econemics arrangements that are being planned and they
are heing glanned right now. S0 1 do not have a billing
date or anything of that nature for you.

O How, correct me if I'm wrong, but you've
used Gulf's economics 4in calculating of the revenue
estimates and expenditures in this project, isn't that ==

A Yes, sir, as I stated, we used Gulf's
proprietary economic appraised model, we rvall it.

4] And you considered no other ~~ no opne
elve’s economics.

A ¥No one elge offered any economics that
I'm aware of, |

Q Let mwe go back to your Exhibit “Twenty~
four and 1 can understend your frustration in reaching the
top limit of the proposed interval, but isn’t that still
fairly arbkltrary from the standpoint of gas production and
oil production?

A He, sir, I wouldn't say it's arbitrary at
alil. We have, as we pointed out here, reasonable defnition
between the oil productive zones and the gas productive
ZONes . 1 don't see how you can conclude that that's an

arbitrary decision we've made,
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4 Thare's no reasoneble basis upoen which to
gseparate the gas from the oil zone, ls there, based upon a
datum of 100 feet below sea level?

3 Yes, sir, there is a reasonable hasgis anad
that basis is that according to our investigation of geolo~-
gical parameters as wall as the completion information which
we had avallable to us, that the gas/oill contact does in
fact exist somewhere between sea level and plus or minus 100
foaet, and we can't pin it down to the exact foot, but wo
fael that it is in that range.

That's based on our investigation of the
data,.

0 Don't vou have then a probably potential
waterflooding of the gas zone?

A ¥r. Boffman testified earlier thie¢ morn-
ing that over the majority of the field the gae zone and the
cil productive zone are basically separated by & verv dense
dolomite, sand interspersed zone, and we feal that that is
protection from wholesale, if you will, communication of the
cil zone with the gas zone.

0 well, page eleven of that exhibit Jdoesn't
necassrily show that -~ that you wouldn't encounter a situa-
tion like ~~ or that would eliminate that possibility. In
other wordse, you have vour 100 foot line extending poten~
tially into the Penrose zone,

A Yes, sir, and as ¥r. Hoffman also testi-

fied this morning, that a8 the Penrose dips slightly, and it
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is a =alight dip to the west, that it loses its distinct
character having a sand zone, a dense dolomite zona, and
then a dolomites sirilar to the Gravburg because on the west-
ern edge it becomes essentially a dolomitic material which
is much like the Graybhurg, and we faal that the -- that the
olil column extends to the wast a mile or even more at the
gsame basic datum, regardless of what you call the formation,
even though the formation may dip to the west,.

Again that's based on our investigation
of completion intervals, of the geologic information we have
available, and I might also mention that during our studies
wa ware able to find one other, I would say basically a
gualitativa if not partically guantitative study which had
heen made of the field, and it's a study which was made in
153% while the field itself was relatively new and the data,
as opposed to today, would he relatively good.

This study was performed by the United
States Department of Interior. It was entitled The Roger-
voir Charscteristices of the Punice 0141 Pield in Lea County,
and one of the major findings of that study -- let me -~ lat
re get to the summary here.

Ona  of the major findings of that study,
it reads as this: From an analysis of logs that were nmade
from examinations of cuttings from wells and data concerning
well completions, initial oil potentials, gas/oil ratiss,
water encroachment in the Funice Field, three major porous

or common  rones have been outlined as shown in  Pigure &,
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Theste zones must not be confused with lithologic or geologic
units as they may not be directly related to geoclogic struc-
ture.

That study which was done, and why we
congidered it to be the best data available on the fleld,
cartainly, the best dats at the time, tells us the sanme
thing that we concluded here, that the gas/oil contact is a
generalized gas/oil contact, not confined to the Grayburg
nor confined to the Penrose, but extending basically over
the field in that general area.

The oil productive zona is relatively
consistent inside the unit and outside the unit, particular-
ly to the west. 80 I think we've done everything we can at
this point given the reservoir information which is avail-
able to us to define a reasonable vertical interval dafini-
tion.

Q The limits of the pool to the east, or
the unitized area, they don't end at -~ along the boundary
line, the western boundary line, do they?

A I'm sorry, you confused me there. You
said the limits of the pool to the east?

¢} The limits of the pool to the east side.
Let me be more specific.

The Eunice Honument whare -- whare are
the limits of the Eunice Honument?

A well, 1 don't believe I can give you the

statutery definition of the limits of the Funice MHonumant
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Pool,
Q Ganerally can you tell me?
A On the sastern edge, or boundary, or ths
western edge?
G Both.
A On the western edge the limits are

generally at the western boundary of the unit. On  the
eastern edge, I have -~ [ can't tell you. I don't know.

0 well, vou have that overlap on both sides
of the western houndary.

A ¥o, sair, not -~ not really. on  the
eastern boundary you have a losg of production over there.
There simply are not any more wells.,

Q {¥otr audible.)

A Yes, sir. And on the western boundary we
have the overlap which you've alluded to.

MR. PADILLA: 1 believe that's

all 1 have.

MR, BTAMETS: Are there aother

gquestions of this witness?
MR, SPURLING: Yes, sir.

ME, BTAMETS: Mr. Sperling.

BY ¥MR. SPERLING:

o ¥r. W%heeler, would you pleage refe to

your Exhibit Twenty-one? And on page twenty in that exhibit
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it appears to correspond with page three of the Pebruary 2,
1282, Teechnical Committee memting., Do you have that befors
you?

A Yas, sir, 1 do.

¢ Ckay. kow, vou have testified that cal~-
culations were made presumably subseqguent to this meeting
which resulted in the figure for the remaining primary re-
serves of 14.5-million barrele as of Qctober 1, 1%82,

X Yes, sir, I believe that's correct.

Ty And that caloulation was based upon the
remaining primary reserves on esach individual tract?

A Yes, sir.

O It me call your attention to Item dNe. 5,
which {8 entitled Ultimate Primary Reserves, It gives a fi-
gure there of 134~million barrsls and the report statss that
the wcalculation which resulted in the 134-~million barrels
was bhaged upon decline curves completed for sach tract., %as
that in fact done?

A Yes, sir, decline curves were calculated
on each tract.

2 You also testified that with respect to
secondary rveserves, this seems to be a universally accepted
figqure, secondary reserves of £4.2-million barrels.

A Yas, sir, that's approximately the calcu~
lation.

0 why is it if vou have made the calcula-

tions based upon individual tract numbers for the purposes
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of these other numbers that you can't make & calculation for
individual tracts as to secondary reserves?

& it becomes a matter of accuracy of data,
sir. If 1 were an owner I want to have the most accurate
data possible 1f I weare going to use sacondary reserves as a
parameter in a paraseter table,

As I testified, there is a distinct lack
of wmodern logs which can be gqualitatively analyzed or quan-
titatively analyzed. There ig no core information available
and if there ~- if there were a few scattersd cores from the
field, we're dealing with a very large area, 14,000 acres,
and assigning secondary reserves to individual tracts would
hecome a very aot exact, if you will, calculation,

G wWall, the calculation of secondary re-
sarves is anything but exact.

A Yes, sir. I would grant yau that.

0 S0 why couldn't the same parameters apply
te sscondary resarve tract participation asg applies so far
as the rest of the parameters are concerned?

A It war the consensus of a number of the
Technical Committee mambers that we would not be ahle to
simulate gecondary racovery. We would not be ablae to arrive
at a definitive and quantitative calculation of secondary
raserves for each and every tract on the unit.

You can do it for some tracts on the
unit, You need to be able to do it for all tracts on the

unit so that there is equity {n the treatmant of owners, and
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for that reason we could not arrive at a gsecondary reserve
number for each individual tract on this.

If you ~~ if you will pleage, we also ra-
samber that some tracts were not evan in oil production at
the time. Some tracts do not have current oil production,
Thare were no ~- there is no way, really, to evaluate those
tracts as to their ~- their secondary ressrves.

Q Did you make a calculation as to which of
-« or did you identify which eof the tracts you could not
make the calculation for? Did the Committse do that?

A I think I == no, sir, the Committee did

not do that,

o Did vou?
A ¥No, sir, I did not do that.
O Have you wmade any attempt to assiqgn

secondary reserves to individual tracts?

A The Cemmpittee did not do that,

0 In your opinion would that have bean ad-
viseable to test the accuracy of the forsula which was even~

tually adopted?

A Ne, sir, it would not have bheen advise-
able.

5] Why?

A Because there would have had to he too

rany assumptions made on the quality of each i(ndividual
tract, There was not modern core nor log nor fluid analysis

daeta avallable to ug to make those assumptions., So it would
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not have heen adviseable, in mv opinion.

G wall, what assumption, what additional
asgumption would have had to been made other than the ones
that you used for the purpose of establishing remaining pri~
maxy reserves, ultimate primary reservesz, and secondary re-
serves?

A Ultimate primary reserves can be calcu-
lated using a decline curve technique based on historical
production on any given well or any given lease or for that
matter, any given propaerty. It's @ -~ it's a mathematical
technigue which can be applied to a plot of production,
That's ultimate primary.

Remsining primary reserves becomes the
difference between ultimate primary and the cumulative pro-
duction which you have credited to g well or s lease or a
property at any given date. It's a3 mathematical calcula-
tion.

Secondary reserves becomes a vary rig-
orous calculation which cannot be done using what we would
normally term wellhead parameters; those parawmeters beng
production, production rate, things of that nature.

Q ®ell, Jdo vou see any relationship at all
between ultimate primary reserves and secondary reserves per
tract?

A Yes, s&ir, 1 believe there probably is a
relationship on & per tract basiz.

e, And whai would that be?
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A In the matter of correlating our estimate
of remaining primary reserves with our estimats of cumula~
tive -~ or of, I'm sorry, of primary ultimate as opposed to
our estimate of secondary reserves, the relationship is
simply that we estimated that there was approximately one-
half barrel of secondary reserves remaining for each barrel
of cumulative or remaining primary. It's simply a mathepa~
tical analogy there,

Q Which is precisely where your 48 percent
came from.

A Yes, sir, precisely,

O With respect to the 48 percent, would you
figure that to be a conservative figure or not, based ypon
your knowladge of other floods?

A Well, ag I astated, the normal range is
generally =~- that we normally use as a rule of thumb i3
something between 25 to 100 percent, and I've geen both, In
my estimation, this is probably a realistic number and I
raally couldn’t quantify it any more than that,

Q $o 1it's somewhat less than half way in
hetween the 25 and 100,

3 well, I would slso point out that there's
soma floods closer to zero, but I didn't analvze those
flocds.

S0 I would say somawhers in between, yes,
sir, you'd be correct,

0 Wwell, you wouldn't even ceonsider zere in
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view of your testimony that thisg flood iz feasible,

A That's right, 1 would not. 1 believe it
is feasible.

o You testified that you reached the con-
clusion thet the adoption of the waterfloud program as pro-
posed would be profitable., Did vou make a calculation as to
different tracts as to whether it would be profitable for
all the tracts?

A Ho, sir, we did not mske a calculation on

individual tracts as such, using our appraised model.

0 Huch & calculation ig possible,
A Yes, sir, it is possible and alzo I have

pmentioned in my testimony that we encouraged each owner to
uge his own economic model, whatever it was, and hisg own
aconomic parameters and constraints to evaeluate his own pos-
ition.

Q Was that viewed in the light of the well-
bore penalty factor versgus the contribution of wellbores
which is in the unit operating agreewment?

A Yes, s8ir, I would have to say it is and
the numbers which I presented today do have that factored in
and that the cost estimate reflects those wellhors asgsess-
ments.,

0 Would it surprise you to lmarn that with
respect to a number of smaller participation tracts that it
iz uneconomic for those tracts?

A I think it would surprise me to learn
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that.

@ Eir?

I believe it would surprise me to learn
that, sir.

O was conslideration given by the Committee
to the use of a usable wellbore as one of tha parameters
which applied to the participation factor?

A Yaes, sir, there was consideration given
by the Technical Committee for that.

) what disposition was made of that consid-
eration?

A We could not arrive at a usable wellbore
parameteyry as a technical committee,

& You mean a definition of one or the value
of one?

A We could not arrive at a calculation
which we could tabulate, then call a parameter for the para-
reter table.

O Well, how was the $£100,000 figure arrived
at? By agreement?

A Mo, sir. If 1 recall, that was a discus-
sion item in the working interest owners meeting and we -- 1
believe Gulf proposed that $100,000 figure and I think Nr.
Rerliin, who is going to follow me, way have other words to
say about that.

Q Dkay. Do you recall how many participa-

tion formulas ware sugyested to the Technical
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Committee by the working interest owners?
A I velieve nine, sir.
G Hina?
A

1 hvelieve s50.

3

And asz distinguished from the committee,
is that corract?

A In the working interest ownars meeting
witich considered participation formulas, the parameters, the
formulas were suggested by various owners who were present
on that day.

0 They were not generated by the committee,

A 0, sir, they were not. The committea
wags not asked to generate formulas,

O As a matter of {nformation, &0 you Xknow
who suggested the parareter that was finally voted upon?

A Yes, sir. My handwritten notes from that
date indicate that Amoco was the company which suggested
that particular formula, which we -~ which we adopted.

Actually it was a double suggestion.
Amoco suggested the first timep then Conoco suggested the
voting on that formula.

o wWaell, there was no change in the lan=-
gquage, though.

A Ho, sir, there was not,

MR, GPERLING: I think that's
all.
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TROSS EXAMINATION

RY MR. ETAKETE:

Q ¥r. Wnegler, would you take a look at Ix-
hibit Twanty-four and that D«D' cross saction?

A $ir, is it the "D" pr the "E"?

Q "Dp® as in dog.

A Oh, ves, sir.

a looking at wWell 17«1 and 16-7, in thoth

caseg we have an oil column which extends more than 100 feat
or is more than ~100 feet bglow sea level,

How will wells under those conditions be
waterflooded?

A 2ir, each one of these wells, and there
are more than just these two, in fact if you look at the 17~
1% on the same page, each one of thase wells will have to
avaluated on its own to determine where the completion
interval is.

Those wells should have remedial action
which will put them effectively into the pool in which
they're producing. I would suggest from what little I Xknow
about remedial procedures that we'd want to squeeze any in-
terval that is open if ip fact that well remains open at
that interval which I've shown. Thig hasically is an indji-
cation of the original completion interval, whatever it may

have been.

16-7 is a well which has heen perforated




[ &)

2

wn

10
11

12

16

17

18

19

20

21

22

14¢
above the casing shoe, would need to be squeezed,.

17-19, we have a problem there where we'd
have -~ we'd need to run a production liner of some king to
copfine the injection and production into the unitized in-
terval, which we have proposed.

Thare are some of these wells, however,
they're not numerically & very large number of wells, to our
knowledge.

4] Baged on what youn have seen in all of
your committee work, in situations like this are wa dealing
with a continuous oil column or an oil column which is disg~
continuous which will allow you to do these squeeze jobs and
caryy on waterflood operations without affecting the oil
higher in the hole?

A We believe this is a continuous oil
column, sir, and one of the reasonsg 1 say this is that if
you go through all the records vou'll find such information
as the API gravity of a well which is completed high or low.

The similarities of the oil indicate that
these -~ this is the same oil, whetner it is called for our
purposes Eumont oil or Bunice Monument oil.

We believe that we're demaling with one
continucus oil column which happens to transgress the top of
the OGrayburg as it has bheen defined the top of the pool,
which we don't believe it is.

0 Based on the committes work would there

be oblections to altering the pool limits on individual
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wizll 80 that the entire oil ¢olumn could be produced on cer-~
tain wells?

A ¥o, sir, based on cur committea work
there would not be ohjection.

Q Is that the sort of thing that oGulf, in
your opinion, should consider?

;3 Changing the vertical lisit -- I'm sorry,
I missed a part of the question.

£ well, being able to change the vartical
limits on a well by well basia?

A ¥o, sir.

e In order to take full advantage of the
oil column and recover the maximum amount of o0il?

A I'm not sure that 1 follow you on a well

by well basig, ! think we have to --

o Take wWell No. 17~1, for example.
A Yes, sir.
Q You indicated that you'd get in there and

squeagze off the columwn of oil about the ~100 foot contour.

A I would hasten to point out here again
that this is a coapletion interval and at this point 1 have
no indicatlion that that footage above -100 feet is produc~
tive of either oil or gas. it would have to be considered
on an individual basis here.

9] Let's consider this on an individual bam~
is and assume this is 2 continuous oil column. Under those

circumstances why -~ what would be the benefit in sgqueezing
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off that upper 84 feet or so from the rest of the wellbore?

A There would be no benefit if it is in
fact oil productive. 1If it ig not oil productive, the bene~
fit would be to get it within & statutory description of the
pool in which we intend to waterflood.

Q Okay, would it he Gulf's intention, then,
whan you find individual situations with an oil column ahove
the =100 foot contour interval or above the Grayburg forma=-
tion, whichever is higher, to seek an exception to the pool
limits to allow that well to be produced?

R One of the things which we intend to do
in installing this waterflood unit is to conduct what's been
missing here all along, and that is a reservoir analysis
based on newly drilled wells and cores and logs and f£luid
analysis, and I would assume that as a prudent operator, if
in the course of that reservoir analysisz we discovered that
the definition nesaded adjustment and if {t proved there was
more ©il column than we originally thought in place, that we
would in fact come hack as a prudent operator and try to
smend those limits to include known oil which could be swapt
under waterflood operations,

G okay. Baged on the work vou've done, do
you have an opinion as to why the oil has migrated up the
formation colusn in parts of the reservoir?

A ¥o, air, I'm -~ I cannot,

G Bas the Committee looked at the possibile
ity of drilling infill waells?
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A At this point in time, no, sir, we have
not, and the reason being that in order to svaluate infill
drtlling, for example, oh a 20-acre spacing, we naed to have
some projection of recovery in order to base vour economics
and thare have been no wells which we could classify as in-
fill wells drilled for that evaluation.

80 we have not considered at this point
infill drilling.

Again I would refer you to what 1 hope to
be & very good reservoir study which would take plﬂcé at
unitization and continue through the life of the unit.

0 Do you believe that congsldering infil}
drilling would be an appropriate part of this study?

A Yes, sir, 1 Dbelleve in my opinion it
would be an appropriate part of the study, if we 1in fact
gain that data.

Q ind for what period of time would such a
study be made?

A Well, as I mentioned, it ought to start
with the very first wall we can enter and drill and in my
opinion it's a continuing thing, a continuing study through
the life of the waterflood, which would at future dates an-
tail perhsps a study of infill drilling or other enhanced
recovery technigues or just evaluating the waterflood which
we would be operating to maximum its recovery,

Q Under normal operating conditions when --

whan 4o you think the pperator should have some idea as to
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the likelihood of infill Jdrilling being a valuable recovery
tool?

A 1 would think when we arrive at some «-
soma point towards the flll-up of the -~ of the unit ané
we're able to establish that we have patterns of swaasp in
the reservoir and then at that time are able to evaluate an
infill prospect, for example.

4] How long would that fill-up take?

A I estimate between five and seven years.

MR, STAMETS: Are there other
guastions of this witness?
HR, KELLAHIN: Yes, Mr, Chair~

DA

REDIRECT EXAMIMATION
#2Y MR, EELLAHIN:

0 Hr. Vhaeler, I1'd¢ like to follow up on &
question that Mr. Padilla asked you to make sure I have it
clear.

Mr. Padilla was asking you, 1 believe,
with regard to Tract 55 when that tract would participate in
revenues from the unit,

My cquestion is would Tract %% share in
its proportionate percantage of the unit production from the
first date of unit operations or will it not participate un-
til there is a producing oil well on Tract %57

& It will participate from the first day of
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offective unitization.
D S0 the presence or absence of a producing
wall on Tract 5% makes no difference in whether that tract

receives its proportionate share of unit production.

A Ho, sir, not at this point.
O Let me follow up on some guestions that

#r., Sperling asked vou.

When we talk about the Technical Commit~
tee's parameter table are we talking about something differ-
ent than the participation formula that was discussed and
agresd upon by a majority of the working interest cwners?

A The parameter table is a reflection of
each tract's characteristics under those parameters and
those parameters are the one which we vsed to build a parti-
cipation formula,

¢ In looking at the parameter table what
arg the three basic parameters that were developed by the
Technical Committes?

There is & cumulative oil production num~-

X Carrect.,

0 Than on page 41 of the Technical Commit-
tee that is the third celumn froe the right.

A Correct,

O The second column from the right is the

remaining primary reserves.

A Correct,
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L+ And the last one is the current produce-
tion hatween two dates.
A That's correct.
& All right. “hen the working intersst

committee talks about the participation formuela, and Mr,
Sparling asked you, said there were some nine d8iffernt fore
mulas, are we not talking about the working interest ownersg
taking wvarious percentage from each of those c¢olumns and
figuring out what's equitable?

A Yes, sir, that's correct.

o All righe, When we look a the parameter
table itself and Aisregarding the participation formula and
how those percentages are walghted one against the other,
when we look at that table itself, was there any obpjection

by Exxon to the parameters in the parameter table?

A ¥ot te ay knowledge, sir.
4] Was there any objection hy Hxxon to the

secondary resarves calcualted for the unit?

A Hot to my knowledge.

Q Did Exxon evar object to the fact that
the secondary reserve paramneters were not conducted on an
individual tragt by tract bhasis?

A Hot to my knowledge.

a When we put aside the parameter table
which was unanimously agreed upon by all working interest
owners and look at the participation formulas, there appar~

ently were bHallots on some nine different formulas?t
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A Yes, sir, to the besgt of my recollecticn
there were nine.
D And the discussion in the working inter-

@st owner committee about how to weight each cone of those
factors 1is the subject of Mr. BPerlin's testirmony that fol-
lows here.
A That's correct,

MR, EELLAHIN: ¥Nothing further,
Hr. Chairman,

MR, BTAMETS: Any other gues~
tions?

¥R, SPERLING: I have just one.

RECROES EXAMINATION
BY MR. SPERLING:

0 Kr. Wheeler, in response to Mr. Xella-
hin's gquestion, by the majority of the working intarest
owners you aren't speaking of the numerical majority, you
were speaking of the majority participating at that particu-
lar time,

A Could you help me with the specific gues-
tion that he asked, sir, I =--

Q I think he ashed you if the parameters
ware not ~- ware votaed upon, ones selaected were voted upon
by & majority of the working interest owners and I'm asking
you in what sense di¢ he use the word "sajority® and in what

sange did you respond.
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A At  the working interest owners meeting
the parameter table was preseanted as the hasis for negotia~
tion of owrership and zll working interest owners present at
that meeting unanimously agreed that the parameter table
should be used as the basis for calculating a participation
factor.

All present and I do not know exactly
what working interest ownership present at that dJdate was,
but it was certainly over %0 percent,.

o Okay, thank you.

MR, STAMETS: Are theare any
sther questions? The witness pay be excused.

¥R, HKELLAHIN: ¥r. Chalirman,
before we take a recess, if that's appropriate at this tine,
I beslieve there's a representative from Shell that is not
going to be able to stay much longer and I believe he wanted
to make a statement for the record, and I would appreciate
the ecourtesy of the Commission extended to that individual
80 he could make his statement and make his airplane because
wa won't be here tomorrow and it is apparent to me that this
case is going to go to tomorrow.

HR, STAMETS: 1 think you're
right. W#e'll be happy to let him speak.

Will the representative of
Shell make his statement at this time, please?

MR, PFAUT My nase is Donald

J. PLau, Shell YWestern E&¥ out of Houston.
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I have a statement I was qoling
to read. Quite a bit of it would be repetitious, so what I1'q
like o do is just give it to the court reporter, if 1
could, and simply say that ws would support Sulf in the pro=-
pogalas that they have made as being falr and eguitable ang
reasonable as compromises of many interests involvad.

And as & matter of interest, we
made a proposed formuila at the working interest ownerg meet-
ing which was voted down and wve votad for the ovhe that was
successful on the second round of voting.

We felt that it was a reason-
able compromige on what we were looking for, & reasonable
compromise, and on that bagis we support it.

MR, STAMETS: Thank you, we ap~
preciate that,

And wa'll take about a fifteen

minute recesg.

{Thereuvpon 4 recesgs was taken.)

HE, STAMETS: The hearing will
please come to order.

You may call your next witness.

HE. RELLARIR: Thank you, Mr.

Chalrman.,




[

u

wh

6

10

16

17

18

19

20

21

22

1680
At this time weatll call Dave

Barlin,

DAVE BEFRLIY,
being called as =2 witness and being duly sworn upon his

cath, tegstified as follows, to-wit:

DIRECT EXAMINATION
BY MB., KELLAHIN:

0 Br. ferlin, this morning when witnesses
ware sworn by the Commission were you also sworn?

R Yes, I was.

o For the record would you please state
your name and where vou reside?

A Ey namae is Dave Berlin and 1 live in
Odessa, Texas.

4 ¥r. Berlin, by whom are you emploved and
in what capacity?

X I'm emploved by Gulf 0il Corporation as
the Manager of Enhancaed Hecovery Operations for the YWestern
Civision.

) Would you describe generally for the Com~
migssion what it means when you say you'rs the Manager of En-
hanced Recovery Operations for the Western Division?

) Y Bagsically I'm responaible for & group of
reservolir engineers who Jdo secondary and snhanced recovery

studies and also that includes general managerial respons-
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covery and secondary recovery projects.

o When we talk about the Western Division
uf Gulf, what area are we talking about?

A We're talking about the western United
States beginning from the midpoint of Texas around Pt,
worth, all the way to the west coast, including the State of
California.

Q On behalf of Gulf have you been involved
in other secondary recovery projects?

A I have participated in a number of them
ovar my employment with Gulf, that's correct.

Q Would you describe for the Commisaion
when and where yvou obtained your professional deqree in pet-
roleum engineering?

A 1 graduated from the Colorado Schonl of
mines with a degree, a professional degree in petroleum en-
gineering in 1962 and since that time ['ve spent the past
sixteen years in various engineering positions in west Texas
snd New Mexico, including two and a half years in our BHobhza
Office as Area BEnginesr where we were directly responsible
for the operation of these particular propertiss,

') when we talk about the Funice Monumant
South {init Area, that the working interest ownars with Gulf
a8 the operator propose to use for secondary recovery, would
you describe for us how long you've been involved in that

project?
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A Itve baen involved in these study efforts
from the wary beginning which hegan five and a half{ vyears
age in April of 1979,

¢ With regards to the various committeas
that were formed by the working interest owners to study,
avaluate, and formalate this unit, what, 1€ any, function
did you serve on behalf of Gulf?

A Aotually, I was the Chairman of the Tech-
nical Committee hut z2lsgn represented Goulf on the working in-
terest owners compittes, serving as Chairwman at times during
that process.

MR, XBELLAHIN: #r, Chalrman, we
tander Hr, Derlin az an expert pstroleum snginesr.

KR, STAMETS: He iz considered
qualified,

¢ Mr, Rerlin, I'd like to direct your at-
rention first of all to what has been introduced asz gxhibit
Number Twenty-one, which is a compilation of the minutes
from the technical and working interest owners maetings,

N you hava a copy of that, sir?

.1 Yas, 1 do.

0 And while we're talking about exhibits,
Fr. Berlin, 1'11 show vou what 1 have marked as Gulf Exhibit
Humbher Twenty-one-~i,

Would vou -~ you certainly don't have to
describe but simply identify for us whet is included in  the

pages stapled together and marked as Gulf Exhibit Nusber
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Tugnty~one-A.
A Twanty-cne-~A i3 a susmary of the partici~-

pation formulas and the votes on those formulas that were
taken during the working interast owners meeting of, @ be~
lieve, August 2%th, 1487,

O All righ%, sir, we'll come hack to the
participation formulas in a minuts,

¥r., Whasler spent some time talking about
tha work nf the unit interests from the point of view of the
Tachnical Committes, I will ask you, sir, to describe for
wg  from the working interest owners cormittee approach to
the unit process.

When Aid the working intersst owners
first got together in a meeting in order to heqgin to  study
this property as a possible candidate for secondary water-
flooding?

A Actually the firest workine interaest
gwnerg meeting was ~alled by ARCO on ¥ay the 10th of 1978,
at which time there wss agreement that s waterflend project
was faasible and in fact thav bagan the farmation o2f a Tech-
nical Committes and set cut the charges to thet committes at
that mesting.

0 From that firat meeting aporoximately how
many companies were vou dealing with in terms of working in~
tarent ownership?

A There are 42 working interest owners cur-

rently identified in the unit area and not all of them ware
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Fnown at the tima, 1 think there were nrobably approximate-
ly 36, or sn, that ware known owners at the time we were
geing through the Technical Committee work.

0 ind during this period of the Tachnical
Committes work, what percentage of the ownership was invol-
ved with and participated in vthis nnit work?

A Well, as ¥r. ®heeler teastified, over 8%
peprcent was present at all of the Technical Committee meet-
ings and in fact we had a much greater percentags involved
in the Working Interest Owners Committes meetings,

o Let mn ask you initially hew the working
interest owners handled their business in terms of voting
and voting percoentagas on any given motion,

X It was agread in the meeting of June the
1st of 1983, which was the first mesting after the Technical
Committee finished ite report and submitted it to the work~
iny interest owners, it wag agreed at that time that & vote,
an approvel vote of 7% percent of the ownership would be re-
cuired to pasgs a motion.

& One of the first things that Mr. wWheeler
discussed that the Technical Committes did was to make an
axrapination of the unit houndary and make recommendstions
haek to the HMorking Interest Owner Committse on a unit boun~
darv.

My  guestions for you, sir, iz what ac-
tion, 1f any, did the committee take, the Working Interast

{rener Committee taka with recards to the unit boundary?
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A At the meeting of June lst, 1923, there
wags actually a motion to modify that boundary by the inclu~
sion of some additional acreage and that acreage was re~
jected by the working intsrest owners primarily because it
was already in the Amerada Hess study area and we didn't
fael it appropriate to change the noundary to add additional
acreage at this Lime,

We alzo considered two reguests, actual-
1y, to dalete acréage from the unit, these being submitted
by Mr. Doyle Hartman and Hr, James Rasmussen.

These requents were also unanimously re-
jected by the working interest owners of the good secondary
racovery potential that axisted on those tractas and because
of the adverse impact that deleting them would have on the
secondary recovery on the tracts surrounding those deleted
tracts,

S0 in fact we endad up accepting the
Technical Comajittee recommendation on the unit boundary.

o Did any of the owners involved in ¥r, Pa-
dilla's Tract 55 reguest the working interest owners to de-
lete that tract from the unit?

A Thay did not.

{ Did Exxon ever make any requests that any
of their tracts be deleted from the unit?

5 They 4id not,

N Directing your attention to tha working

interest owners actiong concerning the vertical limit defi-
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nition, would you degcribe for us what the working interasst
owners did in approving or disapproving the definition as
proposed by the Technical Committea?

A Yes. We considered all of the posasibili-~
ties that the Technical Committee representatives consi-
dered, and in fact did not find any bhetter definition that
hadn’'t been arrived at by the Technical Committee, so0 the
working interest owners agreed with that definition and in
fact accepted it and incorporated it intoc the agreements.

0 Thers wag a working interest owners maect-
ing on August 25th, 1983, 1 bhalieve.

A That's corract,

14 All right, sir, would you summarize for
us the major topics af -~ under consideration at that wseaet-
ing?

A At the August 25th meeting we considered
the definition of usable wallbore and the monetary value
that a2 wellbore would have in unit operations and these were
in fact agreed upon and we also discussed the parameter
table that had heen submitted by the Technical Committes and
as previously stated, it was unanimously accapted by the
working interest owners as the base for developing a parti-
cipstion formula, an? we proceeded to negotiate that formula
at the August 25th, 1983, meeting.

%3 parcent of the owners wereg prasent at
that meeting and it was -~ the paramster table was accepted

unanimously by all of those owners as the basis for partici-
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pation,
o What is the purposs of the participation
formala, Mr. Rerlin?
3 Very simply the participation foraula is

used to allocate the oil and gas production ta the indivi-
dual tracts and individuval owners within the unit and as the
pagis for sharing the investmants and the operating costs of
the unit.

0 How was the participation formula for
this unit determined?

& At the August 25th, 1983 wmeeting therao
were saveral different formulas proposed and those formulas
have beesn submitted as EZxhibit Twentv-one~3i.

Thage formulas were propoged by different
owners who ware present and thay were considered and wvotad
upon and in an attempt to trv to get a consensus of owner-
ship on what is an equitable formula,

e didp't have anywhere near a consgnsus
and you can ¢o through these formulas to datermine that, on
wnat equity should be in the unit, what an eguitable formula
wauld be.

Wa didn't have what we considered tha re-
rrutred 78 percent on any of the formulas until Conoco agread
to compromise their position and acteally change their vots
on Formala No. 2. They asked that it be resubmitted and
thay changed their vote which gave us the qgreatest consenyus

that we were able to obtain in any of these particular for-
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malas,

] A1l right, let’s look at Participation
Formula Mo. 2, which is the second page of Exhibit Twenty~-
ona-i

s thie the participation formula that
was finally agreed upon hv some 93 or 92 percent of the
working intersst ownhers?

A .This is the formula. This is the parti-
cular weighting, Actually it was -~ this is the vote on the
original submission of the formula. Later on vou'll zee it
regubmitted again on the asame weighting and the same parama-
ters as Formula Two-A -~ veah, it's on the following page,
and that is the particular formuls that was ultimately adop-
ted for the unit agreements and received the current percent
of 22 percent of the ownership and 99-1/2 paercent of the
royalty ownsrs.

0 e talked sbout the balloting on  that
formuia. would you qgo through for us and tell us how the
three parameters have bean weighted in this forsula?

A A8 you can sea there, the weighting on
the particular parameters i3 S0 percent on cusulative
production, 40 percent on remaining primsry reserves, and 10
percent on the current nroduction varameter.

S0 you can take those weightings and vyou
can determine the participstion on any particular tract by
dividing the tract's cumulative production by the unit's

cumilative production and mullitplying by 50 nercent, taking
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the remaining primary reserves of any tract, dividing by the
total wnit remeining primary reserves and multiplying by 490
parcent, and finally taking the current production from any
individual tract, dividing by the total unit current produc~
tion and multiplying by 5 weighting factor of 10 percent.

The sum of those three products will then
be that tract's participation in the unit.

o A1l right, once you use this formula for
the participation, how do you calculate a given tract's
intersst then under the formula?

A Well, {t's just as I described. once
agaln, you wonld take the parameters on any individual
tract and divide by the total unit parameter and multiply by
the approprite weighting factor and that will give you that
tract's participation.

4] Is the participation forsula a method for
allocating the participation omong the tracts get forth in
the unit agreement?

N Yes, it is. That can bhe found on ~~ in
Saection 15~A on pege nine of the unit agreement. The unit
agreenent was previously gubmitted as Bxhibit Number Threa,
I believe.

Q Hy copy of the unit agreement shows {t on
page seven, Nr.8erlin. Let's make sure we're loocking at the
same participation formula,.

A That's -~ that's correct,

Page seven s correct.
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Q With regards to the participation formula
that bhas been agreed to by this 93 percent of the working
interest owners, do you have an opinion as to whether or not
that particlipation formula allecates the producticn of the
unitized hydrocarbons to the separately owned tracts in the
unit aresa 80 as to be falr, reasonable, and eguitable?

A It is my opinion that it is equitable.
There were only two working interest owners out of a total
of 42 owners that have ever voiced any concern about the
participation formula and indesd said they would not ratify
the agreements on that basis.,

Those two companies were Clties SBervice
and Exxon.

Cities Service, and you can check the
vote on 2, Pormula Number 2 and Number 2-A, actually voted
in favor of the formula during the meeting, but they have
subsequently changed their mind for some unknown reason.

Exxon  believes that the formula ie
weighted too heavily on the remaining primary parameter and
not ancugh or the cumulative production parawmeter and thera-
fore they will not receive an equitable share of the secon-~
dary ressrves,

At the meeting of Auqust 25th when we
ware negotlating these formulas, or this particular formula,
we looked at different welghtings of both of those para-
meters and in fact the welighting on cumulative production

ranged from 40 percent to as high as 70 percent.
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The waighting on cumulativa production »f
70 percent is shown as Pormula Mumber 3 and this was 2 for-
mala that was favored Ly Exxon, a% you can sge2 by their
vote, Thay voted in favor of that formula.

Guif, in  fact, also voted in favor of
that farmula, but you can see by the tabulation at the bot-
rom, even with Gulf's 310 pesrcent that particular formula was
not bslioved to be zquitable by the majority of the owner-
ship.,.

Q Bow 4id Gulf vote in terms of all the
various formulas proposed?

A I think you will saw by thumbing through
these particular votes that we voted in faver of every for-
mula. wWe aid this in the spirit of compromise, knowing how
important this unlt was to us and to all the participants
and in fact our participation does not really change that
much, 80 we ware in a rather unique peogition, I think, of
being abla to vote favorably on all of them,

£ Let me ask you this. I1f the cumalative
0il production is weighted at 70 percent as opposed to
weighting at 40 percent, iz that to Gulf‘'s economic advan-
tage one way or another on this parameter table?

A Actually it makes vary little difference
to Gulf. 1 think you can look at the welghting of 70 per-
cent  and our participation with that weighting would have
pean  30.115% percent and on the formula that we have, 1'11

have to £ind the 40 percent weighting, it's shown as Pormula
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Mo. 5%, ouy participation would have been 30.82 percent, =Bo
there's very little differencein the effect that the
weighting would bave had on Gulf's participation,

Q Mr. Berlin, I'¢ like yvou to give us some
background and some reasons why it's in your opinion neces-
sary to welght the diferent parameters on differant percent-
AL .

wWhat's ths basis behind doing that?

A The basis is obviously to arrive at a
congensus of opinion as to what's equitable, what's sqguit-
able in terms of reacoveries from the unit and sharing of ex~
Penses .

Wa think that the weightiag, and of
course we're gupported by the majority af the octher owners
that think that the weighting on the current forsula, the 50
percent for current production and 40 percent for remaining
primary, is in fact equitable, It takes into consideration
the near term benefits that will accrue to operators as well
48 the long term beneflits,

In order to consider the near ters beane-
fits vyou have Lo lovk at the relative value of primary re-
SQrvVes Versus secondary rassrves. Primary reserves are the
regarves that are produced first under unit oparations and
ltave the greatest present value, They have that bscause
they're produced (f{irst and they have ~~ they're much less
expensive to produce than the secondary reserves,

¥ou  have another factor that needs to
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coeme into play. There is considerahbly lsss risk sssociated
with the primary reserves; there's practically no risk, as a
natter aof fact.

The secondary reserves on the other hand
have a considerable asount of risk, and that risk needs to
hae taken into consideration on the weighting also in  deter-
mining equlty.

& Is there any information you can draw
from the Technical Committee reports 2o you that shows 8
reasaon or bhasis that classifies the weighting percentages
that were used in Pormula Number 3, in terme of the ratio of
seacondary reserves for each barrel of productisn?

A Yes. You have to consider the cumulative
production parameter in detail. It is not per se secondary
regervas. In fact, the cumulative parameter only represants
nalf a barrel of secondary reservas.

The remaining primary, on the other hand,
rapresants on2 full barrel of reserves and in fact repre-
sents ancother half a barrel of reserves for secondary, so
that means that the remaining primaray, vou're goin to gqet
1.1-1/2 barrels of unit raserves for only half & harrel of

reserves based on cumulative production paraseter,

¢ 1£ 1 asked you that -~
A There's a difference of three times.
o I asked vou that in terma of Formula Hum-

bar 3 and I think I was really asking you in terms of Pore

wula 2-A, the one adoptad by the working interest owners.
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A That's correct. That's what ] recitsd,
VES .,
Q lLet's turn to the Technical Committee re-

port, Hr. Berlin, and to page 41 that has the parameater
table on it. Do you have one of those available there?

A I have the paramater table, ves,.

0 Al}l right, sir.

I'd like to direct your commsents to  page

4%.

A 1'11 have to have the parameter table,
i've got it,

o Okay. Looking at the parameter table and
1f we £find Exxon's interest on the parameber table. Under
the unit participation for the Exxon tracts, what is their

percentage participation?

A ®all, vou can't determine --

4] Ho, sir, not from the parameter tabie,

A == from the table.

Q -~ but your other knowledge of Exxon’s

interest, what is that percuntage?

A Exxon's interest in the unit will be 4.85
percent based on thisz formula.

% Can you draw any comparison, ¥r. BRerlin,
between Exxon's participation in the unit in terms of what
the Technical Committae hos estimated for thelr remaining
primary production from Exxon?

A ¥egs., You can look at the parameter table
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and see that the percentage of repaining primary that Exxon
was estimated to recover under continued operations repre-
sented only two percent of the total, whereas under the par-
ticipation formula they're going Lo receive {.66 percent of
the rewmaining primary reserves, over two and a half tinmes
what the Committee estimated they would receive under con-
tinued operations.

Q In your opinion is that a falr and equit-
able way in which to have Exxon's interest participate in
the unit?

A I think it's fair and aguitable when you
consider the fact that these remaining primary Larrels have
& greater present worth and in fact have absolutely or es-
suntially no risk associated with thelr recovery.

Q Are there any other working interest
owners that we can point to on Exhibit Humbar -~ paga 41 of
Exnibit ¥Number Twenty-two which are working interests in a
similar relationship as Exxon is?

A Yes, I believe there are several. ARmsr-
ada Hess is the first one the list that comes to mind, 1t

you look at their cumulative recovery percent versus thelr

remaining prisary percent, they have a much graater --

thay're in a very similar position to Exxon. Thelr cumula-
tive parameter ig higher than their remaining primary.
Amerada has ratified the agreement.
0 411 right.

A You can look further,
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0 How about Getty?

A Yeu, Getty is in that same position,

They have 3.3 parcent of the remaining ~- excuse me, of the
cymulative recovery paramater and less than half of that as
remaining primary reserves and they also have ratified the
agresnent,

19 All, right, sir, a couple of others. Do
you see any others on the list?

A I sea Foch and Landrith are two of the
gmaller owners that are in a similar position, and bhoth of
them have also ratified the agresments,.

%) What will happen to Exwxon's current pro-
Juction with and without unitization? What happens to that
current productioen?

A Actually, because of the 4,.B6 participa~
tion that they will be given in the wunit their oroduction on
the weffective date of the unit will actually increase, as
will their current income,

g “hen we look at the unit operating expen-
ses and capital investments, ¥Myr. Berlin, how are those to be
allocated to the various separately owned tracts in the
unit?

A Article ¥XIl on page sixteen, 1 bDelieve,
wi the unit operating agreement, which was introduced as Ex-
hibit HNumber Four, sets forth the method of allocating the
costs of unit operation and to summarize it wvery briefly,

ewach working interest owner's share of the capital invest-
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ments and operating expense again will be the same as their
-= wil]l be based on their perticipation in the unit,

¥ All right, sir, and 4o vou consider that
amethod of allecating the unit esxpenses to falr, reasonable,
and equitable?

A Yes, I do.

¢ And also unday the contractual arrange-
mants what is to be the method for credits or charges made
for such items as tanks, pumps, and machinery, and eguipment
contributed to the unit oparations?

A Again, 1in the unit agresment Article ¥
states that all itemg contributed to the unit operations by
the working interest owners are to be inventoried by a com-
mittea of the owners and 3 value assignhed immediately after
the effective date.

Once this inventory has been approved by
the ownership, the unit will, £{n effect, purchase that
aquipmant frow those ownhers.

HNow that's done through an inventory ad-
justoent procedure whare that an owner who contributes nore
than his share of equipwent will actually receive a credit
or a payment for his =« for the diffarence.

On  the other hand, 1f an owner has not
contributed his share of the total inventory, he will re~
caive a Dill for the differance.

o Is there any disagreement amohg the work-

ing intereat owners about the operating expenses, the capi-




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

168
tal inpvestment and the method for allogating the unit expen-
res, such as tanksa, pumps, machinery, et cetera?

A There has heen none to my knowledge,

o Let me ask you & question, #Mr. Berlin,
with regards to the participation formula. He've talked
about the one agreed Lo by 93 percent of the working inter-
est owners, 40 percent weighted on the cumulative oil.

Let's asgume that the Commigsion changes
that participation and regulres it, the participation for-
maila is changed to weight the cumulative cil to the 70 per-
cent number, which wasg the only one apparently Exxon agreed
to, what will happen o the unit process?

A 1t will be considerakble disruption, to
gay the least, in the unitization process.

First of all, it's my belief that the
owners will ask that the parameters be updated, That means
wi'll have te g0 back to the Technical Committee to update
the perameters, which means we're going to suffer a delay of
probably a year or two years to where we could get to this
same point again.

When we get to this same point, it's my
opinion, based on the negotiations that I*'ve seen take place
in the meetings and with conversations with the individual
owners, when we got back to this point again we would have
leas of a consensus than we now have, considerably less.

0 In your opinon at that point, & veer aor

wore from now, do you believe that you would have the mini-
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mum 7% percent consent of working interest owners in order
to continue, then, with the statutory unitization pro-cess?

A I believe it would be questicnahle
whather we could even geot the 75 percent based on a formula
waightad 70 percent. In fact I know we copuld not, because
Gulf probably would not support that formula at this time.

o Let's talk about how the working interest
owners addressed the problem or the concern of Jdealing with
wellbore values. You mentioned earlier that the committee
unanimously agreed to the value ~-~

A Right.

e -+~ placed on a wellbore. wa're gqoing to
talk about wellbores for some time this afternoon. Let's
talk about the valuation of that wellbore, first of all, and
have you describe what was discussed and what was at issue.

A In detersining the value of & usable
weilbore we had to consider old wellbores of 1930 wvintage
versus new wellbores that might be drilled, and of course we
#stimated the c¢ost to drill a new wellbore at about
£2%0,000. We recognized that you couldn't -~ that the util~
itarian value of an old wellbore would not approach
$256,000, 80 therefore the owners detersined that $£100,000
of wvalue was more represantative of the value of an old
wallbore without loga, open hole completions, things of that
rature, probably reguiring a lot of rewedial work, certainly
did not have the utilitarian value that a new wellbore would

have,
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B0 we vwvaluad it considerablyvy lass than
the value of a new wallbore, We valued it at 5100,000.

There was no disagreemant whatsoever in
the 516¢,000 value.

G Was thot an item that was discussed when
Exxon's represantatives were present at a working interest
meating?

& Fuxon was present at that meeting, yes,
and they did not object to that valuation.

Q So when we talk about the valuation of
the old wellbores, the 3100,000 nusber is not one that's in
dispute, is that correct?

A That's correct.

G All right. where is the handlling and
valuation of the wellbore szituation covered in the operating
agreement, Mr. Berlin?

A It's covered in Article Y1 beginning on
page 14 of the unit operating agreement.

The reason, 1f I may 9o on, the reason
that the owners felt like we needed a particular article
dealing with wellbore equity was the fact that there were
already 23 walls plugged and abandoned. There were 4% wells
that were temporarily abandoned, and there were 52, or some
odd others that were pluggedd out of the Funice Monument oil
producing interval back to the Bumont Gas Pool,

The owners felt that it was necessary to

create some kind of an incentive to have operators contri-

bute as many wallbores as possible toward the unit so that
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we  might conduct operations and in order to balance the in-

equity that would come about when unit owners did not con-
tribute a full complement ©f wells on ewvery tract,

4] When we talk about the definition of a
usable wellbore, was there any disagreesent anmong the work-
ing interest owners ebout the definition?

A There was no substantial; it was discus-
wad at length and I think thera was general agreesent
on the dafinition of a usable wellbore.

o We've agreed upon 2 valuep we've agraed
upon a definition. In deterwining how to account &0 the
unit for the wellbore situation, what were the various pos-
sibilities considered by the Working Interast Cosmittee?

A We considered three possibilirvise dealing
with this ilnequitable situation., The first -~

0 1 can ask you in detail about sach one
but tell me what the thres are so we can keep track of them.

A the first one was to develop a usable
wellbore plan for consideration in the participation {for-
mula.

Tha second --

Q It's & parareter for a wellbore contribu-
tion that goes into the calculation on the participation
iprmula.

A It could nave become a part of the for-
mula, yves.

4] That's ohe possibility.
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A That's 3 possibility.
¢ Wnat's the second poasibility?
2 The second one was to handle wellbores on

an inveantory basis, where an owner wouléd be given credit for
the wellbores contributed,

And the third possibility is to deal with
it on a wellbore assessment, whers you actually assess a
portion of the cost of the replacement well for the owner
«ho doag not contribute wellbores.

And that third approach, as we'll dis-
cuss, is the one that's been incorporated into the agree-
maents and supported by the majority of the ocuwners.

¢ All right, let me go back and ask you to
tell me now why it's necessary to have an incentive for the
unit, an incentive for the working interest owners in a unit
Lo gontribute wellbores to the unit. What's -- what's the
problem you're dealing with?

A Well, the prohlem is that these wellhores
have wvalue in producing other intervals, and particularly
the Pumont Gas Pool. If there is not an incentive the own~
ars of the wells could actually withhold those wells from
the unit in order to utilize them as a completion in the Eu-
wont Gas Pool, which would in effect nescessitate nearly the
complete redrilling of the total unit.

o Would that be ressonable in tormy of the
unit operations for the sscondary recovery?

A The economics of the waterflood project
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would not support that kind of redrilling. Noe, it's not
reagonable.

g In your opinion, then, it's absolutely
necessary for thae success of the unit to have a wellbore
contribution incentive,

A Yaoi.

) All right, let's look at the three ap-
proaches. What's the first one?

A Once  again, it was Aiscussed fairly
briefly but we considersed the possibility of utilizing a
ugable wellbore parameter. The Technical Committee, as Mr.
whaaler discussed, was not able to develop this particular
parametar for use by the working interest owners. The
raeason that they covuld snot determine that paraseter was tha
fact that the owners could not tell us how many wells they
wonld contribute to the unit until they knew the value of
that wellbore and what weighting it would receive in the
participation formula, and that could not be know prior to
actually determining a participation formula.

Sc it was just not possible to develop a
pargmeter on that basis.

Another thing that we consideared was the
fact that a parawmeter basad on an itawm of cost, as a well-~
bure would be, was not falr to the royalty owners to impact
tihe participation in the formula, 80 on that basis alone we
refected the use of that usable wellbors parameter.

%] The inclusion of & wellbhore fuactor in the
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parameter has the effect of charging againat a working in-
terest -~ 1 mesn & royalty owner interest certain cosgtg that
are normally borne by working interest owners.

A That would be the effect if it had been
included in the participation formula, ves.
Q You said the second approach that was

examined by the working interest owners was this inventory

valuation?
A That's correct.
] And I believe thia is the one that Exxon

has favored?
A Exxon does favor this approach, It is an
approach that wap actually put forth by Gulf at the working

interest owners meeting and, if I might describe how this ~-

O All right, sir.

A -~ would work.

g Tell us how it works.

A Evary wellbore that would be contributed

to the unit under this approach would receive 5100,000 of
value and let me, I guess, cite an example would be the best
way to explain it.

1f you look at Article X1, which is the
article dealing with ths requirement for wellbores, there
will be 344 wells required to be contributed toc the unit.

Now let's just assumpe that only 300 wells
are contributed to the unit. The inventory value for those

200 walls then would be 340 times $100,000, or $30,000,000.
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That would be the total inventory value of those wellbores,

Row, let'z look at an actual sxample.
Let's take the case of Shell. They have 15 wellbores that
thay'vae produced from the unitized interval. If they were
to contribute every one of those wells to the unit, they
would receive a credit toward that inventory of 15 wells
times $100,000, or $1,500,000,

How under the inventory approach, even
though Shell contributed all the wellbores that chay
possibly could and were reguired to, they would still have

to pay an additional Half a #illion Dollars to the

inventory.
Q How Compe?
3 Thely participation, which is a little

over 6 percent, I belisve, times the total unit inventory
comen out to be $2,000,000, where they only receive credit
for a Million and a Half Dollars.

Q All right.

A 3¢ there is an extra Walf a Million Dol-
lars that they would have to pay.

On top of that Shell would have 0 pay
for the redrilling of 44 wells that were not contributed by
other owners and that would amount to another Three-guarters
of a Killion Dollars.

We can 1look at a similer example on a
gmaller scale, & small working interest owner, to see what

the impact might be.
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Leok at Tract 81. This is & one-well
tract that's operated by Apollo.
4] Let we find Tract 81. That's the tract

just to the north of Exxon’s acreage in Section 107

A It is a forty acre tract. I bulieve
that's the correct position,

0 All right. Degcribe for us what happens
if wb use an inventory waluation for the wallbore as applies
to someone like Apolle in Tract B1l.

A Okay. WHWe'll take the same example as be-
fore, using 300 wells contributed by the owners to the unit.

Under this situation, with Apollo*s in-
tersst, the three working interest owners in that well would
have to pay into the -~ toward the inventory, $30,000 even
though they contribute that one and only well that they can
posaibly contribute on that tract,

I1n addition, as I cited with $hell, they
will have to bear their proportionate cost of redrilling the
44 wells that were withheld by other opearators.

The ownership did not feel that the in-
ventory approach was equitable for those reasons.

| o “hen you talk about the ownership 4id not
fesl it was eguitable, can you describe for us what percent-
age of the working interest owners did not feel that the in-
ventory approach was an equitakle way to treat the wellbore
prodlem?

A I suppose the only thing 1 can cite is
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the fact that 92 percent of the owners do faver the agree-
ments that incorporate. There was never a vote taken on in-
cluding the linventory as the method, Dbut on the opposite
side of that, 92 percent of the owners favor another ap-
proach, 80 by -~ you might sursise that they dié not sup-
port the iaventory approach.

Q All right, sir, the third approach is the

wallbore assessment approach?

A That's correct.

i And that's the one that's included in the
agreament?

A Yes, ag Article XI, that's right.

Q All right, 8ir, describe for us what that

appreach is.

A This method, which we call the wellbore
assessment amethod, and which was approved by the wmajority
ownership, 1is simply to have the owner who fails to contri-
bute wells pay a greater portion of the replacement well
cost.

For example, if the cost of replacing a
non=~contributed well is $250,000, the owner that does not
contribute that well pays the first £1006,000 of wvalue and
the unit ownhers pay the resaining $150,000 cost.

D o even under the agreed upon wellbore
assessment approach, the unit, working intarest owners as a
unit, are goling to pick up the other 5150,000 cost of the

wall.
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A They will pay the greatest portion of the
replacement well cost, that is correct.
{ Doeg the operating agreement provide for

4 gltuation where a working interest owner does not pay his
share of unit expenses?

A Yes, that's included as Article XI1.IV
and it basically says that if an owner fails to pay iz shere
of the expenses, that the -- thoss expenses will be deducted
out of the sale of unitized substances accruing to that
owner with interest at the rate of prime plus two percent.

Q ¥r. Bearlin, in order to make a good faith
effort to secure voluntary agreement to the unit, has Gulf
43 the proposed unit operator made variouvus offers to the
working interest owners, including Exxon, to acquire or pur-
chase their interest in this unit if they did not want to
participate on a voluntary basis?

A Yes, we wera in fact approached by sone
of the smaller owners who did npot feel basically that they
could live with the long negative cash flow period that's
about seven years. They asked us to in fact make them an
offur for their property, which we did, and we also felt
that if we're going to make some of the small owners an of-
fer, we should go ahead and extend the same offer to at
least all of the ouners.

We in fact did that and as Mr. Vaden tes~
tified this morning, we have successfully, I think, con-

cluded the acquisition of approximately 14 owners who do not
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wigh to participate in the unit, including Texace, one of
the major owners.

Exxon also ashked us to make them an offer
for their properties. We offered Exxon, I bheliesve the num-
ber was $3.7-million for their properties in the unit. Ex=-
zon did not accept that particular offer.

Q When we talk about equity, #Hr. Perlin,
concerning Exxon's interest in the unit, is there any corre~
lation or justification to tie in the wellbore contribution
to Exxon's percentage participation in the unit?

Ig there any correlation that you can see
there?

8 I can't arrive at any correlation. The
participation that's determined for any individual owner is
bagsed on parametsrs such as cumulative production, remaining
primary reserves, and current oil rates. Honge of these,
these are reservoir parameters that really don't relate to
welibores. You need wellbores no matter what the guality of
those wellbores. Obviously some tracts are better than
other tracts and have receive the proper credit in the par-
ticipation formule for the guality of the tracts. The fact
that wellbores may be of different guality alsoc doas not re-
late to the participation in my =mind.

we need to have & wellbore on every 40-
acre location regardless of the guality of that wellbhore.

4] Let's talk about the mechanins of the

welibore contribution as it applies to Gulf and then as it
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applies to Bxwen, Mr, Berlin.

When we look at EBxxon, how many wells do
they have and what is the possibility of not dbeing able to
contribute wellboras to the unit?

A well, when we ran -~ we tried to assess
a1l of the individual owners, the effect of this particular
provision on all the individual owners. We weren't able to
do that for the same reason that the Technical Committee was
not able to develop a usable wellbore parameter. e don't
know how many wells an individual operator is willing or
able to contribute to the unit,

In Exxon's case, for example, Exxon oper-
ates 29 wells. They have 13 wells tenmporarily abandoned, 5
walls plugged back to the Bumont Gas Zone, and 2 wells that
have been perpanently plugged and abandoned.

wWe sursise from their correspondence that
they wish to withhold 7 wellhores from the unit, the 2 that
are plugged and abandoned and the 5 that are plugged back to
the Bumont Gas Zona. The 5 that are pluaged back represents
17 percent of their total wells and the 2 that are plugged
and abandoned represents about 7 percent of theilr total
wellbores.

In Gulf’s situation, we operate 102
wolle. We have 13 wells plugged back to the Eumont cas; 4
walls temporarily abandoned:; and 12 wells plugged and aban-
doned,

CGur plugged and abandoned wells repreasent
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approximately 12 percent of our total wellbores, which is
about twice as many plugged wells as Exxon has.

Cur wells plugged back to the Bumont gas
is approximately 12 percent of our total wellbore, which is
about twice as many plugged wells as ¥xxon has.

Our wells plugged back to the Bunont gas
is about 13 percent of our total, which is approximately the
same magnitude percentawise as Exxzon has,

S0 we're, frankly, in a worse vposition
than probably any other owner as far as wallbores and being
able to contribute them to the unit.

Q with the inclusion of the wellbore as-
sesament as agreed to by the majority of the working inter-
est owners, and as vou understand Exxon's position to bhe,
will Bxxon's participation in the vnit process still be pro-
fitable?

X In my opinion, very definitely. It will
be extremely profitable for Exxon as well as the other work-
ing interast owners.

0 Rasad upon your study and knowledge of
this particular situation, ¥Kr. Berlin, do you think it's
rzasonably possible to exclude Bxxon and its acreage from
the unit?

A In my opinion it is not possible to ex-
clude Exxon and continue with the unitized operation. The
piggest problem that will arise is that we won't be abla to

arrive at equity across the lease lines with our gurrent
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There would be a duplication of facilities that would bhe re-
guired and in order to arrive at eguity you would have to do
one of -~ well, in order to arrive at eguity across the
lease line tracts between the rest of the unit and Exxon
tracts, you would have to dArill additionel injecticnw wells
to protect those lesse lines. That results,'of course, in a
cguplication and probably inefficiency since those wells
would not conform to the pattern that we've developed for
the rest of the unit.

4] fiveg the unit agreement and the operating
agreement, ¥r. Berlin, provide for the designation and re~-
moval of the unit operator?

A Yes, it does. Section & of the unit
agreewent and Article VI of the unit operating agreement de~
gignate Gulf as the unit opsrator.

Article VI and Sections 7 and 8 of the
unit agreement provide a procedure for the removal of the
unit operator and the selection of a successor operator.

Q And does the unit operating agreement
provide for a method for voting on unit mattersg?

A Yes, it does. Article 1V of the unit
opearating agreepent sets forth voting procedures for voting
on matters to be decided by the working interest owners,

o I asked ¥r. Vaden this morning about the
effective date for the unit. 1 will also ask you the same
question, Mr. Berlin.

What does the unit operating agreement
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provide for putting the unit into effect and terminating it?

A Yes, Section 24 of the unit agreement
provides for putting the unit into effect,

Q All right, and what is the effective date
that you're attempting to use for the unit?

2 becamber the lat of 1984 isg the effective
date that we have asked for.

0 In your opinion, ¥r. Berlin, is the
granting of this application or thesw applications by Gulf
in the best interest of conservation, the prevention of
waste, and the protection of carrelative rights?

A Absolutely.

O In the event the statutory unitization is
not approved, can you forecast for us what the likelihood is
of having a unit opereation for this interval in this area?

A Wall, we hope, of course, that we're not
going to be faced with that situation. We've devoted Tlive
and a half years of effort toward the formation of this unit
and very frankly, it’'s becoming difficult to justify the
ancunt of man~hours that we as unit expeditor have devoted
to the effort, which we don't feel like we're adeguately
compensated for, not even considering all of the manpower
hours that have been devoted by the ownership of the total.

Anotheyr important factor to consider is
the ages of these wallbores. The age and condition of these
weéllbores can only get worse as time goes on and we're

going, Lf the spplications are not approved as submitted,




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

184
we're going to be faced with a considerably longer period to
get te thia point again,

I've been involved in the negotiations
from the wvery beginning and I've seen the give and take,
1've heard the pros and cons, the oppeosing points ¢of view,
and I don't helieve we can ever get to this @bint again with
the consensus of opinion supporting our effort that we now
have,

MR, RELLAHIN: At this time,
¥r. Chairman, we'd move the introduction of Gulf EBxhibit
Numbar Twenty-one A.

MR, STAHETS: Exhibit Twenty-
oneg A will be admitted.

MR, FELLARIN: That concludes
our examination of this witness,

MR, STAMETS: Are thers gues-

tions of thie witness? ¥r., Padilla.

CROSE EXMEINATION
BY MR, PADILLA:

O Hr. Berlin, i{n answer to a question that
¥r, Kellahin asked you, I balieve the guestion was whether
or not any of the working interest owners had asked to bhe
eliminated from the proposed unit arsa, and I believe your
answer was no.

A That is not correact, HWe had two owners

that asked to be deleted. That wasg Br. Hartman and Mr. Ras-
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mussen. We did not agree with their request bhut have subse-
guently in fact resclved that situation through an acquisie
tion as we deacribed.

] it's sort of elementary at this point to
ask to be eliminated from the unit area,

A We would certainly prefor to have all the
parties participate in the unit with us, yes.

4] You wouldn't let any one of the units, or
any one of the tracts cut at this point, though?

A We see no reason to do that, no,

o Let me direct your attention to page 41
and the page of ~~ and the parameter table that Mr,
Kellahin's baen asking guestions about,

Y All right.

0 And at the zame time I would direct your
attention to the participation formuls and ask you with re-
gards to the Wilbanks tract, which is the second from the
tottom of the page, the last two columns on that parameter
table show Zero for that interest,

A That's correct,

Q How 4id -- can you teall me how you ar-
rived at garo for that particular tract for both those para-
neters?

A There is no curreant production from the
Wilbanks tract and so therefore, no remaining primary re-~
serves,

o] And that's the basis for determining
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whethar there are anvy remsining primary reserves, ocurrant
production?

A Thera was no production. I don't Kknow
when the gproduction from that tract ceased right offhand,
but it ceased prior to the time that we ware exirapolating
the decline curves, and if thare is no production, you can-
not extrapolate a decline curve,

Q Concaptually the participation that Wil
banks would have under Tract 3% would bHe 50 percent of A
over B, is that correct?

A That would be the cumulative production
over total unit cumulative production, that is correct,

¢ 8¢ the 40 percent of C over » plus 10
percent of E over F would not be applicable in that tract.

A The multiplication iz zaro, yes.

G Sow 1f we look at the Apolio tract which
iz 40 acres and that's the third from the bottom, they do
have apparently current production, and that would entitle
that particular tract to greater participation than the Wil-
banks tract.

A They have remaining primary reserves and
current production, that is correct. Hot necessarily, it
again depends on the welgnting.

Q 1 understand,

A They would get cregit for those two face
tors Dbecause they do have remaining reserves and they do

have currsnt production, that is correct.
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o That does not take into congideration
that there may be a wellbore problem or whether & well can
be recompleted to obtain current production,

A I would assume that their reserves could
i vecoverad., An operator would do that. That can ha my
only assumption, yes.

0 Yat under tha %ilbanks tract thosa
working interest owners would be contributing two wallbores,

A That's correct,

o In addition they would he assesaed their
proportionate share of the costs of the proiject.

A They would be assessed thelr
proportionate share of the cost of the proiect as determined
by their participation, ves.

MR, PADILLA: I believe that's
2all 1 have, Hr, Chairman,
MR. STAMETS: Mr. SBperling,

¥R, SPERLING: Yes, sir.

CROSE BIAMINATION
BY MR. SPERLIKG:

8 #r. Berlin, would you agree with me that
there could be two types of incentive, one baing the carvot
approach, which is the reward approach; the other being the
stick approach, which is the punishment approach?

A 1 agree three can be more than one type

of incentive, yea.
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Q I think vyou mentioned there were two
reasons why -~ [ think you mentioned that there might he two
poseipilities why wellbores would not be contributed under
the arrangement suggested by the unit operating sgreement.

One of those was, as 1 recall, some of
these wells may be plugged back to the Fumont Gas section
and therefore the wellbores are in uge to produce gas re~
SRYVes.

A That's correct.

¢ would you quarrel with that decisien by
an operator?

A o, I doa't quarrel with that decision,
As a matter of fact, we've plugged back several of them our-
selves.,

4] S0 that sort of eliminates the option of
contributing that wellbore, doesn't it?

A No, sir, it does not., In fact, in Gulf's
case wa plan to contribute every one of our gas wells to the
unit.

0 And how much is the conversion going to
cost pey well?

A I don't fellow your guesticon, conversion?

s well, what are you going to do with the
remaining gas reserves?

A We're going to ~~ we'lre going to squesze
the Queen interval in that particular wellbore and contri-

pute it to the unit.
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Dur plans are to redrill our Jueen wells
in order to actually improve the drainage of the Cueen gas
zone by locating wells away frowm the original complations.
S  that ia the approach that we're talking with our welle
botres.

Q And you have detersined tﬁat that is eco~-
nomic considering the Eumont gas reserves in the area?

A Yes, mir, we have. It is our intention.

Q Another reason suggested by you ag & pog-
sible reason for withholding contribution of & wellbore was
that it had previously been plugged and sbandoned.

Now that may or wmay not have been as &
result of some regulatory action or management cecision, is
that correct?

A I have no knowledge of the reason for

plugging or abandoning the wells, yes.

o Could he one or the other?
A Yes,
& S0 at this point in time if aither of

those conditione exist, with the exception that you men-
tioned about redrilling the gas wells, the owner of such
wells at this point in time really has no option, does he,
by way of contribution?
A ¥es, certainly they have options. They
can contribute the wells and redrill them, as we nlan to do.
We alag -»-

0 1 said with the exception of that,
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A We have options with regard to plugged
and abandoned wells also.
¥e plan to re-anter our plugged and aban~

doned walls and make thexn usable for the unis.

o 1 see, and have vou a cust estimate on
that?

A He have made cost estimates, yes,

& Could vyou give ma an approximate figure?

A That was done by our krea 0ffice in Hobbs

and I 4o not hava thogse numbers,

4] I helieve you pointed out that the for-
mule participation under the Two~A parametar or the adoption
of the Formula 3 percentage with the inappropriate welghting
as lindicated on the exhibit that you produced, would make

very little difference insofar as Gulf is concerned.

A That'’s correct.

G Either of those formulas,

A Ihat's correct.

% Yot vou say that Gulf would not now sup-

port the parassater suggastad by NHumber 1 as opposed to Hum-
ber 2. Why?

A The roason we wouldn't support it is be-
cause of the effect it would have on our current status of
unitization. We don't want to have to go back and spend two
years (o get Lo this same point again and come to hearing
with a lesser percentage than we would have under the ocur-

vant formula,
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It's not that it affects our participa-
tion that greatly.

4] You stated that the inventory credit ap-
proach was considered and rejected.

wWould you review for me again why that
was?

A Yes, sir.

Te) Why it was treated any differently than
the other approsches?

A I would have o go through the examples
that 1 cited. Those were the kinds of things that were dis-
cussed among the working interest owners, the fact that some
owners might contribute every one of the wellibores which
they could possibly contribute and still suffer a payment in
the inventery. That was the basic rsason for rejection of
that approach by the majority of the owners.

o wall, didn't Texaco point cut to you or
your company a letter objecting to the use of that approach,
illustrating how they would be hurt drastically by the ap-
plication of what you had guggested?

A I 4o recall the letter by Texaco in which
thay obiacted to this approach. I don't right offhand re-~
cill the specifics of that letter.

Q would you guarrel with the figures which
suggest that Texaco would be paying $581,324 ag an  invest-
ment in the unit or %2 percent more investment than the unit

participation would justify?
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A I'd have te know the basis for those num-
bers, whether I could acgept them,

0 well, let e show you the letter and see
if that refrashes your memory.

A Well, 1'd like to read one statement out
of this letter, if I might,

MR, KELLAHI¥: Mr. Chairman,

I'm going to object to this line of guestioning., The Texaco
ieatter is hearsay. I think it's been testified aarlier by
¥r. Vaden that Terxaco's interest has now been acquired by
Gulf,

Texaco's relationship to this unit no
longer 18 relevant and materisl to this discussion and Nr,
Sperling's attempt to get in some argument that Texaco may
have written in corresvondence to Gulf over some issuve is no
way relevant to thisz cass today.

0 it's hearsay. If Texaco 1is inter~
astad, they may come and testify. If ¥Nr. Sperling is inter-
ested in this kind of testisony from Texaco, he could have
subpoenaed them and had thay come.

BRut we believe this approach is improper.

HR. SPERLING: This is a com~
munication acknowledgsd to have been recaived by Gulf, 14 4
provides a fair inference as to what incentlve Texaco might
have had for disposing of its interest and certainly bears
upon the falr and equitable consideration which is before

the Comsigsion,
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MR, STAMETS: Mr. ¥ellahin,
we're going to overrule your ohjection and allow tha witness
to  answer the guestion and the Commission will give it the
walight which it is worth,

A I'd like to make one point from this let-
tar that 1 see. It says, "Texacoe®™ -- Texaco i3 refarring to
two plugged and abandoned wells that they plugged -~ Texaco
had these wells, and 1 gquote, for possible secondary
recovery until 1877 at which time they were Pia‘'d.

Texacn recognized that there wasg going to
be at gome point in time sscondary recovery operations and
they could have with that knowledge have plugged these wells
in such a way that they could re-enter,

Terxaco had some discretion in this mat-
ter and they did not saxercise it.

Q Poesn't Texaco point out in the fora part
of the letter that this particular area had been ripe for
secondary recovery for ten to fifteen years?

A They certainly do. They should have re-
cognized that as should any other owner who plugged and
abandoned wells in the unit area,

#) Well then why didn't the unit effort move
forward sooner?

A I have no knowledge of that.

@ 20 you have an estimate as to the period
of time in the future it would take to racover the remaining

primary?
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3 Yes, 1'd refer you to the Technical Com-
mittee report in which they show a projection of that con-
tinued production amd I --

i8] Give us vour hest recollection of what
that would be,

A Fiftesn ysars. Fiftean ysars ramaining
primary. The projection that it goes on for another fifteen
Yoars.,

We simply have to look in the Technical
Committee report to sse when that comes to an end.

g I1'1]l hand you what'g been identified as
Exhibit Twenty-two, the Technical Committese Report, I think
you're much ora familiar with that than I am,

A Yes, sir. On page 9€ of that report is
the projection of primary preoduction and it goes on until

the year 2014, according to this proiection.

2 2014,
A That's correct.
8] Okay, and what about the recovery period

for projected secondary recovery, sacondary ressrves?

A It goes beyond that date,

4] S0 they will co~exist for some paeriod of
time?

A Yes, sir. They will co-axist except in

the first -- according to the projections there will be no
gecondary resgerves produced for the firast four or five yvars

of unit operations.
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8o they don't co-exist completely over
the same time period, but there is a period that they do co-~
exist.

o Do yvou recall a specific recopmendation
by Gulf at one point in time to the effect that owners
should receive a credit in inventory for overational well-
bores?

3 Yes, sir, we put that forth for consider~
ation by the unit owners, 1 bheliave at ~- I believe it was
June lst, 1983 working interest owners nmeeting. wWe Jdid put

that proposal for consideration to the owners, ves, sir.

o But you subseguently changed your sind as
LD e

A A3 a result ~-

] ~~ o that.

A As a result of the discussions which took

place, we in fact did change our mind, yes, sir.

MR. SPERLING: That's all,

CROGS BYMAMINATION
BY KR, STAMETS:

o #r. fBerlin, 4id vou indicate that your
recompletion into the Queen formation, the drilling of new
wellbores, might enhance your reserves out of the gas reger-
volir?

A That's correct,

[

On what basis would that he?
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3 well, again, 1 didn't make this azssess~

ment in  particular. This was an assessment rade by our

oparating staff in Hobbs, hut I believe the basis for that

assessment is the fact that the Jueen is a lenticular type

raservolr and that the current spacing is not necessarily
draining the full acresage,

MR, STAMETS: Any otheyr qguasg-

tions of the witpness? HNr, Kellahin.

REDIRECT BXAMINATION
0y HWE, KELLAMIN:

Q Mr. #8erlin, 1 have a follow-up question
to #r, Sperling’s last guegtion to you, HMr. Herlin,

You ruferred to a June 10th, 1983 working
interest owners meating minuten. The guestion was did not
Culf submit for consideration by the working interest owners
the inventory approach to the wellbore situvation, and your
answer was yes, that Gulf later changed its wind. Yes, you
changed yvour mind,

My question 18 upon what reagong and
vasis did you change your mind on the inventory approach to
the wellhore assesgement?

A Well, it's for the reasons that I cited
before. The other owners pointed out that in fact an opera-
tor could contribute all of thelr wells and still suffer a
rayment to the inventory under this approach, and we didn't

recognize that at the time and as that wag pointed out, we
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recognized that that was indesd a problem and wa would nead
to <consider some other alternative, which we did and came
back at the next meeting and proposed the wellbore asgsesg-
rent approach.

Q Do you have an opinion as to whether or

not using the inventory approach and subaitting that to vote

would have resulted in the necessary minimum 7% percent

working owners participation in this unit?

A I'm sorry, would you rastate that,
pleass?

¢ Yen, sir.

A The inventory approach?

4] Using the inventory approach 4o vou bew-

iieve that you could have obtained the neceassary percentags
af the working interest owners participation in the unlt,
uasing that approach?
A As & result of the discussions that took
place at that seeting, my answer would be definitely not.
4] And the wellbhore assasament approach s
the one that some 923 percent then agreed to,
A Yas, sir.
MR, STAMETS: Are thera any
other questions of this witness? He mpay be excusaed,
¥r, REellshin, how long 40 vou
think your next witness will take?
MR, EELLAHIN: #r. Chalrman, we

do anticipate that ¥Mr, Bohling's testimony on the C-108 re
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guirements for the waterflood, hopefully, are not controver~
gial. They are well organized and I would axpect that he
and 1 could make that presentation grobably within thirey
minutes.

M, STAMETS: How long do vou
anticipate yvour direct testimony to take, M¥r. Sperling?

MR, SPERLING: 1 would axpect
at least one and a half to two hours.

HR. STAMETS: W will recess
tha hearing this afternoon and will reconvene the hearing at

2:30 tomorrow morning at this same location,

{Thereupon tha avening recesa was taken.)
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hearing is scheduled to continue at B:30 a. =, onh the morn=~

ing of the 8th day of Hovember, 1984.
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Thereupsn, at the hour of 2:30 6. &. on the fth day of No-
vepher, 1984, the hearing was reconvenad in ¥orgsan Hall,
Gtate Land Office Bldg., Santa Fe, New Mexicn, with #Mr.
Richard L. Stamets, Chaelrman, prasiding, and Commissioner Bd
felley also in attendance, &t which time the following pro-

condings wern had, to-wit:)

¥R. STAMETE: The hearing will
nlesge come Lo order.
¥r. Kellahin, wou may proceed

With your next w€withess.

ALAN ROHLIKNG,
neing cailed as a witness and being dely sworn upon  his

patit, testified as follows, to-wit:

DIRFECT BYABINATION
wY MR, ZELLANIN:
Q Mr. Bohling, would you please stabe your

riame and whare you reslda?

A ¥y namsz is Alan Bohling #nd ! reside  in

Qdogsn, Tomas.

O Hy, Bohling, would you describe for the
Commission whad vour educational backqround has baen?

A I greaduated in 1574 from ¥Nichigan Techno-

legical University with a2 geological enginesring degrawe,
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Afrey  rhat 1 was ooaselzgsioned in the
Unlted State Aramy Corps of Paglnsurs ehere I apent four and
w half yeoars.

In 147% 1 =2ignad on with Gulf 0Ll Corpor-
ation in their Goldsrmith Area Qffice. { worked as an sngi-
near  there for twd and a half vears and I was assigned  fo
tha Division Proration Saction.

And  then  in Februsry of 1% -~ ¢f  this
yonr I was assignped Lo the Division Secondary Racovery Sec~
Lion,

O with regards to Commwissinn Case 83%%2,
waieh is Gulf's application for a waterflood project, would
vou describe for the Commission what hag been your respons-
1pilities on hehalf of Gulf7

3 My responsibilities have been pratty well
to  taks ovar whare Tom ¥hasley Jeft off on the fBunic Monu-
sent  South Unit project, primarily responsible for coordi-~
nating and consclidating afforts towards bringing the Eunice
Yoantiest South Unit Statutory Unit for the statutory uniti-
zation thearing, waterflood hesring, snd verticlas limits
haaring, |

0 ir. Bohling, are you familiar with the
Commission reguirsments as outlipad in Commigsion Form C-~108
for approval of a waterflooad project?

A Yas, sir, 1 am.

HE. KELLABIN: Mr. Chairman, we

tender Mr. Bohling as an expert petroleum englineer,
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MR,  BTAMETS: The witnesg 1is
congidersd gqualified.

Q Mr. Boehling, would you identify for us
what has been markead a2z Gulf Zxhiblt Nuabesr Twenty-saven?

A Qui Exhibit Twenty-seven is the OCD Fors
¢-108, which s the application for the watarflood proiact
in Bunice Monument South Unit.

G Wag whis form sxecutad by you and

submitted with the application in this case when 1t was

filegd with the Commission?

A Yo, 347, it was.,
¥ Als right, sir, lert's turn to Exhibit
Twenty~eight.

Hould  vou identify and describe  Exhibit
Twanty-eight for us, Mr. Bohling?

A Exhiblt Bumber Twenty-eight is a2 plat of
the EBunice Monumsebt Scuoth Unit Avea. The unit is outlined
the hachured marike. 1t covers approximately 12,120 acras
and  encompassas 357 dl-acre proration units, which are
further supdivided inzo approximately 101 tracyis for
statutory unitization purposes and these tracts rapresent 42
working interest owners.

The current status of all wellsy within
the unit area, as well s2 within the two wile distance of
tne unit area, is indicated on this plat.

The proposzed new well numbering gystem for

bhe unit ares is also indicated on the plat,
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» Do you have 8 plat, Hr. Bohling, that
shows the proposed plan of operation, showing the injection
wells?

A Yes, sir. Qur Exhibit Rumber Twenty-nine
is auch a8 plat. it ig of the Eunice Honument South Unit
anlv, It also depicts the current status of all the unit,
propogsed unit wells within the unit ares.

1t indicates the proposed numbaring sys-
tem four those unit wells.

Tne solid triangles on this map indicate
the propesed injection wells which are planned -~ or wells
which &are planned to be initielly converted o injection
wezlls, Thare is 131 of these.

The resaining 46 dashed triangles repre~
sent those walls which are proposed for water injection con-
vergions but are contingent upon lease line agreements and
these dashed triangles also rapresent pew dJdrill  injection
well Iocations.

The unit area whan fully developed will
have o total of 179 indection wellis and 17 producers and
will he on an 2¢-acre 5S-5pot pathearn,

I might add that to avoild confusion on
these two plats, rather than drawing a one~half mile radius
of review circle around each indection well, the area of re-
view will include the sntire unit area, as well as a onhe~
half mila wide strip outzide and encompassing the ualit area

for the purpose of this application.
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Q For gsurposes of describing an arsa of re-
view, then, you have used an srea of review larger than re-
quired by the Commission.

A We siould fulfill the Commission's re-~
guirements for the area of review, ves.

) All right, We spent a great deal yester~
day talking about the interval that is going to ba subiect
to the waterflood project. would you go shead and again de-~
scribe for us how that unitized interval iz going to be
{looded in the project?

& Dkay. We plan on injecting watar through
selectively perforated intervals within and covering the
unitized interval, as defined by the unit agreement for the
Eunice Monumant South Unit.

The unitized interval shall include the
formations from a lower limit defined by the base of the San
Andras formaiton to an upper limit defined by the top of the
Grayburg formation or -100 foot subsea datum, whichever |is
higher.

o Mr. Bohling, will vou refer to what we'wve
marked as Exhibit Rumber Thirty and identify that for us?

A Exhibit XNumber Thirty is a computer
printeut which lists all of the unit, all of the wells with-
in the aresa of review which are inside the unit area and
those within the half mile strip outside the unit area.

I've attempted to show by this computer

printout, which iz in the proposed new well sumbering system
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clagsification and  statun of the wells within the area of
TRVIiaw,

Also indiczated in thiz computer pristout
are  those wells which we gplan on having as water inlection
conversions and they're indicated by an asterisk hext to tha
new well number in Column 2.

O This tabulation of wellbkore information
in Exhibit Thirty §s in compliasance with the Commission rule
with regards to the submission of a tabulation for dsta  no

winllg within the ares of review,

A Yes, sir, it ia.
G To supplemant the information in the com-

puter prisntouwt, Hr., Bohling, do yvou have an exhibit that

shows the specific wellbore information about all the weller?

A Yes, sir, our Exhibit Rumber Thirty-one

13 a potebook of the individual well data vhests and  wall-

bora  diagrems on all wells of public record within the area
cf review.

Bach data sheet in this wellbore disgran

pook lists the detailed location, the operator, lease names,

vasing sizes, casing swats, cementing volumes and tops,

v

AFL
snd pregent completions, datey and detalls as applicable.

The informatisn  in this Exhibit Numbar
Thirty~one should be used in condanction with Exhibit Number
Thirty, the computer printout.

The information {n Exhibic Number Thirty-
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wsne reflsces what was found on individusl well filez at the
Hobbs Districe GCD Gifice,

Tha hook 18 arramged in tabs a0 that
tt's in township ard vangse order and then within sach tabbed
pection it gees by section number and then the unit  that
wizll 18 located in within the section,

Q ‘ W&ii right, sir, vour bBook is divided by
wialls described as inside the unit srea and after that tab,
than, by township, renge, and gection. Someocne uning the
indax  can  logate specific wellbore information on each of
the walls within the uonit,

3 Yas, sir.

{ And then 1f we go later in the book there
i & saparate tabulabtion of wellbore information for wells
osutsids the unlit area within thisz half mile area of reviaw,

A Yery, 2ir,

0 Al1 righy, Again then within ths arce
autside the unit the wella are identified by tounship, range
and sgaction, and than after that information is the lant tab
that gshows plugged and abandoned wells?

A Yes, sicr. I made a little bit of 2 mpis-
take in putting the bock together. in the PeAL section the
wellbore diagramg under that section represent only the Pgad
wells within the unit area.

Thare are fourtesn PiAd wellx sutside the
unit area, which are included in tha outside unit area well

asaction.
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4] All right, o behind the tabulation -~
tab thet shows PaAd wells, those are P&2 wells within the
unit.

A Yes, sir.

4} If tha Commission is concernsd about PEA
werl s outside the unit, then they go to that inforeation be-
#ind the outaide unit area tab,

R ¥uea, air. Also, the P&A section ~-

MR, STRMETS: wWould you run
through once mora?d

O When we loosk at the wellbore information
after the tab in the end of the book that's PeA wells --

HR, STAMETS: Ohav.

Q -n thoge arg PRA wells withln the unit,
A Yo, sir.
Q Whare do I go in the book o find P&B

waells that are within 4 half mile of the outer boundary of
the unit?

A They will be found in their respective
prder in the ontgide unit ares sechion of the bonk,

I ¢can give you specific page numbersg that
those wolla, PEA wells are found on, if you like,

Q You do pot have & separste saction  that
shows the P&l wells outside the unit area within the area of
raeaviaw,

A Ho, sir, 1 don't. 1 moant to include

thoge in this P&A section, but 1 4id not do that.
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4] Thank you. We can find these wallz, can
w“&, by going to the computer printout on Exhibit Thirty or
is Exhibit Thirty only the well count within the unie?

A Only the -~ well, vyou can find them off
of that, yes.

0 Was this packet of information, the oom-
puter printout and the wellbore information, data, submitted
with the application for the approval of the waterflood pro-
jact whan that application wasz filed with the Compigsion?

A Yes, s8ir, it was.

o Have vou subsequently, Mr, Bohling, met
with the Comwiasion staff in the District Office and re-
vigwed the wellbore informstion along with reprasentatives
of thae Cosmission staff in Santa Fe, to Astermine possible,
what I'11 call problem walls?

A Yas, sir, we have,

0 Can you sumearize for us, #¥r. Bohling,
what hag been the results of vour meetings with the Commis~
ginn  staff concerning the status of existing wells, both
plugged and abandoned and producing wells, in terms of their
complisnce with requiremants of €~1087?

A For the purposes of the C~108 the OCH Of-
fice in Hobbs pergonnel and in our conversationa with them
have indicated that they see no real problem with anvy of the
walls meeting the £-102 reguirements.

Q Let me gsk you some gquastions with re-

gards to the information tabulated in the book for the plug-
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ged and abandoned wells. Have you showed the locations as
best you can determine of the cemsnt plugs in thoze plugged
and abandoned wells?

A Yeas, sir, as they are recorded off indi-
vidual well files at the OChH District Office in Hobbs.

o And with regards to the producing wells,
have you made a disgrammatic sketch of the wellbore informa-
tion for producing wells so that the Commiszsion staff can
roview that information and detarmine whether Or not there's
sdeguate cementing across the casing strings in the praposed
injection intervals?

A Yes, sir. we have,

Q Are you aware of any, what we will char~
scterize, as problem wolls which you believe will reguire
remedial action on bhehalf of Gulf as the operator of the
unit?

A #we've pointed out basically five such
wells to the OCD District in MHobbs.

Do you want me to run through each indi-
vidual case?

{Q Only insofar as to degcribe to me what
the resedial action the operator proposes to take with ra-
gards to theose five problen wells.,

A Two of the wells are located within the
unit area. One ie juszt going to ba a -~ it just has a cast
iron bridge plug, and we're going to monitor that situation

Lo make sure that it might not provide 2 leak up the wall-
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bore to the surface.

Mr. Sexton sald that he assumed that when
they inatalled the cast iron bridge plug that they adequate«
iy pressured up on that bridge plug to insure that it would
sdeguately seal off the lower part of that well.

We have anpther well where 2 cement plug
was not placed in the top of the Bunice Monument and we have
plans to go in and drill out and recement so it properly
meets the plugged and abandoned requiremants on that wall.

There were thrae Blinebry wells who Jdid
not have adequate cesant circulated up over the interval and
of all known -~ Xnown producing intervals up the wellhore,
and Mr., Saxton indicsted that he would take care of those
for wug, insuring that they will meet compliance with the
OCD.

G You're talking about thres producing
wezlls gutside the producing area?

A Yes, sir, I aa;.

o And he's made no reguirement upon Gulf as

opersatoy ¢t take resmedial action on those offsebtyg ~-

A Ro, sir, he has not,

4] ~= aff unit wellse?

& Ho, sir.

Q Desoribe {or us what the plan of opera-

tion wili be with ragards to infection wells, Mr. Bohling,
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in terms of satisfying the Commission that those wellbores
are suitable for injsction purposes.

& Okay. Our Exhibit Number Thirty-two iz &
series of injection well data shests,

All right, sir, I've passed out Behibit
Humber Thirty-two, Mr., Bohling., would vou describe for us
what's contained in that exhibit?

3 This exhibit contains a series of injec~
tion well data sheaets, showing the downhole particulars typ-
ical of the majority of the proposed injection wells for the
Bunice Monument South Unit Area,

Each dlagram represents proposed condi-~
tions for injection of fluids after approval to inject has
been grante.d,

Approximately ninety percent of the nro-

posed PFunice Monumsnt South Unit injecton conversions fall
under the category of being a I-string open hole well.
Gn all of our injection wells we plan %o -- prior to con-
verting them to water injection wells, running casing bond
logs, cement bond logz, to determine where the actual cement
tops are in these wells and correlating these to the calcu-~
izted cement tops on the producing wellas to insure that ade-
guate casing protection is provided in all casaes, both in~
jection wells and producing wells in the unit area.

We then plan to run cement liners where
applicable, cement tham in, perforate them i{n selected in-

tervals in the unitized formation for injection,
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0 We spent some time yesterday, Mr. Roh-
ling, talking about the procedures the unit has recommended
for an incentive for unit working interest ownars to contri-
nute wellbores that be converted for injection and for pro-
duction.

Do you have any estimate of 2 likely num-

ber of wellbores to be contributed to the unie?

A o, =sir. That's really going to be
dependent on what sach individual operator chooses te con-
tribute to the unit,

L+ OGnee 8 wellbore ig  contributed, then,

‘Guli ai the unit operator will make & detersinstion of how

bast to vcomplete that wellbore for purposes in the unit
waterflood project?

A ¥es, 3ir, they will.

Q And the schematics of the injection wells

are a typlcal example of propomed methods for conversion to

injection?
A Yes, sir, they are.
o Are these wallbore schematics that you

have reviewed with Mr., Sexton in Hobbs and with other mem-
bers of the Commission staff?
A Yee, sir, we've reviewed thsese with them.
) All right. To the best of vyour know~
ledge, information and belief, Mr, Bonling, are these pro-
posed pchematics in compliance with Commission ordern?

A Yes, siy, they are.
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Q In addition to distributing in this pack-~
age of exhibits Exhibit Thirty-two, I've also distributed

the next exhibit, which is 33-~A,

A Yes, sir.

Q All right, would you identify that for
us?

.} It lists data »n the proposed operation

cf the injection system for the waterflood proiect in the
Bunice Mopument South Unit.

Q All right, sir, would you desgcribe for us
what the proposed method of operation is for the unit?

A Okay. Az shown on Exhibit Number Thirty-
three-A, our average daily rates and maximum daily rates are
400 and 500 barrels of water per Jday, respectively, The
system is going to be a closed system, The proposed average
and maximum injection pressures will be 35¢ psi and 744 psi,
respectively.

This will be until we can determine &
fracture gradient and obtain proper approval from the OCD
Director for possibly injecting at higher injection pres-
sures.

Te monitor and control the rates and
pressures at the wellhead, our plans are to install pressure
rate controllers on each injection well.

Thare are currently plans to drill appro~
ximately nine water supply wells to provide make-up water

from the San Andres formation. This maks~up water will be
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used initially as the primary source of inijection water and
once we have the unit fully developed, we will be switching
over to using produced water as our primary source of injec-
tion water,

¢} Do you have any estimates now of the per-
cantages between make-up water and produced water that will
be used by the proiject?

A Not at this time. Our present plans are
that initially we'll be using approximately 60,000 barrels
of water per day for 133 injection wells,

'] And what is the source of produced water
in the unit?

A It will be from tha unitized intervals,
the Grayburg formation, principally.

0 Do you anticipate that the maximum injec-
tion pressure at any individusal injection well will be based
upon +the .2 psi per foot of depth gradient established as
matter of practice by the Commission until vou have other
data available to juastify a higher rate?

A Yes, sir, that's our plan.

G All right, sir, it you'll turn to Exhibit
Number Thirty-three~B, 1 heliesve, is the next cna, and de-
scribe that one for us.

A | Thirty-three~B is a water compatibility
analysis performed on the make-up water and the produced
water and it illustrates that there is no incompatibility

evident by the mixing of these two waters.
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€ All right, sir, and if vyou'll turn to
Thirty-~three-~C, would you describe for us the proposed stim-
ulation program?

A Thirty-three~-C illustrates what a8 typical
completion and stimulation program might be for the ~~ for
an injection well,

Perforation intervals and volumes and
types of stimulation {luids used will determine -- will be
determined and may vary on a well-by~well basis as part of
an on~going study of reservoir rock and fluid properties is
parformed.,

Q All right, sir, if you'll turn teo Exhibit
Thirty-four~-aA and identify that for usa.

A Exhibit Thirty-four-A lists each of the
formations, injection zones. It gives their geological
names with their approximate depths and their approximate
grogs thicknessas.

It also lists lithological detail on wach
one of the injection zones.

Q Based upon the study by yvou and other
Gulf representatives of this project, do you find any indi-
cations of faulting or other hydrologic connections between
the proposed injection intervals and any fresh watar
sources?

A He, sir, we do not find such hydrological
connections.

0 In your opinion is the proposed method
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for the injection of water for secondary recovery in this
interval one that will protect fresh water sources in the
arva?

A Yes, sir, it is.

Q lLet's turn, Mr. Bohling, to Exhibit Num-
her Thirty~five and have vyou identify that for us.

A Our Exhibit Number Thirty-five is a list
of proposed injection wells which do not have well logs
available. There are 86 of these wells out of 179 and the
remaining wells do have well log data on file with the 0OCD.

o All right, sir, let's turn to BExhibit
Rumbar Thirty-six, then, and have you describe that for us,

A Exhibit Humber Thirty~six is a geological
detall and data on the fresh water aguifers which overlie
and/or underlie the proposed injection interval in the area
of the Hunice Monument South Unit.

Q Generally what is the deepest source of
fresh water in the area?

A The deepest source are the Triassic Chin-
le and the Santa Rousa aquifers and on the north end of the
unit the Chinle is at a depth of approximately 50 feet and
the Santa Rosa is at a depth of approximately 675 feet, and
at the southern end of the unit the Chinle is at an approxi-
mate depth of 200 feet and the Santa Rosa is at an approxi-
mate depth of 1000 feet.

4] Have vyou reviewed with the Commission

staff and Mr. Sexton in Hobbs the method by which wells will
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be drilled through the fresh water aquifers to satisfy the
Commission that the fresh wateyr sources will be protected?

A Yes, sir, we have,

() And have they agreed with you that the
mathod contemplated by Gulf as the unit operator is one that
ought to insure the successful protection of fresh water
sources?

A Yes, sir.

0 Would you ge to Exhibit Thirty-seven for
us and identify that one?

A Exhibit Number Thirty-seven is a compil~
ation of chemical water analysis done on saveral fresh water
wells located within one mile of the proposed unit area.

Q Attached to Exhibit Number Thirty~seven
are what, sir?

A They are the chemical analvses of the
fresh water results for four fresh water 1locations within
the unit area?

© Wag a search made of the recards of the
State Engineer's Office to determine the location and depth
of fresh water wells in the area?

A Yes, s8ir, there was. Our Exhibit Humber
Twanty~-eight shows the fresh water supply well locations as
hest as wa can determine through the review of the State En~
gineer's records and they are indicated by a small sguare.

There are several down in Secticons 19 and

20, Township 21 South, Range 36 Bast, and there are also
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several located down in Section 23, Township 21 South, Range
36 East.

Q Apart from the search of the State PEngi-~
neer's records, have you also made a search of other avail-
able information to determine the location and information
on other fresh water sources?

A Yes, sgir. We have taken two samples of
fresh water locations that are apparently not on file with
the State Engineer's Qffice.

Q All right, sir, and if you'll turn to Ex-
hibit Thirty-eight and describe that for us.

A Exhibit Thirty-Eight is our affirmative
statemant, which states that all available geological and
engineering data has been examined and find ~- Gulf finds no
evidence of any hydrological connection betwszen the injec-
tion zone and any underground fresh water source is praesent,

0 The Commission regquired in their requla-~
tions that the applicant furnish copies of vour waterflood
project application to the surface owners at each proposed
injection well location, plus the operators within a half
mile area of any of the well locations.

Rave you caused that to happen, ¥r. Boh~
ling?

A Yas, sir, we have. Our Bxhibit Number
Thirty~nine iz a copy of the letter dated September 24th,
1984.

4] Hang on, I've got to find it.
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A Okay. 1 believe they have them already,
Tom, as part of the package.

MR, KELLARIN: Mr. Chairman, my
copy of the exhibit does not contain Thirty-nine, sir. Does
yours?

MR. STAMETS: We have it.

MB. KELLAHIN: All right, sir.

o Mr. Bohling, wouléd yvou refar, then, to
Exhibit Number Thirty-nine and identify that for the Commig~-
sion?

A Okay. Az I've stated, it is a letter
dated September 24th, 1984, and it is a copy of our leatter
sent to the OCD for applications for statutory unitization,
waterflood, and vertical limits hearings, and this letter
was sent out to all the working interest owners, surface
land owner, and offsetting operators, as well as the Disg-
trict Office of the OCH in Hobbs, the Commissioner of Public
Lands for the State of New Mexico, and the Department of
Enerqgy and Minerals, or excuse me, the United States Depart-
ment of Interior, Bureau of Land Management in Rogwell,

0 Disregarding for a moment, Mr. BRohling,
the gquestion of Exxon's participation in the unit as a work-
ing interest owner , and those questions concerning that
last 6 or 7 percent, have you received any obijections from
any of the purface owners or any of the operators within the
half mile radius of review as to the method of operation for

the project?




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

T21

)} Ho, zir, 1 havs not,

o) ¥r. Bohling, 1I've handed you what isn
marked as Gulf Exhibit Number Forty and ask you identify
what's coatained in this package.

A This package contains certified return
receipt reyuests for the mailing of the letter dated Septem-
her 2X4th, 1984, and it -~ it indicates these individuals in
the mailing list attached to the letter of Septesber, 19824,
who have receivad this lettesr, September 24th, 144,

0 As 1 understand, vyou're still recasiving,
continuing to receive an occasional certified receipt card
from thls mailing?

A ¥as, sir.

0 But as of at least & few days aqge, this
repregented the procf of receipt by thess various indivie-
duals of the application as required.

A Yug, sir.

Q In your opinion, Mr. Bohling, will appro~
val of the waterflood proiject be in the best interests of
congervation, the prevention of waste, and the protectics of
correlative rights?

A Yen, air, it will.

MR, KELLAHIM: Mr. Chairman,
that conclodes sy examination of Mr. Bohling.

¥e move the introduction of Ex-
hibits Twenty-saven through Porty.

MR, STAMETSH: Thess exhibits
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will De admittaed.
Are there gquestions of Hr. Boh-

ling? #r. Padilla.

CROSBS EXAMINATION
BY MR. PADILLA:

o My. Dohling, @I just have one guestion.

On the well onames on Exhibit Number
Thirty some are -~ have in parsnthesss NCT-A: 1 sss some
with @ B, and some of the wells that are operted by Gulf on
the last page of the exhibit, the Ramsay-Leonard Wells are
labeled or have that HCT-C and I'm curious to know about
that.,

A KCP-C? Non-contiguous tractz, and that
ig the “C® tract of the geveral -~ series of noncontiguous
tracts is my understanding of that notation.

o And  the sama would apply for the
desiqgnation as "A" or "a"?

A Y28, they would be -~ the lease name
applies to the A tract, to the B tract, to the ¢ tract. It
is  just that A is not contiguous with B, which is not
contiguous with €.

Thoze ~- those lesses may be located
alsewhere.
MR. PADILLA: That's all.
MR. STAMETS: Are there other

guaestions of this witness?
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HR, BPERLING: 1 have no quas~
tions but we would like to state on behalf of Exxon that we
command Gulf on the excellent technical work.

MR, STAMETS: Very good., I'm

gsure they're happy to hear that,

CROSS EAAMINATION
BY MR, STANETS:

Q Mr. Bohling, I would like a list of the
well oasames, numbers, and locations on the five wells that
have been ldentified as problem wells. You can submit that
at a later time; I don't need that right now.

A Okay, sir.

0 I beliave you indicated, or it shows
somewhere in these exhibits that cesent will be circulated
to the surface on all of the injection wells, regardless of
if they're new wells being drillad or old wells being con-
vertesd, is that correct?

A Yes, sir, our plens are to run liners in
the open hole completed wells and attempt to circulate ce-~
ment to the surface when we cement the liner in place.

4] Okay, I presume that sach one of those
wells would have a pressures test on the casing.

A Yes, air.

(8 Ckay. Now, vou ware going to go along

with the OCD .2 of a pound per foot of depth presgsure limit-
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ation. We can plug a lot of that into the computer to check
you to see that ~- on your reports -- to gsee that you're
really following that. That's & lot of calculations for all
of us to try and figure out what individual pressure limits
are.

I'm wondering if it would be possible to
establish groupings of pressures in this reservoir, say per-
haps all the wells on the ten sections on the west side
would have the same pressure limit, and the three down in
the middle, the same pressure limit, and so on, let's say,
for the east side, 80 that we wouldn't have, what, 149 dif-
ferent pressures; we might have, say, five or six different
pressure limits within the limits of the pocl we would have
to process,

A with the installation of those pressure
rate controllers we'd be able to control pressures and rates
ann an individual injection well basis.

Where we may want a weoll to take -~ take
more water, inject more water into a well, it might require
different pressures, other situations,

Q It's just a suggestion, We can look into
it and if it works out, we'll try and do it.

A Okay, sir.

Q Now 1 understand that you will be in-
jecting only into the Gravburg and the Penrcose and not the
San Andres, is that correct?

A That iz corrsct,
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0 And all of the mailings were by certified
mail.
A Yes, sir, they ware,.
MR, STAMETS: Are  there any
other questions of this witness?
MR, KELLAHIN: One comment, Mr.,

Chairman.,

REDIRECT EXAMIMATION
BY HR. EEBLLARIN:

Q #r. Bohling, Mr. 3tamets askad you about
camenting the liners in end circulating that cement to the
surface.

Some of these wellbores that may be con~
tributed were drilled in the twenties and thirties. Some of
those may have been plugged and abandoned in such a way that
that process becomes very difficult,

What kind of commitment is Gulf wmaking
with regards to the adeguacies of the cement in relation to
the liners in these wellbores?

A Our attempt is going to be to insurse that
there is adequate cement covering each casing over the in-
juction interval and above the injection interval,

(] In thos situations where it looks 1like
even a prudent operator acting in good faith and using 4ili-
gence cannot meet that reguirement, are you willing to maet

with the District staeff of the Commission in order to work
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out some Rind of a solution concerning those wells?
A Yes, sir, we arce.
] kil right,

HR. STAMETS: Any other gues-~
tiong of this witness? He may be excusad.

BR. XELLAHIN: I wonder if I
might have @& moment to see if I've forgotten anything?

Mr. Chairman, for the record, 1
believe we've introduced Exhibits One through Forty. In re~
viewing the list of exhibits that have heen admitted there
was no Exhibit Phirty-four. Exhibit Thirty-four was separ-
ated out to be Bxhibit Thirty-four A and ¥, so if yvou look
through the exhibits and do not find Exhibit Thirty~four,
that's because there is not,

We have nothing further to pre-
sent on our direct case, Mr. Chairman. We rest our case,

MR, STAMETS: ¥r, Sperling, 1
balieve you have a witness.

MR, SPERLING: Yes, sir.
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¥, B. MOLANW,
being cslled as a witness and being duly sworn upon his

cath, testified as follows, to-wit:

DIRECT BXAMIRATION
BY #R. SPERLIRG:

Q Mr, Holan, you recall that vou were sworn
yesterday as a witness in this matter and that you're satill
under oath?

A Yes, sir.

o Por the record would you please state
your name, your place of residence, and spell your last name
for the reporter,

A My name 1% William ®¥. %Nolan and @I cur-
rently reside at Midland, Texas.

I'm employed by Exxon Corporation.

G and in what capacity are you employed?

A 1'm currently smployed as a Technical Ad-
visor, located in the Midland, Texas office.

o] Would you give us a brief resume of your
aducational background and led to yvour gqgualifications?

2 Yen, sir. I graduated {n 1943 from the
University of Kentucky witha degree in engineering.

0 Would you relate for us your work exper-
ience in your profession?

A Yes, sir. After graduation I went to

work for Sohio Petroleurm Compsny. 1 worked for ten years.
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1 started out as a trainee engineer and when I finally left
Sohico 1 was District Bngineer of a large sscondary reacovery
unit located in Edmond, Oklahoma, the West BEdmond Hunton
Lime Unit, one of the first statutory units in the State of
Ok lahoma.

Prom 19%4 to 15861 I was employed by Hon~
terey Oil Company as Chief Engineer of the ?uilertaﬁ Clear
Fork Unit. This is also a large secondary recovery volun-
tary unit located in Andrews County, Texas.

From 1961 to 1984 1've been employed by
Exxon and its predecessor corporation in an engineering -~
various engineering capacities, presently Technical Advisor,
located in Midland, Texas.

I've participated in numerous technical
studies relative to unitization and enhanced recgovery.

I1've appeared as a4 technical witness re-
lated to unitization and secondary recovery before regula-
tory agencies in Texas, Wyoming, and New Mexico.

Q What work experience have you had with
regpaect to southeast New Mexico and in particular the area
which is under consideration here?

A Well, in 1977 I participated in the tech-
nical study for the Double I Queen unit located in Chaves
County, New Mexico, and again I think that that unit was the
first statutory unit. We thought it was at the time,

1 repressented Exxon in the negotiations

and 1 assisted in the preparation of exhibits that were pre-
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sented by Burke Rovalty Company, the unit operator.

In 1978 I participated in the Bast Vacuvum
Unit technical study; represented Exxon during the unitiga-
tion and in the unitiration negotiations.

In 1980 I participated in the Korth Robbs
Grayburg-San Andres Unit technical study. That unit g lo~
cated in Les County, New Mexico; participated in the techni-
cal studys advised Exxon regarding the negotiations, and I
appeared before this Commission in opposition to one feature
of the unit operating agreement in that unit.

And that's about my -~ that's the last
time I have had involvement before the Commission, is in
1930.‘

G Are you familiar with the Zunice Monument
South Unit Area?

A Yes, wsir. As a Technical Advisor in the
Dnitization Section, wa have a sumber of engineers that work
in that and some younger ones and some older ones, and I
have consulted with these fellows us they have attended var-~
fous technical weetings and hecame familiar with it,

1 reviewed the technical study and could
find nothing wrong with it.

Q Are you referring now to the exhibit in-
troduced by Gulf and identified as the technical report?

A Yes, sir. Was that, I beliave, Rxhibit
Number Seven?

That is the technical report I'm refer-
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ring to, in any svent.

e} Actually it was Bxhibit Twenty-two.

A 1 didn't miss it too far.

MR. SPERLING: #r. Chairman, we
tender Nr. ¥olan as an expert witness qualified to testify.

KR, STAMETS: He 1s considered
qualified.

Q Pirst of all, #r. Nolan, does BExxon op~
pose the unitization of the Bunice Monument South Univt for
waterflood purposes?

A No, sir, Exxon does not oppose. Exxon
supports the unitizaton of this project.

Q Perhaps it would helpful to the Commis-
sion and others {f you would give a statement of the posi~
tion of EBxxon with respect to certain particulars that may
have been alluded to previously as attributed to Rxxon.

A BExxon opposes appraval of the structure
of the tract participation formula contained in Section 13
of the unit agresment,

we will present evidence that shows this
tract participation formula does not allocate unitized
hydrocarbons on a fair, reasonable, and equitable basis. Ve
will introduce evidence that four particular tracts having
slightly over 3 percent of the surface acreage will under
thig unitization formula be allocated in excess of 20 par-
cent of the Future unit reservaes.

We will show that because of this dis-
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parity the individual correlative cights of the various par-
ties owning the remainder of the tracte are not protectisa,.
we will show that voting centrol for un-
irization lies with a feow owners of these four pasrticular
nffending Lracts.

we will show that with & changs in  the
vaoting position of these owners this ineguity can be cor-
rocktad and that the neaded unitization for eecondary re-
covary can ba promptly accomplished.

Fhat iz our opposition %o the unit agrse-
nent.

Exxor also opposas a provision of  ths
unit operating agreecwment. Exxon opposes approval of the de-
mand wall provision contained in Article X1 of the unit
operating agreemant.,

We will presant evidence that shis provi-
sion reselts in confiscation of the property of certain par-
tiges to the benefit of a few parties.

We will show that the same few parties
naving voting control and benefittling under the tract parti-
cipation formula enjoy further benefits under this damand
wall provision.

wWe will pregsent avidence that because of
the demand well provision the unit opesrating agrespent fails
to provide a fair and reasonable basis for the deteraination
~f the charges to be made among the various owners in  the

unit area for their investment in wells and aguipmoent.
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We will present evidence showing that be-
caugse of the objecticnable provisions of Section 11 of the
unit operating agreemsnt the cost of conducting unit opera-
tions exceeds the value of the additional oil and gas re~
covernd in several tracts in the unit.

We will show that with a change 1in
Article X and the removal of a portion of Article XI the in-
squity o©of the unit operating agreement will be eliminated
and that this change can be promptly accomplished.

Q Mr. Hoelan, 1 take it from your statements
that your testimony can be divided into two segments, one
relating to Exxon's objsction to the unit agreement as such,
the tract participation formula, and the other relating to
the demand well proviasion of the unit operating agraement,
Is that a fair ptatement?

A Yes, sir, that is corract and 1 think it
“ould be convenient for us to just go through it in that
manner, ¥e'll first present our svidence related to the
unit egreement and then our eavidence to tha unit operating
gqreament .,

G Hr. HNolan, I direct your attention to
what has baen marked for identification as Exxen’s Exnibit
Humber One and ask you to sxplain that exhibit, it's pur-
pose, and  the source of the informstisn contained in  that
axhibit,

A All right, sir. This information relates

to the proposed Eunice Monument South Unit. In general (it
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showe the unit area productinn and regerve satipates and it
aleo shows the allocation formula proposed by the unit oper-
ating -~ unit agrezement.

Thare are three corky dots on there,

Poes that equate to asterisks?

1t's & round asterisk.

The £first at thae top of this page, tha
first -~ the firat section relates to the ultimate primary
r&cavéry of this unit.

! belisve thess nupbers to be the same an
previously testifisd to but Y would like to regview them
again.

Tha ultimate primary recovery az shown
here is 134-million barrels of oil. Thie 134-million bar-
rals of oil is reslly an important number since it astab-
iishes the ramaining primary oil production. It establishes
the secondary oll production. It egtablishes the original
il 4in place in this unit ss it was used in the technical
study presented by CGulf.

The 134~million barrels was determined to
pe 20 percent of the original oil in place and as previously
tastified to, this was a nusber determined by analogy to
numaerous similar types of waterflood and similar types of
reservoirs in that the uitimate primary recovery was 20 per-
cent of the oil in place in many of these projects,

80 the number presented in the Technical

Report of 670-million barrels of original il in place was
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chtained by taking the 134-million barr«ls of ultimate prim-
ary and dividing it by .2, so that you could then multiply
the ol in place by 20 percent and come up with 134~-million
parrels of ultimate primary olil,

Mow then, the remaining primary oil is
simply the ultimate primary with the cumulaiiva production
subtracted froe it and, of course, that's a running targest
depending on whan you want to determine the remaining, you'd
nave to determine ths cum up to that point,

8u you've gean some numbers, different
numbers in the Technical R&pﬂft,‘ like 14-1/2-million bar-~
rels, 12-million barrels iz whét we gsghow hare, this is the
number we astimate will be the remsining primary at the time
of unitization., There will be 12~million bharrels of primary
laft,

Wow, the secondary recovery that's baen
testified to as being 48 percent of the ultimate primary ra-
covery, 4if you take 20 percent of 48 percent wou find that
the secondary recovery is 9.6 percant of the il in place.
This {8 a vary reasonsble number, that the secondary recov-
ery from a anit -~ from a reserveir of this typa and nature
is the low value of 9.6 parcent of oil in place, Many re-
servoirs in southeast New Mexico the secondary is expactaed
ta be 30 percent of the original oil in place, ultimate.

| 8o this is a conservative astimats of the
secondary recovery.

How, additlionally, this field probably
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hag tertiary recovery potantial and infiil dArilling poten
vial for additional recovery.

To further increase the recovary above
the 29 percent -~ 29.6 percaent, we get that from averaging
the 9.6 percent secondary and the 20 percent prisary, ulti-
mate then through secondary is 29.6 percent of oil in place,
I feel this is a conservative number, could be further in-
creased by a considerable amount with infill drilling at a
much later dJdate and by tertiary recovery at a time after
that.

50 we're talking in terms, now, that the
future recovery of the unit, és ghown in the second round
asterisk, actual years recoversble raserves on January the
ist, 198%, {is 12-million barrels of remaining prisary and
§4.2~million Dbarrels of secondary for a total of 76.2-mil-
lion barrels.

Now that is the asount of oil which wil}
be allocated forever, for however long this unit lasts, to
the various parties and the various tracts under the unit by
the allocation formula. The allocation formula is shown in
the third -~ in the third part of that exhibit. 1t {s Por-
mula 2+~A, which has been referred to as the formula in the
unit agreement, which is 10 percent oil production for the
first nine months of 1%82. 1It's 40 percent of the remaining
primary oll raserve on October lat of '82, for & total of 50
percent primary related parameters, and it's 50 percent cum-

ulative oil production from the unitized interval ag of Sep~
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tembar the 30th, 1982, That ie a secondary recovery re-
lated, closely related, to the ultimate primary recovery.

Now then, the 7é-million barrels will
then Dbe allocated in accordance with that formula, which
means that 38, as shown in that third part of the exhibit,
2.1=-million barrels of oil will be allncate& under primary
factors and 38.1-million barrels will be allocated under
secondary factors.

Row this is the crux of Exxon's objection
to the unit agreement; that it allocated thig oil on that -~
on the basis of 50 percent related o primary, S0 percent
ralated to secondary.

You'll notice, if we'll go through just
ong more little mathematical derivation here, that if we
have a tract which is produced or has a remaining primary
recovery, a resaining primary recovery of 1.2-million bar~
rels, let's just say arbitrarily that we have a tract which
by the decline curve method used has a remaining primary of
1.2-million barrals, okay, now that's 10 percent of the to-
tal 12~million barrels of remaining primary, and if you re-
late those two, then the formula allocation for that one,
the 1.2-million barrels of remaining primary that was deter-
wmined by ~- ag 1've previously tried to describe, and I
don't believe 1 did completely describe, the fact that those
nuabers coane from decline curves. It was presented in ear-~
lier evidence. In any event, the remsining primary of 1.2~

million earns 3.8 barrels by virtue of the allocation formua-
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s used in the unit agreement, The 10 percent remaining
primary of 1.2-million would then earn 3.8-million barrels
by virtue of the formula,

I need to additicnally qualify my little
trying to simplify an exemple. In addition to the tract
having a remaining primary of 10 parcent, it would also have
t0 have a current production rate, or a production rate of
10 percent. This wouldn't be unusual because LIf the tracts
had an average decline equivalent to the field average, that
would be a very close number, that the current production
would be the same percentage as the remaining primary.

8o if we then assume that this particulsr
tract recovered l.2-million barrels on prisasry, that then
blows up to 3.8-million barrels by virtue of the akewing of
this formula.

A factor of 3.2 to 1, 3o that each bar-
rel, then, of primary recovery earns 3.2 harrels under thias
formula, 2.2 barrels more than it may deserve.

1 look upon this formula as two separate
piecesy :naxz of it's allocated on primary and half of it's
allocated on secondary. The parameters are also indepen~
dent, so when you apply th&ﬁ you can apply the parameters to
half of it, half the remaining reserve, and the proper allo~
cation, rather than the 50/50, would be related to the se-~
cond part of this where only 1%5.8 percent is remaining re-
caovery and 84 -~ is remaining prisary and 84.2 percent is

remaining secondary. By dividing one of those numbers into
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the other, you come up with this same, exact same 3.2 bar-
rels per barrel, so that the skewing of the formula over
what i3 agtually contributed by a given tract is in a factor
£ 3.2 vo 1.

Also, I'd like to polint out now that this
is a secondary recovery unit, The princig&l':@asan is to --
for communitization is secondary, so this again, in my mind
gives waight to the secondary parameters.

it happans that certain tracts in this
unit are at a very low stage of depletion compared to the
other tracts. As a matter of fact, the four particular
tracte that I'm geing to discuss produce nine times the per
wall rate of the resainder of the field, so to those tracts
are skewed a lot of additional oil because 0f this multipli-
cation factor.

1 will show that because of this Pxxon is
skewed out of 908,000 harrels of oil.

L4} Does that conclude your referance to Bx-
hibit One, #r. Holan?

a Yes, sir.

Q- How will you please refer to what is
marked as Exhiblit Two, Pxxon, and jdentify that exhibit,
it's purpose, and what you're trying to show?

A All right, sir. Shown on here {g the
same unit outline that you can sse on Exhibit A of the unit
agreemant -~ of the -~ yes, of the unit agraeenment.

klgo in dashed lines you'll see that the
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various tracts shown on Zxhibit A are the same -- are shown
on here exactly as they are on Exhibit A, To my basgt knowe
ledge they are exact.

§¢ that this gives us & visual picture of
the layout of the various tracts in the unit, NOow we see a
nuaber on each of these tracts. ¥ow thig number is deter-
mined simply by taking the 76,2«million barrels of oil which
we feel is & minimum that this unit will produce, and multi-~
plying that 76.2-million barrels by the participation frac-
tion ghown in the unit agreement, which is, of course, de~
rived from that skewed participation formula. |

This 1is the thing that I normally do in
== in looking at, you know, how is a given tract treated in
2 unit. You need some sort of a visual aid to show you, you
know, what doeg it look like? How does it compare to its
neighbors? What do the offsets look like? Is there reasons
for big differences? Are there reasons for dblg differences?

80 if we look at this, then, we'll see a
nunber of tracts, four tracts, specifically, that are high-
lighted. They have little speckles on them and I think on
the other exhibits they have a yellow color, or something.
There are f{four particular tracts. The tract numbers are
showm, They are Tract 53 to the north end of the unit,
They are Tract 27 and 17, sort of in the middle, and then
just south offsetting that, Tract 8,

I'd like to point to those four traces as

being tracts that enjoy particular benefits under this allo-
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cation forsula,
Q pid you ldentify Tract 277 [ didn't hear
you.
A I may have missed Tract 27, yves, sir, the

four tracts are Tract 53, Tract 17, Tract 27, and Tract 2,

How, to just thrown another statistic at
you, the average per well recovery in this unit for the
76.2=million Dbarrels thet it's estimated will be its future
production, we take that, divide it by 344, wa find that the
average is 221.% thousand barrels per well,

Now this 221.5 thouvsand barrels per wall
needs o be allecated to each tract in some wmanner, The
avorage production for the 344 qualifying tracts will be
221.% thousand barrels par well,

If we look at that Tract 53 on the north,
the unjitization formula allocates 3,8%6,000 barrels to that
tract. That's the amount of oil that will be allocated un-
der the formula during the life of the project,

That's an average allocation per well, or
per 40~acre tract, of 974,000 barrels, a very substantial
apount above the average for the unit.

Now if we look at the offset tracts, ¢to
the east 42 a&n Exxon tract. How that tract is allocated
1,495,000 barrels. It has twelve 40-acre proration units on
it, being 480 acres in area. We divide the twelve into tha
1,495,000, we aes that that offsetting tract is allocated

124,000 bdarrels of oll and that*s compared to 974,008 bare
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We can taks this happy exercise all the
way asround that tract.

The north offset shows 90,000 barrela per
well, The west offset shows 340,000 barrels. The south
offgset, that B0-acre tract, shows 336,000, one-third, 2 lit-
tle more than a4 -~ a little less than a third -~ of what
is allocated to Tract 523,

1'éd like to look now further ta the
south. That's the least offensive tract,

Tract MNusber 27, an 8G-acre tract, is al~
located 2,043,000 barrels of oil, an average of 1,021,000
Barrels per well.

Tract 17 is allocated 2,840,000,
1,430,000 barrels par well.

Tract § to the south is the star per-
forner. 1t*s allocated £,903,000 barrels. That's an aver-~
age of 1,725,000 barrels per wall,

Those four tracts are allocated a total
2f 15.6~million barrels, an average of 1.3~million barrels
per wall.

We subtract whal thoge trscts will be
cradited with during the life of the project, we have & re-
maining redearve to allocate to all the rest of the field of
§0.6~million barrels, allocated to 332 wells, for an average
of 182,000 per weli.

And that's Bxxon's problems with this uni-
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tization formula.
Q Would vou now refer to Exhibit Two-A?
A The Exhibit Two~A shows the same outline,

the same tract boundaries, and we have taken the liberty of
aliocating the unit reserve of 78-million barrels than the
unitization formula.

You will recall, in order for the Techni~
cal Coamittes to determine the 134-~million barrels of ulti-
mate primary recovery they went through each tract and
determined lts ultimate primary and added those together to
determine the 134-million barrels, and you'll recall that
that 134-million barrels was usad to determine the secondary
recovery and that 13d4~pillion barrels also includes the re-~
maining primarv.

50 we took the liberty, then, of going
hack through and reallocating to sach and every tract its
remaining primary as determined by the Technical Committes
for that tract, plus a secondary oil calculated on the basis
of the o0il in place determined by the 134-million barrels
ultimats primary.

In other words, wo took the 6§34 -~ 71~
million barrels. wWa took the 9.8 percent that will be the
average recovary, and we allocated that on the basis of the
percentage of uvltimate primary recovery, which was the basis
upon which the §7i-million barrels was determined and the
basis upon which, of course, the remaining prisary was

datermined.
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o we feel this is 3 rsasonable way to
look at what might be, if we belisve everything in tha Tech-
nical Report, what be a reasonable way to allocate oil on a
fair and reasonable basis rather than a basis detarmined by
sarties negotiating on their participation rather than tract
participation,

8c we look at this then, we see that,
boy, these tracts that we have shaded, the same tracts, are
pretty darned good tracts. wWe mven, with this type of
allocation, Tract Number 53 recovers 2,749,000 barvels;
that's 687,000 per well., It was cut from $74 by this method
to 687, You'll see that each tract ia reduced. Tract 27
drops from 2,043,000 down to 1,494,000, Tract 17 goes from
2,840,000 to 2,600,001, eand the star performer there want
from 6,903,000, Tract 3, to 4,713,000,

That carves off aome of that, and of
course that is then realliccated to all other tracts and we
can look at those tracts. You sse particularly that some of
these poor, little, old tracts around the sdge of the unit
off on the east side, for instance, we seo a tract there
which has 37,000 barrels credited to it under this method.
I don't know what tract number that iz, but in any event,
that on the previous draft you see that was 24,000, =0 that
little, old tract picked up from 24,000 to 37,000.

S0 you know, it favors the edge stuff and
carves some off of thesa tracts that had the high

allocations.
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Now the total of these, under this method
the total allocation for those tracts would be 10,957,000,
gtil]l a wery healthy allocation for those twelve wai;a.
913,000 barrels per well rather than the 1,300,000 barrels.
Now the next graph simply pounds down on

the same point and -~

4] You're referring now to Exhibit Two-B?

A Serry, sir.

4] That’s all right, Two-B is next?

A Yes, sir, Two~B, right, part of the same

exhibit,

Thig is Exhibit Two-B, showing the out-~
line of the unit and the tracts and then just showing the
subtraction of these two maps.

It shows that Tract 53 was allocated
1,146,000 DParrels wmore than what we would judge to be one
egquitable way to distribute the production, or the remaining
production.

Tract 27, it loses 549,040,

Tract 17, 836,000, and that big Tract 8§
has a difference of 2.2-million barrels, 2,1%0,000 barrels.
Actually that tract has the Diggest difference. the JdAif~
ference on that tract is 548,060 barrels per well, That's
twice the average allocated to mach well,

o So Exhibit Two~B is simply a comparison
of (not clearly understood.)

A Yas, sir, and it shows that a total of
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4.7-million barrels is awapped from one -~ from four tracts
to all the other tracts.

Q what is the information contained on the
lower lefthand side of the exhibit? Does that require ex-~
planation?

A Yes, sir. Yes, sir. This is just an-
other statistic which is of interest.

There are seventeen tracts on this -~ on
this map which show to gain production, a total production
of 6.4~mwillion barrels under the allocation formula and that
is redistridbuted under the, what I call the tract contribu-
tion map, Exhibit Two-hA, B2 tractx gain that 6,640,000 bare-
rals. 50 we're going to take by the one method over the
other, you would take &,640,000 off the higher allocation
tracts and distribute it to 82 of the lower allocation
tracts.

I believe that's all unless vou have -~=
all right.

Now the next thing sisply goes through
the =« or presents --

0 This is Two-C that you're referring to
now,

A Yes, sir, Exhibit Two~C shows an example
caleculation as to how each of those maps was obtained and I
believe I did explain it, probably not too well, but Tract
8, for instance, the one that I keep classifying as one of

the wsajor offenders here, tha Formula allocation there (s
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tract has 9,05 percent unit participation. You wmultiply
that factor by the ?5,996,&&6 barrels of reserves and you
come up with &,ﬁeﬁ,ééé stock tank barrels.

On the second map, Two-A, for Tract & we
add the 2,115,000 barrels of actual recoverable reserves at-
tributable, future primary recovery reserves attributable to
that tract to its cumulative or ultimate -~ ultimate primary
recovery percentage of 4, ~- of .04047, or 4.04 percent,
That particular tract has 4.0 -« contributed 4.047 parcent
of the ultimate primery recovery, maltiplying that by
64,000,000 barrels wa cose up with a total, then, of -~ I'm
sorry, I didn’'t explain that very well and I'd like to go
back to it again.

The actual recoverable reserves are the
sum of the remaining primary resarves plus the ultimate pri-
mary fraction times the unit secondary regservesn, 1 should
have read it better.

8o here is what we did with the mathema-
Lics., That tract is allocated 2,115,000 barrels of remain-~
ing prisary reserves and it has a3 4,047 percent ultimate
primary fractlion of the total unit for a total of 4,7-mil~
lion and whan we add those two together we get a total of 4,
-~ £n  any svent, the total allocated by taking the primary
and the contributed secondary from the unitization formula
is 4.713~million barrels, and I want to check and make sure
that Tract 8 has 4.713, and that is correct. 1It's allocated

4. 7-million Barrels and the diffarence i, then, of the 6.9




10

11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

247
allocated under the unit formulas to the 4.7 allocated on the

bagis ! just tried to describe is 2.2-million harrels.

Q Anything further on that exhibit?
A Ho, sir.
Q Would vyou now please refer to what has

bean marked as Exhibit Three for Exxon and explain the in-
formation contained on that exhibit?

A This shows the reserve gain for thae four
tracts benefiting from the current participation formula.

On the left side ageain are the tract num-
bers. This shows the ownerghip of those particular tracts
in the next coluen; shows that {in Tract 2 Amoco has 25 per-
centy ARCO owns 2%; Conoco owns 2% and Chevron owns 2%,

Tract 17, Gulf owns 100 percent.

Tract 27, ARCQ owns 100 percent.

Tract 63, Shell owns 100 percent.

The third coluamn shows the screago.
There's a total of 4B0 acres in these four tracts. There's
a total unit area of 14,189.9 acres, 3o that that represents
3.38 percent of the acreage in the unit.

The total percentage of future production
allocated under the unitization agreement ig 20.%79 parcent
for the four tracts; a total of % percent for Tract 8; 3.7
percent for Tract 17; 2.6 percent for 27y and 5.1 parcent
for 53, for a total of 20.5 percent,

This iz a total allocation in reserves of

15.6~million barrels for the four tracts and the way we have
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contributed -~ we have calculated the remaining -~ the re-
serves that these tracts will contribute, which is the sum
of the remaining primary plus the allocable secondary based
on oil in place, is 6.2 percent participation Tract 8, and
so on down for & total of 14.4 percent for the four tracts,
an allocation of 16.9 or 1l-million barrels of remaining re-
serve Of the 76.2-million in the field, and a total differ-
enca batween the two methods of allocating reserves to
tracts of 4.7-million barrels.

Now than, down in the lowsr lefthand cor-
ner, this is just susmmarized by owners.

Amoco gaineg 549,000 barrels of that; ARCO
gains 1,098,000; Conoco and Chevron each 400 -~ 548,000;
shell, 1,146,000, and 1 can see why their fellow was hare to
support ity Gulf gaing 836,000, for a total again of 4.7
nillion for thess four tracts alone.

Q Does that conclude your testimony for the
moment on Bxhibit Number Three?

A Yes, ®ir,

& ®?ill you now refer to Exhibhit Pour and
identify that for us, please?

A Exhibit Number Pour now jumps over from
tract allocation to owner allocation. It is the working in-
terest owner tabulation showing a comparison of the ressarves
contributed by the tracts and the reserves alleocated to each

tract, and they're arranged in order of the gain in reserves
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that these parties have under the allocation formula.

Shall is at the top of the list, Their
reserve contribution of all of their tracts is 4.2-million
barrels and their reserve allocation by the formula is 9.1~
million barrels for a difference of 908,000 barrels.

Chevron ig next in line. They have 4.7~
million barrels contributed and S.2-million barrela allo~
cated, for a differences of 500,000 barrels.

ARCO has 450,000 increase by the formula.

Gulf has 382,000 barrels by the formula.

Amoco has 321,000 barrels.

1 got off the line. Conoco has 321,000
barrels.

Amoco has 262,000,

Apollo, who was mentioned yesterday as an
example, by the way, of the well thing, and this shows why
that exawple was picked, they gainad 19,000 -- they gain,
i'm sorry, 10,000 barrels uvander the formula.

545, whoever they ara, gains 106,000 and
Brady geins 6, down to now talk about the losers under this
allocation system,

Exxon loses 908,000 barrels, a difference
betwean the reserves contributed and the reservas allocated,
and you saw one ¢good example of that, our offsetting tract
having some 130,000 barrels per well allocated against the
offsetting tract having 970,000 barrels per well allocated.

S0 this all sums up, then, to where Exxon
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has a difference of 908,800,

Getty is the next loser with 683.

Citien, with 245,000 barrels,

Amerada, 193,000,

Sun, 171,000.

And then we age all of tﬁe ather owners,
without excaption, everyone of them a loser by the dJdiffer-
ence in the allocation formula,

How this explainag some of the reason
these trades are being sade.

I believe that ~-

Qo All right, let's move on to Exhibit Flve,
if you will, and explain some of the things that are con~
tained on that exhibit.

A How, we don't propose that every alloca-
tion formula has to be exactly reserves. This particular
axhiblit shows how Pormula Number 3}, which was discussed in
earlier testimony, how Pormula Humber 3 would allocate the
regserves to the various tracts.

That forsula was 70 percent cumulative,
15 percent resaining primary for the sawme pariod shown on
the sarlier exhibit, and 15 percent current production, the
same exact parameters.

Kow, as [ come here 1'd like to mention
suvmething. There's been a lot of testimony about the dif-
ference between parameters and formulas.

Exuon in no way has taken exception to
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the paraneters developed by thisz Technical Committee. We
have not opposed them, We've supported them, We bellaeve
the paramaters are about as good as you could gat.'

S0 we don't take any exception to the
parameters., We take exception to the arrangement of the
parameters, |

o this formula, then, was made up of 7¢
percent ogum, 15 percent remaining primary, and 1% parcent
current production.

8o then we can say that the allocation of
unit reserves by this participation formula would be 1% per-~
cent primary based on the oil production from January
through September of 1982, 15 percent remaining primary re-~
serves after October 1lxt of '682, for a total of 30 parcent
total primary allocation. This would allocate on primary,
then, 22.86-wmillion barrels. This is still in excess, as
you will recall, of the 12-million actual remaining primary
that there is in the reservoir. 1It's not quite two to one.

Secondary then allocated on 70 percent
cumalative oil is ~- amounts to 53-million barrels again for
the same total of 76.2-million barrels.

Q ®xxon has related exhibits which are
identified respectively as Five~A, B, ¢, and D, Will you
congider those &8 a group and explain what the information
is as set forth on that exhibit, the manner in which it is
presented, and the reason for that presentation?

A Yes, uir. WwWall, this series of exnhihits
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was prepared to show the sffect on the distribution of oil
of this alternate -~ alternate participation formula we call
it, but it is Pormula Number 3 as prasented in the, I be-
lisve, August 25th Working Interest -~- of 1983 -« Working
Interest Owner mecting. That's where that formula comes
from.

We then wanted to show the tract distri-
bution that is made by that formula soc then we can compare
it to the tract distribution made by the other formula, or
tha map showing the distribution on an exact reserve, or
what we say 13 an exact reserve basis. S0 we can compare it
any way we want, then,

How we pight want to -~ we have a
difference map 0 no use jumping back and forth.

tinder the alternate reserve, the
alternate Formula Number 3, Tract Number 53, and again this
is the same wmap showing the same tract cutlines, the same
tract numbers, of course, and the same four tracts are
highlighted, This foramula would allocate 2,854,000 barrels
to Tract Humber %3. This cowmpares to 3,696,000 allocated
under the other forrmula.

Tract 27 gets a million and a half
barrels.

Tract 17, 2.1-million and tract &, 4.2-
million.

In each case those are less than that

which was allocted under Formula 2-~A, and it waz determinaed
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in exactly the same manner, by taking the tract participa-
tion under PFormula 3 and multiplying it by the 76-million
barrel remaining reserve.

So this formula then reduces those four
tract's reserve without exception and it adde to many other
tracts in the unit. He didn’'t count which galned and which
lost. We do show that ~-~ ghall 1 g9 ahead with Exhibit
Five~B?

@ Xns.
I believe that's 21l I need -- I have to
gay about Exhibit Pive-A. We'l] go to Five~i.

Now this shows the difference between the
reserves allocated under the alternative Porsula 3 and the
current Formula 2-A. This is the shifting in reserves that
takes place if we compute it on the basis of one formula and
the other formula.

We see then, of course, that the big
logsers by this rediscribution are Tract 53, with a million
barrels difference. Cne fell swoop that tract lost a mil-
lion barcrelas had Formula 3 been adopted.

rract 27 loses 545,000 barrels.

Tract 17 loses 781,00C barrels.

And Tract 8 loses 2,682,000 barrels.

There are 72 «- I'm sorry, there are 82
tracts on hare that gain reserves and 17 that loge if we
counted tham exactly correctly.

And the toptal of the four traces ig
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3,000,600, which is distributed differently than Porsule 2~
4, if we copied all the numbers correctly and added them all
correctly.

Q i believe the Exhibit Plve-C requires
some explanation.

* Now, EBxhibit FPilve~C is sisilar to the
varlier working intersst owner tabulation that I reviewsd
only this time we're going to show the working interest owne
er tabulation comparing the reserves allocated ender the two
different formulas to show the gshifting by owners of the two
tormulas.

The first column, of course, the ownars
are aghown on the left in exactly the sawme order as they were
shown on the previous exhibit.

The reserves allocated by the alternative
Formula 3 are shown first. Of course, they total 76,.2-mil~
lion barrels. Por Shell, for instance, it's ~-—- the alloca-
tion under that formula is 4,342,000 barrels. The graatest
amount, of course, is allocated to Gulf with 22,%47,000 bhar~
rels.,

The reserve allocation formula in the
agreement, Pormula 2-A, is shown on column three. Az we can
see, Shell is allocated 5,102,000 barrals.

Chavron is allocated S-million 2.

Shell == ARCO, 15%-million.

Get down to Gulf with 2%2.%-million, we'll

gee here that Gulf really doesn't lose vary much. In fact,
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actually, as I look at it, Gulf gains some more, you see.
Under this allocation formuls Gulf actually is allocated
more reserve under Formula Number 3 than they are under Fore
mula Number 2-A, and of course, the reasons for this are
that =~ the reason for this is Gulf in general has pretty
aven distribution of the various paraweters. The problem s
brought about here by the disparity between parameters.

when vyou have units trying to put them
together with a big disparity between, say, remainging pri-
mary and secondary and current production, that‘'s when these
problems arise. That's when these big differences occur.
And Shell happens to he in the nice position of being level
on all parametaers to it doesn't matter too much te them what
formula, as far as the reserve allocaticn it doesn't matter
to them, what formula is selected.

what they're interested in is putting to~
gether the unit so they're willing to take reserves fronm
some tracts not owned by them and allocate it to aome tracts
of other people not pwned by them in order to put this unit
together, and I guess I can't criticize them. I sight try
to do the same thing if I was charged with putting this unit
together.,

Ukay. The fourth column shows the gain
and loss that the various partiss, and by adopting Pormuls
¥umber Two-A, the upper -« in general the parties listed at
the top of this exhibit gain 3,066,000 barrels at the ex-

pense of the parties listed in the lower part of the axhi-
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hit, or if we could put the shoe on the other feot, under
the ¥Yormula 3~A the lower parties would gain and the upper
parties would lose. 1t dependa on who you subtract from
what.,

O ®r. Holan, 1 think you mean to refer to
Formula 2-A, not 3~A.

A I'm sorry, ves, ] do mean the second col-
umn is Pormula 2-A, yas, sir.

and then iust for refarence the partici-
pation percentagea are shown in the fifth and sixth columns.
of  course, the parcentage was used to multiply by the 6§ ~-
76.2-million Dbarrels to get the numbers in columnsg number
two and three. That's just shown for reference. 1t shows
Lhe swap in percentage; it shows the swap in regserves, and
the actual reserve allocated under the formula by the two --
allocated by the two formulas.

0 What does 8xhibit Five-D show? T don't
balieve you've mentioned that.

Y no, sir. Five~D agaln shows a working
interest owner tabulation comparison of rezerves contributed
by each owner and the reserves allocated by the Pormula 3.
wa showed this same comparison betwsoen Pormula 2«3 30 now
wa'd like to show it for Forzula 3. Showing for sach owner
in thaeir same sequence with %hall at the top and Shell will
be at the bottom, what they are -- what the reserves contri-
nuted out of their various tracts are against the reserves

allocated undeyr Pormula 3.
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And now we ses some shifting back and
forth instead of them all one way and we see that the npum-
bers ars wuch smaller, such that Shell's gain & only
148,000,

Chevron is going to lose 137,000,

ARCO loses 291,000 when comparing to the
reserve computation.

Gulf gains 427,000. They're atil]l better
off with -~ of course, because their change was very small
between Pormula 3 and Formula 2-A.

So we can see then and we Ccan compare
what the gains and losses by the various formulas are com-
pared to some sort of base which we think is reasonable of
what the tracts contributed and then a comparison between
the two formulas, and under this thing the gain and loss
here is 910,000 and I believe the gain and loss on the pre-
vious exhibit was 2.8~million.

Bo this reserve or this formula smuch more

closaly approaches a reasonable allecation in our view,

Q poes that conclude yvour referenca to
Five-B?

A Yes, sir.

Q All right., Refer to Exhibit Six and Six~-

A which appears to be related.
A Yeg, sir.
Q Angd explain ==

A Wwell, thig =~
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ni -- Exxon's position with respact to those
exiibits and what they show,
A Right. Wwell this Exhibit 8ix shows what

would have to happan to Article ¥IXY of the unit agreement
in arder to adopt Pormula MNumber 3.

Wa'd have to change three numbers in the
participation formuila.

TThe first number bsing 70 percent, which
iz the cumulative oil production. In the origqginal formula
that was 50 percent., That changes -~ we would recommend the
change to 70,

The secgond part of that tract participa-
tion formula which shows 13 percent C/D, that weighting on
the other farmula was 40 percent and that's the remalning
primary.

knéd  thae third part of that formula would
-= 8 19 percent E/PF, which 1s the amount of oil produced
during the first nine months of 1882, that weighting would
be changed from 10 percent to 15 percent, as shown here,.

Now that's all that would have to happen
to the unit agreement in our view to make the change,

And this last half of Exhibit 8ix shows
those parties who have the controlling votes to affact the
changa from Formula 2-3A to Formula 3, Aand you'll zee
they're in practically the same order as the top of that
list in sarlier exhibits.

There are five parties iavolved: Amoco,
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ARCO, Convco, Chevron, and shell.

Under the current participation formula
their ownership totals 50.664 percent and that formula was
approved at the first meeting by additionsl perties totaling
31.682 to give that formula 8$2.346 participation eand frowm
then on it was adopted and additional approvals have been
obtained and I didn't recall just what the total is but it's
well over 90 parcent at the present tipe,

The alternate participation formula «-
under the alternate participation formula, c¢olumn thres,
those €ive parties have a total participation of 46,7 per-
cent and there were 46.7 parcent, as a ceincidence, of other
parties voting for that formula at the meeting that the Ffor-
mila 2~A waas adopted.

S0 1if we add those together, we have a
total of 53.4 pearcent, so that if by some miracle these five
partiaea would change their vote, this formula could he adop~
tad by a mejority of 23.4 percent. And these parties would
lose a total of 4 percent participation,

Q ¥r. HNolan, does Exxon have a recommenda-
tion with respect to the financlal exchange that would be
appropriate assuming the adoption of Pormula Number 37 is
that detailed in Exhibit Six-a?

A Yag, 3sir. The change would be only that
Bection 13 tract participation as shown here on thisg -~

4] And vou're raferring to the unit agree-

maent?
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A Yes, sir. I8 == i ~-
Q section 13,
A Section 13 of the unit agreemaent, right.

the language here is taken directly from the unit agreement
and I beliave we copied it, unless there iz somg typo sr-
TOrS. The only three changes that would be required is tha
substitution of the parcentage differences that we dlscussed
previously.

And that is shown in the portion called

Tract Participation Equals where we show 70 percent A/B, 15

parcent C/9, and 15 percent EB/F. Those underlined numbera
would have to be changed to 50 parcent, 490 -- I'wm sorry, lat
ma back up.

Those -~ the change would ba to the
anderlined numbers from S0 percent A3, 40 percent ¢/p, and
140 percent 2/F.

The numbers we recommend are 70 percent
r/B, 15 percent C/D, and 1% percent E/F to chenge this for-
mula to shift the regerves in the manner we'va discussed.

0 Do you have any othar compants o =~
R This would greatly correct the skewing of
rasarves.

MR. SPRRLIRG: Mr, Chnairman, I
think this would be an appropriate place to intarrupt the
testimaony,

MR, STAMETS: A fifteen minute

recesy’?
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¥R, SPERLING: Yes.
MR, STAMETS: 50 be it.

{Thercupon a recess was taken,)

MR, STAMETS: Mr. Sperling, you
may continue,

MR, BPERLING: Thank you.

G ¥r. Molan, you indicated to ne at the re-
ceas that you wished to make a correction. You made er-
roneous reference to a party?

A Yes, sir. I -= I was trying to make the
point that Culf is in a rather unique position in this unit
in that their parameters are all ahout -- fairly close to
the same, noch closer to the same than say Exxon or some of
the other parties,

Q 0o you mean parameters or participation?

A The parameters for Gulf, the sum of the
parameters of their ownership for the paramesters are puch
closer and therefore most any arrangement of those para-
metars gives you the same answer, and when ! made that
statement, 1 didn't realize it, 1 said Shell, and I certain-
ly didn't sean to say Shell. 1 meant to say that it's Gulf
who is in a falrly unigue pesition in having their, each of
their parameters be about the game value compared to the

other -~ they're not exact but compared to other parties,
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&0 they can accept a much wicer range of formulas and still
get their equity than other parties can.
And that wag =~ I in error said Gulf -~ 1
sald Shell when I meant to gay Gulf,
¥ All right. Kow considering the opening
statenent of position that you made with respect to Bxxon's
participation in this hearing, Y bmlieve that it would be
appropriste to now continue with reference to the exhibits
which appear to be relevant to Exxon's oblection to coperat-

ing agreement provisions, is that correct?

& Yes, sir.
G Gikay.
A The exception, the single exception that

Exxon tekes to the unit opesrating agreement, and you recall
in the opening statement, we took exception to the demand
wall provision as it's conteined in Article X1 of the unit
operating agreement, and I wouléd like to read into the re-
cord that provision. This is Article ¥I.l. Desand Wells.
Upon the effective date of unitization or
thareafter as demanded by the unit operator pursuant to the
unit plan of operations, working interest owners will pro-
vide a usable wellbore as defined in Article XI1.2 on each 40
acres wnich would constitute a proration unit within the
unit area. If any such 40 acres is not provided with a
vsable wellbore upon demand the owner or owners contributing
the 40-acre location shall have the option for ninety days

te provide a usable wellbore.
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1f & usable wellbors is not provided
within the ninety day period the owner or ownars contri-
puting the 40-acre location shall within ten days of the end
of such ninety day period resit the sum of $100,000, and in
brackets [%100,000] to the unit operator to be applied to-
ward the cost of drilling, completing and equipping a well
on the deficient 40-acre location.

g with that preface would you plesse refer
to what’s been marksd as Exhibit Seven and explaln what that
is designed to show?

A All right., Exhibit Seven again shows the
outline of the unit area from Exhibit A of the unit agree-
ment and the tracts, locates the tract location with a
dashed line within that aresa.

The sum -~ there are certain numbers
shown on each of these tracts. Those hunbers represent the
nunber of wells which may be demanded by the unit operator
under Article XI.l for each tract.

You'll notice that Tract 53, for in-
stance, again we have highlighted the same tracts here as
were highlighted on the prior exhibite.

Tract %3, which is 160~acre tract has
four demand wells on it, ft's required to furnish four
wells.

Tfract 17 iz required to furnish two
walls,

Tract 27, two wells.
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And Tract #, four wells.

¥You might recall that these tracts were
allocated in excess of a willion barrels under the communi-
tization formula, and of course you look arcund the perime-
ter of the unit and you'll see tracts which had way less re-
serves allocated to them with similar numbers. 0f  course
it's on a per acre basis, &0 that the poor Lracts are re-
quired to furnish as many wells as the good tracts under
this demand well provision.

There are actually 101 tracts within this
unit and there are 400 ~- 344 total weils which fall {n this
demand wall category. From earlier testimony we heard that
they ars actually producing now soma 221 walls. S5¢, ob-
vicusly, theare are 123 wells, then, which for some reason
weren't producing. Mow these are the wells that are really
suBbject to this Xi.1 bacausa, obviously, you can make
$100,600 by contributing -- you can save $100,000 by contri~
pbuting your wall but you are then charged for a possible 123
wells, because for some reason those wells arge not pro-
ducing. They're either temporarily abandonad, abandoned, or
converted to gas injection and thers are 123 of those fel-
lows,

There's & lot of money involved here.

There's actually 357 teotal tracts but 13
of these tracts never contributed any production, szco they're
net shown, You'll aee some of these tracts around the edge

of the wunit where only the nusber one is shown vhere i(t's
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obvious that it's an #0-acre tract, that means that one of
those wells never contributed any production. That's why
there's a little discrepancy between the actual acreage and
those numbers.

Q How, Exhibit Number Seven, to which
you've already referred, through Seven-B and Seven-C all ap~
pear to be related. Rather than identifving each one, con-
sider each ons, would you please direct your attention to
those exhibits and as you refer to a particular exhibit
would you identify that exhibit by its number designation?

A All right, sir. Now, BExhibit Seven~A,
which is a comspanion exhibit to Seven, shows the sawe unit
outline, it shows the same tract boundaries. Instead of
showing the tracts demanded, on this map we show the total
number of wells credited -~ credited to each tract by the
unitization formula.

How 1'd like to just step aside here
just a minute, The normal procedure in a unit is that an
inventory evaluation adjustment is made to provide for the
transfer of personal property from one party to the other
when & =~ when a4 unit is formed. 'The reason for this 1is
that some parties drop in percentage of participation and
contribute more equipment, others gain participation and
contribute less squipment, 80 in every agresment that 1've
basn involved witn there is always an investment adjustment
provision which provides for this exchange in value of per-

sonal property.
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80 this exhibit would show you how many
wells would be credited if we took the total number of 344
wells which are needed for this unit and allocated them to
the variocus tracts on the bazias of the unit participation
percentage of that tract.

Again we see the four tracts, Tract 53,
which contributed four wells, is credited under the unit ~-
under the percantage participation with 17.6 wells of the
344 total.

Tract 27 contributed two. 1t will own
9.2 wells after unitization. Thay becoms the proparty of
that «=- pf the owners of that tract. They've contributed
two. Under the unit formula they will own their percentage
of 344, so0 they've gained 7,2 wells with a value of $100,000
sach for a total of $700,000.

Now a&gain the star performer, Tract Hum-
ber 8. It contributed four wells and under the unit formula
by virtue of its 9 percent participation will be credited
with 27 -« with 31.2 wells, a difference of 27.2 walls, or
$2,700,000 worth of wells.

S0 not only did that tract gain a bunch
of reserves, it galnsg $2.7-million worth of wella by virtue
of the allocation formula when parties are forced to provide
additional wells to the benefit of that tract.

There's a -~ I think we can conclude from
this that there's a considerable shifting in the wvalue of

personal property and it looks to me like it's confiscation
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of personal property.

The next exhibit {s one that we've aub-
mitted similar to in the past. This shows the dJdifference
betwean the two maps and if we refer to Tract 8 again, it
picks up 27.2 wells, aﬁé difference between the four contri-
buted and the 31.2 allocated. There's a total shifting on
here of ~- on the speckled are the high reserve tracts,
those four tractas. They plek up a total of 58.8 net wells.

Now this has been taken from tracts which
we have highlighted with the litele creoss hatched dashed
lines, These tracts show -~ that cross hatching shows
tracts which lost greater than three wellbores dus to this
shifting in ownership caused by the participation formula.

50 we gse the tracts that lose and the
tracte that gain. On the four tracts, thelr net gain was
58.8 walls for a total of $5.88~million and the tracta which
loat three or sore walls, a total of 36.8 wells, $3.68-mil-
lion,

We cross hatched this because two of Ex-
xon's tracts fall within this category, the one directly
offsetting Tract 53, which loses 5.3 wells, and the vertical
-~ 1 don't know what section that is, but it shows & 3.8 net
well loss, 1t's the only one showing sort of in the middle
of the map. That's an Exxon tract as well, 80 those two
tracte are goling to lose 7.7 walls for Exxon at a cost of
$770,000.

And that’s all I have to say aboul that.
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o 1 don't believe you have referred to
Seven~C yat,

A No, sir. Now again Exhibit Seven~C shows
an exarmple caleoulation, or how these maps exactly were
detaermined., The number of wells demanded, say, for exsmple
on Tract § is obvious. ‘There are four wells because it's a
160~acre tract, The total number of wells allocated, the
wells allocated are equal to the tract participation times
the total demand wells in the unit.

Por instance, for Tract 8 the wells allo-
cated is 09059, which is the unit participation percentage
of that tract in the unit agreement times the total number
of wells, the 344, which shows 31.2 wells, and the differ-~
ence between the wells allocated and the wells demanded,
then, is just a subtraction of those two nusbers, 31.2 minus
4, gives us the total difference of 27.2 walls, and the
sources of this information are the Technical Raport to get
the nusber of qualifying wells and the proposed unit agree-
ment, Exhibit C,

I believe that's all we have to say about
that.

g Please refer to what is marked as Bxhiibit
Bight and explain it.

A Again we're ghowing the four horsemen
here, Tract 8, Tract 17, Tract 27, and Tract 33,

The second column on that tabls which s

titled W4allbore Value Gained for Pour Zracts Renefitting
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————

Hogt from Current Pormula 2-A, we show in the second column

ownership. Again Amoco, ARCQ, Conoco, and Chevron sach own
2% percent of Tract 8. Gulf owna Tract 17. ARCO owna Tract
27, and Shell owns Tract 3. And again we can gsee why thosge
particular ownars prefer a penalty wmethod rather than an in-
veantory adjustaent method.

The reserve gain is shown here simply for
referance., You'll recall I said a lot of words about tha
gain 1in reserves of these various tracts. This is simply
taking the numbers from a previous exhibit and showing that
these four trescts gain 4.7-million barrels when we look at
this thing on an individual tract basis,

The wallbores credited by the formula, we
show the percentage of each tract, totalling again 20.579%
porcent, multiplying each individual tract by the total of
344, we say that after unitization these individual tracts
are geing to be credited with ownership of this number of
wells, & total of 70.8 wells, and you will recall that
thegse, of these four tracts the percent of wellbores contri-
buted is shown in the fifth column such that under Tract 8,
which contributed four wells, that's 1.162 percent of the
344 wells, 30 that tract has a participation of 9 percent
and a wellbore contribution of 1.1 percent.

And that amounts to a gain of 7.8 percent
of the total number of wells or 27.2 wells with a total
value of $23.7-million.

We move Gown the line to Gulf. On their
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Tract 17 <they have contributed in the fifth column, they
contributed two wells and in the fourth column they are
credited under the formula with 12.8 wells, & gain of 10.8,
for a gain of $1,000,00C investment inventory value.

Tract 27 in column five contributed two
wells, iz credited, as shown in column four, with 8.2 wells,
a difference of 7.2.

And Just to go through the last one,
Shell. Shell contributes on Tract 53 four wells, is
credited with 17.6, a difference of 13.6 wells for a value
difference of $1,300,000, for a total value of all wells for
these four tracts of $5.88-million,

How just to show down in the lower left-
hand, 4it's summarized by owner. It shows who gets what.
The blg gainer here is ARCO with £1,400,000, They probably
like this arrangenent.

The second is Shell with $§1,340,0080.

Third Gulf. Gulf gains $1,080,000 on
this basis.

ARCO -~ Amoco, Conogae, and Shell each
gain {(not e¢lsarly understood.) And I want to peint ovut
that's just for these four tracts. That's just for these
four tracts.

How, each of these parties had interests
other places and they may have a tract that loses, but on
thess four tracts this is the exchange of value.

I saw you shaking your head. And that's
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1 have to say about this exhibit.

G 1s it appropriate now to refer to Exhibit
Nine and explain 4t? Actually, this is a series of exhi-
bits, too, Bine through Rine-~8.

A Yes, sir.

o would you discuss thesm together or separ~
ately or whatever you choose?

F Yes, sir. Well, I think 1'd just like to
talk about Exhibit Nine, then Nina-A, and then Hine~B,
They’'re all related, and then we'll stop and then we'll go
to Ten,

Hlow we talked about the tract shifting of
wellboras. Now 1'd like to direct your attention to the
ownership shifting becauvss some parties on some parties lose
and on other tracts gain, and some of it washes out and some
of it doesn't, 80 we want to show you the net difference in
the wellbore demanded under the unit agreement and the well-
bores allocated by the unitization formula, and the gain and
loss for the various parties.

I'd like to point out before I get asked
the question on cross examination that that 344 iz & fixed
number. We don't -~ it makes no difference how many contri-
buted or non-contributed wells there are. This is a differ-
ence in value because sach party is reguired to furnish a
wall or pay $100,000, so0 this is a difference regardless of
how many wells you actually turn over.

How Shell, for instance, in column two,
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the wellbores demanded under the unit agreement are 1%. The
sum of all Shell's ownership on that previous map i3 19
wells,

The wellbores allocated under tha uniti-
zaiton formule is 23. S0 wa see again in this table, and
this table is laid out in the same order, the same sequence
as &1l of our pravious tables to show that those parties who
gain reserves slaoc gain inventory value because of this de-~
mand well provision, Section XI.l of the unit operating
agreament.,

Shell, for instance, contributes 15
wells. They're allocated 23,03 wells and they gain 8.03
wells,

Chevron contributes 15.% and they're al-
located under the formula 23,72, because they're a high
owner, high percentage owner, they gain 8.22 wells with a
value of $822,000.

ARCO gains the nmost. Bnder the unit
agreement they have a total of 54.8 tracts, which under the
unit agreement, the unit operator can demand a wellbore.
Looks to me like in that paragraph it's his option, but in
any event he can demand a well. e can demand 54.8 wells
from ARCO,

Tha wellbores allocated under the uniti-
zation formula by virtue of their participation is 67.8 for
a gain of 13 wells worth $l.3-amillion to the future velue of

the unit.
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gulf, because of the fact they've got
their fest in & couple different tracts, lots of different
tractx, they contribute their on demand clause, they have
98.84 demand wells. They're going to contribute -~ 1'm sor~
ry, the wellbores allocated to them under the unitization
formula are 103,38, 98,84 are the demand wells and ths Aif-
ference is 4.54. They still gain but only $5454,000, and re-
masber that on the previous table, I think on these particu~
lar four tracts, and 1 think I saw some shaking heads on
that, where Gulf gained «- I'm sorry -- yes, Gulf gained
31,080,000, T™ais means that somewhere they've given back
part of those =~ those wells, 80 their net is 8$458,000,

And right on down the line, then, and we
see we stop right at Zxxon again. They gain .23 walls and
211l of these partiaes, without exception, are gainers undsr
the unit formula.

Exuon ig the biggest loser by far. Sxxon
has 29.5 demand well tracts. Exxon's allocated share under
the 4.8 percent ownership in the unit is 16.72 wells after
unitization for a net loss of 12.78 wells with a wvalve of
$1,278,000 and of course this right hera is why we're here
cosplaining., We don't think this is fair and equitable,

And the net diffarence regardless of the
wells contributed or not contributed is $1,278,000.

and we go right on down the line,
Thera's a total of all owners, and some of this is severe on

thesae very small owners bhecause they have very little unit
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participation and they're reguired to furnish a well, They
can't afford to do it. In fact we are later going to point
out several tracts which actually lose money because they're
required to furnish these wells.,

But eavery small owner logses wells and
coupled with the fact that those owners weren't credited
with a really appropriate share or reasonsble and equitable
share of reserves, is the reason many of them have gotten
out. of this thing and have sold their interest or traded it
or done whatever, and some thirteen of these tracts have
changed ~- gowe thirteen of these owners have tendered their
tracts Lo the unit owner -- to the unit opserator.

B¢ npow we come to the bottom line there
of some 41.93 wells that are transferred from some parties
to other partiea and the total value of that is $4.13-mil~
iion.

Exhibit ¥Nine-p, now, the agreement ac-
tually 1is =~ invokes a penalty for a well not contributed,
50 here we've broken out what we sstimate to be the wells
that will not be contributed to the unit to show the affect
on the parties who for one reason or another either have
abandoned a wall, have a well producing frowm a gas zone, or
tepporarily abandoned, or in bad shape in some manner. we
believe these are the wells that will not be contributed to
the unit.

How we based this table on some informa-

tion furnished by Gulf to tha Teshnical Committee whers they
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made an estimate and it was difficult to get and as thay
have pointed out in testimony, this is hard to determine in
advance. The parties that are contributing the wells don't
know Lf they're in acceptable condition to classify as qual-
ifying under the restrictions for them to come into the
unit, 8o until they know whether those wells are acceptable
and clear to the hottom or haven't got collapsed casing or
somothing, we won't know exactly how many of thase wells
there'll be.

But this is our best estimate on how many
there’ll be. We think there'll be #6. e know Exxon, the
number is 7, and this follows pretty closely with informa-
tion gathered by the Technical Committee.

Thare's a total of 86 of these Jdemand
wells that won't be contributed, Thay have a value of §8.6~
million distributed among the owners in the manner shown
there.

The column number 4 shows the allocated
share of the non-contributed demand wells. How we're con-
centrating on these £6 wells.

The ownershlp of those walla once they
are demanded and put into the unit, or the party pays the
$100,000, the ownership of that money or that well goes -~
is distributed under these allocation percentages,

For instance, Shell has in the column 4,
Shell has 6.69 percent of the unit ownsrship. This means

that this valve of £8,600,000, which is paid by the parties,
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§.,69 percent of $2.6~million is $576,000 goes te Shell, for
a net gain of Shell, they contributed ~« thay had to pay
£100,000 into this thing and their net gain is $476,000.

Chevron, we think they have 4-1/2 wells
that they've going to have te contribute or that they'rs
going to have to pay for or redrill, or do whatever, rhey
have a value of 3450,000. Their unit ownership applied to
the $8.6~million is $593,000, 8o they gain $143,000 on this
transaction.

ARCO, they contribute 12.36 wells and
they have an ownershp of 19.7 percent, which will credit
ther with $1,68%,000 in value for these 86 wells, total gain
of §459%9,000.

Mow Gulf on this transection, on this
particular transaction, Gulf incure a loss. Their non-con-
tributed wella, from the information we've gotten, about
28.71 and they'll probably correct me on that, but §2.871-
million. Their contributed share or their ownership after
they go into the unit is 30.%4 percent for & total value of
$2,5%84,000, a loss to them, then, of $287,000.

B0 if we go down to the bottom of the
page wa gsee that there are certain gaing and losses,

As to Exxon, 1'd like to ~—- to -~ I'd
like to read you Exxon's numbers. Exxon, and we're pretty
sure of these nusbers, Exxon will have to pay for 7 wells
we do not believe are in any condition to be put into the

unit, o wae'll have to pay under that demand well provision
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£700,0600 up front.

Our allocated share at 4.86 percent of
the total $8.6-million is 5418,000 and our loss then |is
$282,000 on this particular sagment of the gain and loss,

Now you've seen and you've bheen told some
numbers 1in previous testimony, and you probably recognize
there's some difference Dbetween these numbers and what
you've been shown before.

And the main reason is that earlier tes-
timony didn't provide any way to celculate what credit, what
was owned by a party after unitization, 1t just showed the
penalty portion, this portion.

82 now we come down to the bottom line.
There's a value sxchange here, a net of $1,798,000, and it
will be taken cut of total contribution of $85,600,000,

Do you have any guestions on that one?

Now, then, wa'd like to show you the nat
affect without this of Exxon's proposal, which is the reward
method rather than the penalty method. Wa would like to =-
we bellieve that £hell has a valid point when they ==~ or
5hell, we believe that Gulf, correct that, please, we bhe~
lieve that Culf has a valid point in thelr previous testi-
mony where they say you must have a provision to encourage
the oparators to put their wells in the unit dDecauvse othere-
wige Lf we didn't have some provision like that they'd just
kaep them for whatever they're wortl, up hole, down hole, or

whataver,
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How this was the subject of great discus~
sion in the Working Interest Qwners meeting on the value of
£100,000 placed on these wells and almoat with the £lip of a
coin it was decided that instead of applying that 35100,000
as an investment value, or inventory value, we'd apply it as
2 penalty, 8o that if you didn't contribute you had to pay
the $100,000, rather than {f you d4id contribute, you qot
$100,000 for your well.

And what we're proposing ie that we now
go to the sore conventional method, 1've seen a lot of unit
agreements but I've never seen that XI.1 in any of then,
that Shell is propozing -~ that Gul! is proposing.

1've seen where wells have been given
value, and this is what we propose, that the wells be given
a wvalue of a million ~~ of $100,000 apiece and then this
will show you the affect on the parties.

Shell, their contributed wells will be
14. Wow that number is precise unless we've made & mistake
adding, but you can add on the tract map that Shell’s con-
tributed wells will be 14,

I want to correct that statement. That's
not correct.

Again, we 4id have to egtimate, This is
not a precise number. we diéd have to estimate this by sub-
tracting from the known 344 wells requirement. The previous
table shows 86 wells and from the same parties then we sub~

tracted their known contributed well number. 0Of the 344
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wells wa know how many each of those will contribute, so you
must subtrace, then, the table, prior table, which showa
that «~ not taken from the prior table, It's the addition
cf these two tables.

In other words, Shell's actual share of
the 344 wells is 15. We believe that Shell will have a non-
contributed demand well of just one wall, 80 that leaves
them 14 wells which will be contributed by Shell. Only one
of their wells, by our estimate, is in not -~ will not come
into the unit with some value, with the $100,000 value,

And then 80 on down the line. If you add
up tha 258 and the B6 we should come to 344 known number of
demand well tracts. Those two columng are additive. 285
wells in our judgment will be contributed and 86 will not ba
contributed.

FPor each owner, then, vou could add the
two numbers and find out how many total of the 344 wells
those owners will contribute, and that is a kaown number,
the 344 and the distribution by owners is a known number.

But we don't know exactly which wells
will be contributed.

And now we'vre going through the mathema-
tics, we take the contributed wells in column 2 with a value
at $100,000 is calculated then in column 3, Just taking
$100,000 times the number of wells, and then tha -~- the
fourth and fifth coluasns show the unit allocation of contri-

buted well wvalue. Now this where we take the unit partici-
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pationz and wmultiply it by the total value of these wells
which you see down at the bottom of column 3 ig $25.3-mil~
lion worth of wells which we judge will be contributed. L1
will not. Sum of the 36 and the 258 is 244. But $25.8~
million worth of wells, it is our judgmsent that the number
of wells which will be contributed.

In column 4, the unit participation, that
unit participation was, a fraction of pavticipation, was
multiplied by the $25,800,000 total value of the wells.
This shows how much -~ what is the value to each one of
these owners after unitization, or that's what that unit
owner will have to pay to someone because of the wells he's
picked up, the number of wells ho's picked up.

In other words, £or -~ in the case of
Zhell, they have a working interest ownership of £.69 per~
cent, We're saying that $25,.8-million worth of wells con-
tributed. 8hell's going to have to pay into that $2%.8-mil~
lion a total of §1,728,000.

S0 then if we take columns 3 and 5 and
subtract it, we see the net effect on Shell, They have con-
tributed $1,400,000 worth of wells and the unit value that
they will have to pay 88 an investment adjustment is
$1,728,000, 8¢ that their net loss on an inventory adjust-
sent is $328,000,

Again referring, I always like to refer
to the biggast gainer. ARCO will be in this case the big-

gest gainer. We judge they'll contribute 44, -~ in the
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third line down, we judge they will contribute 44 -- 47.4¢
wizlls for a contributed value to the investment adiustment
number of $4.244-million, This is what they will receive on
one side of the ledger on the investment adjustment, inven-
tory adjustment,

On the other side of the ledger they have
a 1%.707 parcent interest in the unit, They will have to
pay a4 total on the other side of the ledger of $5,083,000,

S0 the difference between what they've
contributed and what they will own after the unit is a 4i{f~
forence betwesn S083 and 4244, a difference of 3823%,000
which they'll have to pay because they have gained wells in
tnis unit and the use of the wells and the reserves that are
produced through those wells.

S0 we don't nead to labor through all of
these aumbers, but you can see that again the significant
thing on here is, if vou go right on down through Brady in
the same order that all the other tables are presented.

There are ten gainers and the rest are
losers without sxception.

8o the high reserve parties, the gainers,
will have to pay, will have to pay inte the investwent ad-~
justment, and this is a reszsonable and fair thing Ddecause
they're gaining the reserve. They're getting credit for the
reserves and they're msking the profit, highest profit in
this unit.

Q wWill you move on to what's been marhed as
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A Okay, Exhibit Ten now, now this just sum~
marizes the numbers that wa've shown on sevaral of the pre-
vious tables, and it’'s our ~- it's our final exhibit we're
going to have to throw numbers at you on.

Exhibit Ten. It shows the value 0f the
well and the reserveg taken over undsr}tha unit agreement.

1t shows the effsct of both the wellbore
penalty &and the inventory credit methods, the entire swing
between the two, which is the swing we recommend.

We reconmsnd that we delete Paragraph
X1.1 &nd that we add some language to provide foar inventory
value for the well.

Q And Bxhibit Ten is simply a compilation
or combination of the two previcus axhibits, is that not
correct?

A Yes, sir, that's correct., Thig is a cown-
pilation, actually, of thres previous exhibits hecause we
also would 1like to show on this same exhibit the gain and
loss in reserves which we talked about in the prior half of
this presentation.

80 now wa see that Shell, with a unit
participation in the second column, 6.6% percent, previous
testimony has shown by our judgment, by the way we have
skeawed these reserves, that Shell's gaining 908,000 barrels
of regserve, and the value of those reserves is shown in col-

umn §. The way we computed that value, simply to show a2
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comparison number to the value of the wells, was to takn
from the Technical Committes reaport the net profit shown of
the $273,000,000 and divide that hy the 76.2-million barrsls
of reserves to get a par barrel profit to apply to the bar-
rels gained by the various -~ or lost by the various par-
tias,

We selected arhitrarily a 12 percent pra-
sant valve bacause at the time that was the prima rate. To-
day it's down to 11-3/4ths, 1 think, but in avent, we used
12 pearcent. We had to take the present value profile fron
the uanit -~ from the Technical Report and compute what tha
5273 =~ wnat the 12 pearcent. We knaw the 10 and we knew tho
15, computed the 12 percent to present it hers. That numboer
is $273,000,000. We divided that by 78.2-million bharrels
for a valus discounted 12 percent after taxes of 83,6 ~-
53.606 a barrel. That's a net profit on a per barrol basix
for the 76.2-million barrels production.

8¢ then we take the gaing and lossas and
multiply them by the 53,60, ¥ sae that 3hell picked up
£23.3~million by virtue of the unitization formula.

Gulf, ! can point them out, Gulf pickaed
up  $1,37%,000, not a great amount when you consider their
ownership.

Goling down and shifting over to the losas
coluen, you see Exwon heading the liat again, a loszss o
908,000 barrels with a value of §3.3-million.

0f coursa that's -~ that's what our prob-
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lem was earlier in the first half of this testimony.

How in the last two columns we show a sum
of the two previous exhibits regarding well vakue; This is
a swing between the two methods of adjusting, or mgtﬁa&s of
providing incentive to biring wells in, the loss méthnd and
the gain method, or the reward method and the “gena}ty
method, |

Again, exactly thege top ten or eleven
parties, two, four, #ix, =ight, ten parties, the top ten
parties have a gain ranging from $1,300,000 for ARCO down to
the little fellows of 512,000 gain for Apollo and S & S.

Now Exxon, we add the two -- we add the
numbers froms the two previous exhibits, has a net swing be~
tween the two methods of §1,278,000,

And then we csn go on down and show other
parties. Some of the other big loserg are Cities Service at
$3%8,000 net loss by this feature of the unit agreement,
unit operating agreement.

And I might point ocut that columns, the
loss in column -~ column % and 6, or by virtue of the uniti-
gation formula and relate to the unit agreement, and are
gseparate and apart from the losses incurred under the unit
oparating agreemant having to do with well adjustments, but
we want to show that coincidentally the same parties, exact
sama parties gain reserves under the unit agreement, wouls
e charged for wells under this -~ under the method we pro-

pose and would receive credit for the wells under the penal
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ty method proposed in the unit operating agreement now.

There was a total shift in  value of
£4,193,000 from ong party to the other. That's & net chango
hetween the penalty method and thes inventory credit methoAd,
which g proposed as -~ by Exxon as @ curative measure to
make this unit opersting agreement fair and equitable.

o All right,

That's all we have on Fxhibit Ten.

¢ How  would you identify Txhibit Tleven,
tleasa,

A Exhibit Rleven shows the effect of the
panalty method at the top of the page, the top half of the
page. It shows the affect of the penalty method on three
arbitrarily gelected tracts having low participstion. This
showeg the wellbore penalty mathod effect on thoge tracts.

Mow, there are tracta in the lefthand
column, There are Tractsz 38, €3, and 74, and of course
those are perimeter tracts having very low participation
which will under the demand well provision be required to
furnish at least one well.

o if we take the percent participation,
for instance, of -~ and this is shown at the bottom, arbi-
trarily selected to calculate on the basis of Tract 74, the
bottom of those three ~-~ those three tracts. Leat's look at
Tract 74, It has & percent participetion of .0%017. Now
that's a fractional participation of .00029,

Eo 1f we take the 00029 and the
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5373,36@,99&, this is right at the bottom of the page, this
is ¢to i¢a1culata the net profit attributable to that tract
under the unit agreement -« under the -~ yes, under the unit
formule and based on the Technical Report, Tract 74 would
get a 12 percent present value profit of 879,170 cumulative
throughout the life of the unit,

Tract 58 computed the same way would have
an $87,000 present valuve profit.

65 would have a $2%,000 present value
profitc.

74 would have a 379,000 present value
profit.

Now, these threse wells, these three
tracts are going to be charged a peralty for their Ffailure
to bring in a well of $100,000, so the net loss through uni~
tization for these tracts, for Tract 5% is 313,800; for
Tract 65, $7%,000; and for Tract 74 it's 321,000,

Now we'd like to show at the bottom of
the page here the effect of the ianventory methnd on the low
participation tracts with a well inventory method rather
than the penalty.

The first three ¢olusns are exactly the
same., Shows the tracts, shows the percent particlipation,
shows the unit revenue,. Regardless of which method you use
thogse first three columng are fisxed under the unit agraement
80 they ain't going to change.

fio we have again an $87,000 profit for
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58; 82%,000 profit for 6%, Tract Humber 65,band 579,000 pro-
fit for Tract Number 74.

MHow under the method we propese those
tracts would have to pay an inventory cost gquivalent o the
total wvalue of all wells in the unit, They'ra not contri-
buting any so they're qoing to have to pay some money to get
their reserves. They're going to have to pay something., So
the amount that they have to pay is shown undar 2 down
there.

You take the value of the 344 wells at
8100,060. *That's the inventory coust. That's $34.4-million.
And for Tract Number 74, which i3 our axample, it has a
pay 88976, or lined out in the table above, 74 shows at in~
ventory cost, 310,000,

For Tract S8 that inventory cest is
811,000, and for Tract 65 that inventory cost, for the use
of those walls, for the ownerghlp they'll have in those
wialls when they come into the unit, 344 wells, with their
emall percentage, That's the amount you have to pay into
the inventery adjustment up {ront,

what they stand to gain on & 12 percent
discounted basis, the revenus, shown in column 3 of $87,000
for Tract 58, 825,000 for Tract €5, and 79,000 for Tract
74, This gives thes net gain instead of losses, a net gain
of 576,000 for 54, 522,000 for 65, $6%,000 for Tract 74, so
I think this shows pretty clearly that small tracts having

small raserves around the edge of the unit that now are
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abandoned generally because this i3 an old field and they'va
depleted their reserves, under the method proposed by Gulf
they're going to be penalized, to bring their reserves for
someone alse to use in the unit, Under the method proposad
by Exxon they can afford to pay for the value of the 344
wellg and make some profit so that the tracts are better
protected.

we think that the tract -- on & tract by
tract basis this method protects the tracts and results in
equitable treatment of the tracts, where the other method is
inaquitable.

I believe we're asking the Commission
that == that this -~ this be changed: the operator to be
sant back to the toonlhouse and renegetiating.

¢ well, in that connection I take it that
Exxon has a recommendation to make with regpect to making
this change appropriate to reflect Exxon's recommaendations.

For that purpose would you refer to Exhi-
bit Twelve, please?

A Yes, sir. Exhibit Twelve shows the revi-
sions of the unit operating agreement only to effect the
welibore inventory evaluation, As I previously stated, this
affects only the unit operating agreement and the unit oper-
ating parties, not the royalty owners or the State or the
Feds or whoever, It just affects the working interest own-
ers in a matter betwsen the working interest owners.

It will be necessary to ravise Paragqraph
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i0.1, Personsal Property Taken Over, of the urit operating
agresment to read, Usable wells as defined ip Articles ¥XI.3
completed in the unitized forwmation from which working in-
torest owners elect to contribute -- which owners -- workinag
interest owners elect to contribute, together with the cas~
ing, tubing, and downhole equipment, up to and including the
Christmas tree. This then defines unit well -- usable
waolls, T™his would make a proper definition of usable wells
in Paragreph 10.1.1.

Kow the main paragraph that the -« that's
& =« that's going to have to be changed just to coincide
with the -- or be in agreement with the main change that's
reguired of Paragraph 10.2, Inventory and Ivaluation of Per~
sunal Property.

It will be necessary in Paragraph 10.2 to
dmlate the last sentence of the paragraph, which reads as
followss it ils specifically provided that with respect to
each well taken over far unit operation nc value shall be
assigned to intangible drilling costs of guch well or to the
Gownhole casing therein, and we would need to substitute
this following languvage in Paragraph 10.2: It is -~ and
this is the main paragraph involved here.

It is specifically provided that each us-~
ahle well as defined in raragraph 11.3 hereof taken over for
unit operations ghall be assigned a value of S1C0,0080 to be
included in the laventory and valuation of personal property

taken Gver.
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This merely swops it to a value taken ~-
for inventory of personal property taken over rather than
the penalty maethod,

And  then Jjust to -~ thera'll be sowe
minor changes needed in Article XY, %allhores. We’ll have
to delete where it says demand wells, we'll have to delete
the whole Paragraph ¥XI,l which definas demand wells. We'll
have to delste Paragraph XX.2 which is in regard to excep-
tion to demand well requirements, and in the first sentence
of Paragraph ¥X1.3,1 deleta the word "demanded® and substi-
tuts the word "needed”.

Those particular chonges would limplement
changing the unit agreement to provids for a well inventory
evaluation rather than a wel! penalty, and this is what Ex-
xon recommends, that it be done, Period.

L+ Do you have anything further with respect
to the exhibits?

A Unless you have any suggestions,

Q 1 want to offer them,

MR, SPERLING: I1'4d like to of-

for at this time Exhibits -- well, 1'd better preface that.

) Were thess exhibits prepared by you or
under your supervision?

A Yes, sir, with the good help of Glenn
Wood sitting next to you thera,

Q All right,

MR, SPERLING: 1 would like to
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offer Exxon Exhibits One through Twelve,

MR, STAHETE: wWithout objection
thagse exhibits will be admitted.

Does that conclude your direct
cage?

MR. SPERLING: Yes, it does. I
want to aask Mr, Nolan one more guestion.

Q Mr. Holan, in your opinion and based upon

your profassional experienca, would the acceptance by the
Commiggion of the reccomendations of Exxzon protect correla~

tive rights «-

A Yes, sir, 1 =--
Q -- with regard to this agreement?
F Y Yes, sir. I believe it would and I De-

lieve the difference here in what wa're proposing and what
the unit agreement and the unit operating agreement, the
unit agreament particularly proposes, is a tract protection.

The parties negotiated a unitization for-
muila based on parameter values for their companies. They
presented no evidence,. I covldn't find any evidence in the
pregsentation that individual tracts had been looked at. Now
maybe they did this at home but they didn't present it as
direct evidence.

8a I believe that the formula we'ras pro-
posing would make the unit agreament come much closer to
protection of correlative rights than the tract offered --

presently offered in the formula.
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And then with respact to the unit operat~
ing agreesent, I believe that agreement could be challenged
on the basis that certain of the tracts become uneconomical
wien you have to pay the wellbore panalty and yvou're going
to have your oil confiscated, and there's 120-gome wells in
this unit which receive no credit for the first fifty per~
cent of the unit formula. Those particular walls are all
subject to the penaliy.

S0 the cosbination of these two things
really, what Exxonts complaining about and would 1like to
complain about separately and individually as to our damage
under the unit formula and our damage under the unit operat-
ing agreement.

Q Thank you.

MR, SPERLING: That concludes
our presentation, Mr. Chairman.

MR, STAMETS: Mr. Kellahin, 12
progsume you have extenaive cross examination which will take
equally as long.

MR. KBLLAHIW: Mr. Chairman, 1
don't know how extensive it will Be. 1 hope it will be con~
cise and penstrating and brilliant, 1t may take me mora
than ten minutes to do that.

MR, STAHMETS: What I am -~ what
we sre going to do is recess this case until]l after the lunch
hour which we will set shortly. 1'm going to call the Caul-

kins cage because 1 understand there is no testimony in that
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case &nd cthen we will confer with the parties in Case 8087
and see what they desire to do and then we'll recess for
lunch.

MR, XEELLARIN: Mr, Chairman,
what are our time constraints this afternoon with the Com-
mission’s schedule?

¥R. STANETSE: We are
tentatively sacheduled to appear befora the LPC at 33130 and
wa expect that to slip a little bit,

Okay, we will temporarily re~

cess this case.

{Thereupon the hearing was in recess.)

(Thereafter at the hour of 1:30 o’clock
on the same afterncvon the hearing was
again called to order at which time the

following proceedings were had, to-wit:)

MR. SBTAMETS: All right, we'll
now resume the hearing of the three Gulf cases, 23%7 through
3938,

And we're ready for your ¢ross
examination, Mr. Xellahin.

HR. KELLAHIN: Thank you, sir.
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CROSS EXAMINATION
BY MR. KELLARIN:

Q Mr. Nolan, 1I'4d like to have you, sir,
review with me Bxxon's participation in the various studies
and efforts that have gone on over the years in an attempt
to form the Bunice Monument South Unit Arsa in Lea County.

The testimony yesterday was that there
was on this latest effort a Working Interest Owners mesting
approximately Nay 10th of 1979.

Were you, sir, or representatives of Ex-
xon to your knowledge present at that first Working Interest
Ouners meeting?

A I don't know whether Exxon was repre-
sented at that first meeting.

Q The first Technical Committes meeting
that was described yesterday was a meeting that occurred ap-
proximately July 26, 1979,

Was Exxon present with representatives at
the Technical Committee meoting?

A I bellieve that you entered into evidence
the minutes of the various meetings. @ would like to have a
copy of that and then 1 can read through there and tell vyou
which ones Exxon attended. 1 cannot recall offhand who at-
tended what meetings.

O All right, sir, based upon your recallec-
tion now, Mr. Nolan, would you describe for ue when vyou

first began participating or under your direction members of
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your staff began participating in the process to form a unit
for this area?
A 1 personally have not baen involved in
ehe actual technical work formulating the Technical Report.

I have been in association with several
enginsers, beginning with Bill Purdy who 4id attend certain
of these smeatings and Exxon, I believe, attended most of the
meatings. 1 don't recall how many, and through the years
and over the months we've had geveral engineers attending
these meetings and participating in & technical study, and
this is an effort coordinated as described sarlier with Gulf
43 the coordinator, these various enginsers attending then
review the work done and make comments and suggeations and
such.

We did attend these meetings. 1'd 1like
to point out that we have taken no exception to this report.
W%e have reviewed the work in that report, We've reviewed
nearly avary nusber in that report. I locked at every de-
cline curve.

The report is gquite complete, I feel
that thers was an excellent iob done under the -- on the
basis of the material available in this old field.

| 8o 1 bellieve that Exxon has supported
this study and has agreed. We have not takxen exception to
the Technical Report itself.

e have not taken exception to the para-

meters developed by the -~ out of the Technical Report. We
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have supported these paraneters. wWe agreed to those para-
meters as 100 ~~ as the rest of the parties did,
We began to take exception to this propo~
sal with the formulation of the participation formula.
Q 1 appreciate your comments, Mr, Molan,
My question was, howsver, to what extent you have bsen par-
sonally involved in the unit process, and let me ask you
again, sir, when 4id you personslly ~- did you personally

attend any of the Working Interest Owner meetings?

A i attended only one technical meeting.
Q All right, sir, and ~-~
A And one Working ~~ ! did attend one YWork-

ing Interest, becauvae everybody alse was out of town,

) All right, sir. And can you relate to us
now which of those meetings that you attended yourself?

A I can't recall. I'd have to get the
minutes of those meetinge and see which ones my name was on.

Q You made reference to the Working Inter-
sst Owners meetings in August, I believe, 2%5th of 1983, in

which there were some nine different formulas balloted on.

A Correct.
O Did you attend that meeting, sir?
A Ro, I 4id not, ™The gentleman -- one of

the gentlemen who d4id is here about it, ves., I did not at~
tend that meeting.
Q Before discussing scome of your exhibits

and conclusions, ¥Hr. Nolan, to make sure I understand how
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Exxon feels about the unii, when we look at the participa-
tion formula that the unit has proposed to the Commission,
the one that's got a 50 percent weight on cumulative oil
production, is that a participation formula that will allow
Zuxon to contribute its tracts and participate in the unit
at a profit?

A Yes, sir.

o) When we look at the wellbore assessment
portion of the unit operating agreement and should the Com~
mission approve the use of the welbore assessment formula as
proposed by tha unit operator, is that a formula that will
allow Exxon to participate with its tracts at a profit?

A Yes.

Q Lat‘s turn to the first package of your
exhibits, Mr, Nolan, with regardes to the conmparison that you
have mnade concerning what I wiil call the unit formula,
which 1is the one that Gulf has proposed in the case here,
the one that represents S0 parcent on the cumulative oil.

A This is Exhibit One?

QO Wwell, it will be several of those exhi-
bits One through Six. W®We'll talk about them.

A All right.

(4] When I talk about the unit formula, so
that vyou and ! have our definitions correct, 1 will be re~
ferring to the one that was approved by 93 percent of the
working interest owners.

A Yes, sir.
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Q Using that 50 percent weighted average on
the cumulative oil.

When 1 refer to the Exxon proposal,
that's the one that's got the 70 percent weight on the cumu~
lative oil.

A All right.

Q If we look at Exhibit Xumber Twvo, let me
see {f I understand the methodology thet you went about in
analyzing the comparison batween what you believe to be the
marits of the unit formuls versus the Exxon formula.

On  Exhibit Number Two -- well, let nme
back up 8o I don't lose anybody.

On Exhibit Number One we're going to be
dealilng with 76,000,000 barrels of oil that represents the
secondary recovery and includes the oll production betwaen
the dates in '82 and the remaining primary oil. You add
thoge up and we get the $76,000,000 oil -~ million barrels.

A well, that's ~- yes, it's actually that
12,000,000 i{s actually adjusted to forward unitization, not
the date of September the 30th, 19%£3, There has been rough-
ly 3/4 of & million barrels of oil produced per vear. It's
been two years since 14~-1/2-million barrels was determined
on the -~ by the Technical Committes and subtracting out the
production, estimating when the date would occur, there
would be 12,000,000 barrels remaining at the time we esti-
mata the unit will be formed.

That number was published by Gulf in the
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material sent to the State and Federal government and to the

royalty owners.

Q In that 76,000,000 barrel number --
' 1 Yes, sir.
Q ~~ wg have some 38,000,000 barrels of it

that have simply been allocated to the secondary reserve,

R Yes, sir.

Q All right.

| 1 Corract,

Q On Bxhibit Number Two, then, it's an ef-

fort by Exxon to take the 76,000,000 barrels --

A Correct.

0 ' -~ and to allocate those reserves on a
tract by tract basis so that you could make some compari~
sons.,

A well, not exactly. That Exhibit Number
Tw0o i8 probably the most factual exhibit that we could pre-~
sant. It is simply taking the unit formula given in the
unit agreement where each tract's participation is shown.

We took that tract participation and mul-
tiplied that nusber byl 76,000,000 barrels, which is, if the
unit produces the estimated 76,000,000 barrels, thet's
exactly what those tracts, fach and every one, will be allo~
cated under the unitization formula. That's the easiest ox-
hibit we had to prepare in this basic -~ now we then want to
compare other things to that, and thsse other things are

puch more nebulous. That's an exact, 1f thare is an exact
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piece of evidence that we have, that's the best we can do,

0 All right, air, I appreciate it. The
four preferrad tracts.

Y Yas, sir.

o Have you nade any attempt to analyze the
relative merits of those four tracts in relation to other
tracts in the unit in terms of their valve insofar as they
produce certain quantities of oil, cumulative production
numbers?

R Yer, sir, I have looked at cumalative
production of thoses tracts. The total cumulative production
of those tracts le 6.9 percent, I helieve is the nuxber, of
the total unit.

The cumulative production for the four
tracts is 8,362,000 barrels. The cumulative production for
the entire unit was 119,786,000 barrels. That's a percent-
age of 6.%81 -~ a percentage of 6.%81, showing that those
tracts which have a unit formula allocation of 20.578 per-~
cent had a contributing cumulative production of 6.981. MNow
that is, that cumulative production is the only factual,
real, in the tanks data that those tracts that contributed
where wa can measure the quality.

How the rest of these tracts, the rast of
these nunbers, are estimated dy putting a decline curve and
calculating the amount of oil under it, and you know, we all
know the problems invelved there. You can change the decline

rate slightly and have a larqge effect on the decline --or on
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primary resaining under the decline curve.

Q All right, s8ir, when w& look at those
four tracts in terms of the cumulative production, am 1 cor-
rect 1in understanding that thoae four tracts generally aras
some of the best tracts in terss of cumulatve production?

A They are, they're very good tracts. The
12 wells contributing just about 7,000,000 barrels, that's
-= that's & pretty good amount of oil, and you just calcu~
late that out, eight, four -~

KR. STAMETS: 1 thought that
was B.3~million barrels.

A I'm sorry, it i8 8.3-million. 1'®m going
to use 8.4 and divide it by 12. The cumulative production
of those walls is 700,000 barrels per well, and those are
very good tracts.

They are anonyg the best tracts in the

unit., We're not Etrying to say they’'ra not.

Q when we look at current producing rates
of il ==

' 3 Yes, sir.

s ~= are those same four tracts also sone

of the bast tracts in there in terms of current oil produc~
tion?

A Yas, w»ir, that's correct. They -~ thoze
four tracts produvce a total of 20, almost 24 percent, 23.856
parcant of the total unit producing ratey 12 wells produce

24 percent and, of course, that'’s why they were allocated




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

oz
very high remaining reserve parameters —- a very high re-
maining reserve parameter,

The remaining reserves is 318 percent of
the unit total remaining reserves. That's in excess of
thelr current contribution. This means that in the future
they'il hnave to contridbute more than 23 percent to come out
evan on the remaining primary.

Those four tracts, 1'11 read across this
sheet, Those four tracts have produced 6.%8 parcent of the
unit's cumulative, They are allocated 36.7 percant of the
total unit remaining primary recovery and they are currently
producing at a rate of 23,856 percent of the unit's produc-
tion, So they are excellent tracts and they have been pro-
perly rewarded under all these formulas.

Q #r. Nolan, what percentage of the working
interest cwnership in the unit does Exxon reprusent here to-
cay?

A wall, under this formula, I think 4.86
percent.

O And that is Gulf's participation -~ I'm
sorry, Exxon's participation for -~

3 You 4id it, too.

] Yes, sir, probably do it again, Those
are Bxxon's participation on the four tracts in which it has
some interest.

A Yes, sir.

G Do you also speak for or represent any of
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the other percent of working interest owners in the unit?

A 1 do not.

4] Exxon's proposal for its participation
tormula is one that was balloted on by the working interest
owners back in August of 1983, is that not correct?

A Yes, that's true, yes.,

Q And in the package of Gulf's BExhibits

Twanty-one~A it represents Formula Humber 3, is that not

true?
A That is correct.
Q Okay.
A Somewhere I have a copy of it. Do I need

that exhibit?
Q 1'd be happy to share it with you -~
A well, no, I guess 1 have it right here.

which one are we looking at?

Q Zerc three.
A Three, okay, got her.
Q ¥hen this Exxon formula was proposed to

the working interest owners in '83, the total number of
working intersst percentages that agreed to vote on this
formula in an affirmative fashion was about 428 percent.

A 1t was, Yyes, that's correct, and half of
that, 30 percent of that was Gulf.

Q Subsequent to that date -~

A Actusrlly that formula was proposed by

Bun.
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Q I undarstand that.
A Okay.
o] %e characterized it for shorthand -~
A iéé;
Q ~=- ag the Exxon formula,
A Fine.
Q Subseguent to that effort, am I Correct

in understanding that Exxon has made efforts to have this
particular participation formula agreed upon by other work-
ing interest owners?

A We have done Qur best to advise owners
that we thought that the 2-A was not as advantageous to thes
as 3 or that they were -~ they were being allocated less oil
than the tracts were contributing under Pormula 2-A, Wa
feel this FPormula 3 better allocates the oil contributed by
a given tract.

¢ As of today, Mr. Holan, has Exxon bean
able to perauade any of the othar working interest owners to
sgree  to the Exxon formula so that the percentage vote, as
indicated on this exhibit, sheowing the tabulation under For~
mula 03 would exceed an affirmative vote of 48 percent?

A Well, we have made efforts. Gulf cut our
legs right out from under us. They took 13 of the parties
and purchased their interest.

Only one that I know of prefers the 3 and
has not signed the agraement, and I balleve would agree to

Formula 3 rather than 2-A,
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4] That would be Bxxon and what othar opera-
tor, or working interoest owner?
A Cities Barvice.
G All right. &ll right, sir, if we turn to

Page 4 in your package -- or Exhibit Number Pour in your

packags of exhibits, Mr. Nolan -~

A Yes, sir.

Q ~- in the far right column under the Loss
column ==

A Right.

4] -= 1 believe that all of the entries from

Exxon below represent working intsrest owners under your
calculation that L{f the unit formula is adopted would sutfer
a loss when you compare the reserves allocated under that
forsula to the way you have alleocated the reserves on  Exhi-

pit Number Two on a tract by tract basis.

A That's right,

Q A11 right, that's how we made the compar~
ison,

A That's right.

0 when we look at the loss <column, Hr,

¥olan, other than Exxon and Cities Service, can you identify
any other working interest owners in that Loss column that
notwithstanding the loss ~- well, realizing the loss, have
agreed to the EBxxon's formula?

A ®Waell, of course, Texaco agreed to sell

their interast o Sulf and I understand twelve or thirteen
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others did.

None of the other parties have taken the
position as we have in actually opposing this thiang. 1
think thay felt that with the vast majority approval you
had, it was sort of a wasted thing.

S0, no, to snswer your question, other
than Cities none of these other parties have joined with us.

Q Mr. Nelan, when we turn to a considera-
tion of the wellbore problem, I understand there are two ap-
proached to that solutlion, provide an incentive for the con-
tribution of wallbores to the unit, one is what I will call
the unit approach, which was the one we described vesterday
as reaquiring & working interest owner to contribute a
usable wellbore, versus the Exxon approach, which would be
to give you value in an inventory arrangement for that well-
bore.

A Yeu, sir.

1+ in making your comparison bhetween the two
formulas, the tabulations, I think, are based upon a projec~
tion of the likely number of wells that will not be contri-
buted to the unit.

A One of the tabulations -~ two of the
tabulations actually, in order to prepare those tabulations,
the one shown on Exhibit Nine-A and the cane shown on Exhibit
Nine-8, in order to prepare those exhibits it was necessary
to estimate or ascertalin which wells would be contributed

and which wells would not ba contributed, to make those two
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tabulations.
Q We know thet the unit is going to require
344 wallbores,
A Yes, sir,
0 and there is some range of numbers where

there 1is a likelihood that wellbores will not be contri-
buted.

A We could not make that determination
sxactly, although the Technical Committee make an effort to
40 that. e used that information and what other informa-
tion that we could gather, and you'll notice, of course,
that those two exhibits, MNine~-A and Hine-B, the total number
of wells shown is 258 on one page and 46 on the other, and
that totals up to be the 344 wells.

8o that if ~- if a wall doesn't happen Lo
be a damand well it will appear on the other page., In other
wOrds —-

Q Yes, air.

A -~ the only option here iz that yocu swop
those wells back and forth but they have to be swopped with-
in the ownership.

We know exactly how many walls each party
contributes of the 344. That's fixed by the agreement,

¥ But we do not know exactly how many well-
hores sach party is likely not to contribute.

3 That's correct, But if we =~~ if they

don't contribute it, then it appears inthe other columsn.
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s All right. What is the range of wvells
likely not to be contributed to the unit that you told me
the Technical Committee furnished in its report? wWhat |is
that range?
Well, let's see, that ~~ that -« gee if )
can find that.
Okay, that -- jt's titled Proposed Eunice

Monument South Unit Wellbore Count by Owner and on this all

the ownhers appear in the lefthand column. 1t starts off
with Amerada having four active oil producers, three tempo-
rarily abandoned wells, and one plugged back to gasa, for a
total of eight wells. Goes right on down and says that Ex-
xon has eleven and a half, which is now corrected to ten and
a half. wWe had thirteen TA'd wells, now corrected to
twelve; two PA'4d wells ia correct, five; plugged back Lo gas
iz correct, for a total of twenty~-nine and a half, and 1
could read you on here.
Acewally, Gulf's -- Gulf's total \is

70.143. They show three duals, three --

Q I'm sorry, ¥r. Nolan, I don't want to in-
terrupt you, but -

A Oh, I thought vou wanted Lo know -~

Q ~= 1 don't think I made myself clear in
the guestion.

A 1'm sorry.

Q My question is «-

A 1 didn't understand it, You probably
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made it correct.

o My question is, using the Tachnical Con-
mittee Report and the varicus discussions in minutes that
can be examined, the likely range for non-contributed well-
bores shown im the unit can vary anywhere from 34 to I guess
you used 8§ today.

A 1 used 86, ves.

¥ There is some range, then, in wellbores
that may not be contributed.

A Yas. In some other axhibits that OGulf
presented thay took the example of 40, I say that's on the
low gide.

S 1'd¢ say some place hetwen 40 and $0
might be the number that we're talking about here,

Q Zomevwhere between 40 and 30 and the prob-
lam is that we really don't know how many it's geing to be,

A Wall, I  ses that -- that Gulf hasn’'t
really cone to the bhottom line yet, you probably will,

¢ I'ea working on it.

A But it makes no difference in this ar-
rangement how many are contributed or not contributed,

The <&lifference we show on the last exhi~
hit is exact regardless of how many wells are contributed or
not contrikuted, but the parties profit and lose exactly asg
wg show regardless of how many wells they contribute or do

not contribute.
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Hayhe you need to get your engineers to
check that.

Q “ell, why don't we use something that
your engineers 4id.

A All right, sir,

0 Mr. Nolan, I'm seeking to get us copies
of Exxon‘s letter of April 23rd, 1984, f£rom Exxon to Gulf,
in which therse 1l attached to that, Attachment Humber One,
in which thers has beon an analysis of the issue we're dis-

cussing now,

A Yes, air.

G All right, sir. Here, ¥r. Holan, is a -~
A Copy, Okay.

o -~ copy of the letter and attachment,

A Uh~huh,

0 1'1Y give Mr. Sperling a copy of that

same letter and attachsent, I think 1 found enough coplies
to go around,

MR. ZEBLLAHIE: Mr. Chalirman,
I'm referring to the attachment on an Exxon lstter of April

23rd, 1984,

A Yes, sir, 1've seen this letter.
Q All right, sir.
A W3L down there in the lower lefthand cor-

ner is Glenn Lee {(sic), that young fellow sitting right to
your left.

Q when we look at the tabulation, look at
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the far left where it identifies the entries for the col-
vng, and we come down two~-thirds, it says, likely non-~con-

tributed, and has the number R,

A Y@E' gir.
s} A1l right,
Y Since that tine we have restudied and in~

creased that by & wells,

0 All right, sir, were you --

A You ses this was made in March of 1984.

Q And the number you've ugad for it today
was 86,

A R4 number, yves, sir.

Q Balow that {& an antry that szays invent-

ory payment in thousands of dollars. Balow that it says Ex-
xon proposal.

A Yes, slr.

Q The othery one it says penalty payment. I
assume that equates to the wellhors assessment that Gulf has
heen talking about vesterday.

A Yes, sir, that's correct,

o Bll right. When wa g0 over and look at
the Bxxon entry -~

A Right,

a ~= and you go down the Rxwon entry till
you get to the inventory payment under the Exxon proposal --

A Yes, sir.

Q ~= it will ghow under the inventory pay-
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zent ==
Yes.

. Q ~= that Bxxon will] have to contribute
13,000,

A That's correct.

) And thaet assumes likely non~contributed
wells being one.

A That's right.

Q All right. Hy question (s, if instead of

likely non-contributed wells baing 81 that number is on the
lower end and is 40 --

A Yes, sir.

Q without giving me the precise mathemati-
cal calculation, will that not result in the Exxon, under
the inventory payment -~-

A Un~huhe.

Q ~~ having the unit have to pay Exxon
ronay under that foraula?

A Yes. Yes. Now I would like to point out
just to be falr, if you'll notice under Exxon, there are
two, the last two columns, it says inventory payment, 13; it
d4ys penalty payment, 1291.

Now if you subtract those two numbers you
get the net difference hecause ong's a payment and one's a
penaliy, you subtract the 13 from the 1231, the difference
is 1278, and I would refer you to Exhibit Wumber Ten, and if

we loak across at Exxon's paymant, we loak across at Exxon's
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paysent, we seg a number 1378, That's exactly the same num-
par as is in this letter expressed in differant tarms, and
that's the &ifference between the method proposed by Gulf
and the method proposed by Exxon. Thers's no incongistency
in those numbers, and regardless of how many wells Buxon
contributes or doesan‘t contribute, that 1278 remains cCogr-
stant. We simply do not get as much on an inventory adjuste
ment  when we don't contribute the wells, bdut we don't get
ggnaixzaﬁ a8 much as we do under your srransgement.

80 the swing is sxactly -— and sach and
avery party should be exact if Glenn c¢alculated those num~
bers right.

0 All right, let’s examineg the relationship
of the impact of those two proposals on various working in-
tarast owners, Mr. MHolan.

A Yes, sir.

Q Let me go back and aak you, you said that
you'lve hed considerabls axperience in unit matters, Is the
spproach of uping the wellbors assesamant as the unit has
proposed to the Commission one that has never been used be-~
fore?

A 1 was on the stand once bhefore and asked
& qguestion like that and I said to my knowledge that parti-
cular thing had never bsen done bafore, and you know what
that fellow told me? He said, Exxon d4id that down in
Loulsiana.

Hell, now on this thing 1°'1} have to an-
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swar you the same way.

3

never sesan & wallbore penalty {n a unit agreement,

Q

>0 O » O >

¢

Ard I'm going to tall you.

There you ¢o.

14

1 4idn't ~~ zo my knowledge 1I've

Tell you, ¥r. Holan, that Texaco d4i4d it.

gh-huh.
in Commission Order S49€.

And was this in what unic?

I don't have the unit name gown here,

#ir. We can 4Aig the order out but ~-

A

I'm sure if you look -< if vou look far

enough, it has been, but it's msach more common, you'll have

ty  admit,

thing is,

value to welly.

mant. That's the 1970 AP agreement,

1874,
Q

Zleven of your package of exhibits,

to go inventory adjustment,

no penalty and no reward.

or the more cospon
It's simply give no
That's ~~ that's what's in the APl agrae~

It was removed in

All right, let’s look at Page ~~ Exhibit

the unit formula that gives a wellbore sssesssent,

A
Q
Q

that's ~~-

Exhibit Eleven.
Yes, sir, wa've got Tract &8,
Yes, sir.

%ill you Dbhelieve me when I

That's an Amoco tract,

«= an ABogod tract,

and see who's hurt by

tell you




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

ns
A Absolutely. These were examples, and
Amoco profits on some other tracts.

Now this points out the -~ Y want to asay
the danger, but the difficnlty of protecting tracts and pro-
tecting owners.

Rormally, when we unitize fields, you and
whoever, all of us who work on those, wa're looking at
ownarship of working intersst cwners. VWe're looking at
parameter tables developed for working interest owners. e
don't look back at the individual, normally.

How, we should, ¥e should do more of
that and a Jot of times vou're protected pretty well because
there's not & great swing in parameters that there are here,
but this ~- actually, you're right, that's an Amoco tract.
1 think that -~ then who's the next one?

0 All right, 65, would you bellieve me when
1 tell you that's a Gatty tract?

A Gatty tract, okay.

Q And Getty's in the unit, right?

A Ch, yaes, bscause -~

Q@ All right.

A -- of courss, they come out all right,

put the -- but the -~ the royalty owners have nothing to do
with this, but that's right. Gatty comes ocut because of
thelr ownarship in other tracts.

Q That's an interesting point, ¥Nr, Nolan.

This whole conversation about the participation formula, the




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

318

wellbore srrangements, has no effect on the royalty owners.

A That's right, it does not.

0 In fact we've got some 9%3-plug -~

A Right,

Q = gf the royalty maving this is all
right.

A That's correct.

9 All right, 74 iz B4 Wudson and his

family, that's his tract, if you'’ll believe me.

A Yes, sir, I helisve you.

144 All right, wsir, and that's one that's
been purchased and hisz problem is dismissed.

A That's right. We particularly used these
just as an example to demonstrate the difference between ~-
with some simple arrangesent, becsuse it is -~ it is a 14t~
tle complex to explain all the way from one to the other.
We've had difficulty communicating with each other on this
in seetings.

Q Well, what you have done is identified
for us, tracts that show a net loss through the unitization
process as Gulf proposes, yat for esach of those three exam-
ples, the problem has dissppeared.

A But aes to those tracts the problem is
exactly like is shown there.

Q All right, air. One of the last things
you said this morning, ¥r. Molan, was that you thoughZ thers

was eanough in eguity by examiniang the inforsation as you've
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done to ask the Commission to agres with you on the formulas
or at least compel the partiss to go back and try to renego-
tiate this thing.

oy question for you, sir, based upon your
knowledge of this unit, what is the likalihood that you wil}
get 75 percent of the working interest owners to agree to
the Exxon formula?

A %ell, I would say if that formula were
proposed not by Exxon but by this Commission, and it is, of
course, within their power, to revise that forsula, that
there's a good chance those parties would approve it because
thay'd refer and they'd have to answer the gquestions you
asked me of do0 they profit in these ~- under this formsat,
They all profit; they just doa't profit as much.

8o 1'd say there's a good chance. Now
there is precedent for this, ae you're probably well aware.
1 know Mr. Stasets is aware.

The £irst unit in this form under the
statute was the Double~l Queen Unit, and there were changes
made. Of course I understand from Mr. Stamets there were
some errors made in the computations. There were alsoc some
changes made due to the aconomic limit.

Q Let's try to put it in context, Mr.
Holan, and axamine the likelihood, as you understand it -~

A Yas, sir.

Q -~ of gqetting a necessary 75 percent min-

imum working interest commitment based upon your formujia.




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

318

A Uh~huh.

¢ How we've already put it to ballot in Au-
gust of "83 and wa could only get 48 percent,

Let's go look at Exhibit Number Six that
you submitted.

A Zxhibit -~ oh, I thought we were through
with these things.

¢ ¥o, sir, we're going -~ we're going to
fool with it some wore.

Exhibit 8ix.

Q 211 right, We look at Bxhibit Six and
look at the centar column and look at the bottom line,
there's %3 percent thers.

A Oh, I must have the wrong exhibit., There
is a 8ix and a Six~a,

Q I1'm sorrey.

A Six~A, okay, Exhibit Six-A,

L+ All right, sir. Okay.

A Weres some of them numhered wrong?

Q It's identified on the back., 1'm looking

at the vote change required for --

A 1 have that.

G -= gpproval.

A Yes, sir, that -~ my copy shows Exhibit
Sin=A,

g All right, whatever the number, it's the

vote change raguired.
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A Yes, sir.
Q If 1 include the Gulf interest, which is
already included in that 46,721 number --
A Yes, sir.
L -- gt the bottom of the middie column --
A Yes, sir.
¢ -= 1f 1 understand the exhibit right,

we're going to heve to go back in and get ARCO and some of
these other five working interest owners to agree to Foramula
Number 3 in order to have a minimum 75 percent.

A You're saying that if Gulf is not in-
cluded in those that voted for the formula?

Q I misspoke. 1f it is {included, then
you'll have 46 percent.

A Yes, wall, 1 wamisunderstood. Okay. The
46.7 percent dees include Gulf's vote, since they did vote

for the formula at that time,

Q Let's assume Gulf stays with vou on the
vote,

A All right, sir.

%] Rave you contacted Amoco, ARCO, Conoco,

Chevron, 8Shell, or any of thems to detersine whether or not
it's lixely that they would change thelr vote to agree to s
formula a3 proposed by Exxon?

A Ko, sir, I have not.

0 And we already know how all four -« how

all five of those companias votad on the ~-
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A Yen, we're wall aware of why they voted
that way.

Q All right, sir. Let's talk about some
what ifs, Mr, Rolan.

¥hat L{f the Commission sends the working
interest owners back to further negotiate?

A The only basis that would be practical
for that to happen would be that the Commission would decide
in 4its own mind, its own wisdom, that another formula 4id
indead protect the rights of the individual tracts better
than the formula proposed in that unit agrzement, and if the
Commission so decided, under the statute thay could send it
back and 1t would require re-ratification and that would
take some time.

Then the unit parties would he faced with
either accepting something for secondary or perhaps & ten
year delay, or whatever, or naver putting this wunit
together, but still their profit would lie in the direction
of agreeing to what the Commizeion decided was a failr for~
mula, and that's why we’'re up here., We've appealed all ve
can to oparators and you, or sorry, to Gulf and to ~~ to the
other operators about it and complaining.

4] et me try to understand your answer.
You said if the Commizaion sends this back to the rarties to
negotiate some more,

A No, sir, 1 didn't. 1 misspoke if I diq.

I said if the Commission, as they can undar the statute,
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pays this is the formula. Say it's half of tais one ang
half of that one. They think, well, Gulf's got some points;
Exxon's got sose points, They say, okay, add them up
together and divide it by two, now that's going to smooth
out these differences, big differences and can better pro-
tect the tracts., We're surmising cow.

Q All right, sir.

A Surmise that the Commissaion does that.
They then issue ar order that says we'll approve this agree-
ment with this particular forsula.

Then we have & cholca,

How that would be the only practical way
that this could possibly occur. There's no way that the
unit owners can sit down and arrive at a formula and hope to
agree on it, in ey opinion, but 1 believe that if the Com-
mission, who we're putting hetween a rock and a hard place,
sort of, bdut hell, that's their job, decides that this for-
oula or that formula or ancther faormula hetter protects
equity between tracts, they come out with it, then we'‘ve got
the choice of alther putting the unit tegether that way or
sitting back on our heels, and I believe it would be ap~
proved.

Q Let me suggsst that the formulas we're
discussing {n this range in here are all based upon this
paraneter table --

Abgzalutaly.

&1 -~ pagraed to back in October of 1882,
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A Yes, sgir, and which we agreed to and we
still agree and have never disagreed with that table,

4 And in order bt return this projlect to
the Commisalion again it will likely require that the Techni-
cal Committee update and examine the parameter table that ia
now some two years old.

A Kot if the Commission decides that since
166 percent of the people sccepted that parameter table,
they issue thelr order on the basis of that parameter tasble,
then there's no way thay can go back and negotiate. They've
got to give or take -~ they've got to take it or leave it
deal, and it's based on that parapeter table.

¥no's going to ask that it be updated?
Exxon surely is not,

¢ Apart from Exxon can you cosmit working
interests that this parampeter taeble won't be changed?

A Are there any of those presen:t and could
we agk them?

¢ I believe it was Hr.Berlin's testimony
yesterday that unless the proposal is approved by the Com~
sission now, he says it’s virtually impossible.

That's Mr. Berlin's cpinion. I've ax-
pressed a different opinion. 1 do not know whether Berlin
~= Mr. Berlin was fasiliar with the statute. I balieve he
was, but he was talking about renegotiating this formula
among the owners and that's not what I'm talking about,

Those are different psrameters. We're
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appealing to this Copmission to help us. %e'vre appesling to
this Commigsion to protect the individual tracts.

Q Yhean we talked about the impact of ad-
justing the participation formula and were looking at this
76,000,000 barrels of reserves --

A Yas, sir.

0 -~ 1 believe you told us thie morning, to
make sure 1 understand, that what we're dealing with is &
shift of some 5,000,000 barreils from thosa four tracts that
have been treated in a preferential way and redistributing
that 5,000,000 barrels among other tracts of which Exxon
would receive approximately 30 percent.

A 1 didn’t calculate it exactly to ses of
that psrticular number of barrels how many Exxon -~ I caleu~
lated 4t for Bxxon's overall ownarship and Exxon would -
would profic by, or the difference for Exzon would reduce

the 980,000 barrels of loass to asomething way less than that.

Q All right,

A But it is substantially correct, vyes,
sir.

Q Can you tell me in dollars, Mr. Nolan,

what the shift in redistributing the 5,000,000 bharrels of
oll will be if we take it frowm these four tracts and redis-
tribute it? Is there a dollar value we can put on that?

A Well, based on the Technical Report and
there's a lot of room to make different kinds of economic

analyses based on that Technical Report, but ths average
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value of a barrel of il at 12 percent is $3.60, and that
doesn't sound like a whole lot but this is a long term unit
and that's ~- the discounting enters into it so I would say
that if we were looking at the value of ~- what a value of a
barrel of oil, it would be something very close to that
range, 81.60 a barrel, so if thera's 5,000,000 barrels we
could take 5 times 3 -~ can't do anything in wy head -~
well, you aren't going to beliave it but this computer juat
ran out of juice.

% times -~ it would be $17-1/2 million,
something in that range.

Q And do you agree with Mr. Wheeler's cal-
culations yesterday about the ultimate henefit for unit
operations being in the magnitude of $1.2~-billion?

A Wall, looking at it on an actual value
basis, that -~ actual value is probably not representative
relating it to present value, and his -~ the numbers pre-
sented on a present value basis would be quite close to the
273-million included in the Technical Repore. 1 don't bHe-
lieve that change is too great.

You didn't run a 12 percent number but
you ran a 15 and a 10. Judging between those two it would
probably be 280, 28S-pillion compared to the 273 that we
have used out of the Technical Report.

Like maybe & 10 percent difference.

Q Can you give us an estimate of the econo-

mic loss to the unit if the unit operstion is delayed ftor,
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say,; one year?

A Well, again you're -~ you're talking
about economics, which include escalation and acceleration,
varicus things, when we ~~ in order to run that you have to
know about what the price ~- prices are going to do in o0il;
if the price goes up guite drastically in the future and
down in the first year, why, very little loss would occur by
a year's delay, because this unit is already at such a low
prassure that further pressure depletion is going o have
vary little effsct on the ultimate recovery, so that the
differences then come about in discounted money value,
Those differences hinge on what we view -~ how we view the
future price of oil. If the price of oil goes down in early
y2ars, then up sharply when decontrol might occur in 1990,
under those circumstances you might profit by a year delay.

On  the other hand, if the price goes up
now and then falls off later, there'd be considerable loss
to the unit.

The one year delay in many cases where we
have soluticn gas drive and rapidly dropping pressures,
there are ultisate recovery losses by waiting.

In this particular case, the field's been
operated since, I don't know, 13930, another year's delay can
have very little pressure difference and from the standpoint
of ultimate recovery loss, I think that there’d be a tiny
amount but to have any particular big effect on the -~ on

the ultimate recovery.
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Q Iat me ask you your opinion in terms of
Exxon's position of the range between welghting the
cumulative oil factar between the 50 and the 70 percent. %e
know Exxon doasn’'t like the 50 percent number. We know you
iike the 70 percent. Is thare a point within that range in
which Exxon's objection and dispute over that participation
formula is resclved?

A Yes, sir, 1 think that Exxon would, as {t
always has, deal fairly with all the parties and, ycu know,
assign the psrcentage that each party thinks he should have,
why you'll always come up with 120 percent, and now you've
got to share that 20 percsnt On & cut asome way, and we fesl
like the other parties are doing a reasonable job or are
being reasonable in taking what they view as a2 loss. ¥e
always do the same, so I think, ves.

G Do you have a number that you can express
to me today in terss Of what percentaga?

A We «~~ w8 have brought along a young
manager to make deals on this if that should happen %o occur
and if somebody would make us an offer we'd tell you -~ we'd
tell you what we -~ what we'd take, bhut 1'd say the 3, the
Formala 3, we like that formula and wa feel it was fair even
though it's much less, it's less than the oi]l contribution.
We recognize our current production ls low.

On & single phase formula we're going to
have to take a loss of reserves.

850, yes, wa'd be willing to negotiate,
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Q But you can't express to us today a
figure.
A I haven't been given such a figura. By

feeling is that yes, certainly EBxxon would be willing to
trade.

Q And in fact that's the wholae process that
the working iaterest owners go through in this kind of
problem and the exact kinds of things that were Jdiscussed
back In August of 1983,

.} It just happens that in this particular
case you have 80 percent of the parties on the same side of
the fence bhecause of their unique ownership around the
field, particularly their ownership of those four particular
high reserve tracts, sc they had the voting power and there
was vary little negotiation.

¥You've been talking about how long it
took to put this unit together, There were thousands of
manhours spent in putting this together and we recognize
that. s appreciate that. we appreciate that Shell has
expended many thousands of manhours on this thing.

Pleasa correct that to Gulf has wspent
many, many thousands of hours and they‘ve done a very good
job.

But that unfitization formula was
negotisted in two hours by group of smanagers not many of
whom had a great deal of familiarity with that Technical

Report. What they went to school with was a2 number in their
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pocket of what their company thought equity was that
generally was handed to them by the engineer that
participated, however it's done; that's how it’'s done in our
company. When they got this number they said ves. They did
not look at the indlvidual tracts. We did not look at the
individual tracts until we really ware faced with this
problem and wondered why in the devil this thing happened,
and we cCan see that the individual tracts are not fairly
treated, and we are not fairly treated because of that.

But you had the voting power within those
80 percent that were tha six top parties on all of those
lists.

o Based upon your experience and knowledge
of this area, you'va allowed Exxon to sit back for more than
& year, some fourteen months, before you attempted to try to
persuade tcthe other working interest owners, some of thase
pecple like Getty that are in a similar position, and vyou
allowaed them to go ahead and sign this agreement whan you
might have persuaded them otherwise?

A with 20/20 hindsight, we should have
started earller.

(5] ¥ou coms to the Comumisaion after five and
a half years at the eleventh hour and tell us that for 4.86
parcent of Exxon's interest, that this is not fair.

A Yos, uir, that's what we're saying,

MR, XBLLAHRIN: NG further

gquagtions.
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CROES REAMINATION

BY MR, STAMETS:

Q Mr. Nolan, would you take a look at your
Exhibits Four and Five-D?

A Okay, Four, yes, air.

Q The first column to the right of the
owner nases «-

A Yes, ®ir.

Q -= if 1 understood you correctly, you de-

rived this by taking the cum production for the leases that
those operators control, added in the remaining prismsry, and
then added in & figure which was egquivalent to what, 40 per-
cent of the total of the -~ of the ultimate primary.

3 Dltimate primary, which is the 62,000,000
barrels of secondary.

Q Baged on the testimony of Gulf, they -~
according to the Technical Committee Report, they felt that
that is as Cclose as anybody could reasonably come to what
the secondary recovery would be.

A The 42 percent of the ultimate primary is
the nusber in the Taechnical Report and I believe supported
by Gulé¢, yes, sir.

0 All right. Exhibit Pour, then, ig ==«
A Exhibit Pour ~-
L+ -~ this done on the Gulf formula and Ex-

hibit Pive is the same calculations, then, done on the Exxon

formula £o allocate the production to the individual owners?
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A That's correct, sir.
0 And I also remember from listening early
on, it seems as though if we waited till prisary production
is over, that would be another fifteen years before second-

ary recovery can get started.

A Ho, sir. That would be -~

143 1'm referring back to Gulf's previous
testimony.

A Yes, someone did testify about fi{fteaen

years remaining primary. How 1I'd like to correct that, and
I1'm sure that Tom there will back me up on this.

Actuslly you'dé have to wait 150 years bhe-
cause those large, those tracts with high ressrves have dep~
letion times up to 150 vears. They will be producing prim-
4ry over a period of 150 years. the decline rates vary bhe-
tween two and a half and four percent for those four tracts.

You can compute the time if you know the
initial rate, final rate, and the amount of the reserve., We
computed the time for those four trects and it renged from
80 years to 130 years on the longest tract.

S50 it is not correct when they imply that
compressing this thing and you're going to get your money
back guicker on primary. That's just absolutely not core
rect.

Now, the Technical Committee didn't look
at that. 7They just put a decline slope on there., They knew

the initial rate, they knew the final rate, they plugged it
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into a formula and calculated the remaining recovery.

We want one step further and calculated
the tise it would take to get that under the same decline
curve.

So actually the waterflood will conpress
the time and you're going to profit more by the secondary
bacause of the acceleration.

Now all tracts are not that way, The
poorer tracts are depleted in a much shorter time and the
overall average is about 30 years if you say, okay, 1 want
to put it all in one pot, but that's not the way you can
look at it Dbecause the individual tracts will still be
producing in 130 years, one of them. That's the longast. 1
picked the one that the most iepressive operating life,

Q 1f we waited 150 yvears to put this ~-
A Yeah.
Q -~ into effect, then those people who own

the reserves that are still on production would have bheen
making money all this time, right?

A That's correct, yes, sir,

G And those people that don't have pro-
ducing properties would have heen long gone.

A Theose properties wouléd probably be owned
by someone else. You fail to own, you lose your leases,

¢ The expenses of instituting this prodect
later in the life would be higher than it would be today.

& Yeas, sir. FExxon certainly does not want
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to impose a great delay in this, The only galvaging we can
sea is if the COuaiss;an would take a strong action here.
We've given our best éhnt to it. %e don't know how it -~
how 1t stacks up in vour aind or the aind of the other par-
ties involved, and -- and we recognize thers is going to be
a delay but viewing it in one way the delay is not
intolerabla. it could be less than -~ it could be six
months,

Q0 Viewed in this light is it isproper for
those people with substantial remaining primary reserves to
have & bigger plece of the pie in the secondary recovery
project right away?

A Wall, I view the contribution of a tract
to ba what it should get in the way of reserves.

Now to satisfy the twe things of time
rated money and reserves, you've got to go to a split phase
fornula. This was not proposad,

If we were actually -- had the oppor-
tunity to put our own formula in, we probably would go with
a split phase forsula becavuse it dbetter protects both kinds
of equity. Ona is reserve sgquity and the other is money
eguity, and time rate so that the early on production would
be given at the higher percentage to those tracts now con-
tributing and, of course, later on they would suffer by
that. ‘That would protect the reserve barrals and still pro-
vide some protection for those parties that are contributing

a high rate of production at the present time.
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Q 1 prasume Exxont had the opportunity to do
that,
A Again, had we to do it over, we probably

would try to =~ to duvelop a two phase formula that would
have had more appeal to Gulf and the other parties, not
Gulf, but the other parties, the five parties involved, and
we 414 not do that.

Q 1've heard a lot of talk here about con~
tributing fractions of wells. I'm not certain exactly how
that would be done. MNow I reslize that if you prorate wells
by the sarme percentages that you prorate the production you
can have portions of wells. Is that what we're talking
about?

A Wwall, on the centributing side of the ~-
in the demand well thing there are fractions of wells be-~
cause some of the parties own fractions of a lease. They
own 7% percent ©f the wells right now, and the other side,
when we apply the participation formula to the total number
of wells, yes, we wind up with fractions of wells and that's
what they =~ this is exactly what happens with tank Dbat-
teries or pumping units.

Q But let me 9o ahead, then. You 4o have
to have a situation where you have one whole wallbore con-
triduted before anyhody can claip a half of it, is that cor-
rect?

A Yaea, that is true.

Q On primary production, in ordar for you
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to share i{n the production of the field, don't you have to
4drill and comsplete a wall?
A ¥all, vyou and other parties, of course,

could contribute, could drill the well] and yvou'd own & frac-

tion.
Q Somaone has to ~-
A Yaah, someone has £o drill a well. VYes.
5] All right. why should that be any dif-

farent for secondary recovery?

} 3 Wall, I guess I miss the point as to why.
we're talking about 344 whole total wells, Wa're talking
about then sharing that 344 wells in various fractions.
This can occur by fractional ownership of a leasa.

G But the point I'm trying to get at is why
if somebody has 160~-acre tract in this unit, why should they

not be required to contridbute four wellbores?

A We say they should.
Q Ckay.
A And under the formula that we proposgad

unleas they Aid that they would lose the value of $100,000,.
We say they should contribute aevery
tract.
¥ow some of them are going to get plus
and some of them are going to get minus,
Q Let's say that you've got this same 180
out therae.

A gh~huh.
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0 1f you contribute two wellbores and you
pay in $200,000Q, is that correct?

A That's right. Anybody with four, 1608 you
have four, okay. Uh-huh, be paying $408,000.

Q ¥You've given twd wellbores.

A Ch, all right.

Q And you pay in $200,000.

A #ell, let me go back and ask vyou, sir,
you're talking about 160-acre tract.

Q Yes.

A And normally this well would have -- this
tract would have four wells on it.

Q Right,

A Kow you're going to contribute two and
two you're going to hold back,

Q Right.

A Okay. Now I have the scenario. %hat was
the gquastion?

Q inder that circumstance you will contri-
bute two wellbores and pay $200,000,

A Hell, you would contribute two hundred -~-

two wells and you would under Bxxon's scenario, under Ex-
xon's formula -~

o Wall, I'm talking about under the --

A Under Gulf's, okay. Yes, you would con-
tribute two walls and you would pay $200,000, that's cor-

rect.
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O And then Gulf as unit operator would
drill two other wells.

A Yas.

Q And those walls would be expected to cost
$25G,000.

A That's correct.

Q Okay, 4nd those persons owning the lion's

share of the unit would be paying the lion's share of the
cost of drilling those wells.

A Yes, and recsiving the lion's share of
the oil.

Q 1 have difficulty seeing what the oil has
to do with the wellborea. It's =«

A Participation.

Q I'm trying to understand why you should
participate at all if you don't have any wells in there. If
you have not developed your tract why should you pertici-
pate?

A @well, 1if you had your wells plugged out,
say, you plugged your wells out, why should you -~ why
should you participate, why should you get aume participa-
tion in the unit? Is that the guestion? I mean that's
along the same ~-

D The guestion basically is if there are no
wellbores on that tract why should you participate?

A Hall, someone i3 going to go back in

there and recover secondary oil and if it wesn't economic to
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drill the wells end Jdo it, thay wouldn't go back in and
drill the wells, would they?

How who should get that money? ghould
tha lease owner share in any of it or should it all go to
the fellows that drill the well?

o I'm obviously not asking that question
praperly.
A 1 guess I'm answering it in a politi-

cian's way. I'am trying not to,

KB, STAMET3: Are there any
other quastions of this witness?

He may be excused,

Any closing statemants? You
have none, Hr, Sperling?

I have a gentleman back in the
back.

¥R, LOWDER: I'm here repre-
gsenting ARCO i) and Gas Company.

Hae're in support of Gulf 0il
Corporation's application and I'd like to submit this letter
to that effect.

I1'd also like to say that ARCO
0i1 and Cas is planning ~- we currently own an interest {n
18 wells that are in the proposed unit aresa that are pro-
ducing from the EBumont, or upper gas zone, and we plan or we
are engouraging all our co-ownera in those wells to go aheesd

and contridbute these wells to the unit in order to help out
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the unit operations.

That'e about it.

MR, HUSSER: My name ias Tom
Husser, 1'm with Cities Service 011 and Gas Company in ¥id-
land, Texas, and I haven't written any prepared statesent.
Most sverything has been hashed over several times, but I'd
just like to say that Cities Service supports Exxon's posi-
tion concerning the participation formula and aleo the pro-
posal for assessing weallbore penalty.

The exhibits presented by Exxon
have showed that Cities Bervice will be adversely affected
by the participation formula and &lso adversely affected by
the penalties for wellhores.

1 see no point in rehashing thae
numbers, but I would hope that the participation formula and
the penalties were equitable.

R, EEBLLAHIWN: I have a state-
ment, HNr. Chalrman.

For aome five and a half years
the working interest owners in thias project have been trying
to put together a secondary waterfleod project in this area.

1 think Hr. Serlin told us very
elogquently yesterday afternoon that if the agreement as we
see it now ls not adopted and approved it would be a con-
siderable period of time before it would get back to the
Commission,

The problem as outlined by Mr,
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¥Nolan 4is not as sinmple to resclve as he would lead you to
believe. we're dealing with 101 tracts, some 4] different
working interest owners, and have met for a considerable
period of time to resolve this problem.

They have gone through every
means available to ther to accommodaty and to arrange the
minimus number of percentage working interest owners that
are in a position to object to the unit. You'll note from
the discussion in testimony that the last working Interest
Cwners maeting was August of ‘B3,

I asked Mr, Nolan about his ar-~
guments, his ideasg, his suggestions. He mays, yeah, they
were at the Working Interest Owners meeting in '83. He says
if he had to do it again they might have sent smarter fel-
lows, done a harder job tryling to persuads others, whatever
it was.

But the point of the fact |is
that these agreements did not go out for signature until the
spring of this vear. That was some six months in which Fx-
xon made no effort to persuade othars Lo consollidate a posi-
tion around Exxon, with the exception of Cities Service,
which participated in all those meetings and votes.

Er. Holan throws out to us the
fact that, well, maybe a phase in participation works and if
theay'd have thought about it, they'd have done it. They did
ic. They tried it. it's in here, August '83 there's two

different ballots on phase participation formulas, neither
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ona of which got the necessary required vote to make this
thing work,

¥r, Holan gratuitously gives us examples
of tracts that are somehow unfairly dealt with in the unit
process., There's not one of thosa tracts that is still sub-
ject to the statutory unitizaton process. Amoco's aqgreed,
the Hudgon FPamily has been purchssed out, and the Getty in-~
teresat, which ie important and I hope yopu followed the Getty
interest throughout the case, the Getty position is very
similar to the Bxxon position and yet nobody twisted Getty's
arm to sign these things, hut in each inatance they've
agreed to participate using the formulas agreed upon by soma
93 percent of the working interest owners,

I glve ®r., ¥olan a great deal of credit.
I think that discussion this morning was very interesting
concerning the comparison on the participation formulas.
what he did was extramely interesgting. On Bxhibit Numher
TWo he's taken some resaerve numbers, a 76,000,000 barrels
regagrve nusbar, A portion of that represents secondary re-
serves, and he's attesmpted to allocate that on @ tract by
tract basis, and then he makes a comparison between the re-~
lative merits of each formula having put those reserves on a
tract by tract basis.

what he wants you not to remember is that
the premise upon which he draws the comparison is absolutely
without foundation.

The Tachnical Repert in which he has wun-
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animous agresment and no one cosplained says sacondary re-
serves, the estimate of secondary reserves cannot be accu-
rately made because of a lack of pore volume reservoir data.
He's doing what the Technical Committee cannot do in making
the comparison.

When we look at the parameters
used there has been no disagreement to those parasetars.,
They have been in place since October lst, 1982, and for two
years they've been working on thosme parameters to gst a
formule and sverybody will agree to it. The Commigssioner of
Public Lands has agreed to this prospect, Why? why not?
12-1/2 percent royalty on $1.2-billion revenues is a hunk of
change for the State of New Hexico. You're looking at
$140,000,000 of royalty revanues to the State of New Hexico
that in order to accommodate Exxon and their 4.86 percent,
that we're going to postpone?

¥r. RBerlin says you'll postpone
it forever decause with their good faith ability and effort
they do not think they would ever get hack in thias position
again,

I think it's also important to
notice that in the tabulation of information that Exxon's
provided that they put in a disadvantaged situation in some
of their cowputations about 18 percent of the working
interest owners. How many of those people have they
parguaded in the last 14 months to agree to their position?

I'm not aware of any other than Cities Service. It might
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make some meaningful effort for the Commission to reqguire
the unit operator and the working interest owners to go back
and further negotiate this if there was any reasonable like-
lihood or probability that it would result in zome kind of
agreement that was equitable,

%e say, and Mr. Berlin has said
that it will not happen. I've asked Mr. Nolan to tel]l me
which ones of these operators in his list of five that would
have a aufficient working interest percentage to vote to
change the outcome to have a minimum 75 percent reguired for
statutory unitization and he can’t tell me that any of them
will,

1 think it's a uselass exercise
to send ue back to try to negotiate this. I think there is
substantial evidence on the record to support the 50 percent
nunbers we have used. Mr, Berlin and ¥r. wWheeler have given
you examples of why those are equitable and they balanced
them agalnet certain situations in which the Exxon formula
is not equitable. You've got to decide if it's basically
fair.

The guy that could complain
shout this i3 the one that's not here, the Setty fellow with
one of those tracts that doesn't really work for him. Ha's
ayreed. He's in the unic,

We will not get to this posi~
tion again in the foreseeanle future. The question is

whether or not the allocation that Mr. Holan has made {is
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batter than ours. I can't see any appreciable differences
in judging that 4.8 percent or 5.8 percent of the working
interest owners have provided you with a formula that is
better and more equitable than the one that we have,

It's thers, it's 4in place,
we're ready to go. The ohance is now, We ocught to take it
and approve jit,

#BR., STANETZ: Did you change
your mind?

MB. SPERLING: Yas. I think
the fallacy of Nr. Kellahin's argqument is that he equates an
80 percent vote with fair and equitable. That does not ne~
cessarily follow.

I believe that as #Mr., HXolan
stated, it would he difficult to renegotiate this thing, but
the satstute gives the Commission a mandate 0 examine these
things in a manner which {e fair and equitable to all the
parties, not the 80 percent,

That's the basis for {not
clearly understood.)

MR, SBTAMETS: Mr. Padilla?

HR. PADILLA: I'm obviously re-
prasenting s=xall interest owners in this case and I'm swept
between twe giants in this case. Konetheless, looking at
the definitions of relative valua in the statutory «- Statu-

tory Unitization Act, Section 6 of B6 of 70~7-6 and Section

C on allocation under official orders, 70~7-7, also on the
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language of the definition for the landmark case of Con=
tinental 0L} Company versus the Cil Conservation Commission,
I believe that the Exxon approach comes closest to giving
the definition of what relative values are and allocation on
a tract basis.

You well know the mandate given by the
¥ew Mexico Supreme Court in that case, that in protecting
correlativa righte the Commission nust ascertain as
practicably as can be done the reserves underlying
individual tracts and view the case against this,

MR, STAMETS: 1 believe we have
a statement in support by Continentel 0il Company which they
ask be nmade part of the record, and then Shell's, also.

13 there anything further in
the cases we have before us?

They will be taken under

advisement and the hearing is adjourned.
{Hearing concluded.)
REPORTER'E NOTE: Statements from ARCO 0i1 and Gas Company,

Conoco, and Shell Western ¥ & P, Inc, are attached to the

original of this transcript furnished te the Commission.
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