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MR, STAMETS: The hearing will

please come to order.

To expedite things this morning
let me announce that at the request of the applicants Cases
8901, 8902, and 8690 will each be continued to the June 19th
Commission Hearing. Also, I would note for those 1in
attendance that the Commission would like not to have a

hearing in July, so I think that we won't.

(Hearing concluded.)
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CERTIFICATE

I, SALLY W. BOYD, C.S.R., DO HEREBY CERTIFY
that the foregoing Transcript of Hearing before the 0il Con-
servation Division was reported by me; that the said tran-
script is a full, true, and correct record of the hearing,

prepared by me to the best of my ability.
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MR, STAMETES: At this time
we'll call Case 8901, which was called and continued from
the June 19, 1986, Commission Hearing.

At  that hearing we discoversad
what appeared to be an error in Finding No. 25 in Compission
Order R-7393, At that, or after that hearing I sent a pro-
posed nune pro tunc order to the attorneys in that case, a
proposed new finding, or corrected finding, which would
¢clarify the intent of Finding No. 25, and I have received
either written or verbal concurrence from both attorneys
that indeed a nunc pro tunc order would correct Finding No.
25.

And so we have this morning
signed that nunc pro tunc and let me just read that for the
record.

Finding No. 25 as corrected now
stataes that the estimated well costs for the Abo formation,
aexcept for costs directly attributable from the top of the
wolfcamp to the PreCambrian, should be estimated on the
basis of depth drilled for each formation and that costs for
the Abo forwation should not exceed 81.89 percent of the to-~
tal cost of the proposed well (5200 foot Abo depth/%356 to-
tal depth equals ¢.B189%).

And that was entered as of De-
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cember 2, 19823,

wWith that,

tinue Case 8901.

KR,

start with me again, now?

MR,

then we will con-

off with you last time, so yes, Hr. ==

ME.
start the wiinesses again?

¥R,

MR,
additional ==~

MR,

the additional witnesses and if the witnesses were sworn ths

first time tney will not nead to

CAREON : Ppo  veu want to
BTAMETE: I believe we left
CARSON; e o you want  to
STAMETS: Have they =—-

CARSON ¢ I have one
BTAMETH: Well, let's swear

s

be sworn again.

[¥itnesses sworn.)

may proceed,

MR,

STAMETS . Mr. Carson, you

CARSON: Thank you, Hr.
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TOM KELLEY,
being previously called as a witness and having peen sworn

upon his oath, testified as follows, to-wit:

DIRECT EXAMINATION

G Please state your name,
A Tom Kelley.
$ And, ¥Mr. Kelley, you have previously tes-

tified in this case, have you not?

A Yas, sir,

¥ And you testified there as a joint inter-~
est accountant.

A That's corract.

¥ The Commission at the last hearing asked
both us and Mr, Tttinger to prepare a revissd schecule of

drilling costs and an allocation thereof based on their in-

o

grpretation of the -- of thelr order in the previous case,

is that correct?

A That's correct.

e And have you preparad such a schedule?

A Yes, I have.

¢ 1'1l1l refer you to what I've marked as Ap-

plicant’s Exhibit Number Two, and ask if that scheidule was
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prepared by you or under your supervision?

A Yes, it was.
G Would you explain to the Commisszsion gen-—

erally what you've done?
A What I did was to --

MR, PADILLA: Mr. Chalrman, may
I voir dire on this Exhibit Number Twe?

MR. STAMETS: 1In what respect,
¥r. Padillaz

MR. PARDILLA: In respoct to
wnen 1t was subnitted to Grynberg Petroleum Company.

¥R, STAMETS: Certainly.
VOIR DIRE EXAMINATION
0 ¥r. Kelley, on this proposed Fxhibit iHum-

ber Two, did you give ¥Mr. OGrynberg, or Grynberqg Petroleum

Company a copy of this?

A Yes, I did.
o ¥hen was that?

A Yesterday. It was put in Pederal ¥Yxpress

¢} pid you --

B I1'm sorry, day before yasterday, pardon

ez
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8

Q Did you send me a copy of this proposed
Exhibit Number Two?
A Mo, 1 did not. I bkelisve vou received &
cany from Mr. {arson.
M, PADILLA: Mr. Chalrman, wo
move  that this be not admitted on the basis that we Jid not

i

nave an adeguate notice, Yesterday while I was aover at tLhe

3

P

Division I accidentally received one and 1 1id not receive
it and had no opportunity to examine this until Dbeasically
today.

HMR. CARS0OM: May T regpond?

MR, RBTAMETS: Yes, Mr, Carson.

MR. CARSOM: Tirst let me say
that, if you will remember, we were entitled to our napers
ninaty days after completion of this well and we were fur-
nished Mr. Grynberg's on the day of the hearing in June.

Secondly, this came on =~= us
ware axpecting this hearing to be hald in the middle part of
August and I was out of the office until the first of the
weekw and when I came back I had ¥r. Kelley send it as soon
25 I ¢ot to town, and we would -- we would reguest one of
two things.

One, that we go anead and let
us  put on our case on the grounds that there's nothing in

hare that's all that surprising; that we're ‘tresting Hr.
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{rynberg considerably better than he's treated us.

)

And secondly, that if tre Com—
mlssion deems  that he has not had sufficient notice to ==
time to study it, this case be continued to the next Commis-—

gion hosrin

-

Xyl

SR AT oA
¥ &:”x ek

7

D

M. $ 2 Loeoking at  the
transcript of the first case, on Fage 68, thisg issues was
discussed and ip there 1 said, for the racord, a discussion
vat  hald of{ the record as to what Finding No. 2% in Order
-- raragraph 4 of the Order, and on that basis 1% oappears
thet Yates and Grynberg have calculated a split of the well
costs in accordance with the provisions of the order,

They both have heen srked o do

that, to submit that tc each other with any cosrmoents ond oo
.

aeve ot least one ex¢hange of what other digagreoments corme

up before the next reqularly scheduled Commiszion Taaring on

thie 7th oanas Sth.
o I would assume that at  that
cim: 1 anticlpated that there would be sufficient time for

soie exchange of views Detween Mr, Grynberg and Yates bo-
fore the hearing. I'm cevrtain that I inteanded that Jerhspos

some  of these issued be resclved hefore the hearing rather
than at the hearing.

¥R. CARSON: Mo gquestizoy aLovn

[ 44
>
i
o
13
bt

== 7v ¢nly proplem is [ didn't undaretand the hsar-
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0

ing to be held on the 7th and §th until {unclear) just read
the transcript.

I had understeod it was goinyg
2 e in the middle of Avoust and 1 was really planning on
the -- on a later date, and the notice of thiszs hearing cama
i the wail while T was gone, and that's -~ as scon as I got
2ack  that I sent that -- I had ¥r., Xelley send this to
Grynherg and I brought Frnie a copy.

MR, STAMETS: Mr. Padiila, you
wanted this continued to the 10th of September?

MR. PARILLA: No, Hr. Chairvan,
I don't balieve that we want to have 1t continuecd. We
simply would like this thing to be stricken sisply because
we have had no opportunity -- well, it certainly hasn't Leen
admitted but we oblect to the admission of this thing bhe-
cause we have had no opportunity it review it and it would
be costly to come back in September for another hearing.

HE, IED KBLLEY: T wouldn't see

any need to have a hearing if we can't have it. 2s to tho

4

?

costs, this ils the basis of the hearing; a disagreement as
to the allocation of the cogts,
MR. PADILLA: ¥Well, I'm simply

peinting out that we have had inadeqguate opportunity —- g

!
e
=

hery submitted his costs to Yates Petroleum on July lst;

that we're here today in a way unprepared, for the record
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a1l the Commission

nearing. e
proceed with cur objection notad

Mi.

11
want to proceed and

on the record.

we will

ayree with Mr. Kelley that this -- this i3 basically the in-
formation that the Commission would have to consider in cen-
dering any decisions

I think it's also clear from
the record that it was our intent at the lasi heering thet
there  pe an opportunity, reasonable opportunity for weach
side ot review the other's documents before the nest hear-
ing. Unfortunately there's bheen =ome confusion on  thet,
out T bhelieve we have to consider this evidgence, We can
either consider that at this time or we can continua the
pesring until the 10th of September and 1 think 1t would e
Four cholce.

MR, PADILLA: VWe'll oo on with
tne hoaring.

MR. STAMETE: Thank wou, Hr.

DBIRECT FY

AMIBATION CONT'D

DY OMRL CARSOH:
7 Mr. Kelley, =-- where was I, Sallv,
ramnember?
THE TPORTER:  Ho,

do you
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Q Okay, I'll start at this point.

The I've handed vou Applicant's Exhibit
Number Two and ask you if that was prepared by you or under
your supervision?

A Yes, it was.

G I would agsk you to explain that exhibit
and the second thing I asked was if you had prepared that in
accordance with your understanding, the Commission's under-
standing of the order.

A Yes, sir.

'

0 Would you explain how you have prepared

-

the exhibit?

A I prepared the exhibit by examining the
charges to the well allocating those charges that we c¢ould
isoclate strictly to the -- what I refer to as the deep zone,
and made an allocation of other charges between the deep and
the Abo and arrived at a total,

o And that total is what?

A The total allocation to the deep zone is
$128,35%9.54 and the total to the Abo is $212,5%95.18.

) £2id you determine that the allocation to
the Abo was less than 82 percent?

A Yes, =ir, I did. The allocations to the
;5&%&7&?*W’;‘i&*ﬁt‘{%mﬁqgwwﬁ?; B A F AR

Abo is 62.35 percent.

i e S TR e G o

3 Based on your evaluation here, uging the
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13
Commission's interpretation of this order, how much do you
believe ¥r. Grynberg owes Yates?
R My interpretation of the order, my allo-
catien indicates that he owes Yates §$7%,724.31.
MR, CARSOM: I would move the
introduction of Applicant's Exhibit Humber Two.
MR. STAMETS: Let me just ask
¥r. Helley a few questions about Exhibit Humber Two before

we admit thig.

CROSS EXAMINATION
BY MR. STAMETS:
G The allocation of costs and calculation
of what Yates is due from Mr. Grynberg is shown on page one

of Exhibit Two, riqht?

A Yas, sir.
2 tnd the last page, pagse five of Exhibit

Two shows your interpretation of which charges are appli-
caple to the deep horizon only.

A Yes, sir, that's correct.

1 Now, the charges, deep charges, ars these
different from the deep charges that you submitted at the
original hearing in this case?

& Yes, sir, they are.

¢ Okay, and they would reflect costs Ffor
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14
drilling from the top of the Wolfcamp on down?
A Yes, sir.
¥ oKkay.
MR. STAMETS: FExhipit Humber
Twe will be admitted,
MR. PADILLA: Hr. Chalirman, 1'd
like to note my previous objection to this for the recori.
MR, STAMETS: Your objection is

noted, Hr. pPadilla.

DIRECT EXAMINATION CONT'D

G r. Kelley, let me ask you, this Exhibit
Twe explains the -- is prepared on the basis of the instruc-
tions given by the Commission at the last hearing, 1is that

eorrect?

]

That's correct.
8] hoes Yates agree with that interpretation
of the -- of the Commission order?

B No, sir.

o
o

¥ If vyou werse to allocate thoge expenses to
the Abo, such as completion expenses in the Abo, solely to
the Abo, would it change the amount that Yates is owed?

A Yes, sir.

Q And when you -~ it would also change the
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AR
~= and  1f you used the actual depth drilled and the actual
top of the HWolfcanp as your marker, would that also change

the percentages?

A Yes, sir.

b

™y

# If you -~ and what do vou usz, what does

o

Yates bheliave the top of the Wolfcamp to he?

A 5378 feet,
0 And total depth as is shown on apslicant's

2rhibits on file with the Commission showing the total depth
of the well, correct?

A I'm sorry.

o I sald the total depth of the well is
shown on the exhibit that was -~ I don't remenmber ths number
== but the OCD exhibit Form C-10% previously =-- Exhibit 1=

previcusly shown to the Division?

3 Tat's corroct, okav.
Q When you use the -~- when you use those

points, how much does Grynberqg actually owe Yates?

A Uring the == our tops and the absolute =--

the allocations to the Abo?

L2 ¥es.

A We calculate an additional 510,870,

- For a total of what?

A $390,3%5.08.

8 ¥r. Kelley, I've handed vou what J've
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16
marked as Applicant's Exhibit Number Three, and ask if you
woulcd identify that.
A Yes, sir, it's a cowpariscn of the allo-
cation of costs bhetwean Yates Petroleum and Jack Grynbers,
4 And the allocation, the schedule, the

Yates schedule, is the one that's known as “xhibit Two.

A That's correct.

@ And the Grynberg schedule is the one that
Mr. Grynberg has furnished us.

A That's correct, yes, sir.

£ Wag that prepared by you or under your
supervision?

A Yes, it was.

MR, CARSON: I would like to
move the introduction of Applicant's Exhibic Number Three.

MR, STAMETS: Okay, l=2t me
clarify something before we admit that.

The second column from the
righthand side is labelesd Grynbery. How, this column isg
Grynberg's Abo costs?

A Okay. Ho, sir. Those -- that's Gryn-—
verg's PrePermian costs.
I'm sorry, maybe I don't understand what
you're asking.

These numbers are off of the schedule he
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[R
LN

furnished ug as those costs allocated to the deep zone.

J Ckay. £0 these are a comparison, basic-

ailly, of the deepn costs.
2

A Yes, sir.

o And those are the only ones which will
make any difference te you Yates. Well, I guess ==

A HO -~

& -~ it's a reaciprecal type thing. Pither

one  -- vou could have done this utilizing either cost and
yvou would still come up with the same figures,
A Yes, sir, pretty much.
] Okav.
MR. STAMETS: Without obijection,
EBxhibit Three will be adrmitted.

R

Y] The first item 1 want to ask you about,
Mr. Kelley, 1is =-- is the first item on the exhibit, and
that's the 12-30-83 Runnels #ud cost.

Could vyou explain that cost to the Com-
misaion and your reasons for accepting it?

A Wall, this is the mud cost rharged to the
well at this point. He accepted this number. As you can
gee, 1in the difference columi there is a rarc, that means
that my number, or Yates Petroleum’s number and Grynberg's

number is the zame.

e accepted that number Dased on a lack
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cf batter information, loovking at the muéd reconciliation in-
formation that wa had and use figures. There's a qgrest deal
more charged to the well than was actually —- than this fig-

ure could support, so we just took that number and used it.
2 In other words, BRunnels Mud hasz charged
Grynberqg as operator for substantially more than Mr. Gryn-

barg has pald Runnels Mud,

A That's correct.

] So we just accepted the number.

A Yes, sir.

o Would you o on down through the differ-

ance  column and explain the differences and why there is a
difference?

A Qkavy. The first item is dated 1-31-84,
Jin's Water Service. The amcunt is different. I allocated

gy

$77.88 based on the Commission's order that the deep zone

would bear a portion of all invoices, or all costs.

Grynberg allocated the -- that particular

invoice bhased on a formula of 10 days over a total of 19

[ EE AR o T
e et ot PN AP i

days that the rig was over the hole, or working in the deep

zone.

e, of course, disagree with that number
and there's -- that's the difference.

That is the primary difference throughout

the whole schedule.
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i

PN

& Go on Jdown == 15 that brus wits al

sk

e
-

I

watar conte?

A ot all the water costs but the majority
of them.
Wi, STARRETS: Fovr simplicitry,

could you identify those differences which result from sonme
other reason?

A Okavy. The only two items on the first
raga would be the next to the last and third from last on
the bottom, The logging invoice we allocated on the basis
of the depth actualloy logged and the zones actually logued.

The next to the last itenm, dated 2-13-~84,
wag & lubricant purchased for the mud, which I identified as
aeing wholly within the deep zone, and Grynberg alloacated {t

~- just made an allocation based on the Division's formula.

MR, STAMETS: Mud lubricant?

A Yeg, sir,
MR, LYOH: which item?
A It*s the second from the bobtom, Jdated 2-
12-84,
M, LYON: Buckeve, In:.?
A Yes, Bucxeve, Inc, That was ths date of

H

hto purchase and at that date work was occuring at #6200
feet, which is well below the bottom of the Abo,

Thne next item i3 on the next pagsz, iden-
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tified as -~ the date, the datse ig 2-19-84, Halliburten, al-
location of cementing 5-1/2 inch casing.

We allccateé tha co*t on

o ¥ R e

st on the

Commission formula. HMr. Grynberg allocated it based on some

MM i gt e

other formula.

HR., ETAMETE Then that one is
just goling back to the same issue that you identified in the
very first one.

A Yes, sir.
MR, STAMETS: Okay, we don't

need to hear any more about those.

A Okay.
MR. ETAMETS: Co to gome olhey
Cnes.
A Ckay. The -- then the only other Lton

would be the drilling invoice which is dated 2-21-84.

1 allocated $527,748 to the deep zone.
Mr. Grynberg allocated £60,002 to the deep zone bhased on
that same 10 days over 19 days formula.

OQur allocation is based on the contract
between his company and Horizon Drilling, which is a Qgﬂgﬁa;
contract. They ware billed on the basgis of footage drilled
plus day work.  There were two full days and a poglion of

s e

two other days day o work, amounting to 511,000, whicﬁ we

im e et . e N T N T T T A ey

i

placea complet@ly within the deep zone and then a portion of

e B

- A e VA DL e i A AT S I AL PN s .
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3!

.
4

tha footage form the boltom, base of the Abo te the botton

of the hele, we charged to the -- to the PrePermian,

that fur

e i L et

driliing

L dmiee
e T
ey o

of the ho;tgdmy -

That was

L ey e
change €

ain on 2=

every foct of that to the deep zone plus any -- oi

MP. STAME

q

R Let nme clafifj

P A By i e

’SLIL, and “hat you re sayln lﬁ that Oﬂce the

T i e [ERTP I s S g A -

centra;tar urilled below $378 to pu‘ it at the top

v 2 R

g

A ¥Yes, 8ir.

MR, STAMETES: -= thern VOu

p
LW

k that occurred after that time.

A That's correct,
M. BTAMITES: Okay, thany you.
3 That's the only ==~ the only cther 1ites.

the only item 1left that was of any conseduence
MR, STAMIOTD: 5o every  otheyr
»capt thesge three on 2-12, 2-12 on the first peugn,

21 for drilling, all the other differences in alle-

cation were because Mr. Crynberg «id not allocate some  of

she ghall

stand the

use thia

question,

ow costs to the deep herizon, is that zorrect?
A As 1 understand it, yes, sir, ii T undec-
formula that he worked out correctly.
HE. STAMETS: His failure o
2189 - 1811 division of well costs,

A I'm sorry, I'm not sure I undertood your
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mrovided that,
attributanle

“id not

2
praiylam,

-

e

a confusing

axceed §189,

QKEY »

just looking

to the Jdeeper hoeriozon,

ME.  STAMETES:

at a

PEE
st

e X
e OMAMNTS:

HMR. GTAMETS:

problemns with allocation of well costs,

you through?

Gustlions.

other guestionz

1T 343

BEY MR. PADILLA:

tiosaned

CROSES

of this

Hr-

that Srynbery use a formula and

Kelley, what i

-

Are

MR.  CAZ30OHN

MR, STAMBTS:
Jitness?

PADILLA:

HR. STAMETES:

DXAMINATION

it

s ths

#

you

that

T

finding and I can understand why there havo

there guestions == o1

A

5

Okay. Tha corder

cost which is not direatly

o P T SN - y
cost allocation

And t%halt was Ehae

iis is certainly

. " N
DAL

ara

have no fuacther
Okayv. Ars theso
few, Fr. Chair-
r. Padilla.
Formuls vou wman-

a2id you didn't
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understand the what the formula was?
A I didn't say I didn't understand the
forrula. 1 understand 10 days over 1%,
Yhat I didn't understand is tha  raason
for it in making allocations of invoices.
6 Well, isn't that a dirvect charags on tLhe

deaper zone baged upon that allocation?

A Well, let's say, for instance, we'll take
item == the first ditem on the FExhibit Two == ['a saorry,
Ixizibit Three, It's dated 1-31-H#4, Yes, the scheduls
that's been reduced. It's an invoice to Jim's wataer

Service, service date of 1~31-84, which is the dav the wel!

was spudded,

o I'm sorry, where is that?
b It's on Exhibit Three, second pagp, it's

dated L == well, it's after the cover page. It's the first
column, it's the first -- there you go, dated 1-31-24,
Jim's Water Service on 1-31-~%4 laliversd
numbar of parrels of water to location. He charoad  §2240
of that amcunt to the dzep zone.
On  1-31-84, that's the day the wall was
spudded so thaey were working on the surface at that day, or

just a few faet, I cannot, you Know, Ffor tha reason

v

'™

can't understand how $224 of that amount applies £ a dapty

saelow 93173 Fast,
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axample that 7 —= that's the

that Pasis.

- Ckav, let's go on now to the other Jim's
watary Sarvice charges below that.

& GCKay.

¢ Tell me how you wade the allocat on.

A I made the allocation on Jim's ¥ater Ser-
vice invoices on these charges that occcurred Leforo the  $:h
cay  of February, 1 divided them based on the Comnlssion's
percentage of SIR% and 1811, So those charges thei orcurred
aftar the 5%th, which is8 the day that 5278 was  ouagsed, 7

s S, O . -
charged them

the drilling

'
Lthial  the wa
Service?

A

ztand
th and this

1 =

X .
driilaed balow

A

SreyEy
F St e e

whore we've

100 percent to the deep rights Juring - during

ihase of the well.

And you show that on  February Tth, s
y wvou made that allocation on Jin's Water
Ho, the 9th,
I'm sorry, February 9th,
MR, STRHERETZ: 8o that 1T undeg-

come to now, to Pebruary  the

is water which was delivered after the well o

the hase or the below the top of the Wolfcaun.
Tnat's correct.

HE .
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b

Is it your understanding that any charyes

below == pelow the top of the Wolfcamp marker are directly
attributable to the -- to the lower zone.

A That's the way I understand tha
Commission order, yes,.

v Let  me have you refer to vour Sxhibis

sumber

you  tell m

Twe and have you refer to that page of

how you arrived at the

that and haveo

84,641

gecond to the last line on thalt page.

A On the drilline cost?

i3 Yas.

A That's a percentage based on the fontage
portion of the drilling invoice.

o And it's not bhased on day work?

A No. Tha day work 1is allozatea 100

soreant Lo

the first lined,

the deep rights,

if you'll look at thae Tine, ar

it says deep only, 114146.74 is 100 nercent

0f the cost of the day work on Horizon Drilling’'s invaeles,

aential factor in drilling a

tion, is

understand

o
S

w21l past the Abo formation,

This does not take into account tha esoo-

deeper well past the abho fove;s-

that correct?

I would assume not. I'm not sura T

what y¥ou m2an.

wall, doesn't it cost more to drill =

generally?
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B 1 suppose it Jdoes. I'w not & Arilling
§ =

L (Cnclear) is the cost of == vou allotted

te  this  account and I assume you arrived at  this  figure,

2t me ask the guestion this wpe,

15 not taking inte consideration an exponential fastor

drilling the well as you o desper in the hole, is thot
) P pl I

(&

~J

PR 5
NEALOR

A No, it does not.
0 Mr. Helley, whan did vou reocaive

p'a brying te figure cut how you came Gp with that figurs.

[ 7 R

PR

Drynverg allocation of costs after the last Tommisslon hear-

ing in June?

A Middle of July. I carn't recall
aate,
G 2id  you make any attampt to  call

srynbaerg's office  regarding any comment that vou may

had on that allocation?

A No, 1 did not.
" Did you have a difference of opinlon

to the costs allocated on Mr. Crynberg's allocation?

e

Yes, 1 did.
¥ And you chose not to tell us about it
til teday, is that right?

A At that pelint I celivered what I roce

navea

un-

Loy

Ly
v
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te Mr. Carson's office and went about my business as » S

el

venture auditor and -
0 well, didn't yvou testify Lo sy curlilsr
gquestion that you were the one who gent the allocatlon Pal-

eral Express on the day before yesterday?
A That's correct.
i Couldn't you have done that cavlier?

A Probably not, sgince 1 wasn't here. 7

5
2
i
[l
fote
p

ny office for approximately two weaks srior

rr

0 well, didn't von just tell me that v
cecerved this in the middle of July sometinme —-

S That's corrnct.

o -= and looked at it ~-
A Sir7?
¢ And  you looked at it and you did  not

3
0
~
3
[
-
&

somne of those costs?
3 That's correct.
MR, PALRILLA: I have o furbhey

cuestions, Mr. Chairman.

guestions of this witness?
He may be excused.
MR, CAREON: May 1 wprodecd,

MR, STAMETT: You nav procaess,
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Mr. Carson.
LESLIE BENTZ,
being recalled as a witness and being duly sworn upon her

cath, testified as follows, to-wit:

DIRECT EYAMINATION

BY MR, CARSCON:

Q State your name, please,

A Leslie Bentz,

0 aAnd Ms. Bentz, by whom are you employed?
A Yates Petroleum.

1 And in what capacity are you employed?

A I am a geologist.

4] Have you previously testified before the

il Conservation Division?
A Yes, sir, I have.
L And have your qualifications as a geolo-
gist been accapted?
A Yes, they have.
MR, CARSOHN: Is the witness
considered gualified to testify as a geologist?
MR. STAKETS: Without ohijec-
tion, she is considered qualified.
Y ¥s. Bentz, I'm going to refer you to Ap-

plicant's Exhibit Number Pour and ask if you can identify
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that, rlease.

A Yes, sir. This is a stratigraphic cross
section. The datum line is the top of the Wolfcamp forma-
tion. The vertical scale 1is one equals 40 -- one inch
eguals 40 feet. The horizontal sgcale is one inch eqguals
20060,

" Let we ask you this. Wag that exhipit

prepared by vou or under your supervision?

A Yes, it was.
] wWould vou explain it to the Commission?
A Okay, 1'l]l --

¥R. CARSON; May we shut fhat
door?

MR. STAMETS: Yes, 1f somebody
in the back could do that for us I'd sure apprecliats it.

A would vou like me to sgtart explaining

Exhibit Pour is a stratigraphic cross
saection. The datum line here is the top of the Wolfcawmp
formation. The vertical scale is one inch equals 40 feet.
The horizontal scale is one inch equals 2000 feet,

The stratigraphic control and definition
for the wWolfcamp is the first marine limestone following an
evaporite sequence, redbeds, anhydrite and dolomite, of the

Lower Abo.
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ic
Well No. 1 in this cross sectior also ap-
pears in the cross section published by the Roswell Geologi-

cal Zociety, the title of that being XHorth/South Strati-

graphic <Cross Section of Abo Formation and this was pub-

lished in 1983, It is listed as Well No. 8 in that publica-
tion.

I have used their definition for the top
of the Wolfcamp and with this c<ross section I feel like I
have established a yood straightforward correlaticn to the
Grynberg State No. 1, the well in questicn.

The datums labeled number one through
number four are radlicactive markers in the Wolfcamp. They
nave very good continuity and I think they further illus-
trate this is a strong, sound, geologic¢ correlation.

In conclusion, Yates Petroleum's pick of
the Wolfcamp top is consistent with industry standards and
pot Mr. FPttinger's pick of anhydrite which is clearly Lower
Abo, and I would also like to polnt out that Well No. 2 ap-
pearing in the same cross section today, I've presented to
the Commission in Case 7984 and the Wolfcamp top pick is
identical to that and s0 Yates petroleum consisterntly iden-~
tifies the %Wolfcamp in this manner as Jdoes the industry as a
whole,

{ What does -- what do you pick as the top

of the wWolfcamp?




31
A 1t is the first marine limestone
following the evaporite sequence.
G And what is that depth on vyour Exhibit
Humber Pour?
A It is 5378.
MR, CARSOM: I'd likas to move
the introduction of Applicant's gxhibit Number Four.
MR. STAMETS: Without objection
the exhibit will be admitted.
MR, CARSBOH: I have no further
questions of Ms. Bentz.
MR, ESTAMETS: Are there queg-
tions of the witness cn this exhibit?
HR. PADILLE: Ho guestions.
MR. STAMETS: The witness may
be excused.
Do vyou have anvthing furtnsr,
Mr. Carson?
MR. CARSQOH: No, Mr. Commig-~
sioner,
MR. STAMETS: ¥Mr. Padilla, vou
may proceed.
MR, PADILLA: Call nMr. Jack

Grynberg, #Mr. Chairman.
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JACK J. GRYNBERG,
being called as a witness and being duly sworn apon hiz

oath, testified as follows, to~-wit:

DIRECT EXAMINATION

£

Hr. Grynbery, for the record would vyou
please state your name and where you reside?
2

A Hy name isg Jack J. Grynperg. 1 reside in
Englewood, Colorado.

% Have your credentials a&s a petroleum en-
cineer Dbeen accepted as a matter of record before the 011l
Conservation Division?

A Yes, they have. 1'm a Registered Profes-
gicnel Englineer in the State of Texas.

o And what is -- what is your capacity with

Crynberg Petroleum Company?

b I'm the president,
G Are you familiar with the costs that have

been assigned by yvour company and Yates Petroleum Company

for =--
A Yes, I am.
0 -= tha Grynberg State 1-207?

A Yes, I am.




10
n
12
13
14
15
16
17
18
19
20
21
22
23
24

25

31
MR, PADILLA: #r. Chairman, wa
tender Mr. Grynberg as an aexpert petroleum engineer,
¥R, GSTAMETS: Mr, Grynberqg is
congidered -~
MR, PADILLA: who will also
testify on well costs.
MR, STAMETS: =~ qualified.
o Hr. Grynberg, let me refer you to the aAp-
plicant's FExhibit Xumber Two, which is the most recent allo-
cation =-- which is the recent allocation of costs, and let

me ask you, s8ir, when vou saw this intrument for the first

A I saw it yesterday about fifteen minutes
before I left the cffice for the airpert about a guarter to
four, when yvyou telecopied the items.

¢ Have you had a chance to meet with vour
staff concerning the preparation of this -~ the corrsctress
of this document?

A Just for fifteen minutes, and only a few
ltems during the fifteen minutes we could pick out that I
can address myself to.

Q wWhat items can you address yourself to,
with regard to this Exhibit Number Two?

A One of the iteiws sticks out and just the

fact that in Mr, KXelley's allocations he used a factor of
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£4.18 perceant, whereupon the Commission order, Item 2% in
the original Commission order very specifically refers to
41.5% percent, and it was my understanding at the last hear-

ing hers in June the Comnmisgion was very adamant +hat the

jan}

igure of Bl.89 percent be used.

0 Okay, let's go on down to specific items
< ~= that you have heen able to identify.

MR. STAMETS: Why don's we holdd

it right there and let me ask Mr. Grynberg a question.
a Yes.

MR, STAMETS: BReferring to the
now revised Finding No. 2%, it deoes say, it does have a lLins
in 1t which says "except for costs directly attributable
Zrom the top of the Wolfcamp to the PreCambrian.”

A Yes, sSir.

MR, STAMETS: With that excep~
tion in there, deo you believe then it's possible for a total
cost to vary from Bl.89 percent, which is referred to later
in that section?

A ¥Wall, there's =-- there's no guestion

Let me == let me -~ I'm not so sure I un-

derstand your guestion. Would you mind repeating it?
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MR, STaAMPTS: Well, if we took

cut the line "gxcept the cost directly attributable to the

A PreCambrian.
MR, STAMETS: Yes, if we tookx
that out and -~
A All right, 1if vou took that out, then
there's no way I would have drilled the well.
M., STAMETS: well, but if we
toek it out just for argument at this peint --
A Yes,
MR, STAMETS: ~- then the alle-
cation of costs would be basically 81.89% percent to the Abo.
A That's -~ that's if you took it out, ves.
MR, STAMETS: Okay.
A But then I wouldn't have drilled the
well.
MR, STAMETS: But if we stick
that back in -~
A Yeah.
MR, STAMETS: <= then the aver-
all cost to the Abo can vary from that 31.89 percent.
A Qf course, that's what's I'm here to tes-
tify.

MR, BTAMETS: Okay, 1 wasn't
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clear that that's what you were saving.

A Yeah.
MR, STAMETS: Thanlk you.
A I'm here to testify specifically to it.
MR, STAMETE: 1I'm sorry, ¥Mr. =~
A Sure.

MR. STAMETS: -- Padilla, I

needed to get that clarified,

A Right,
" Okay, HMr. Grynberg, would you go -~=- oite

gpecific items that you have probless with in this exhibit?
2 If I may transfer from -- from tha tele-

copy item te -~ te the actual, because the telecopy varies z
little bit. This is the telecopy and thig is vour copv.

Okay, just for the record let me moention,
zince Mr. Helley touched only the Runnels Mud Company bid,
we disputed the majority of the bill. The bill was in  ex-
cass of 320,000 and we prepaid $6240 and we understood it to
pe a turnkey Dbill and & loss that resulted in a jprocess
which was just settled, by the way, and we pay 51600 addi-
tional.

o there will be & correction, bult ir
saving the money, we saved the bulk of it for Yates because
most of the mud that was gpent was spent directly whers the

Hrilling toon place in the PrePermian section.
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How, continuing with this analyvsis of mr,
Kaellev's, the next item that comes across is Schiumberger
ana Schlumberger --

MR, STAMETS: Could you give us
a date on that? It wakes it easier to follow.

A I believe it's on his page two and it
would be the third one from the bottom, and what I'd like
for you to do, if you may, is compare it to page three, the
very top line, it's -- which is also a Schlumberger bill.

MR, STAMETS: I'm sorry, I've
got  the one now that's on 2-12-84, ¥What -~ what was the
athar onev

A 2-12-84, the other one was at the very
top of page three, which is 2-18-84,

MR. BTAMETS: Thank vou.

A Okay. ¥r. Kelley has somewhat a contra-
diction in there. Obviocusly we agree with his 2-18-84 BLil}l
put let's analyze that bill.

The well went to a total depth and the
depth was not adequate to get the whole section tested, so0
then continued and drilled an additional 120 faet.

That second bill of 2-18-84, about §9%
percent of it is a depth charge. I'm sure you xnow that
Schlumberger's blll conslsts of two halves: one is a depth

charge and one is a footage charge. The depth charge i3 &




10
1"
12
13
14
15
16
17
18
19
20

21

23
24

25

Girect  charge to the total depth drilled. There is no way
you can get in there with a sonde, or a set of sondes, un-
less you pay Schlumbervger the depth charge, and here, right-
fully sa, Hr, Kelley allocated the total bill to the Prelam-
brian, %9 percent of which is depth charge.

If he did this, which he did it correct-
1w, then ocoviously the first Schlumberger 211l is incorrect,
because the first Scenlumbsrger bill, the total of which is
$20,363.9846, that has to be broken up and has to he analvzed

in the bill itself, which is what we did,

We  btook  the bill at its face value and

"

allocated the depth charge as a direct charge to the Lot

il

1

Za

3

depth drilled, because that's the only way vou can get i
there, and then took the footage charge and allocated tha
inotagye charge on a dasis of the formula -- I'm sorry, on
the basis of the actual depth that was logged, which is also
a diract charge but a direct charge of the logging.
5¢ ona iz a loguging charge, one is 2
dapth charge. We allocated the logging on tha basiz of what
was lugged and we allocated the depth as a dirvect chargs bhoa-
cause  there's no way vou can get in there unless ysou went
all the way to the total depth.
MR. STAMETS: 0Okay, l2t me see

if I understand what you're saying.

You allocated 100 percent of
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the depth charge --
A To the PreCambrian, to the PrePermian,
MR. STAMETS: Okay, and then
you allocated the footage charge --
A Footage charge -~
MR, STAMETS: -~ to each of
them. Qkay.
A To feet logged for the Abo and the feet
logged for the prePermian section.
¥R, STAMETS: Thank you.
Q ¥r. Grynberq, maybe it's time to have you
identify our Exhibit MNumber Ten and tell us what that is.
A Well, our Exhibit Humber Ten, the PerPer-

mian cost is £9,658.62.

Q Hr. Grynbery, what is Exhibit Humber Ten?
A The one you just handed me?

Q Yes, sir.

A This is our allocations.

0 And this is the allocation you prepared

in accordance with the Commission's instructions?

A And the order originally as to direct
charges being the direct charges to the PrePermian and the
indirect charges being divided on the basis of the formula
supplied by the Commission.

MR. PADILLA: Mr., Chairman, we
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move the admission of Exhibit MNumber Ten.

A And that's the one that was sent July lst
to Yates Petroleum Company, to Mr, Kelley.

MR. STAMETE: Withcut objection
Exhibit Number Ten will be admitted.

§) How, Mr, Grynberg, would you compare
those Schlumberger costs that you were discussing a few
minutes ago?

A Well, the difference is that Mr. Kelley
allocated £5,920.49 and we have allocated 59,658.62 to the
PrePermlian portion.

¥ And how have you made that allocation?
Will you tell me again so 1 can understand it?

A We -~ we allocated -- since the Schlum-
berger Dill consists of two components, one 1is a depth
charge, one is a logging charge, the depth charge is a di-
rect charge for the PerParmian and the logging charge is
based on the amount of footage logged.

o] Okay. WwWhat other charges do you see here
that you want to --

A Well, Jjust gquickly that we disagres, is
the cementing by Halliburton of the 5-1/2 inch ~-

MR. STAMETS: Would you give us

A I'm sorxry?
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MR. STAMETE: Give us a date,
please.

A I have to transfer from the telecopy, Mr.
Commissioner =-

MR. STAMETS: Okay.

A -= to this, 8o if yvou'll bLear with me, 1
will do s0, too.

MR, STAMETS: Thank vou.

A The Halliburton charge, below the last
Schlumberger, would be four below. That would be from the
top of page three, one, two, three, four, five, dated 2-19-
84.

MR, STAKETS: Thank you.

A Okay. ¥r. Kelley allocated £1,626 tc the
PrePermian and we have allocated 83,451 to the PreCambrian,
the difference being is that we used a cement bond log and
established the top of the cement, from total depth to the
top of the cement, and we in fact Xnew where the cement
went, and since you know how many feet of cement is behind
the PrebPermian, and how many feet is behind the Abc, you can
identify it, and if you can identify it, it's a direct
charge,

¥ Mr. Grynberg, would you continue now with
the other charges?

2 The main item, of course, in dispute, and
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the largest one, 1is the Desert Drilling footage bLILll, which
is somewhat a misnomer, but it is located from the top on
page 3, one, two, three, four, five, six, seven, eight.

We've allocated to the PrePermian
560,002,677, and ¥r. Kelley allocated £27,748.80.

We've taken dally drilling tower sheets
and when 1 negotiated a contract with Desert Drilling it was
a lump sum contract., Dveryone knows that it is a lot faster
to drill at the top than it is to drill at the bottom, but
in fact you can, and you do, identify the number of Jdays
thet vyou drill, the portion of the section at the bottom,
number one, it is older, therefore tougher to drill, and
nuimber two, it is deeper and also tougher to drill, ané when
you change yvour bits because it's tougher to drill because
it is an older and more compact section, it takes you longer
to get there,

I don't see how anyone can assune that it
is a uniform footage price strictly on whatever the depth is
when  in fact the record shows that it took nine days to get
through the Abe and it took an additional ten days to get
through the total -- through, I'm sorry, through the pPrePer-
mian section.

50 it's a case of a total nineteen days
where ten dave can be directly, unequivocably identified to

the drilling of the PrePsrmian section.
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And here the part ls academic whether the
top of the PrePermian is the way we ldentify and a good por-
tion of the industry right at the top of the anhydrite or
whether ons uses at the base of the limestone, which thick-
ness does vary throughout: while the anhydrite is consistent
it's a matter of a few hours, that -- that 50-60 feet dif-
ference is academic.

And when vou can directly identify from
the total cost of a well that it took ten days to drill the
PrePermian and nine days to drill through the Abo, that it's
a direct charge, You cannot just take an arbitrary total
cost. of the well, divide it by the number of feet and say
that's the footage price, Dbecause everyone xnows that thsa
footage price is not an exact price, it is a varving price,
but it is for convenlence purposes dividing the total cost
hy the number of feet, but everyone knows that the first
3000 feet you &érill in a few days, and then gradually qet
slower and slower and slower,

So we have a direct charge of ten days
taken from the tower shests, I don't think anybody can dig-
pute  that, and that's exactly what we did. That's the
direct charge to the drilling of the PrePermian section.

If one establish a precedent and say that
the drilling of PrePermian section is merely based on what-

aver is the average footage charge, I think the State of Hew
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Mexico will not bhe able to force pool or unitize any walls
and encourage the Arilling to the desper sections, whilsh ia
exactly where the future lies, is in the deeper sections,
because it is illogical and nchody else would do it. Jobody
can  afiford to go and drill to the deeper sections and  bLear
the majority of the cost and let those in the shallow sac-
tions have the grzat benefit of it.

MR. STAMETS: Mr. Grynberg, for
what it's worth, I would point out that the method that is
currently being used for allocation of costs under these
zonditions is substantially different from the one that's in
this order, sc perhaps we've already taken into account your
COnCerns.

A Thank you, sir. Thank vou, sir.
Mow, but the order to us, at l=2ast, it

was olear as far as the deseper portions are concerned;

And th2 same thing applies to the next
itenm walch we gquickly identify, that of Mac Chase completion
rig. We had actually direct charges, the amount of time

that was spant and let me go and give you Hac Chase. Mac

Chase would be from the top on page three, one, two, three,

four, five, six, seven, eight, nine, ten, eleventh from the
tom. And we diffevr with Mr. Kelley because we again ident-

ifv, How this was a completion rig. That completion rig
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wag 80 many days in the PrePermian horizons and so many days
on the aAbo horizon, and there was just pno question about i€,

What ¥r. Kelley did is he took the total
cost of a riy paié by the day and divided, asz I uaderstand
it, in proportion to the items.

Now ours on the Mac Chase is 315,879, for
the FPrePersmian and his 1s 58,091 for the PrePermian, where
in fact the daily records indicate exactly as we have it,
this is how many days we worked on the various horizons in
the PrePermian before we moved up the hole and worked on the
AU

Now thege are the onaes that obviously
stand out very gquickly, and unfortunately without my benefit
of bsing able to sanalyze it because material wasgs not
delivered; wheather Mr. Kelley was or was not in town, Lt was
not  delivered, and the FPedaral Express supposadly was sent
the way before yesterday, never got there yesterday. I
don't know about today.

) Mr. Grynberg, if you take vour Exhibit
Mumber Ten, how d¢ you arrive at the figqures (not under-
stood}, just add the column? 1Is that the2 way vou do that?

A Yes, that's the way we do that, bhut as
I'm gure you realize, that the exihibit, which is our Exhibit
Number Ten, does not pertain to two additional items that

are vary such in qguestion in this particular case.
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o} What are those items?

A The {tsms concern a previous exhibit,
which I believe wag submitted.

0 What is the description of that exhibit?

Is that ==

A That was the AFE.
2 Let me hand you our previous Exhibit pum-

ver Two and ask you if that's ==
A Plug another exhibit, which we'd like to
introduce. Here are copies of it.

Is it possible to get a little it o

by

water?
HR. ETAMETS: Yes,
A Shall I just step outside?
HR. STAMETS: There's a water
fountain right out there.
. Is that the exhibit you were referring

to, ¥r. Grynbarg?

3 Yeg, Yes, Mr. Padilla.
O What item would vou like to discuss in

that Exhibit Number Two?

A Well, what 1'd like to disgcussg, if 1 may,
is that after tne order came out, which my recollection isg
was December 2nd, 1984 -~ 1983, we looked at the order, an-

alyzed the order, and felt that there is a petential in up~
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£
paer horizons, upper above the Abo, that the order was ginmply
not addressing the gecloyic posrsibilities as such, and we
submitted an Authorization for Expenditure to Yates on  the
basls as if we were to stop at the Abo and not ¢o any far-
ther, assuming we had a tremendous well in the Abo with good
drill stem test results, or we were to ¢go all the way 1{o
total depth,

1 personally supervised the Auvthorization
for Dxpenditure and would not want to drill the waell unless
we had a consent on the basis of participation by the
various Yates entitles and the second page, which is the
FrePermian case, clearly states --

BR, CAREOH: May I interxrrupt
at this point, please? I'm not sure what he's adriving at
put if what he is intending to do is to impeach the order of
the Commission entered in 1883 or '84, I'm going to object,
hecause he seens to be relving on the order for one purpose
and now he's going to talk about what great thingas he did
despite the order, and we're either here working under the
ordeyr or we're not. For that reason, I''m goling to obiect.

MR. STAMPETS: Let's find out
first what his point is and then we'll see whether or not --

A To answer Mr. arson =--
MR. STAKETS: ~- vou have an =--

A -- I was answering the questions as they
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I'm here to discuss the Ffact
that 1t is == at least our original understanding was that
we  were operating under a signed aqresment, that it was
siyned by everybody concerned after the Commigsion orider,
and totally independant of it, specifically, giving the Cowm~-
misolon --

MR, CARB0OM: I obiect.

MR. BTAMETS: In other words,
vou'ra attempting toe  tell us that there's an operatbing
agraament on this well which allocates the well costs?

A That's what it is, right there.

BR. STAMETR: Mr. Carsgon, you're
saying that you signed this APE?

MR, CARSBON; It has nothing to
do with this ¢ase.

My, STARETS: Is there an
operating agreement on this waell?

B Yes, sir.

MR, CARSBOM: Yes, sir. There's
ong in File No. 79-whatever it is, original forced pooling
has  the operating agreement in  it. That's the only
operating agreement to my Xnowledge.

A Hlere are the signatures of everyons for

tha interest to be pald on the PreCambrian test -- I'm sor-
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£y  PrePermian test, slygned seven days after the Commission
crder  on a voluntary basis with no  obiections whatsoever,
nevar obiected to it, none at all.

MR, PADILTA: Mr. fChairman,
this AFE was submitted in accordance with the forced pooling

rider so I do believe it's relevant.

¥R, STAMETS: Anybody got =2

copy of the original order irn this case?
L.\ Yeg, Your Heonor, right here,

MR. STAMETS: Hr. Grynberg, Mr.
#adilla, do either of you have any other document besides a
signed AFE that you would put forward to indicate that tho
Division® order in this case is -- is not applicable as to

those provisions relative to our <Jdetermination of wall

A I == 1 can check. Do oyou have & copy of

the operating agreament hera?

HE, PADILLA: I don't have a
COpPY.
A I can call the office real guickly. 1€ 1

*

-~ if we can pubt this aside bhecause there's another natter

we can  address while at the hearing. When we Dbreex for

lunch I can call the office and find out exactly if -- Just
to axpedite time, if 1 may suggest to do so.

H¥R. STAMETS: If thers is &
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lJiJ
Gecument  that all parties have voluntarily agreed Lo wiich
independently, independent of our order determines how is~
sues such as this will be handled outside of this agency,
then I would presume that there is an agreement betwesn the
parties and that this order probably no longer applies.

A It was pur intent and intention that the
Authorization for Expenditures from either of the two cases
was the prevailing ones.

MR, CARBQON: I'm going to ob-
ject., Even with a document, what his intent was has nothing
te do with it. I'm certainly hgppy te have him call this
oiffice and see if there's other documentation, but I think
this is & new issue brought for the firat time in this
hearing. He've already been one day on t&is thing ana for
that reason I'm going to object,

This is after all a hearing on
a forced -- forced pocvling order.

MR, BSTABETS: We'll recess the
hearing until 12 == until 1:15 for lunch and make a decision

on tnis issue subsequent to that.
{(Thereupon the noon recess was taken.)

MR, STAMETS: The hearing will

please come to orders.
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LAl

The Commission has historically
viewad any agreement which is voluntarily entered into after
issuance of a compulscry pocling order to supersede  that
crder and any terms and conditions in that agresment,

1£ here is an agreenment which
¥r. Grynberg wishes to introduce today, which indicates thal
the allocation of well costs, any disputed waell cost is  to
be determinad in any other wmanns=r, we would consider that
and if it were a valid agreement we would defer to that.

In the absence of such an
anreenent, we will go ahead and consider the well costs to-
day and issue an order on that basis.

MR, PADILLA: ¥r, Stapets, we
don't have a signed operating agreement; however at  this
time we would move for dismigsal of the application on  the

besis of the signed AFRE as constituting an agreement follow-

)

ing the issuance of the order, original forced pooling or-

MR. STAMETS: Mr. Fadilla, I
nelieve it's the Commission's position that an AFE may be
signed Dby any party wishing to pool and they may pay their

"

shaere in order to avoid the risk penalty provisions of a Di-

%

vision order, but that they may &lso not sign  any othey
operating agreement and that all the parties would then be

-~ continue to be bound hy the terms and provisions of any
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ardor Toeasd oooliayg Lhe wmall.

And we helieve your wmotion for

MR, PADILLA: We  will resumo
our testimony and put Mr. Grynberg back on the stand.

<&

¥R, STAMETS: Pine.

[

JACK J. GRYHBERG,

resuming the stand, testified as follows, to—-wit:

BIRECT EXANINATION COUT'D

A Your ilonhar -~
¥ Mr. Grynberg, let me direct your attan-

tion again to Txhibit Mumber Two and have you tell us  hov
and when that EBanibit Two and in particular the APE  was
signed by the Yates interests?

A The various Yatas entitlies signad thosn
on January 12th, 1984, and in fact altersd tns intereast a=n
the letter of transmittal which is part of Zxhiblt Two  fron
Yatas indicates.

Flese note the interest on the APN's havo
paan changed to show our correct interssts.
Subseyguantly to  those signad  interests

and  agreeing to those interests for the Prefambrian == 17w
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scrry, for the PrePerwmian wall, on Janunary 18th we seni khonw
an  oparating agreement, whlch was the operating agreement
submitted during the Commlssion hearings, but in the letter

of  tyansmittal to VYategs Petroleum, which letter can be

r

&

delivered to the Commission, it specifically stated that —-
Mh, CARSON: Your hHonor, I'as
going to object to him stating what some writing says with-
out producing the writing.
A 1'11 introduce it. I'll have it hera.
MR, CARSON: 1'm not agking for

that, I'm asking --

A If ¥r. Stamoets says that we can introducs
it
MR, STAMBETS: T will sustais=

the objection unless tne document ig in 2vidence.
0 Mr. Grynberg, 4o gou Xnow of your @ owmn

personal knowledge, did vou write that letter?

A I instructed to write that letter, ves.
& Do you waow what the contents of that

letter are?
A Yes, I do.
MR. CARSON; 1'11 obliect. X
think the letter speaks for itself.
MR, STAMETS: The objection is

sustainag.
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arli

b}
At

A

i a Copy 08

#s
w

any time

San Andres,

portion of

Uxhibit 85ix in the orig

¥r.  Grynberg, let's gove on 0 arother

Lt me hand you what was wmaerwad  al iho
this hearing as Bxhibit Bumber fix,
I have a copy of this.

B, PARILLA: HMr. Stamets, this

z

inal version.

i

Can you tell us, Mr. Grynbsrg, whether ati

you offered to unitize formations other -han  the

or the Abo and the PrePermian formatlions?

pid you make an offer to Yates?

1 made an offer to VYates thast on oo

%
H

we Jointly go and complete the San  Andlres

from approximately 1912 to 1943 fest, about 20 fest of net

—Ji-ﬁ Y‘ \1{’»,—‘ if}d

icated

on log interpratation and some shows in the

that it should be productive, end 1 vanto?

to proceed with that cowmpletion,

"

completion?
A
i 5 potent

(;‘;

in the 3an
A
37"11’2

ial for

Andres?

L}

Wiy  did you want to proceed wlith ihat
Because we think to this day that  Lhors
& 5an Andres oll well.

Does Grynbery Petroleum own any  interesl

Waell, based on the signed APR we Lave 4

percent interest.
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Based on a Commission law or pulings i
Lhe past, 40 acres consititute 100 percent ownarship of the
gan Andres, and the 40 acres where the well is locatad is
108 percant owned by the Yates entities.
i} Mr. Grynberqg, would vou completa the San
Andres if the decision were up to you to --
A Yos.

ME. CARSON: I'am golng Lo
object te this line of guestioning and I'm going to ask that
that answer be stricken on the grounds that whatl e sald has
nothing  to do with this hearing so far as I can  sas, and
to me, well, 1 guess that's the objection. It's not rele-
vant to any issue in this hearing.

MR. PADRDILLA: #¥r. Chalrman, the
purpose of this hearing is to allocate the reasonable well
costs., Part of those well costs in retrospenct should apply
to  formations that appear to be productive and should e
considered by the Commission in deciding whether ar not a
complete wellbore ought to be turned over to Yatas Petro-
laeuns,

Certainly at the inception of
the == we will concede that prior to drilling the only

objectives of the well were the Abo an

et

the PrePerzian, 50
there's one horizon here that appears to ba productive an

it would be inequitable to allow that well cost nol  to o
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sllecatoed Lo the iuterest owner of that formation.

The order speaks in Lermg of
reasonable well coste and 1 believe there's room oo intor-
pretation of what the reasonable well costs are.

MR, STAMETS: Pa will sustain
#r. Cargson's obijection.

MR, PADILLA: May I make an of~
fer of procf, ¥r. Chalrman?

MR, BTAMETS: Yes, you nav.

MR, PABILLA: Through the tes-
tipony of Mr. Grynberg?

?‘;f‘i - ST’A!’F’.{ n) : Y{’ L

(’ﬁ

Kr. Grynberqg, t211 us ~- referring to 'y~

hibit Humber Six, which was introduced earlier, tel!l uc
about the San Andreg formation end whether you conslder that

productive?

A The San  Andres formation Lroduces
throughout the area as a known oll and gas producer. It was
@& Clear indication on the attached logs that approximctely
206 feet of it is porous, and as such, based on guantitstive
luy  anelysis it also indicates that it's hydrocerbon  bear-
ing.

Now the Comission precedent stands, name-

ly that 100 percent of it is owned because of 40=-acra space

ing, then Yates is asking te pay nothing and keep 100 per-
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cent of the proauctlaon,.  That o me doesn't sound sguivabls,
0 Fave you made an offer to Yates to Co-

vunitize the San Andres formation?
2 I made an offer to Yates to either  take
over the well and pay for its share, and 100 percent of i,
for which they're trying to aveid any payment at all, or to
¢ on as the AFE indicated that we owned 37-1/2 percent and
we jointly complete it, and I have had no response,
What VYates is obviocusly trving to do iz
get a free well paying nothing for it.
MR. CARSON: Your Honor, Tim
aoing to obiect tec his characterization of what Yatss are u
te, and he mayv think he knowvs but probably doesn't.
ME. STAHETS: T understand whet
we  have here is an offer of proof for the recerd and 45
Compizsion is taking ne cognizance of the -~ what Yr. Gryn-
ners is testifying to  at this yéint, and will not consider
that in making its decisicn.,
MR, PADILLA: I hellieve that's
all I have.
A But == but -= Mr. Padilla, the proc? of
the depth on the Aba.
0 %hat -- what is the depth of the San  An-

dres formation?

2 Mo, no, the Abo.
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P * Y g o N o TP S P A
o San  Andres. Answer wny  auastion, i,

']
&..3
]
P

a  preoducing horizon is from 1%13 to

o And what is the Abo formation?
A well, the Abo formation as we  nave

described it, and what we 4id is we have correlstad with an
sxisting producing YWolfcamp well, which is below the Abo, as
the Commission approved it, 990 feet from the north  line,
1880 feet from the west line in S&Secticn 24, Township 7
Zouth,  Range 26 Zast, which is approximately a wile to the
cast  Frow  this location. This is known as No. 7 Rangoo
SGtate, operated by Elk Qil Company, and the Wolfearmo perfor-

ation

o

, as approved by the Commisgion, are within an inter-
vel of 5142 ~--
MR, CARZON: I obiact and awli
him 1F this 1s from his own personal knowledge?
A Yes, it is.
MR, CARSON: You didntt  get

this over the phone during the lunch hour?

e
o

A I looked at this thing and felillad to
gel the precise depin.
I'm partners with 2lk,

¥R. CARSBOH: I object unless

it's from his perscnal knowledge., It sounds to me like --
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A Ioar  partners  with  ©iN and  f Wil
Tariliar. I didn't have the precise 5142 to §228,
HR. STARETS:  Pleage proceed,
A The top of the Abo in that well was 4477

inet,

Pop of the Welfcanmp was at 5142, making
the interval 672 feet.

In this particular well in questien  the
tep of the Abo iz at 4692, If you add 672 to it, then the
top of the Wolfcamp is at 5364 and not the way #¥s.  Ronty

toestified.

MT. PADILLA: Mr. Chalrvern,
vee'll pass the witness.

ME, OTAMETE: Are there qQueo-
tions of the witness?

Mit., CARBON; Yes, sir, thore

CROES DBXAMIVATION
Y MH. CANSON:

& Hr. {rynberqg, do you =- vour flrst cop-
ment was on, I believe, Applicant's Exhibit NHurber -- have
you got Applicant's Exhiblt Humber Two before vou?

S0 many exhibites I want to e sure v

got the right one. veuld you mind telling me if this is the
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7 well, bz liove,

it's stamped on front, 1

A I don't have any stamy, got the wrong ong,

o 1'11  refer you to Applicant's Fxhibis

I believe it is, the back page.

A I have located that, Okay, vou can taks
it back.

i Did yvou find it?

A Yes, sir, page what?

9 I don't kxnow, it's an unnumbered page but

it's the back page, the one that zays ~-- Page Five, says
drilling costs,

A Yes, sir.

o Is it your position, or I might say this,
you  objected to the fact that #4 percent of ths wall wan in

to the drilling cost application.

A £ course.

iten

L And is it veur contention that each

BUS L

be less than 82 percent?

A #lell, it is my contention first that in

thiz ocrder, Item 2%, and that's the order of Decenrber

Tl pT
PR 1907

1583, and based on the understanding of the hearing in June,

that it's supposed to be B1.89.

, Viell, I'in sorry, 1s it vour understanding
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and  conteatlon that each ltes should be less than 81.-what
aver it ig?

A NG . It is my undar ta?;ﬁﬁﬁ%WMmemmm
items that you cannot make a direct assignmant. .

A S T TN
AN i i 2t N

Are tﬁO

PERR S

thosae itens tha

N ememrttre e o s e

all my Pantantlon.

L Ay AR

Tt e sy gt D2

opviously that's whers

that Lf

-

if the

he

Lt C AL e L

t_should

Part of sy contention ig -- is that, and
the Commission would not admit Lt ~-

logic dictates, that if Yates ownas the Sar
assuming that they do, then they =hould pay

for the san Andres on a2
G et
tion about the logging

o you recall thats

A Wlall
amounts, oxay? Fage?
& Page

A The

* The

“ Yes,
vioice.

& If 1

vou did in your allocat

ying according to where

A Yes,

similar basis.

me ask you this., Do you

Ccharge on the involce Jated 2-17--T47
» loet's oo to the item so wo have Lho
-- P3ge Two, the bottow of it.

third frowm the botton?

third from the bottom.
sir. ¥ou have to break up thet in-

recall corraectly, what

len was to allocate the cost of  log-

it was logged.
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SElQin.

. Yo g 3 IS

Lo Lner 2D,
A
7
9
A

REPORTER'S

transceript

NOTE:

un the

B

Bul you cuarged the dapth charge  sola? s
3 S = <

Well, you have to, 7That's only logical.

I'm asking you a guestion.

That's what T did, ves.

Bue to rafornming this portion of s

computer, Pages 60-2 and 60-3 are insorted

The continulty of the text 1s correct.
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1

o and  vou 4id that on the basis thatl  --
that you have te ¢o to 6060 feet, or whatever the dJdepth is,

to -=- to begin vour logging.

A But look at your -- look at your itan,
the very tep of Page Three. You did exactly the sare.

. 1'm asking if that's correct.

A That's correct.

o Okay.

A 2ut you did the same thing.

2 But if you had only gone to 484C feet, or

30060  feet, to start logging, vyou would gtill have paid o

depth charge for going to 2000 feet. Is that not truc?

A Ko, no. You start loaging abt 4000 feat?
e Yezh.
A Wwell, vyou wouldn't start logging at 4000

fact. You'd start logging --

0o Ne, I'm saying if vou had --
A You mean a different well?
G This well., Let's talk --
MR, ETAMETE: Exouse me, FExe-

cuse me. Mr. Grynberg, if you'll pay very close attention
to the questions eand answer the questions asked, we'll cer-
tainly appreciate 1t and the record will be a lot cleaner.

A Okay.

MR, BTAMETS: And if thors ars
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diiferent  quastlons which
Four  attorney will hava
tions and answer tiaosge.

an

e
should be asxed of you, you anl
cpportunity to ask  those  gues-

bt 411 right.

0 3

3004

[

5aY , aot, would you

te 35007

quastion was, if you began logging at,

not have a dspth charge

his That's a hypothetical, doesn't apply, be-
cause it'e illogical. wWhy would you log at 3000 fest?
i I'm ==
MR, STAMETE: WHr. Jrynocrg, —-
A I don't understand the guestion.
MR. STAMETS: Mr. Grynberg, can
You answer the guestion --
A I don't think I can answer thai question.
MR. STAMETS: -~ that 1I you log

 well to 304840

foet, what will =--

LY Any well.

MR, STAMETS:  -= vour  Jdegil
charge La?

A any well, if vyou log to 3000 famet, itae
depth charge is 300¢ feet, yes. Kot the -- the depih chargs
is 3000 feet, ves.

4 So if you log a well beginning at 806307
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gin logging back ap the well, iz that correct?

A Yes, and then you pay a 1logging charge.
Q And you ascribe the total logging charga

to the lowest depth logged.

A HO.

v You do not apply the total dapth charge
to the lowest depth logged?

A The two guestions you just asxed is dif-~
ferent. The first qguestion you asked total leogging charge.

¢ Oh, I'm sorry, I mesant the daptih. 1'm

just talring about the depth.

A The depth charge, yes,.
w Okay. Are your -= when you cCalculated

the drilling costs az well as water and a number of other
things that you've marked with an asterisk on your exihlibit,
it's Dbased on a total of what you consider to be 19 days
drilling, or that the drilling rig was on the well, and 10

days of which it was in the Abo, is that corract?

A #0. Ten days was in the PraPermian.

Q Okay, and 9 days was iln the Abo.

Y Y&s.

. In making that calculation, did you con-

s3ider the Aho to ba $5,200 feet or gsome other depth?
A we considered the Abo to be 5368,

Q At the time you made your calculation.
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A That's Correct.
i D1 =
A as far as the days. #hether Lt wag %254

or a little bit deeper, it's academic. It was & guestion of

an hour.

-

we didn't divide it by hours. ®e divide
by days pasad on tower sheets.
W Did you charge the PrePermian wita days
thnat Jery spent --
A Yes.
() -- working on the rig or [{isning cr some-

thing like that, for example?

A Well, depending == the fishing was, I ope-
lieve, in preparing it. That's where it was chargoed, yaes.
g Okay. Did you ~=- andg you also ciharged it

with the days that you spent -- that were spent logging.

You charged the PrePermian with the days that you logygaed —--

b
-

It wasn't days; loggling vas souple of
hours,

Likxe I told you, we didn't divide it by
aours. e divided by days.
0] I gee, and where was =-- whilg you wore

-

deing  some of your drill stem testing, 2id you chasrge thac

A Mo, chargod the drill stem test to  tha
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PraFarmian of the PrePeraian, of the Abc to the Abo.
o What did you do with thoze days that were

on 2ay work?

A All that was day work was PreParaian.
o Okay, wyou charged that totally, 4did you

not?

]

g6 did you.
& I know we did. The next guestion is, is
that your drilling contract, however, was based upon a foot-

age basis,

A It was based on a total amcunt.
Q NC) 3 ig19 ’ no.
A I believe I testified ~-~ I Lslieve 1 t“es-—

tiftied --

{ Do you have that -- 4o you have thul with
vou to vertify that?

A I don't have. 1 don't have it. #ut you
cannct go ahead and divide it by feet when you have actual
days. It was a total amount for so many feet,

C well, my guestion was -- was ¢id the con-

tract itself call for payxent on a footage basis?

.Y I don't recall.
2 ¥You don't Know.
A The contract was a lump sum that I pro-

paid.
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. I would like to refer you to the

-

cenedule and the Haego Chage Ltem.

2 Yosg, sir.
-

r which is 3-10, 1984

A Okay, 3-10 to 3-31, 1984, is that right?

L Yes.

A Yes, sir.

i How, you objected te our allocation ol
Lhiat.

A fep.

% Would you tell us why?
A kecause our allocation was on &h

€2

4

{

M.-
?
o
o
o
i)
[

uf exactly how many days & workever rig spent on  completing

the PrePermian horizons and how many days on the Abo.

I rean you have a rig sSavsg —-
5 ¥

ME., STAMETS:  Gentlemen,

Ltnan  ¢o on with answering a trick guestion, 1 would

rather

point

out that the alleocation between CGraynberg and Yates aro

identical and there is ne difference.

A wall, obvicusly, you know, whabd

arn  iterm like this with hundreds of items submitted

fifteen nminutes befare you catch a plane, you can’
evaerything.
& ¥r. Grynberg, are you acguainterd

Foswell Geological Soclety?

R

wou get

o you

COMPpaY e

Don, ot
L Lo
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A I'n sure 1t axists.
W Do you gparticipate, or  does

geclogist participate in the efforte to pick the variou
tops of various formations?

A I don't know. I doubt it.

o Would you agree that the Abo is
consistently the same depth?

A I would agree it's not consistent bu
would algo like to refer you to the AFPE whera the Aocg in
AFE  submitted to Yates said we're going teo Jdrill  to
feat,

In other words, the Abo preoduces from

top, not from the bottem, whichever one calls it. Wa r
¥

i

to the production in the Abo, not a geclogic unit.
ME, CARSON: I don't thin

have any further guestions.

CROES EYAMINATION
BY MR, STAMETS:
42 ¥r. Grynberg, in whatever kind of
tract was lssued on the drilling of this well, what did
drilling contractor know as an absolute? pid he khnow a
absolute how much footagye he had to drill or &id he kpow
an avsolute how many days he would be drilling?

»,

n Any -~ I used to be a contractor,

o -
43

the

Elor

ot

i
S

2O
iy
S an

LRy

Yoy
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I 'i
wd

s

LGTIOL . I had two drilling companies. %henever ]
9 ¥

k7

rig to bid, I would bid how wany days I was

i

avery contractor in the business does the sape way,

Gavs a4 rig is going to --

0 Wall --

A ~-= ke on the well.

o You <idn't answer my guestion.

A The answer is yes. He looked at

“ays he was golng to be and he gave me —-

0 do, no --

A ~~ & lump sum,

] You didn't answer my question.
A I'w sorry.

" Lat me repeat my questionu.

A Okay.

o When the drilling contractor

Liis vontract to you, what <did he kxnow he was goin

bes

to do? id he know he was going to have to drill
tain number of feet or <id he know ne was going to

drilil a certain number days?

Lidding.

How many

now rany

4 ko havae

to a cer-

2 #well, in my opinion he knew he was going

Yo uriil oa certsin number of days translated into
tng rormnation that was there,
o well, no.

¥ I'nm sorry.

{eet and
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o I'm not == you know you wrote tals  con-
tract and you're telling upg what was in the centract, and
i'm asking you, did thart contract provide that he would
drill to a certain depth?

A T¢ a certain depth, yes, but zpecifically

to a certain formation at an approximate depth.

i So he znew to what depth he would have to
drillz
A Ho, an approximate depth, but to a forma-

tion he was going to drill.
Q¢ Approximate depth. Did  that contract
provide  that that depth would be drilled in any particular

number of days?

A 1t provided for a lump sum money.
¥ 50 there was a clear cut requigzement fox

footage drilling, no clear »ut renulrpment fer ﬁny ruwwe aﬁ

BT BR  RY BE b v S A A it D S e L e
e

days to be drilled.

S WA ey

NS g o8 A S 1 VR

A It was not clear for footans becauge Lha
footage was estimated, It was clear for the formation to
edrill.

O Wall, T said approximate,.

A That's correc* agprsxlwat

P o PO, ARG £ e e o
0 Okay. On t““ ﬂal iburton charge on Fab-

ruary the 1%th, if 1 understooed your testimony, vyou alle-~

catad that cement charge on the basis of how many faet
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U
the PrelPer
i
3

w1 I'm

acceapted #

$1821.8¢

o

amount due

ing at the

A

e Zrxhibit -- Yates Oxhibit RKumber Two,

.
i8 =

fift

- £ Fa x
[ SR N W
7, . T e
(3TN AN WO

depends on what you pick as the base of the Avo,

PraPermian

i

+y

‘{iﬁ?s, Bl

- ag opposed LG
miarn.
That's cofrect, y

¥R,

wrong, but as to thils ch

r. OGrynberg's pogition, t

would be subtracted Ffrom

thaem of £7%,000~-some odd,
is

Which i{tem it?

MR,

STA

Halliburton cemant

Page what?
MR. ST

hown on Yates Fxhibit Nuwmbh

1 item down from the top.
Yates
So

presumalkly 1f we acce

your explapation there, t

nat they show on the first

oy many fect were agucvo
£8, B51ir.
AMETE: LSomeons: Sorreci

arge, if tne Compission

. IS S Y T
hen that would mean that

the Yates

Is that corroct?
would you ==

METG:  Ckay, we're

sy
H

AMBTS hat's ¥Fage Two

L 2 fra crn
than bthe

and

S s e,
(DLSIETE e i

ar Three and the  tiird

" o 3 v g R
LEDanQ0 S

iy

shows a Jdi

pted your -- rour ragcom-

hen that 1821 would oone

page of Trhibit

RHot exantl

o2

bk
4
-~

& 4

I believe,.




10
n
12
13
14
15
16
17
18
19
20
21
22
23
24

25

71

MR, STAHMETS: Could #Hr. kKelley
work a uick calculation on that based upon the Yates inter-
oretation of what the base of the Abo is?

MR, KELLREY: Let me f£ind it,
find that particular invoice hera.

A I'm still lost, Mr. Stamets, You're
raeferring to on a Yates submittal, their Exhibit, I think
it's Two. There are several Halliburton bills. Which one
are you referring to, on Page Thrae?

MR. STAMETS: i1t would he on
Page Three, the one on 2-1%, the one, twao, three, fouyr «-

a Pifth.

HR. STAHETS: ~-~ fifth from the
LoD

A Fifth from the top. OCkay.

MR. STAMETS: And as I under-
stand 1it, that's the same charge we're looking at on their
Exhibit Number Three on the third page, again fifth from the
L0

They show & difference between
your calculation and their calculation ~-

A Right.

MR, STAMETE: ~- of 1821.80.

A Kight. I think what they do iz they go

to our exhibit, which is on our Page Two, fifth from the top
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where it allocates 3451.74 and they alloc
frocume the difference ie what is in their

ME, KELLEY:
Believe, 1is the -- the differcnce in your

¢f the zement and depending on where you p

cemant.
¥E, CARSOM:
¢ cement oubt of ¥Mr, OSrynberce's Exhibit

-

that exhibit pubber?

A ®r. Carscn, I'm sure vy

ewver but you can't do it frowm this log.
MR, CARSOHN:
A It's not & zement hond
MR, CARB0OH:
Mr. Ettincer ¢id it.
A #ell, he &did it from
and he trangsferved it,
ME. CARASON:

sust toox it right off of Mr. Ettinger's e
3 That's not it. That's
HETEI
MR, CARSON:

“ind of a log it is. I just know
¥R, BTARETS:

Crynbero, yvou're saying there is a czment

£y

L

3

ate 1,609,948

et

and

othay exhidbit,

The difference , X
figuring the top

ick the top of the

Vie picked the top
Number -- what's

ou're an ercellent

I didntt do it.

105 .
I didn't do it.
a canent bond log

I just took ~= wun
xhibit, I think.
nct & comnent Lo
I don't know wihat

Sa,

bone

v e .
log which has
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ot beern enterad in evidence in this case or it hes Loen and
is a different exhibit?
A I don't know. I don't know if it has heen
ar hasn't been. That we used to galculate, That's vhat we
copveyed that we're deing to calculate.

MR, CARSOH: Exhibit Husber Six

A Yatesz hag a copy of a ceorent bord  Tog.
How mavbe you have it here as an exhibit. Do you have it?
MR. CARSON: Wo, T odunt e o

Just have Mr, Ettinger's top of the cement.

A wWell, he said it. He did it frow

..-
ot
o
L2
-y
&
¥
-

xnowledge and he's the one that picked it,

P, CARSON; That wasn our probe
lam,  cemant, and the difference is based on what vou picked
ag the bottom of the Abo,

HMR. STAMETS: How many dollars
difference does it make?

Mr. Kelley pointed cut thati it
le marked on the duolateral log whizh {is apparantly the
vecond  part of the Exhibit Number Six. The two logs must
have been presanted as Exhibit Six.

A Cray.
MR. BSTAMETG: The top of tha ce-

ment is marked at 4,200 feet on that log.
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A Yep, it is, you're right.

MR, STAMETS: What I'm goin

Iy

«s% i3 to belag Mr., Kelley back on the stand to answer
guestion and letters that 1 nave,
Let's  gee  1f  there are

sther guestions for Mr., Grynberg at thisz point.

P T
i

Sk

this

any

Doas  anyone elge have A (uos-

He may be excusad.

Hr., pPadilla, do yvaou have

¥R, PADILLA: Nething =21se,
Chairman,
MR, STAMETS: I'd lige to

call #r. “z2lley, then, o7 a couple of quzstions.

TOM KELLEY,
aeinyg recalled 8 a witness end being still sworn apon

weth, bestified as follows, to-wit:

RECROGS BEAMIMNATION
By wH. STAMETS:

Q Mr. Kellsy, utilizing the tos of

any -

Rar.

i

the

cement  shown on Grynberyg Exhibit RHusber Six of 4200 Ffesb,

3

sRiilzing your ¥olfoamp top, can you tell us whan 4
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aakas thnan it the == i the difference in alliocation of

well costs batween Yates and YMr. Orynberg if we zocent  Mr,
Sryaberg's position that the cement costs zhouald e bornse
sroportionately  to the nunbar of feet of cement bhehind the
“s8ing  in the 2bo veowvsus the number of feel in the Prapor-

L )
wadig

A et me

1]
>
B

if I understand yosor guestion
£

oA If T understood you correctly, you bas-
ically allocated the cementing charges in acsordancs  wi
ey Foryula set out in the order.

A 25, sir.

o DKAY » And what I'm asking ig, or I'n

e

saylng iIs Mr. Grynberqg suggested that the more proser alls~

+

Eos
v
b

iz would be as to the numruer of feet of cement which is
in the PrePermian, the number of feeb of ~amont which iz

8 34t

The ADe, amd the allocation should be on that propostion.

s

A Qkay.

0 So 1f£ 20 percent of the

]

ement is in thez
no then  ZO percent of the cost should be the Ane  and 28
seroent to the FrepPermian, and I wanted you to do that using
4209 feat as the top of the cement and your Wolfcamp top.

A ORay., ¥You want the difference 1In the

Ce or the amount allocated?

¥y
.
=
by
"y

=2 Yaes, what happens if you reallocate uti-
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lizing thet precedura;

75

how does it changs tha nambecs.

A All right, Let's see if I can Jind the

wavaices wefrae working on here.
The difference I calculats is 5894.40.,

0 Anad that is {n Mr, Grynbsrg's favor?

A Y5, 8sir.

0 Dxay, now iz that 178 foat of caement in
“hae Ao gection?

A 178 faal, 1 took ~-

4 Yeah, 1 waz just mcasuvring Fram 5200 feot
#hape bthay ladicated the ton of the cemont; 5378, which is

what 1 understand

that would b 178
A

}
i

Parmian?
k-
cha camaent is at

71
A%

3

TLTR Ls 1178 feet,

total footage,

Yatas picked the top of

4200 Fent,

9F Giyes

the 573

&

Wolfcamp,

feaet in the Abo,

Qkay.
And how many faet do we have in
1100,

I calculate 1188, if the top of

-

right?

Yes,
ORay, and the difforence bDobween 4200 and

80 thls =-- okay, 172 fest of cement.

Can ¥ back up and do it again based on

then?

Wall, reprasgants 13.224 paroent,

total footage and coemant,
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b

what, %0006

A

B

3 g

N TN Y
| e { Y

Grynberg's

e

it

And if we multiply that tlmes the

eost,
51184%.83, or thereaboutls.

T agct 111%.20.

I must -=- you said 13, =--

1 got 119¢.20,

TRAY .

So that's what should ba -- 1f wa accept

position that's what would Lo allocated to

Okay.

[y

X And what deoes that make the PrePermian
NEW?

A 87814,

i 211 right, and than how wmuoh doas Lhat
Shaeye sur final numbers and the amount which will he  dus
Yates?

A Okay, Just a momont. How much does it
change my final nusber?

o Yas,.

kot

Twe, Page

Is the cuestion?
And you're looking first at BExhibit Nupe-

Four, and what do those {inal nusbers como
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7t
A Ckay. Current final nurber te  the
Prefermian is 12%,358.54.

That would result in 134,%538.50, with a

correspoending deducation in the other column.

G That comes out 206,417.12 for that ibo,
right?

A Okay .

Q So then if we go back to the first page

of this exhiblt, which -~ what numbers did we adiust here?

A In the middle 0f the page, totals,
c Qkay.
) Those would be the two lines that actual-

ly require adjusting if we'

-t
fu}

going to play with these nun-
bars,

¢ All right. For the moment {f you'll just
give me that final column there to the right, 1'11 scribble

in these other numbsrs,

A You want me to reduce this by  the per-
centage?

) Well, I'm not sure that that's absolutelw
NECRSREYY . I think we all get the ides at this point that

there would pe soms transfer of costs from the ~~ from the
ProPermian -~ no, from the Abo to the PrePermian, and that
would be allocated in the same manper that vou've done on

the first pave, the one you went through and made trose cal-
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culations.,

& 56, I'm sorry, what numbers do you want
on the front page? Maybe I'm not listening to vou.

0 That's all right. I don't think we noed
Lo do it at this point.

A Okay.

iate vour final number, 79,724 by instead of having 128,212,
putting in these other numbers that we have just now calcu-
lated, 134,000, 204,000, and so on, and that vwould make the
diffarenos.

Now, let me ask you anothor guestion.
Why should the depth charga for Schlumbergar on the Pebruary
the 12th charge be allocated in the manner that vou allo-
cated it inst2ad the wanner done by Mr. Grynberg where he
allocated 10C percent of the depth charge to the desper hor-
jzan?

A Well my position is == or mvy interprate~-
tion of it is that on the first charge, the first depth
charge, 1 agree, we had to get to the bottom of the hole and
we logged back up.

jut 1 also agree, or 1t appears o me
that in order to log the hole, that in nearly svery case

Scnlumberger ran their tool to the bottom of the role and

they logged out.
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i
Part of that logying benelitted the RLo:
chrerelore part of the depth chsrye also ought to be  allo-
cated to the Abo.
] On this FPebruary the 12th logging, wae

that iogyed all the way from the depth that they rar back to

A There are one, twe, three, four, as far
es 1 can determine, four differsnt logs on this invoice. In
cach casae the logging extends into the Abo.

Extends into, well, I'm not sure what

)

A Vign ]l e
2 One foot to surface,
A Ho, sir. On the first -- the first item,

the logging was from appacently the bottom of the hole to
the surface, Depth charge 6123 feet and alvc an cperation

wnarge of 6122 lest.

. 5¢ undsr ~- under that particular log,

Il

nan, & value was received both above the Wolfcamp and below

the Wolfcamp, both as to the depth charge and tha lagging

51
L]

ok

ge‘

Y Yes, s8ir, I would assume so, but I char-
ged all of the depth charge to the PrePerwian, for the ini-
tial == the initial log.

W That's interesting. Why did yoo do thatb?
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A That's just the way I did it.

The == they had to get to the bottom o0f
the hole the first time, so that's just the way I did it,

I did not seek any advice on that other
than I just did it that way.

But in every case, in the four logs that
I can ildertify on this invoice, the logging occurred both
below the top of the Wolcamp and above the top of the Wolf-
camp, 1f I'm saying that correctly, and there appears to me

8] And every =-- every log thalt was run on
this 2~12 charge, there was value derived for both horizons.

A It appeared to me& that way.

{Q But at this point you don't know whether
that was a substantial number of feet in one interval as op-
poged to the other.

A Well, 1 believe I have it calculated in
pencil on this invoice of the footage that actually was log-
ged in each zone.

Q Okay, when you did the rest of thosa cal-
culations, you said in the first one you allecated the en-
tire depth charge to the deeper horizon, which is what #r.
Grynberg proposed, and then the logging was done, you split
it between the horizons.

What about the rest of them? What about
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R
P

raxt runt
The depth charge?

M Gh-hub.

S I allocated it based on & pereentage  Jo-
rived from the footage logged in the well and what percent-
ase of it was below the wolfcamp and what percentage was in

he Rbo, or above, by arriving at e cort por {oct for that
rarticular loo and dividing the total amcunt chearged on that

Yo

1o on oA Cos

o

. par foot basis on the footage below the Wolfe
camp and the footage above the Wolfcomp.

o Gkay, &0 vou'd have a depth charge ==
well, let's say that 10 percent of the log was in the Abo.
Then yvou charged 10 percent of the loguing cost and 10 per-~

cent of the depth charge to the Abo.

S Yes, sir.

" Gkay. End the only whers vou  #llocats!
. ontive depth charge to the deeper horizon was the first
one,

A Yes, sir, that's corrsct.

& And that benefits Mr. Crynberg's interast

a3 opposed to Yates interest.
A Yeos, sir.
KR, ETAVETS: Any other guess~
tions of this witness?

He may bhe excusod.
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Does anyone have anything they
wish to offer in addition at this tine?

Mr., padillaz

¥R, PARILLA: First of all, ¥r.
Chairman, for the record, I would like to renew my motion,
in the form of a motion to strike Exhibit Number Two on the
basis of my earlier argument that we did not timely have the
exhibit 1in time to adequately make a preparation for this
hearing.

You've already denied the
wotion for dismissal on the basis of the signed AFPE, so 1'11
not do that one.

MR. STAMETS: #ir., Padilla, I
would renew my overrule of your motion in that we did pro-
vide the opportunity for you and vour client to choose at
the beginning of this hearing to have additional time to re-
view thie document and you chose not to and we we will
overrule your motion.

MR, FPADILLA: 1 would like to
close at this point.

MR. STAMETE You certainly mavy.

MR, PADILLA: The forced pool-
ing order in this case, Mr. Chairman, concerns reascnable
well costs. There has been no showing by the applicant in

thiz case that the costs as shown by Grynberg Petroleum Com—
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WL

frany nas been unreasonable,
We have had testimony concearn-

in

8

differences of opinicn, differences on how to calculats
the footagyes, but there has been no basis established for
those costs as being unreasonable.

We have had testimony from Mr.
Grynberyg and our earlier testimony from Mr., Tetinger
indicates that ¥r. Grynberg has censiderable experience in
drilling wells in the Abo formation and that ar@a of
southeast New Mexico.

The burden of proof liesz on tha
applicants in this case to show that these are unreasonable
well costs and I believe that they have not shown that any
of these well costs are unreasonable.

Furthermore, they ghow frox &

o

standpoint of allowing fair play in this case as far s

giving us an adequate opportunity to examine the well costs
in some other cases were denied, realizing, of course, that
this is part of my earlier motion, but none of these things
nave been presented by the applicants in this case that
would show that any of these costs were unreascnable.

The testimony has been that we
have a slight difference of opinion as to whare the Abo, the

hase of the Abc is and whare the -- what the total depth is,

whether or not we had to drill 12¢ -- an additional 120
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g
s

feat,

I think that these are standavd
practices  in the oll and gas industry. It's common  Anow-
ledge that there are exponential costs witn respect to dril-
ling of wells. As vou go deeper, obviousgly the cost per
foot is going to increase. We're not saying that we have a
footage contract or whether we have a lump sum contract is
-~ {is irrelevant. The basig is that it's known that costs
increagse as the depth of the well increases.

Hone of the coasts, again, that
nave been presented by Mr., Grynberg would indicate that the
wall costs are unreasonable.

We've had a lot of confusion in
this «case simply because we're nit~-ploking back and forth,
put none of these things have been shown to De unrsasonable
and the standard is the reasonableness of those costs.

Thank you.

HR, STAHETS: Thank you, ¥Mr.
radilla.

MR, CARSONM: I won't make a
very long presentation. I would like to point the Commig-
sion to Grynberg's Exhibit Number Pive, which think leads o
Mr. Grynberg's testimony about how the -~ how the cost  of
this well was calculated, in the field on a footage basis.

The second thing I would like
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tc say is if the Commisasion will recall from the hearing in
June, 1t was that the original petition and the axhibits,
including, I believe, Grynberg exhibits, what brcought this
thing to the Commission in the first place was ¥r. Grynberqg
allocated all of these costs to the lower depth, and encad
upr with him owing us $2608.13, Patently that's not fair or
reagseonable and that's wihy we're here and the whole purpose
of thls hearing was to allocate those costs between tie
depths and determine what was reasonable for each depth.

And we submlt that -=- that the
basis upon which we're here is perfectly proper.

We also submit that HMr. Gryn-
berg has had adequate time to examine everything he needs to
examine. You remember that the order calls for him te fur-
nish us with his list ninety days after he finished the well
in 1984,

The first exhibit we raceived
wag the last day of the hearing. We didn't get anything any
earlier than yesterday, but we contend it's not (unclear.)

Thank you.

MR. STAMETS: I belleve that
the Commission s in agreement on what they choose to do
with this case,

I will state it and rely on Mr.

Kelley to correct me if I migstate it.
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We  believe that the top of the
vclfcarp as determined by Yates at 3372 is the appropriate
depth for splitting the above the PrePermian and the PrePer-
mian costs.

¥e find that there are three

areas Dased on the record today of contention between Yates

The first 1is the logging by
scenlumberger identifisd on Yates Exhibit Zumber 7Twe, the
cost on February 12th, 1984.

The Commission Dbelieves that
Yates gave ¥Mr., OCrynberqg probably more than we would under
those circumstances so we will go along with Yates alloca-
tion in that case.

The second arcea of contentiorn
is a Halliburton bill, service date 2-19-84.

On  this one we agree with Mr.
rynberg the allocation should be based upon the percentaqe
in  feet benind the individual formations as to tota cast,
and s¢ the numbers we discussed earlier in the rvegord,
115C.2 to the Abo and 73810 to the PrePermian are the appro-
priate numbers there.

The third iter of contention
wag the Desert Drilling costs shown service dated 2-21-824.

And we have Lo make these dsci-
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sions based upon what we have in the record. We don't have
& ¢copy of the drilling contract. We don't xnow if it was a
foctage contract. Ve don't know if it was a number of days
contract, but wa 4o know that Desert Drilling, we do Lelieve
that Desert Drilling obviously was obligated to drill foot-~
age, and so we helieve that footage is the appropriate way
te allocate these costs and accept the Yates cost.

with the one change, then, o
nave already discussed, the Comnission accepts thosa costs
on Yates FExhibit Numbr Two, and as adjusted would -~ or
would  then seek the adjustment of that first page of thet
exhibit to reflect the final numbers and final amount that
will be due ¥Yates under -- on this well under these calcula-
tions.

And we  woeuld ask  that H¥r.
Carson supply us a proposed form of order to that affect and
if we find that acceptable we would enter that as scon after
raceipt thereof as we can.

These proceedings then in  this

case are concludad,

(Hearing concluded.)
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CERTIFICATTE

1, BALLY ¥W. BOYD, C.8.5., DC HERERY ChR-
TIFY the foregoing Transcript of Hearing before the Cil Con-
servation Division (Commission) was reported by me; that the
sald treanscript is a full, true, and correct record of this
portion of the hearing, prepared by me Lo the best of my

-

ability.
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MR. STAMETS: Call next Cese
§901.

MR. ROYBAL: Case 8901. Appli-
cation of Yates Petroleum Corporation, Yates Drilling Com=-
pany, Myco Industries, Inc., and Abo Petroleum Corporatiocn
for determination of reasonable well costs, Chaves County,
New Mexico.

MR. GSTAMETS: Call for appear-
ances.

MR. CARSON: Mr. Chairman, my
name is Joel Carson, Losee & Carson, P. A., Artesia, ilew
Mexlco, appearing on behalf of the applicants, Yates Petro-
leum Corporation, Yates Drilling, Myco Industries, and 2bo
Petroleum.

MR. PADILLA: Mr. Chairman, my
name is Ernest L. Padilla, Santa Fe, New Mexico, for Jack J.
Grynberg, and I have one witness.

MR. STAMETS: 1'd like to have
all those who are witnesses stand and be sworn at this time,

please.

(Witnesses sworn.)
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5
MR. STAMETS Mr., Carson, Yyou
R4

may proceed.

TOM KELLEY,
being called as a witness and being duly sworn upon 21is

oath, testified as follows, to-wit:

DIRECT EXAMINATION
BY MR. CARSON:

'O

State your name, please.

o]

Tom Xelley.

Q And, Mr. Kelley, by whom are you em-
ployed?

A Yates Petrcleum Corporation.

Q And in what capacity are you employecd?

A I am the Joint Interest Auditing Manager.

o Wlould you tell the Commission a little bit

apout your educational background and job experience?
A Okay. I graduated from North Texas State
University in Denton, December 1970.

My o0il and gas experience began with Culf
0il Corporation in West Texas beginning in April, 1976; with
Gulf until December, 1981; Jjoined Yates Petroleum Janvary
the 3rd, 1982.

Since that time 1I've been employed essen-
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tially in the same job.
Q What did you do when you worked for Gulif?
A I started as & warehouse, material super-
visory for a number cf term leases in West Texas, oh, encom-
passing -- 1'd have to look at the numbers, excuse me --
veah, several thousand wells, approximately 3000 wells.

From there I went to the AFE and Dbuadget
section where we prepared and administered AFEs for operated
properties.

From there I was transferred to the Mid-
land District where I was employed in the Joint Interest
Unit as a specialist in non-operated properties, primarily
in the AFE and budget area.

From that point I went to work for Yates
Petroleum, initially as a manager of the Accounting Group
and 1n January of this year we changed our job classifiza-
tions. I assumed management of all non-operated properties
and the auditing functions.

Q Okay, have you been -- had any experience
in auditing these joint interest accounts?

A Yes, sir.

Q Okay, can you tell the Commission a lit-
tle bit about that experience?

A Well, to date I have personally done 25

Joint Interest Audits and answered, oh, say 60, so I've es-
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7
sentially worked both sides of the street. I do audit some

host audits when other auditors come in to audit the VYate

]

Petroleum properties.

0 All right, co you have any -- are you a
member of any professional groups or hold any offices in any
professional groups?

A Yes, sir. I am a member of the New Mex-
ico Accounting 3Society, which is affiliated with CCPAS and
I'm the chairman of a standing audit committee.

MR. CARSOMN: Mr. Commissicner,
I would submit Mr. Kelley as an expert on joint interest ac-
counting.

MR. STAMETS: Mr. Kelley, what
was your degree in?

A Journalism.

MR. STAMETS: Any questions of
Mr. Kelley's gqualifications?

He will be considered guali-

Q Would you --
MR. CARSON: Mr. -- would the
Commission as a preliminary matter take notice of its own
files Number 7982, 7983, and 7984.

MR. STAMETS : Those are case

nuinkers?
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MR. CARSON: Those are case
numbers.

MR. STAMETS: Without objectiocn
we will take note of those.

MR. CARSON: 7282 and 7983 are
applications Dby Yates and others for unorthodox 1locations
which were dismissed because of Cause Number 7984, waich was
the application of Grynberg for forced pooling, and designa-
tion of =-- as operator.

MR. STAMETS: I presume that
all of these then cover the same general --

MR. CARSCM: Yes, sir.

MR, STAMETS: —-= area.
MR. CARSON: Yes, that's cor-
rect.
Q Mr. Kelley, without getting into great

cetail would you look at your paragraph one of your applica-
tion and in general terms tell the Commission what the pur-
pose of this application is?

A The intent of our application is to esta-
blish reasonable division of costs for the drilling and com-
pPleting and equipping the Grynberg State 1-20. That's --
that's the intent.

Q And under that, the Grynberg State 1-20

covers 160-acre proration unit insofar as it pertains to
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9
depths above the or through the Abo and 320-acre formation
insofar as it pertains to the PreCambrian - formations, 1is

that not correct?

A That's correct.
Q And under the circumstances Cause Number
7884 there is a difference in -- in the ownership of those

two formations.

A That's correct. Yates, et al, I mean the
Yates 1interests own 62-1/2 percent of what we refer to as
the deep rights and 25 percent of the shallow rights.

Q oxay. And in your application you men-
ticon that the -- at least your version of what the order 1in
Cause Number 7984 says, and that is that those well costs
under this forced pooling situation should be allocated be-

tween the two depths, right?

A That's correct.

C And it says that the =-- that not nmore
than 81 -- .8189 decimal figure shall be allocated to the
Abo and the balance to the -- to the deep rights.

A Yes, sir, that's my understanding.

Q And would it also be correct that you

paid, that Yates has paid an estimate of well costs to Gryn-
verg in the =-- the amount of $215,706.2672
A That's correct.

C Now, I would like to refer you to what




10
11
12
13
14
15
16
17
18
19
20

21

23
24

25

10
has been called Applicant's Exhibit One-A, with the applica-
tion being styled Exhibit Number One.
Would you tell us what Exhibit One-A is?
A I'm sorry, I --
Q There it is right there. One-A is an or-

der of the Commission, is it not?

A That's correct.
Q In Cause Number 79832
A Yes, sir. You want me to explain it to

you as I understand it?

Q HNo, not -- just -- just to identify that
one and then let's go to Exhibit -- Case Number 7984 and --
and identify it and explain to me what -- to the Commission
what 1t means in general terms -- means to you 1in general

terms, I guess, is what I want to say.

A Okay. Case Number 7984 is an order force
pooling Yates' interests into this unit and naming Jack
Grynberg as the operator.

Q Okay, so for purposes of your accounting
how did you allocate costs ketween the Abo formation and the
deep formations?

A Okay, I allocated the cost based on what
I understand as to what actually happened as the drilling
and completion progressed. Those costs that I could ident-
ify that were wholly within the deep rights, that's where I

put them. Those costs that occurred on the surface I
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11
allocated based on the Commission’'s formula.
Q Qkay.
A Those costs that would apply to both for-

mations I split based on the formula.

0 And those costs that applied solely to
one formation you -- you gave to that formation, is that --
A Yes, sir.
Q -—= correct?
MR. STAMETS: Where -- where is

the formula spelled in the order?

MR. CARSON: 1It's in paragraph

25, page =--
MR. STAMETS: In the findings?
MR. CARSON; Yes, sir, page
three. 1It's in the =-- it's in what you have there.

MR, STAMETS: 1Is it included in
the ordering portion? I see it, it's paragraph four.
MR. CARSCN; Yes, sir.
MR. STAMETS: All right, I'm
with you. Thank you.
0 Let's go on to the next document in the
Exhibit B, please, Exhibit One-B.
Would you tell the Commission what that
is?

A That is a Form C-105 showing =-- well,
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12
it's the report of completion of the well.
0 Ckavy. And it shows the zones which were

perforated and so forth, is that correct?

A Yes, sir.
Q Would vyou look at Exhibit One-C and 1
guess I should, before I leave One-B, that is an -- a form

that is filed with the HNew Mexico QCD, is it not?

A Yes, sir.

0 Wiould you now refer to Exhibit Cne-C and
tell me what that is?

A Ckay. This is a letter from Mr. Rob
Pelo, or Robert Pelo, the controller of Grynberg Petroleun,
setting out a summary of well costs, which we had asked for
on a number of occasions, and summarizing our prepayment
versus cost and refunding to us, or to Yates interests,
$2608.31.

Q And how did Mr. Pelo arrive at that
figure?

A By taking the total well costs, including
three audit adjustments as a result of the joint venture
audit I performed, and dividing them 62-1/2 to Yates inter-
est and 37-1/2 to Grynberg interest.

G In other words, this letter of November
22nd, 1985, completing ignores the OCD formula, is that cor-

rect?




10
1
12
13
14
15
16
17
18
19
20

21

23
24

25

13
A That's the way I look at it, yes.
Q And allocates total well costs based on

ownership of the deep rights.

A That's correct.

o Which naturally favors Mr. Grynberg, is
that --

A Yes, sir.

o) -- correct? }r. Kelley, going back to --

let me ask you this, now. Are ycu aware of whether the Com-

mission has ever been furnished with any well cost data in

connection with this pooling application?

A Not to my knowledge.
O How —-- have -- before you made an audit
of Grynberg, had you been furnished with any? By that I

mean Yates?

A No, sir.
Q Tell us how the audit came about.
A We received a partial =-- or in my words a

partial Jjoint interest billing setting out some offsetting
interest debits cancelled by credits and a few partial in-
voices, wnich led us to believe that the accounting records
were not suitable, or at least in my experience they weren't
suitable. So we asked for and received permission to do an

audit.

o And you did conduct an audit?
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A Yes, sir.

C When did that audit take place?

A In June of 1985.

e When you left the Grynberg offices did
you leave them with a —-- the figures that you had ascer-

tained?

o)

As a result of the audit?

C As a result of the audit.
A Yes.
c And did you also leave them with your

version c¢f how the costs should be allocated?

A liot == nct on a complete basis like I had
submitted to them later, no, sir. I just wrote four very
small audit exceptions and I had my closing confereance with
Mr. Crynberg and Mr. Pelo and at that point he indicated to
me that he felt like the well should be divided 75/25, and I
went on my way.

Q Mr. Grynberg said that or Mr. Pelo?

A Mr. Grynberg, as I remember. It was kind
of a confused meeting.

o] Okay. Now —-- and then the next written
response that you received was in November, 1985.

A Yes, sir.

Q And that's what we've called Exhibit,

what, C? Yes, Exhibit C.
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.\ Ckay.

o) Now, Mr. KXelley, in Exhibit C Mr. Pelo
furnished you with his numbers as well as a list of all ex-
penditures relating to the Grynberg State I-20, did he not,
or 1-207

A Yes, sir.

o And that's attached as Exhibit 2, or as a
part of the Pelo letter, Exhibit C.

A That's correct.

o] Ané does that form the basis -- did you
use those same figures and make the same items and ficures
in making your --

A Yes, I did.

o -- scheqdule? I would like to refer you
to what I believe is Exhibit D and ask you what that is?

2 Exhibit D is a letter from myself to Mr.
Grynberg 1indicating that we took exception to the way he
divided the charges to the well; referred him back to the
Commission order and furnished him a revised schedule based
on our interpretation of the order.

e Was that -- what was the date of that
letter to Mr. Grynberg?

A To Mr. Grynberg? January 24th, 1986.

Q Okay. Have you ever had any written res-

ponse to date showing that that -- that that allocation was
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incorrect or improper?

A No, sir.

c Did MMr. Grynberg pay the sum that you
asked?

A No, sir.

Q What was that .sum, by the way?

A $87,116.89.

0 Ckay. HNow, I'm going to refer you to the

-— to the exhibit that's attached to that letter and that 1is

the tvped schedule showing your allocation of the well
costs.

A Ckay.

Q Okay. Would you ekplain how you handled
that?

A We took each charge from the schedule

furnished to us by ¥r. Grynberg and applied it to the well
as best I could on what actually occurred, referring back to
the drilling schedule anc things that we cculd gather from
that, except for those costs that I could identify were
whelly within a formation, that's where we charged the cost.
Surface work was divided on the Commission formula.

Work that was below the -- or what I
would refer to as the deep rights, the work occurred totally

in the deep rights, I assigned that amount of money to the

deep zone.
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Work that spanned both

based on the Commission formula.

Q

page one,

an item dated February 23rd,

A

Q

this exhibit?

schedule attact

if I can refer

Okay.

1¢84.
Okay.
Robert Recker,

MR. STAMETS:

1ed to Exhibit
MR.

MR. LYOHN:

that you're talking about now?

A

forth as --

1984, invoice,

don't find February on mine.

is it not?

It's the sixth item from the

MR. CAREON:
MR. LYON:
MR. CARSON:

Robert Becker, Geologist.

MR. STAMETS:
Oh, I've got
MR. CAREOHN:

Would you look at,

Yes,

Where is this

17
zones I divided

for example, on

you and the Commission, you've got

geologist.

Where are we on

sir.

iter

bottom.

It's the item set

Okay.

-—- February 23rd,

February? I --1
a Cifferent date.

It's on page one,
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MR. STAMLETS: VI see. My pages
one, two, and three are in reverse order.
All right, that's okay, and
we're talking about 2-23, Robert Recker. All right, I'm
with you now.

] Okay, would you explain how you allocated
that cost?

A There's an invoice from Robert Becker,
Geologist, and best I could determine all of his time was
spent while drilling activities or completion activities
were occurring in the deep zone and I allocated 100 percent
of his cost to the deep zone.

O Deep zone, and that meant that Yates has
paid 62-1/2 percent of that cost and Mr. Grynberg paid 37-
1/2, is that correct?

A That's correct.

0 Okay, then let's look at another item
just for an example.

You've got Halliburton drill stem test,
February 16th, 1984, also on page 1.

A That's the very last item. That drill
stem test occurred approximately 6325 feet, which is wholly
within the deep rights so I assigned it to the deep zone in

the well.

Q Let's look at page two. You have an in-
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voice on -- dated February 18th, 1984, Schlumberger logging.
How did you allocate that?

A I allocated that, as you can see the num=-
ber, the majority of it was allocated to the deepr zone based
on the footages logged, the charges on the invoice.

Q Ckay.

A More work was done below the Abo than
apove or within the Abo.

Q And then you've got another item dated 2-
12 to 2-20, 1984, Sonny Longo, Drilling Consultant, also
page two. How did that work?

A That worked, Mr. Longo was on the rig as
a consultant while they were drilling in the deep zone. “The
total days that he charged for were within that zone.

Q Now, vyou've got an invoice dated March
the 10th, 1984, and you have allocated all to the Aboc. How

did that work?

A That is an invoice for 6304 feet of 2-
3/8ths inch tubing. The well was completed in the Abo and
there was no tubing set in the deep zone. So we assigned
100 percent cof the cost to the shallow zone, to the B2bo
zone.

MR. LYON: Which item was theat,
now?

A That's an item dated 3-10-84, about a
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third of the way down the page, MEMCO Pipe invoice in the

amount of $11,675.

Q HNow on 3-10 to 3-31-84 you've got a Mac
Chase completion rig, $23,971.44. How did you allocate
that?

A I allocated that based on the number of
days that the rig was over the hole. The majority of <days

were spent working in the deep rights, <o the majority of
the invoice went to the deep zone.

0] You've got again on page two, Ilallibur-
ton, deep right, 2-17-84.

A Well, that was a frac of the deep rights,
so I put 100 percent of the cost in the deep zone.

Q Ckay, you've got Halliburton on 3-21-84,
two invoices that you've allocated totally to the deep zcne.
Why is that?

A That was an acid job that occurred below
5400 feet, which is within the deep zone.

c Now, let's lcck at the next page. Do you
have page three? You have certain legal expenses there. How
did you allocate those?

A I allocated those based on the Commission
formula because I was really unable to determine what those
-- what that suit was for, the T. K. Campbell versus Gryn-

berg. 1 never was able to determine what the suit was over.




10
11
12
13
14
15
16
17
18
19
20

21

23
24

25

21
They were charged to the well so I allocated them based on

the Commission formula.

Q Then at the bottom you have a separate
item that you charged -- that you mention as overhead.
A During the course of the audit we always

reconcile what we call drilling overhead, completion over-
head.

Grynberg failed to calculate, or my cal-
culations reveal that he did not charge enough drilling and
cempletion overhead so I wrote a debit exception 1in his
favor to make up the difference in what he didn't charge.

The other two items are surplus tubulars,
tubing, I assigned 100 percent of that to the Abo formation
and casing, since tne hole was cased to total depth, I split
the small surplus between the deep and shallow rights.

¢ Hlow there's another set of figures that
says Abo 225,356.22 times .25 and deep, 115,050 times .625.

What are those numbers?

A Those are the totals that I arrived at
from my divisions on the three pages of the exhibit multi-
plied by Yates interest and (not clearly understood] repre-
sent what we feel like should be our total contribution to-
ward the well.

The next line in brackets is the actual

payment and the result is a credit of $£87,116.89 that we
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feel 1like 1is an overpayment and that we wéuld like to re-
covear.

o} Mr. Kelley, was this audit prepared in
connection with a standard oilfield joint interest accoun-
ting?

A I'm sorry, you're --

c I said was the audit, was that schedule
that's attached tc LExhibit D sent to Mr. Grynberg, was that
prepared in accordance with standard oilfield joint interest
accounting practices?

A Yes, sir, it was prepared based on recom-
mended procedures by bulletins published by COPAS, which is

what we use for guices.

o And in your opinicn is it true and cor-
rect?

A Yes, sir.

e, And in your opinion, I take it that Mr.

Grynberg owes Yates some $87,000.
A That's correct.
MR. CARSCHK: I would like to
move the introduction of Exhibit One with subparts 2 thrcugh
D.

MR. STAMETS: Without objection

the exhibit will be admitted.

Does that conclude your exam-
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ination of this witness?
MR. CARSCN; Yes, sir.
MR. STAMETS: 2Are there ques-
tions of Mr. Kelley?

Mr. Padilla.

BY MR. PADILLA:
] . First of all, Mr. Kelley, as I understand
your testimony, you did not follow exactly the formula out-

lined in Order R~-7393. 1Is that correct?

A That I did not follow?

C Yes.

A I'm not under that impression.

C well, vyou used it some of the time and
then vyou did not use it as -- well, let me rephrase the

question.

You did not use it as to certain costs
but you used it as to other costs, depending on your inter-
pretaton of the order or your accounting procedure.

A I applied the costs in my schedules bhased
on what I think actually occurred downhole and by the
Commission's percentage in other cases, 1like surface work,
roads, pits, et cetera.

o In other words, depending on the particu-
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lar cost you used your own formula, depending on whether it

was deep rights or shallow rights, is that correct?

A I'm not sure I understand your guestion.
I used --

¢ Well --

A -- used --

o -- depending on whether a particular cost

applied directly to the shallow rights or the deep rights,

you used or vyou deviated from the formula used in the corder.

A The formula in the order, as I urderstand
the crder, says that we will charge costs that are -- just a
minute -- that costs directly attributable to the PreCam-

brian or what I refer to as deep rights, will Dbe charged
directly to the deep rights, and it's our understanding par-
ticular to any formation will be charged to that formation

and the only other formation is the Aabo.

o But what I'm trying to get --
A Maybe I don't understand your questicr.
G You didn't =-- you didn't use thisg formula

-— you didn't apply the formula in the order as to each and
every cost and invoice that was associated and received &3 a
result of the drilliing of the well.

A To the best of my ability I did.

o Wasn't your testimony that you allocated

costs that were applicable to the deep rights on the basis
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of participation in the proration unit and not on the bacsis
of the fornula?
Acreage participation versus the formula
in the order.

A Apparently I don't know. I don't think I
did. Are you -=- are you asking about the final tctal, is
that what you're talking about?

C Well, yes, sir, I'm -- no, I'm nct asking
about the final total. I'm simply asking that you treated
from an accounting standpoint certain costs differently than
what the formula indicates.

MR. STAMETS: Mr. Pacdilla, it
sounds to me like you're getting a possibility of two
different interepretations of the meaning of Finding Number
25, 1is that where we're headed?

MR. PADILLA: Rasically.

MR. STAMETS:: It might be sim-
pler and less time consuming to -- to allow you to develop
that through Mr. Ettinger and if necessary recall this wit-
ness to -- as to arguments as to which interpretation is
correct or more correct.

MR. PADILLA: Well, let me re-
phrase the question. I'm not trying to belabor this point.
I'm simply trying to understand Mr. Kelley's testimony on

direct testimony, on direct examination.
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Q Let me -- vyou asked ——>you testified as
to certain costs, Mr. =-- let's take for example, Mr.
Becker's estimate that you =-- or invoice that you tesstified
about.

A Okay.

] That invoice was attributed solely to =zhe
deep zcne.

A That's correct.

Q PreCambrian. And that cost wasa allo-
cated on the basis of acreage participation and not on <:the
formula and the orcer.

A I didn't split the invoice 81, §2, and

18, no, I didn't. I assigned it wheolly to the de=2 rights
oecause that's where he was working, or that's my under-
standing of an invoice is that the activities that 1e con-
sulted on were within the deep zone.

e Ckay. Mow, as to surface work it wasg

based on the formula.

A That's correct.

¢ In the order.

A Correct.

Q Therefore you have two different applica-

tions to particular invoices associated with drilling this

well.

A That's right. That's based on my under-
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standing fo the Commission's order.

] Ckay. Now, you testified that 7ou made
four audit exceptions when you made the audit of thes Gryn-
berg records.

A That's correct.

& Can you tell me what those audit excep-
ticns were?

A Yes, sir. Audit exception one was in the
amount o¢of $3764.31 as a charge due the joint account under
bills drilling cverhead.

Would vou like a detail?

[

Well, Dbriefly tell me what the other
three were.

A Okay. Exception two was an exception for
over billed producing or administrative overhead. The well
was never connected to a sales outlet; therefore it's not
gualified for an administrative coverhead rate.

Exception three 1is an exception in the
amount of $2121.79 for surplus 2-3/8ths tubing that was left
charged to the well but was nowhere on site; not in service.

Exception four was an exception for two
joints of unused 5-1/2 inch casing in the amount of $356.57.

o] What's the balance of those exceptions,
Mr. Kelley?

A I'd have tc add them up.
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o Roughly, <can you -- do they wash out
civen the first {(not clearly understood).

MR. CARSON: They're on vour
schedule, aren't they?

A All of them except number two. Number
two exception, Mr. Pelc preferred to sclve that cne or set-
tle that one throuch the joint interest drilling procedure,
which satisfied us.

The other three exceptions are essential-
ly -- there's a balance in favcr of Mr. Grynberg of approxi-
nately $1400.

That's gross money, »y the way, that's
not civided among the interests.

Q Mr. Kelley, when you used the invoices
that you allocated based upon the formula in the cordsr, 4id
you use actual depths for the depths outlined in the order?

A I used actual depths when I split =-- wnaen
I assigned an invoice wholly to a formation or in some cases
I split some invoices pased on depths.

¢ what depths do you have for the Abce for-
mation?

A I have the top ¢f the Wolfcamp, which I
would assume is also the bottom of the Abo, 5378 feet.

o) What do you have for total depth --

A Total depth of the well is 6419 feet with
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a plugback total depth cf 4756 feet.
MR. STAMETS: 47 what?
A 56 feet.
MR. STAMETS: Thanx you.

MR, CARSON: I'm sorry, I

DJ
*_J
Q
o
o+
xe}
(D
o+

what the 4750 was.
A 4756 plugopack depth.

MR, PADILLA: Mr, Chairman, I
brelieve that's all the gquestions I have of Mr. Kelley.

MR, STAMEBTS: Are there other
questions ©f this witness?

MR. CARSON: I just have two or
three more.
“R. KELLEY: Oh, I'm sorry, go

anead.

REDIRIZECT EXAMINATION
BY MR. CARSON:

o] YMr. Kelley, when you discussed vour audit
exceptions with Mr. Grynberg and Mr. Pelo, it was always on
the basis that these were going to be allocated accerding to
interest ownership in each of these two zones, correct?

A Yes, sir.

Q And the second question I have is 1f you

have any calculations as to what Mr. Grynberg would owe
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Yates 1f you applied -- if you had a measﬁred calculation
based on a strictly mathematical formula?
A Cn a strictly mathematical formula of
dividing the well per the Commission's order, $1C7,311.

MR. STAMETS: Okay, now vou're
going to have to explain that question and answer to me.
I'm not sure I understood 1it.

9 What you did, Mr. Xelley, is that certain
items that were attributable solely to the shallow zone or

solely to the deep zone, you attributed them that way.

A That's ccrrect,
C But if you just take the total well cest
and say that -- that 81.89 percent is attributable to tha

Abo and the balance is attributable to the deep zone, then

you come up with a different number, is that correct?

A Right.
Q And that number is the --
A $107,311.

MR, STAMETS: And that's what
Grynberg would owe Yates under a =--

MR. CARSCN: Strictly mathema-
tical formula.

I have no further questions.

R. STAMETS: Anvy other

gquestions of this witness? He may be excused. We may have
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some ¢uestions for him later.

And Yyou may  proceed, Mr

MORRIS ETTINGEPR,
being called as a witness and being duly sworn upon his

catin, testificd as follows, to-wit:

DIRECT EXAMINATION

BY MR. PADILLA:

A Mr. Ettinger, will you pleass state your

name and py whom vou're emploved?
.

A My name 1s Morris Ettinger and I am the

exploration manager for Grynberg Petroleum.

=

9] Mr. Ettinger, were you involved in the

case of the 0il Conservation Commission numbered 79847

A Yeah, I was here before thne Commission.

Q You were an expert witness in that case?
A Yes.

Q And you have been qualified as an expert

engineer pefore the Commission on other occasions?
A Yes.

¢ What are your current duties now with the

~- Jack Grynberg?

A I am the, actually, Executive Vice Presi-
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dent and Manager of Exploration and in charge of all the ex-
ploraticon activity and some of the production activities.

Q In connection with the number -- the well
in question, which is the 1-2C in Section 20 of Township 9
Soutin, Range 27 East, you were alsc involved as the Explora-
tion Manager?

A Yes.

] And vyou are familiar with the costs and
have made a study of those costs asscciated with drilling
the well?

A Yes.

MR, PADILLA: I tender Mr. Rt-
tinger as a witness, an expert witness.

MR. CARSON: For the purpcse of
testifving concerning the well values and the costs in
drillincg this well.

MR. STAMETS: Do you have some
questions as to Mr. TEttinger's ability to testify in this
case?

MR. CARSCHN: I have noc ocbjec-
tion to him as an engineer.

MR. STAMETS: Ckay, then we
will qualify Mr. Ettinger as an Exploration Manager and pet-
roleum engineer.

¢ Mr. Ettinger, can you give us the back
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ground on the -- how this well came abcut to being drilled?
A well, actually, this well is an offset to

producing wells; 1it's further toc the west. Those were prc-
ducing from the Abo, the Wolfcamp, and the Montoya Fussel-
man.

This well at the time was considered to
be an offset to those wells and actually Yates Petroleun
submitted to the Commission and they wanted to drill a well

in the same location but use the spacing area of ths nozth

half because Yates owned the entire Section 20 with th

W
(D
K

!

ception of 120 acres owned by Grynberg.

Ané then another well in the west. So
they petitioned the Commission for this spacing of north
nalf and the unorthodox location to drill in the, 1f I
remember right, in the southwest of the northwest of Section
20 and then alsc in, I think something like the west half of
the southwest using the south half as the spacing for the

rePermian well, and fcrce pool our 120 acres into that
spacing.
o Did Grynberg then apply for -- make an
application in Case 79847
A Ya, we applied to change the spacing to
the west half and drill the w=ll in the northwest southwest,
which is a regular location.

C And Grynberg was designated the operator
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under that order?

a Yes.

Q In connection with the costs that have
been paid or (not understood) under drilling the well, have
vou studied the Order R-7993 and in particular Findings 24
and 25 of that order?

A Yes. Now, when I read the order I can
interpret it as the estimated well costs of the Abo forma-
tion, except for the cost directly attributable to the Pre-~
Cambrian, should »be estimated on the basis of depths for
each formation, ancd so forth.

Now, what I can say is that the Commis-

sion ord

1)

r, wnat 1t says is take the entire cost o¢f the
well, subtract the cost of the PrePermian and then divide it
based on the depth, everything, in other words, 21l the
direct costs of the Abo which is not -- it doesn't say, it
doesn't specify, should be also divided on the basis of this
formula. Take the ratio 5200 to 6350, but from a practical
point of view, I really think, and I think this is Yates ap-
proach and our approach, that really what the Commission
meant 1s anything which cannot be -- any cost which <carnnot
directly be applied esither toc the Abo or to the PrePermian
should be divided based on this formula.

So really we first of all had to see what

direct costs we can attribute tc either one of the forma-
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tions and then anything we cannot divide, then we divide

based on this formula.

Q Can you give us an example, and I know
you will be ~- you have prepared certain exhibits, but can

you give us an example of what you mean by direct cost?

A Well, direct costs I mean, for example,
and I think the witness before me alsc tried to, 1is like if
we talk about -- let's take the same thing what was men-
tioned Dbefore, the geologist. He came to the well as we
were drilling below 5200 primarily to check the samples from
the Wolfcamp all the way cown to total depth, and therefore

his time and expenses were attributable to the PrePernian

Example of costs that cannot be divided
is 1location. The cost for the location cannot he divided
into the Abo, and thereforzs the cost of location, for exan-—
ple, is divided based on this formula.

Q Now, are there other costs that you would

consider to be incremental costs just by virtue (not under-
stood) or the very nature of the shallow or deep rights?

A Well, 1if, for example, let's take drill

stem tests. We drill stem test the Fusselman, so yes, the

rill stem test itself is what we, let's say, pay Hallibur-

ton for drill stem test is definitely a PrePermian cost, but

the rig time, and any other expense should alsc be consid-
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ered as PrePermian cost anc cannot be divided pased on this
formula because it doesn't maxe sense.

o Let's go on now to what you've ~-- first
of all, have you prepared certain exhibits for introduction
here or had them prepared under your supervision?

A Yes.

C Let's go on now to Exhibit Number One and
have you identify that for the Commission.

A well, Exhibit Number One 1is the =--
showing the ownership of the west half of Section 20 ancd how
we got the wvarious percentaces and where 1s the well

located, on which lease, and so forth.

"] Now, Mr. Ettinger, does this apply to the
Abo or does it apply to the PreCambrian?
A It's applied to both ©because the

PrePermian spacing is the west half and the Abo specing 1is

the southwest.

o] Do percentages change as you go below the
160 -- as the 160-acre spacing (not understood).

A Oh, sure.

o What are those percentages for the Abo
formation?

A Well, the Abo is 25 Yates, 75 Grynberg,

and the PrePermian is 27-1/2 Grynberg and 62-1/2 Yates.

C Let's go to Exhibit Number Two and have
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A Exhibit Number Two consists of two AFEs
that were submitted and executed by Yates.

OCne showed the cost to Abo, 5200 feet Abo
test; and the other AFE shows the cost of a PrePermian test
that was also exescuted by all parties concerned and showing
the percentages of each case.

0 What is the significance of this exhikit
in this nearing today?

A The significant thing is if we <can cee
from the letter that we have from Yates, Yates paid or pre-
paid based on the expenditure of the well to 6350. They
paid their share in accordance with this AFE, which does not
really use the Commission formula allocating the costs.

c Okay. Is that all you have concerning
Exhizit NMumber Two?

A Well, what I want also to stress with FEx-
nibit Number Two, that at the time we were talking about
primarily two formatiocns that we thought at the time had the
main potential, 2Zbo and Montova Fusselman.

After drilling the well and based on the
recsults from drilling the well, a few things happened.

First of all, total depth was not 6350
but 6415, or 19, depends if we take the log or if we take

the drilling depth.
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sissippian.
S5an Andres
We didn't do
Andres owned
¢
umper Three

A

38

Second, in addition toc testing zhe
also tested the -- through perforation the Mis-
We tested the Wolfcamp and we thought that the
nas potential and notify Yates to this effect.
anything, we didn't test, Dbecause for the 3an
100 percent of the well spacing.

Let's go now to what is marked as Exhibit
and tell us what that is.

Exhibit Number Three is the cdaily drill-

ing report from which I feel we can tell what was happening

while c¢rilling and 1it's clear that after eight

[o))
o

vs oOf

drilling we were drilling at a depth of 5257; that means it

took eight days to get to 5200.

[®]
1

on what --

A

¢

A

“When did you get to 5200, Mr. FEttinger,

We got -—--
-- date?

-- on the date of October 9th, "84, Dot

October; February 9, '84.

Q

A
5227.

Q

A

Is that when you reached the --

Ya, 1t says the day, number 8, depth

Okay.

Then to reach to casing, by the time the

rig was released, a total of 19 days were involved in the




10
1
12
13
14
15
16
17
18
19
20

21

23
24

25

39
drilling, so it took us eignt days to get to 5200 anéd an-
other ten to eleven days to get to total depth.

e In relation tc total depth, how do you --
it took you essentially ten or eleven days to drill the ad-
citional 1100 feet?

A That's correct.

O Ané more time than it took you to drill
down to the Abo.

A Well, this is always, in the shallower
fermation vou drill faster; as you go deeper the formation
are harcder; also we had some problem. We had some fishinc;
did some testing. tle ran two runs of logs and this took
more time.

0] And is this an incremental cost by virtue
of drilling deeper, I mean you cannct run a straight formula
on this --

A Sure. It's always ~- it's exponential by
the deeper you drill the slower, wusually, is the drilling,
and therefore costs are higher for incremental footage.

Q Ckay . Do you have anything further with
respect to Exhibit Number Three?

A Now I want here to stress that hear we
say that on February 13 we were logging and then again we
were logging on the -- it doesn't say here, but we again was

logging on the 18th.
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Also we ran a drill stem test on the 17th
and, let's see, and also on the 14th we were fishing. All

these are extra costs that involve in the drilling of the

Q Let's go on now to what we have rarked as
Exhibit Number Four and have vou explain that for the
Commission.

A This 1is the completicn of the well and it
shows the dates and what we have done each day when we
completed the well, and again I think based on that we can
netter allocate the expenses of the =-- involved in the
completion to the various formations, and it's clear, for
example, that to March the 22nd the work includecd strictly
the PrePermian and from March 23rd to March 30th -- or no,

to April 1, it included the Abo.

] With respect to days that vyou were
/orking strictly in connection -- in this completion report

with PreCambrian formations, how do you apportion costs?

A Well, 1in case, for example, here, if we
take the engineer on the well for completion was Jim
McWilliams, so what I did is took from here the days that he

was on the PrePermian and then took his bill znd divided it

based on days, so much for the PrePermian, so much for the

Abo.

0 Do you have anything further with this
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Exhibit Mumber Four?
A No.

Q Let's move on now to Exhibit Humber ive

riy
]

and have you identify that for the Commission and tell us
what 1t is.

A This is the invoice from Desert Drilling,
Incorporated, who was the contractor on the well and what
this will show that in addéition to the footage rate there
was additional cost of $11,416.74, which includes some day
work, and all these based on the dates, it's clear that when
we look at a daily drilling report all those dates aosout --
we were at about 8000 feet or over, which indicated those,
definitely those rates be applied to the PrePermian expen-—
ses.

g Okay. Yocu will show how you apportioned
this cost in a later exhibit, is that correct?

A Yes.

o Let's go on now to Exhibit Number S$ix and
have vyou tell the Commission what that is and what it con-
tains.

A Exhibit Number Six are the logs on the
well and the reason for showing it is first of all I want to
draw the attention of the Commission to the heading of it,

the duolateral log and the same thing for the other 1log,

which is compensated neutron, that we have two runs.
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One run was to 6167 and the other run was
to total depth of 6415.

The reason for that is that the depth of
the T[usselman is deeper than we expected. At the time we
weren't sure exactly what happened, and therefore we ran a
log for correlation purposes and then when we realized that
we didn't reacna the Fusselman, we drilled deeper and ran an-
other run of the log.

So this is one reason.

Second reason is to show the various for-
mation and I want to draw the attention of the Commission to
the depth 1in the San Andres formation from 192% to 1945,
This is a zone within the San Andres that we think has
potential and should be tested.

Then this thing alsoc show where is the
tor of the cement, which is 4200. The top of the Abo, where
we parforated the Abo at 4725 to 4735, probably; the top of
the Wolfcamp, where we perforated Wolfcamp, £5415 to 5428;
the top of the Mississippian, where we perforated the
Mississippian from 6195 to ©6205; and the top of the Montcya,

and where we drill stem tested the Montoya as well as tctal

L @]

Now you've shown, Mr. Ettinger, the top

~

0of the cement on this log at approximately 4200 feet. Can

you tell the Commission how you circulated cement 1in that
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wall?
A well, frcom the bottem, tctal depth, up to
4200.
o Wwhy was it necessary to circulate cement

up to 42007

A Recause we wanted to perforate the
Mississippian. We wanted to perforate the Wolfcawmp, and

then we wanted to perforate the Abo, so we had to £ill up
cement above the Abo.

o Are you going ot talk about cementing
costs at a later time?

A Yes.

O Ookay. Let's go on now to Exhibit Number
Seven and have you tell us what that is.

A ExXhibit Mumber Seven 1is our allocation of
the costs. We used exactly the same as Yates in terms of
actually the same order so it would be easier to -- to com-
pare. We used the same order, the amount of the total ex-
pense are the same; there is no change.

Where things are changed is in the allo-
cation to the Abo and to -- allocation of the PreCamprian or
PrePermian, that it should be.

o] You've made certain notations in ink at
the top on the percentage on the righthand --

A Yes. When we take, actually, the Commis-
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sion order was based on what we expected total depth to be
65C; however, the actual total depth was 6415, so we tcok
5200 divided by 6415, which is the actual total depth and
got this Bl.06 percent.

I want to stress one thing,
that the 5200 remained valid because the Abo is usually pro-
ductive in the upper part and therefore using 5200 would
have Dbeen to total depth if we would have drilled only to
the Abo, we wouldn't go to 5200 and this actually, it shows
nere that 5200 is below the main producing part of the Abo,
and this would have been total cepth regardless.

S¢ I think the 5200 is wvalid. Actually
it could even be 5150 but let's say 5200 and the actual to-
tal depth is 6415 and that's what we should use based on the
Commission's formula, in my opinion, ‘3385 divided by 6415,
whnich is the actual total depth.

0 Let me ask at this point how many Abo
wells Grynberg has drilled in that area of --

A Oh, we drilled as operator, I would say
something like 25 to 30 wells and then we participated with

Yates and also with Pool and also with Mesa.

Q QCkay. Let's go on back to Exhibit Number
Seven and have you take the second item on that, which 1is
the Oilfield Construction Company invoice, and tell us how

you allocated that invoice.
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MR, CARSON: LLet's see, which
is Seven? I'm lost.

MR, PADILIA: This one.

MR. CARESON: 0h, okay. I'm
sure I have 1t here some place. That's Nine. This o©ne
right here? OQkay.

A well, this is an example. This is ex=-

pense was used for location and this was Dbased, since we
can't really divide the cost cf location into the wvaricus
formations, I divided based on the formula, 81.06 to the Abo
and 18.94 to the PrePermian.

o Mew let me go back up to the 81.08, those
are based upon actual footages.

A That's right.

0 Let's go on down to the item on 2-7-86,
wnich 1s labeled Rig Red Supply and tell me how vyou mnade
that allocation.

A Now, this was used for sample bags. We
collected sample bags only when the geclogist was on loca-
tion from the Wolfcamp all the way to total depth, and
therefore, this should be definitely allocated to the Pre-
Permian because the geologist, and Yates agreed to the geol-
ogist that we had, by the witness, the previous witness,
that the geology, they agreed that the geology expenses were

strictly for the PrePermian, so this should be the same
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Q How does Yates allocate that §$32.657

A We think they went by the formula (not
clearly understood.) Let me check.

They went by the depth formula.
¢ Okay, let's go down to another item,
which 1s February 12th, 1984, the Schlumberger logcing and

explain that figure.

A This expense of $20,000+ for logging the
first one, and Schlumberger deal includes two items: One 1is
what they call operating charge and the other ones they call
cepth shot.

Cperating charge is the depth that they
reach regardless how —-- what 1s the footage of the 1log, sc
if we drill, for example, to 6000 feet, they'll charge, if
it's 50 cents, 50 cents times 6000 and even 1f we run only
1000 feet of leog, this will be their charge.

Then, of course, the charge depends o©n
how many feet of log you run.

So what I have done is took the third
depth <chargce and I definitely think that the depth charge
should be applied to the PrePermian and they took the -- I'm
sorry, the operating charge -- no, sorry, I'll start again
-- the depth charge should be applied to the PrePermian,

operating charge, wnich is the depth of how many feet of log
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they ran, should be divided based on the formula.

& And that's the way you have done it?
A That's right.
e Okay, let's go to the Halliburton expenss

at the bottom of the page and tell us why you didn't appor-
tion anything to the 2Abo.

A Well, Halliburton, here, I applied, and
the same thing Yates applied, the full cost because it was a
crill stem test of the Montoya, so we all agree that it
should gc to the direct charge of the PrePermian; however, I
think what we did not include here is the rig time, inud, and
which was additional expense involved with this drill stem
test. We have done it, and I'1l1 discuss it later in ancther
way .

o Okay. What expenses on page two of this
thing do you want to discuss now? Would you --

A I want to discuss the Schlumberger locg-
¢ging charge on the very top on February 18th. This $6,493
applies to the second run and therefore it definitely should
be applied to the PrePermian and should not be divided by
the formula.

Then I would want to -~ we take, I think,
the casing, the 5-1/2 inch casing, on February 19, '84,
which is the fifth from the top, and --

Q Is that the third or the fifth? The
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fifth?
A This is the fifth.
3 Halliburton.
A No, I'm sorry, this is the cement, the

Hallliburton cement.

@ Okay.
A I assumed that the cement, basically, if
we would have completed the well only in the =-- or actually

we perforated in the Mississippian and Wolfcamp, which both
are PrePermian, we had to cement it above the Wolfcamp, any-
way, 1 mean to make sure we'll have a good cement Jjob.

So we really had to fill up at least 2000
feet of cement to do that, which would have brought us to a
depth of at least 5400 feet or even higher than that, and
therefore I went ahead and appliec¢ the full amount to the
PrebPermian, bpecause I feel that regardless, we would have
done the same thing even if we had wanted to test thes Abo or
not; I mean the different incremental would have been very
small.

Then I want to go and discuss the invcice
of the Desert Drilling on February 21, '84, and this amcount
is $114,005, and wnhnat I think is that since we know from the
daily  drilling report how much time was spent to drill to
the 2po and how much time was spent to drill through the

PrePermian, plus we had an extra, as I explained before, ex

S
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tra expenses of fishing, 1logging, drill stem testing, I

think this is the more proper way and I think this is a

direct way because we can identify how much time drilling-

wise was spent from drilling 5200 to setting casing and

therefore I think it shculd be divided based on the time in-

volved, wnich I took nine days, I included an extra davy For

running casing, for the Abo, and ten days for the PrePer-

mian.
Basically it's

Q Mr. Ettinger,

nine over nineteen.

this is the invoice shown

py Exhibit Number Five, is that this Abo?

a Yes, this is -- relates to it, yes, Exhi-

bit Number Five.

Q Okay, go on with your explanation.

A Then I want to discuss the Mimco Pipe,

6304 2-3/8ths, I feel definitely that we used tubking for

testing the Wolfcamp, for testing the Mississippian, and

thereforea we must give some charges to -- or & price on

charges to those formations.

So what I did here 1is, basically, I ap-

plied the formula that I explained before, 5200 over 6415,

to come up with those allocations.

Now, what I want to stress, 1it's clear

that when we buy a new pipe it's

used pipe it's a different cost;

one cost; when we have a

so we cannot just say that
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we can apply new pipe and used pipe and use it, you Xncw,
there's no difference.

So that's what I did as far as the tub-

ing.

Q Did vyou use new tubing? Was this new
tuping?

A This was the actual cost of the tubing,
yes.

Q Okavy.

A New tubing.

Now, I want to ¢go next to page number

L

hree and talk about Jim McWilliams. It's about the

=3
',_l
0,
o7
i
(D

it's April 4, 'g4.

Again I think this bill, it's clsar frecm
the completion report how many days spent on the Mississip-
oian, Wolfcamp, and how many dayes spent cn the Abo, so we
can divide his bill accordingly.

I want to stress that even Yates, when it
came to the completion rig, they used the days used for the
PrePermian and days used for the Bbo, so definitely Jim
Mcwilliams, who was the engineer on location, should be --
his bill should be divided the same way.

C You essentially don't have that much of a
quarrel with the way Yates has applied some of this cost ex-

cept as to the numbers, correct?
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A Yes. On scme -- I mean there's no Gues-
tion that both of us agree it should be direct to this loca-
tion or that locaticn. In some cases 1 think that I was a
little bit more consistent in giving the direct charges to
the various formations, rather than what Yates did.

I also want to stress that all, for exam-
ple, we have a log on the page number one, Jim's Wazter Ser-
vice, trucking brine and fresh water, this is all ceonnected
with the mud and therefcre I think all those bills should be
also dividad based on the days rather than pased on formula,
the way Yates was doing.

o After taking all the items on Exhibit
Number Seven and making the divisions the way you have cdone,
what is the bhottom line of that exhibit?
A The bottem line is that Yates share is
$151,728.44,
Q okay.
MR. STAMETS: That's as opposed
to Yates' calculation of $125,5897?
A That's correct.
MR. STAMETS: So we're locking
at a difference here of $26,000.
A Correct.
Is there anything further on Exhibit Fum-

ber Seven, Mr. Ettinger?
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A I -- I think we've =- I think basically
we discussed =-- although I didn't go into the detail but, I
mean basically this was the logic, what I tried to explain
here 1s the logic how I approached the allocation of the
costs and to summarize this, I feel that we can go and apply
directly guite a number of those costs, and we have sufii-
cient evidence, whether in the daily drilling report or in
the completion report, to do that. I think we are juastified
in doing that.

Anything else, 1like surface casing, lo-
cation, damages, lawsuits, and so forth, I divided according
to formula that the Commission came up with.

C Let's go to IExhibit Number Eight and t=11
us what that is.

A Exnioit Mumber Eight 1s an affidavit by
Mr. Jack Grynberg that after we ran the logs in the well we
felt that the San Andres, and I outlined the depth, has --
should be tested. In my opinion, based on calculation, the
San Andres has something in the order of 20 percent porosity
and water saturation less than 40 percent.

We, or Mr. Grynberg, called Mr. Peterson
with Yates and advised him that this is the situaticn; this
is our interpretation, but since Yates owned 100 percent we
cannot do anything and they are welcome to take over the

well.
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They have not, to my knoWledge, responded
to -- to this, whether they want or they don't want; 1t's
still there and the well is not plugged so if they want it
tomorrow, they can get it.

Q Okay, let's go on now to Exhibit HNumber
Nine and --

A Exhibit Mumper NWine is an attempt to show
that if we take intc account the San Andres, and I'd like to
stress that we don't -- we did not take into acccunt the
Wolfcanmp. The VWolfcamp was a potential. Yates acreed to
the test and never cbject to the expenses involved in gper-
forating, and we did not take it in any formula, whether
Yates or our formula, we did not take into account the
potential of the Wolfcamp.

If we assume the San Andres has poten-
tial, &nd Yates has really 100 percent of San Andres, this
is an attempt to show wnat will be their location based on
the same logic that I used for Exhibit Seven -- -is it seven
-- ves, yes ~- Exhibit Seven, only what I did is, of course,
divided the days, I mean it took three cays based on the

daily drilling report to reach a depth of 2000 feet, so I

took and divided the same items that I divided by -- accor-
ding to the formula, I divided here -- no, that I divided

according to the days of drilling, I divided here three days

to 3an Andres, six days to the Abo, and of course, addition-
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al ten days to the Fusselman and all, I took the dayvs all on
the items that we used the feormula, I took also the formula
and took the depth and used 2000 feet for San Andres, 5200
for the Abo, and 6415 for the Fusselman, in allocating those
various costs.
And the net result is that using this

formula we get that Yates' share is 169,767.64

@] Mr. Ettinger, was the Fusselman produc-
tive in this well?

A no.

oy
()

How about the Wolfcamp?

A No, I mean, actually, the well, we had
some shows of gas from the Abo and I still have the Missig-
Sippian. I have a Dbig question mark because I f=21t it
should be productive, Dbut nothing came in so right now this

well is ncnproductive.

¢ Do you --
X Shut in.
@ Do vou believe a decision will be made to

plug and abandon this well, at least as to below the San An-
dres?

A I think alsc the ’bo at this point is not
commercial, actually, in this market, so probably sooner or

later we'll have to plug the well.

C So you have additional costs to expend in
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this well?

A Actually, already my acccuntant gave me
some cost that was paid which is not included heres, which
was something, if I remember, in the order of $5000, and of
course, the plugging the well is also not included here.

So there are going to be additional costs
invelved here, Dbut I felt that we should at least for sim-
plicity talk about something that we can compare and I don't
anticipte too much of a problem once we agreed on =he
formula how to divide the addition of the plugging cost
plus, as I said, this additional expense, which was already
paid. It's $3560.50.

So I imagine the whole thing will

bﬁ
0}

may-
e another $20,000 or so.

Q Mr. Ettinger, do you -- are your alloca-
tions in your opinicn, your allocations as shown on Exhibit
Humber Seven, based upon stancdard oilfield practices?

MR. CARSON: I'm going tc ob-
ject to that. He's qualified him as an engineer.

MR. PADILLA: I Dbelieve =*he
Commission indicated he would also be qualified as a produc-
tion, exploration manager.

MR. CARSOHN: But he hasn't
gualified him that he's acquainted with oilfield practices.

MR. STAMETS: What was vyour
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question again?

MR,
him, my gquestion, I believe,
opinion

were based upon standard oilfield
MR.
your experience have ycu engaged

in other wells?

A I mean I need to stress that I

mality here;

when you take -- there's nc, I

PADILIA:
was whether

the allocation of expenses on Exhibit Number

56

I believe I asked
or not in nis

Seven
practices.
STAMETS: Mr.

Ettinger, in

in the allocation of costs

see a for-

it's a more technical, because you have to krow

guess, argument between us
and Yates as to those amounts. We both agree that thoss
amounts were speéent.

The question nere is how much of this
aimnount of those various items goes to PrePermian and how
much of the amount go to the Abo, and this is, I think, rore
technical than accountant, hecause an accountant doesn't
know what goes, as an example, 1into the Schlumberger bill.

That know that Schlumberger charged $20,000 but how they ar-

rived at $§20,000,
ant was.
MR.

sustain it.

I think it's more technical than

i

account-

STAMETS : I'm inclined to

We'll sustain the objection.

Cttinger,

in your experience as

ol
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production manager for Grynberg, is your allocation as shown
on Exhibit Seven, a standard allocation in your experiencs?

MR. CARSON: 1If that's the same
guestion, I'm gecing to object again.

MR. PADILLA: I believe the --
I've qualified him as a production/exploration manager and
I've asked him whether as -- in nis experience as ar. esxplor-
ation manager that allccation is correct.

MR. CAR3ON: I think it's thne
same question.

MR. PADILLA: I'm asking him on
the Dbasis o0f his experience not on the basis o©f stancard
oilfield accounting practice.

MR. STAMETS: It's an extremely
subtle difference, Mr. Padilla. I think we'll 1let him
answer the question and 1f the record ever goes to the
courthouse, we'll take his answer in light of our previous
ruling.

A I would say yes.
Q Mr. Ettinger, do you have anything Zur-
ther to add to your testimony?
A No.
MR. PADILLA: Mr. Chairman, we

offer Exhibits One through Nine.

MR. CARSON: I would like to
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object to Exhibits Number Eight and Nine on the ground that
they are an attempt to allocate some of the costs to the San
Andres formation, which is contrary to the Commission's pre-
vious order, and the second thing, and I have two additicnal
objections in connecticn with Exhibit Number Eight, 1in the
sense that it 1is hearsaf; Mr. Grynberg's not here to cross
examine; and secondly, it is irrelevant.

MR. STAMETS: We will admit Ex-
hibits One thrcugh Seven in this case.

I concur with Mr. Carson that
they are irrelevant as to this point.

Anv further questioning of Mr
Ettinger?

MR, PADILLA: viell, Mr. Chair-
man, I'd like a clarification for the record.

I believe that Mr. Ettinger
testified that to his knowledge Mr, Patterson had not
responded to the contents of the affidavit and I'd like to
Xnow whether or not that testimony also would stand or be
stricken from the record.

MR, STAMETS: We'll allow it in
the record but it's of no conseguence in the decision 1in

this case.

MR. PADILLA: We'll pass the

witness.
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MR, STAMETS: Let's go off the

record.

(Thereupon a discussion was had off the record.)
MR. STAMETS: Mr. Carson, you

may prcceed with vour cross exarination.

CROSE EXAMINATION
BY MP. CARSON:
¢ I notice, if I am correct, that this well

was completed in November 27tn, 1984, is that what your re-

collections reflect -- I mean what your reccrds reflect?
B Hovember 27; 1 think it was April 1.
C April 1 of '857?
A ‘24
C ‘847 Okay, I just looked at this 11-27-

84 driling report, so I was looking at 11-27.
Your Grynberg Exhibit Number Seven was --
when was that preparedg?
A This was prepared for this meeting abcut
three days ago.
o Ckay, and that -- and that's when you,

when somebody in the Grynberg organization sat down and nade

the allocations, is that correct?
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A Yeah, they're based on what I

1y

:plained.

3]

v Okavy. And on Ncvember Tto, 1985, I

think vyou have a copy of it, we sent it to you, a letter

from Mr. Prelo -- Pelo, is that the way you pronouncs thact?
A Pelo.
Q Pelo, to Tom Kelley, vou propose a

totally different allocation, is that --

A Yes.

0 -—- correct?

A That's correct.

O #hen -- when, sir, did you becoire, first

become involved in the allocation of these costs?

A Oh, we talked about it for the last year.
I sat with cur accountant and discussed a number of items as
to what should be applied to what, but very in detail, I
must say, I was involved the last three days in preparing
this Exhibit Seven.

G And would it be true that the first time
that Yates received this Exhibit Number Seven was today?

A Correct.

v Ckay, and you recelived theirs, and by you
I mean Grynberg organization, received the Yates allocations
in January.

A 1 mean, based on Tom Kelley, possibly. I

didn't see it, Dbut probably. All that 1 know that here, the
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date of this is May 27, '386, but it's possible.

Q Now, 1if I understand correctly, the lags
which are Bxhibit Number Six, show the bottom of the Abo to
be at about 5378 feet, someplace in that neighborhood.

A I call it 5340.

Q But in making your allocation what vou
want to do is to increase, for the purposes of this Zormula,
you want to increase to total depth to 6419, but you do not
want to increase the Abo at all.

L That's correct and 1 would like to ex-

plain wny.

¥ Well, vyou already have. I just want to
maxke the point that you -- that you -- that you --
A NMowhere it says that we drilled to the

pottom of the Abo.

o] The whole -- your whecle system of alloca-
tion is based, though, on a change of the formula from waat
you originally proposecd, is it not?

A What do you mean by a change of the for-
mula?

Q Well, the formula that you are proposing
now 1s different from the formula you were proposing in
Cause Number 79284.

A This is the Commission.

Q But you were asking for a forced pooling
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in that case.

A Yes. At that time we projected, nased on
our information, what would be the total depth based on the
best of our knowledge. Once we drilled we got additional
information, of course, and I think we should correct it to
the actual information.

G Ckay, Dbut you only want to half correct
1t; yocu want tc correct it on TD but you don't want to cor-
rect it on the Abo, is that correct?

A That's correct, but if you will allow me,

I will explain.

& If you correct it, 1if you <correct the
formula on the Abo as well as the total depth, it's =-- that

correction would be in Yates' favor, would it not?

.\ Ya, if you say what you're saying, vyes.
¢ Ckay. I would like to go pack to talk
about scme ¢of these items in Item Number Seven -- I mean 1in

vour Exhibit Number Seven.
A Item Number Seven.

G Seven 1is your schedule.

o>

What do you mean by Item Number Seven?

L

Well, Exhibit Number Seven.
A Ch.
Q I'm sorry. I want to ask you cuestions

about Exhibit Number Seven is what I meant to say.
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A Sure.

. Am I correct, sir, in reading this that
when vyou allocated these figures, that none o©of your
allocaticns went in Yates' favor?

A Let me think about it.

Q You either accepted their figure or
changed it in your favor.

A In general you're probably right.

0 Now I would like to talk about the itemn,
one of the items you mentioned as an example tc Ernis -~

A Uh-huh.

g -- whnich was the bill of February 12th,
1984.

A The Scihlumberger?

Q Schlumberger, logging.

A Yes.

o And 1if I recall correctly what you -- you
changed the allocation from what Yates submitted tc ycu
based on this so-called footage charge for going down the
well.

A Cepth --

o) Depth charge, 1s what you called 1it,
ckay. Is that correct?

A Yes,

C Now am I correct in understanding that
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what happens 1s that the Schlumberger lowers their tool to
total depth and then they begin to log back up the hole.

A That's right.

c And the depth charce is based on from the
top of the earth to the total depth.

A No. Depth charge depends on the maximum
depth they reach.

Q Ckay, I'm sorry. I1f --

A In other words, 1f they reach the total
depth of 6415 they will take the charge, 1like it this case
let's say 50 cents per foot, multiply times 6415, and this
will Dbe the depth charge regardless what is the footage of
the log.

Q Cckay. So if they ~-- 1f they test 6415,
like vou talked about, and then they back up the hole and
start testing other formations, vour allocation charges that

all to the toctal depth.

A Net all; only the depth charges. We have
to divide Dbetween two charges. Cne is the depth chearge
that's entirely dependent on the depth. Then they have an-

other charge which is called the operation charge which de-
pends on the footage of the log itself.

QO Okay. In the case of the Schlumberger,
just to use an example, 1if they had instead of going to

6419, or whatever that footage was, they had gone to, say,
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5200, then the Abo would nave had to bear é portion of that
charge, 1s that -- woulcé have borne that charge, i1s that
correct?

A Well, at that depth they wouldn't have
logged at all the PrePermian and then the depth they would
have charged a depth charge of 5200, and then the operaticn-
al charge, how many feet of log they ran.

C But my point is that in vour charge vou

charged no charge tc the upper zones.

A For depth charge.

Q For depth charge.

A That's correct.

C Okay. And that is the same case with the

bill of Fepruary 18th, 1984, which is also a Schlumberger
charge.
A This 1is a -- I used the entire logging
charge, let's see == I think I used the entire logging
charge to the depth to the PrePermian because the whole in-
terval that was logged here was from 6100 to 60 -- to total
depth.
So the entire bill should be applied to
the PrePermian.
O You've got this Hallilburton 5-1/2 inch
casing.

A Yes.




10
1
12
13
14
15
16
17
18
19
20

21

23
24

25

"

o You charged that totally to the leeper
zone.,

A Correct.

Q Okay, and yet that cement, 1f I under-
stood your log, goes way back up into the Abo.

A well, it does go —-- what I said 1is usual-

ly when we cement, we want to test, perforate, let's say, a
zone which is about 5500 feet, which is about the Wolfcamp,
vyou set cement several hundred to 1000 feet abcve the zone
to make sure that you have a gcod cement job. S0 regard-
less, even if we wouldn't like to test the Ao at all, the
top of the cement haa to be 4500, 4600. As I said akout 100C
feet above the perforations.

In this case we had only about 3-cr-400
feet 4200, so therefore I said that the majority of the
cement expense should go to the PrePermian.

0 But you charged it all.

A That's correct, because that's probably,
under those conditions of uncertainty, is the best way of
doing it.

¢ On the -- you made a charge on the Desert
Prilling, Footage and Day Work bill of 2-21-24, if I rermem-
ber correctly, based on days of work.

A Correct.

Q Ckavy. Now tell me this: It takes you so
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many days to drill into the Wolfcamp, doesn't it?
A Yes.
Q But for your purpcse you ignored that and
went with 5200 feet as being the bottom of the Abo.
A I took the 5200 feet because that's what
I assumed would have been sufficient to test the Abo. The
depth sufficient tc test the Abo, and that's why I cut it at
52 -- what was it, 27 -- and as I said, I gave an extra day
-- this is eight days it took to 5227. I added ancother day

for casing, running casing, 1 added a full day, didn't use

(o)

it for the Fusselman, and so you do have there a leeway to
say, 1f you want to insist on 5250, vyou can use this extr
day to do it.

Q But my point 1is, I guess, that -- well, I
think I've made the point now.

Did I understand with the 2-3/8ths inch
tubing, that your contention was that it should bhe allccated
on the basis that it was used tubing by the time it got to
be in the --

A No. Yates did not charge the tubing at
all to PrePermian.

What I'm saying‘is I used the same tubing
and casing the same way based on depth, pased on the depth
fermula, saying that we used the tubing to test the Fussel-

man and test the -- not Fusselman, the Mississippian, and
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test the Wolfcamp. Both of them is PrePermian. We used the
tubing for that purpose and therefore we must have scme
charge for the tubing for the PrePermian.

What I said is that when ycu buy new tub-
ing you pay much more than when vou return the tubing and of
course, Dby that time you pay, you get back maybe 50 percent
or less of your —-- what you paid for new tubing.

Q I see.
MR. STAMETS: Could we go cff
the record just a minute here?

MR. CARSOMN; Yeah.
(Thereupon a discussion was had off the record.)

MR. STAMETS: For the recorc, a
discussion was held off the record as to what Finding MNunber
25 and Crder Paragraph Nc. 4 in Order R-7293 mean, and on
that basis it appears that neither Yates, et al, and Gryn-
perg have calculated a split of the well costs in accordance
with the provisions of the order.

They bcth have besn asked to do
that, to submit that to each other with any comments and to
have at least one exchange of what other disagreements come
up before the next regularly scheduled Commission hearing on

the 7th and Sth ¢f August.




10

11

12

13

14

15

16

17

18

19

20

21

23
24

25

69

If this issue cannot be resol-
ved it will be brought back at that time.

Does anybody have anything fur-
ther they wish to acd today?

MR. CARSON: I guess that what
you're expecting is a formula based -- well, I guess we'll
have to do it two ways, but one of them will be based con --
I'm not sure that I agree with your present interpretation
and the record has to be protected to that extent.

MR. STAMETS: Well, we'd clso
-- we'd also 1listen to explanations as to why the -- why
Finding Number 25 should be interpreted in some other way
but assuming that those explanations do nct prevail, then we
would ©be looking at a split of all <costs except those
directly attributable to the PrePermian on an £1.89 percent
to the Abc with the remainder to the PrePermian.

MR

(@]

ARSON: Got it.

MR. STAMETS: Ernie?

MR. PADILLA: I don't have any
problem with that. I would say for the record that it's not
our intention to challenge the previous order at all. 1
don't think we've said anything that would do that except
that there might be some interpretation problems.

MR. STAMETS: Well, it would be

my intention to issue an order at an early date to clarify
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Pinding Humber 25, where it refers to PreCémbrian, to show
that the intent was the PrePermian.
And that seems to be consistent
with the other findings in the order.
If there is nothing further,
then, the case will be continued until the August 7th hear-

ing and the hearing is adjourned.

(Hearing concluded.)
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