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{Thereupon, a t the hour of 3:30 a. m. on the Bth day of No­

vember, 1984, the hearing was reconvened i n Morgan H a l l , 

State Land O f f i c e Bldg., Santa Fe, New Mexico, w i t h Mr. 

Richard L. Stamets, Chairman, p r e s i d i n g , and Commissioner Ed 

Kelley also i n attendance, at which time the f o l l o w i n g pro­

ceedings were had, t o - w i t : ) 

MR. STAMETS: The hearing w i l l 

please come to order. 

Mr. K e l l a h i n , you may proceed 

w i t h your next witness. 

ALAN BOHLING, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. Bohling, would you please s t a t e your 

name and where you reside? 

A My name i s Alan Bohling and I reside i n 

Odessa, Texas. 

Q Mr. Bohling, would you describe f o r the 

Commission what your educational background has been? 

A I graduated i n 19 74 from Michigan Techno­

l o g i c a l U n i v e r s i t y w i t h a g e o l o g i c a l engineering degree. 
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A f t e r t h a t I was commissioned i n the 

United State Army Corps of Engineers where I spent four and 

a h a l f years. 

In 1979 I signed on w i t h Gulf O i l Corpor­

a t i o n i n t h e i r Goldsmith Area O f f i c e . I worked as an engi­

neer there f o r two and a h a l f years and I was assigned t o 

the D i v i s i o n P r o r a t i o n Section. 

And then i n February of 19 -- of t h i s 

year I was assigned t o the D i v i s i o n Secondary Recovery Sec­

t i o n . 

Q With regards t o Commission Case 8398, 

which i s Gulf's a p p l i c a t i o n f o r a w a t e r f l o o d p r o j e c t , would 

you describe f o r the Commission what has been your respons­

i b i l i t i e s on behalf of Gulf? 

A My r e s p o n s i b i l i t i e s have been p r e t t y w e l l 

to take over where Tom Wheeler l e f t o f f on the Eunic Monu­

ment South Unit p r o j e c t , p r i m a r i l y responsible f o r c o o r d i ­

nating and c o n s o l i d a t i n g e f f o r t s towards b r i n g i n g the Eunice 

Monument South Unit S t a t u t o r y Unit f o r the s t a t u t o r y u n i t i ­

z a t i o n hearing, w a t e r f l o o d hearing, and v e r t i c l a l i m i t s 

hearing. 

Q Mr. Bohling, are you f a m i l i a r w i t h the 

Commission requirements as o u t l i n e d i n Commission Form C-108 

f o r approval of a w a t e r f l o o d p r o j e c t ? 

A Yes, s i r , I am. 

MR. KELLAHIN: Mr. Chairman, we 

tender Mr. Bohling as an expert petroleum engineer. 
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MR. STAMETS: The witness i s 

considered q u a l i f i e d . 

Q Mr. Bohling, would you i d e n t i f y f o r us 

what has been marked as Gulf E x h i b i t Number Twenty-seven? 

A Our E x h i b i t Twenty-seven i s the OCD Form 

C-108, 'which i s the a p p l i c a t i o n f o r the w a t e r f l o o d p r o j e c t 

i n Eunice Monument South Un i t . 

Q Was t h i s form executed by you and 

submitted w i t h the a p p l i c a t i o n i n t h i s case when i t was 

f i l e d w i t h the Commission? 

A Yes, s i r , i t was. 

Q A l l r i g h t , s i r , l e t ' s t u r n to E x h i b i t 

Twenty-eight. 

Would you i d e n t i f y and describe E x h i b i t 

Twenty-eight f o r us, Mr. Bohling? 

A E x h i b i t Number Twenty-eight i s a p l a t of 

the Eunice Monument South Unit Area. The u n i t i s o u t l i n e d 

the hachured marks. I t covers approximately 14,190 acres 

and encompasses 357 40-acre p r o r a t i o n u n i t s , which are 

f u r t h e r subdivided i n t o approximately 101 t r a c t s f o r 

s t a t u t o r y u n i t i z a t i o n purposes and these t r a c t s represent 42 

working i n t e r e s t owners. 

The c u r r e n t status of a l l v/ells w i t h i n 

the u n i t area, as w e l l as w i t h i n the two mile distance of 

the u n i t area, i s i n d i c a t e d on t h i s p l a t . 

The proposed new w e l l numbering system f o r 

the u n i t area i s also i n d i c a t e d on the p l a t . 
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Q Do you have a p l a t , Mr. Bohling, t h a t 

shows the proposed plan of op e r a t i o n , showing the i n j e c t i o n 

we l i s ? 

A Yes, s i r . Our E x h i b i t Number Twenty-nine 

i s such a p l a t . I t i s of the Eunice Monument South Unit 

only. I t also depicts the c u r r e n t status of a l l the u n i t , 

proposed u n i t w e l l s w i t h i n the u n i t area. 

I t i n d i c a t e s the proposed numbering sys­

tem f o r those u n i t w e l l s . 

The s o l i d t r i a n g l e s on t h i s map i n d i c a t e 

the proposed i n j e c t i o n w e l l s which are planned -- or w e l l s 

which are planned to be i n i t i a l l y converted to i n j e c t i o n 

w e l l s . There i s 133 of these. 

The remaining 46 dashed t r i a n g l e s repre­

sent those w e l l s which are proposed f o r water i n j e c t i o n con­

versions but are contingent upon lease l i n e agreements and 

these dashed t r i a n g l e s also represent new d r i l l i n j e c t i o n 

v/ell l o c a t i o n s . 

The u n i t area when f u l l y developed w i l l 

have a t o t a l of 179 i n j e c t i o n w e l l s and 17S producers and 

w i l l be on an 80-acre 5-spot p a t t e r n . 

I might add t h a t t o avoid confusion on 

these two p l a t s , r a t h e r than drawing a one-half mile radius 

of review c i r c l e around each i n j e c t i o n w e l l , the area of r e ­

view w i l l include the e n t i r e u n i t area, as w e l l as a one-

h a l f mile wide s t r i p outside and encompassing the u n i t area 

f o r the purpose of t h i s a p p l i c a t i o n . 
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0 For purposes of d e s c r i b i n g an area of r e ­

view, then, you have used an area of review l a r g e r than r e ­

quired by the Commission. 

A We should f u l f i l l the Commission's r e ­

quirements f o r the area of review, yes. 

Q A l l r i g h t . We spent a great deal yester­

day t a l k i n g about the i n t e r v a l t h a t i s going t o be subject 

to the w a t e r f l o o d p r o j e c t . Would you go ahead and again de­

scrib e f o r us how t h a t u n i t i z e d i n t e r v a l i s going t o be 

flooded i n the p r o j e c t ? 

A Okay. We plan on i n j e c t i n g water through 

s e l e c t i v e l y p e r f o r a t e d i n t e r v a l s w i t h i n and covering the 

u n i t i z e d i n t e r v a l , as defined by the u n i t agreement f o r the 

Eunice Monument South U n i t . 

The u n i t i z e d i n t e r v a l s h a l l include the 

formations from a lower l i m i t defined by the base of the San 

Andres formaiton t o an upper l i m i t defined by the top of the 

Grayburg formation or -100 f o o t subsea datum, whichever i s 

higher. 

Q Mr. Bohling, w i l l you r e f e r t o what we've 

marked as E x h i b i t Number T h i r t y and i d e n t i f y t h a t f o r us? 

A E x h i b i t Number T h i r t y i s a computer 

p r i n t o u t which l i s t s a l l of the u n i t , a l l of the we l l s w i t h ­

i n the area of review which are i n s i d e the u n i t area and 

those w i t h i n the h a l f mile s t r i p outside the u n i t area. 

I've attempted t o show by t h i s computer 

p r i n t o u t , which i s i n the proposed new w e l l numbering system 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

206 

order, the c u r r e n t Nev; Mexico O i l Conservation D i v i s i o n 

c l a s s i f i c a t i o n and status of the w e l l s w i t h i n the area of 

review. 

Also i n d i c a t e d i n t h i s computer p r i n t o u t 

are those w e l l s which we plan on having as 'water i n j e c t i o n 

conversions and they're i n d i c a t e d by an a s t e r i s k next t o the 

new w e l l number i n Column 2. 

Q This t a b u l a t i o n of wellbore i n f o r m a t i o n 

i n E x h i b i t T h i r t y i s i n compliance w i t h the Commission r u l e 

w i t h regards to the submission of a t a b u l a t i o n f o r data on 

wells w i t h i n the area of review. 

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

Q To supplement the i n f o r m a t i o n i n the com­

puter p r i n t o u t , Mr. Bohling, do you have an e x h i b i t t h a t 

shows the s p e c i f i c wellbore i n f o r m a t i o n about a l l the wells? 

A Yes, s i r , our E x h i b i t Number Thirty-one 

i s a notebook of the i n d i v i d u a l w e l l data sheets and. w e l l ­

bore diagrams on a l l wells of p u b l i c record w i t h i n the area 

of review. 

Each data sheet i n t h i s wellbore diagram 

book l i s t s the d e t a i l e d l o c a t i o n , the operator, lease names, 

casing s i z e s , casing seats, cementing volumes and. tops, past 

and present completions, dates and d e t a i l s as a p p l i c a b l e . 

The i n f o r m a t i o n i n t h i s E x h i b i t Number 

Thirty-one should be used i n conj u n c t i o n w i t h E x h i b i t Number 

T h i r t y , the computer p r i n t o u t . 

The i n f o r m a t i o n i n E x h i b i t Number T h i r t y -
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one r e f l e c t s what was found on i n d i v i d u a l w e l l f i l e s at the 

Hobbs D i s t r i c t OCD O f f i c e . 

The book i s arramged i n tabs so t h a t 

i t ' s i n township and range order and then w i t h i n each tabbed 

se c t i o n i t goes by sec t i o n number and then the u n i t t h a t 

w e l l i s located i n w i t h i n the s e c t i o n . 

Q A l l r i g h t , s i r , your book i s d i v i d e d by 

wells described as i n s i d e the u n i t area and a f t e r t h a t tab, 

then, by township, range, and s e c t i o n . Someone using the 

index can locate s p e c i f i c wellbore i n f o r m a t i o n on 6d ch of 

the w e l l s w i t h i n the u n i t . 

A Yes, s i r . 

Q And then i f we go l a t e r i n the book there 

i s a separate t a b u l a t i o n of wellbore i n f o r m a t i o n f o r w e l l s 

outside the u n i t area w i t h i n t h i s h a l f mile area of review. 

A Yes, s i r . 

0 A l l r i g h t . Again then w i t h i n the area 

outside the u n i t the w e l l s are i d e n t i f i e d by township, range 

and s e c t i o n , and then a f t e r t h a t i n f o r m a t i o n i s the l a s t tab 

t h a t shows plugged and abandoned wells? 

A Yes, s i r . I made a l i t t l e b i t of a mis­

take i n p u t t i n g the book together. I n the P&Ad sec t i o n the 

wellbore diagrams under t h a t s e c t i o n represent only the P&Ad 

wells w i t h i n the u n i t area. 

There are fourt e e n P&Ad we l l s outside the 

u n i t area, which are included i n the outside u n i t area w e l l 

s e c t i o n . 
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Q A l l r i g h t , so behind the t a b u l a t i o n 

tab t h a t shows P&Ad v/ells, those are P&A wel l s w i t h i n the 

u n i t . 

A Yes, s i r . 

Q I f the Commission i s concerned about P&A 

wells outside the u n i t , then they go t o t h a t i n f o r m a t i o n be­

hind the outside u n i t area tab. 

A Yes, s i r . Also, the P&A section — 

MR. STAMETS: Would you run 

through once more? 

Q When we look a t the v/ellbore i n f o r m a t i o n 

a f t e r the tab i n the end of the book t h a t ' s P&A we l l s ---

MR. STAMETS: Okay. 

Q -- those are P&A wel l s w i t h i n the u n i t . 

A Yes, s i r . 

Q Where do I go i n the book t o f i n d P&A 

wel l s t h a t are w i t h i n a h a l f mile of the outer boundary of 

the u n i t ? 

A They w i l l be found i n t h e i r r espective 

order i n the outside u n i t area s e c t i o n of the book. 

I can give you s p e c i f i c page numbers t h a t 

those w e l l s , P&A we l l s are found on, i f you l i k e . 

Q You do not have a separate s e c t i o n t h a t 

shows the P&A we l l s outside the u n i t area w i t h i n the area of 

review. 

A No, s i r , I don't. I meant to include 

those i n t h i s P&A s e c t i o n , but I d i d not do t h a t . 
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Q Thank you. We can f i n d those w e l l s , can 

we, by going t o the computer p r i n t o u t on E x h i b i t T h i r t y or 

i s E x h i b i t T h i r t y only the w e l l count w i t h i n the u n i t ? 

A Only the — w e l l , you can f i n d them o f f 

of t h a t , yes. 

Q Was t h i s packet of i n f o r m a t i o n , the com­

puter p r i n t o u t and the wellbore i n f o r m a t i o n , data, submitted 

w i t h the a p p l i c a t i o n f o r the approval of the wa t e r f l o o d pro­

j e c t when t h a t a p p l i c a t i o n was f i l e d w i t h the Commission? 

A Yes, s i r , i t was. 

Q Have you subsequently, Mr. Bohling, met 

w i t h the Commission s t a f f i n the D i s t r i c t O f f i c e and r e ­

viewed the wellbore i n f o r m a t i o n along w i t h r e p r e s e n t a t i v e s 

of the Commission s t a f f i n Santa Fe, t o determine p o s s i b l e , 

what I ' l l c a l l problem wells? 

A Yes, s i r , we have. 

Q Can you summarize f o r us, Mr. Bohling, 

what has been the r e s u l t s of your meetings w i t h the Commis­

sion s t a f f concerning the status of e x i s t i n g w e l l s , both 

plugged and abandoned and producing w e l l s , i n terms of t h e i r 

compliance w i t h requirements of C-108? 

A For the purposes of the C-108 the OCD Of­

f i c e i n Hobbs personnel and i n our conversations w i t h them 

have i n d i c a t e d t h a t they see no r e a l problem w i t h any of the 

wel l s meeting the C-108 requirements. 

Q Let me ask you some questions w i t h r e ­

gards to the i n f o r m a t i o n t a b u l a t e d i n the book f o r the plug-
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ged and abandoned w e l l s . Have you showed the l o c a t i o n s as 

best you can determine of the cement plugs i n those plugged 

and abandoned wells? 

A Yes, s i r , as they are recorded o f f i n d i ­

v i d u a l w e l l f i l e s a t the OCD D i s t r i c t O f f i c e i n Hobbs. 

0 And w i t h regards t o the producing v/ells, 

have you made a diagrammatic sketch of the wellbore informa­

t i o n f o r producing w e l l s so t h a t the Commission s t a f f can 

review t h a t i n f o r m a t i o n and determine whether or not t h e r e 1 s 

adequate cementing across the casing s t r i n g s i n the proposed 

i n j e c t i o n i n t e r v a l s ? 

A Yes, s i r . we have. 

Q Are you aware of any, what we w i l l char­

a c t e r i z e , as problem w e l l s which you be l i e v e w i l l r e q u i r e 

remedial a c t i o n on behalf of Gulf as the operator of the 

u n i t ? 

A We've pointed out b a s i c a l l y f i v e such 

we l l s t o the OCD D i s t r i c t i n Hobbs. 

Do you want me t o run through each i n d i ­

v i d u a l case? 

Q Only i n s o f a r as t o describe t o me what 

the remedial a c t i o n the operator proposes t o take w i t h r e ­

gards t o those f i v e problem v/ells. 

A Two of the w e l l s are located w i t h i n the 

u n i t area. One i s j u s t going t o be a -- i t j u s t has a cast 

i r o n bridge plug, and we're going t o monitor t h a t s i t u a t i o n 

t o make sure t h a t i t might not provide a leak up the w e l l -
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bore to the surface. 

Mr. Sexton said t h a t he assumed t h a t when 

they i n s t a l l e d the cast i r o n bridge plug t h a t they adequate­

l y pressured up on t h a t bridge plug t o insure t h a t i t would 

adequately seal o f f the lower p a r t of t h a t w e l l . 

Vie have another w e l l where a cement plug 

was not placed i n the top of the Eunice Monument and we have 

plans to go i n and d r i l l out and recement so i t p r o p e r l y 

meets the plugged and abandoned requirements on t h a t w e l l . 

There were three B l i n e b r y w e l l s who d i d 

not have adequate cement c i r c u l a t e d up over the i n t e r v a l and 

of a l l known — known producing i n t e r v a l s up the wellb o r e , 

and Mr. Sexton i n d i c a t e d t h a t he would take care of those 

f o r us, i n s u r i n g t h a t they w i l l meet compliance w i t h the 

OCD. 

Q You're t a l k i n g about three producing 

•wells outside the producing area? 

A Yes, s i r , I am. 

Q And he's made no requirement upon Gulf as 

operator to take remedial a c t i o n on those o f f s e t s — 

A No, s i r , he has not. 

Q -- o f f u n i t wells? 

A No, s i r . 

Q Describe f o r us what the plan of opera­

t i o n w i l l be w i t h regards t o i n j e c t i o n w e l l s , Mr. Bohling, 
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i n terms of s a t i s f y i n g the Commission t h a t those wellbores 

are s u i t a b l e f o r i n j e c t i o n purposes. 

A Okay. Our E x h i b i t Number T h i r t y - t w o i s •? 

series of i n j e c t i o n w e l l data sheets. 

A l l r i g h t , s i r , I've passed out E x h i b i t 

Number T h i r t y - t w o , Mr. Bohling. Would you describe f o r us 

'what's contained i n t h a t e x h i b i t ? 

A This e x h i b i t contains a series of i n j e c ­

t i o n w e l l data sheets, showing the downhole p a r t i c u l a r s t y p ­

i c a l of the m a j o r i t y of the proposed i n j e c t i o n w e l l s f o r the 

Eunice Monument South Unit Area. 

Each diagram represents proposed condi­

t i o n s f o r i n j e c t i o n of f l u i d s a f t e r approval to i n j e c t has 

been granted. 

Approximately n i n e t y percent of the pro­

posed Eunice Monument South Unit i n j e c t o n conversions f a l l 

under the category of being a 3 - s t r i n g open hole w e l l . 

On a l l of our i n j e c t i o n w e l l s we plan t o -- p r i o r to con­

v e r t i n g them t o water i n j e c t i o n w e l l s , running casing bond 

logs, cement bond logs, t o determine where the ac t u a l cement 

tops are i n these w e l l s and c o r r e l a t i n g these t o the calcu­

l a t e d cement tops on the producing w e l l s to insure t h a t ade­

quate casing p r o t e c t i o n i s provided i n a l l cases, both i n ­

j e c t i o n v/ells and producing w e l l s i n the u n i t area. 

We then plan t o run cement l i n e r s where 

a p p l i c a b l e , cement them i n , p e r f o r a t e them i n selected i n ­

t e r v a l s i n the u n i t i z e d formation f o r i n j e c t i o n . 
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Q We spent some time yesterday, Mr. Boh­

l i n g , t a l k i n g about the procedures the u n i t has recommended 

f o r an i n c e n t i v e f o r u n i t working i n t e r e s t owners t o c o n t r i ­

bute wellbores t h a t be converted f o r i n j e c t i o n and f o r pro­

duction . 

Do you have any estimate of a l i k e l y num­

ber of wellbores t o be c o n t r i b u t e d t o the u n i t ? 

A No, s i r . That's r e a l l y going t o be 

dependent on what each i n d i v i d u a l operator chooses t o con­

t r i b u t e t o the u n i t . 

Q Once a wellbore i s c o n t r i b u t e d , then, 

Gulf as the u n i t operator w i l l make a determination of how 

best to complete t h a t wellbore f o r purposes i n the u n i t 

w a t e r f l o o d p r o j e c t ? 

A Yes, s i r , they w i l l . 

Q And the schematics of the i n j e c t i o n w e l l s 

are a t y p i c a l example of proposed methods f o r conversion t o 

i n j ection? 

A Yes, s i r , they are. 

Q Are these wellbore schematics t h a t you 

have reviewed w i t h Mr. Sexton i n Hobbs and w i t h other mem­

bers of the Commission s t a f f ? 

A Yes, s i r , we've reviewed these w i t h them. 

Q A l l r i g h t . To the best of your know­

ledge, i n f o r m a t i o n and b e l i e f , Mr. Bohling, are these pro­

posed schematics i n compliance w i t h Commission orders? 

A Yes, s i r , they are. 
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Q I n a d d i t i o n t o d i s t r i b u t i n g i n t h i s p a c k ­

age o f e x h i b i t s E x h i b i t T h i r t y - t w o , I ' v e a l s o d i s t r i b u t e d 

t h e n e x t e x h i b i t , w h i c h i s 33 -A . 

A Yes , s i r . 

Q A l l r i g h t , would you i d e n t i f y t h a t f o r 

us? 

A I t l i s t s data on the proposed operation 

of the i n j e c t i o n system f o r the wa t e r f l o o d p r o j e c t i n the 

Eunice Monument South U n i t . 

Q A l l r i g h t , s i r , would you describe f o r us 

what the proposed method of operation i s f o r the u n i t ? 

A Okay. As shown on E x h i b i t Number T h i r t y -

three-A, our average d a i l y r a tes and maximum d a i l y rates are 

400 and 500 b a r r e l s of water per day, r e s p e c t i v e l y . The 

system i s going t o be a closed system. The proposed average 

and maximum i n j e c t i o n pressures w i l l be 350 p s i and 740 p s i , 

r e s p e c t i v e l y . 

This w i l l be u n t i l we can determine a 

f r a c t u r e g r a d i e n t and o b t a i n proper approval from the OCD 

D i r e c t o r f o r poss i b l y i n j e c t i n g at higher i n j e c t i o n pres­

sures . 

To monitor and c o n t r o l the rates and 

pressures at the wellhead, our plans are t o i n s t a l l pressure 

r a t e c o n t r o l l e r s on each i n j e c t i o n w e l l . 

There are c u r r e n t l y plans t o d r i l l appro­

ximately nine water supply w e l l s t o provide make-up water 

from the San Andres formation. This make-up water w i l l be 
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used i n i t i a l l y as the primary source of i n j e c t i o n water and 

once we have the u n i t f u l l y developed, we w i l l be switching 

over t o using produced water as our primary source of i n j e c ­

t i o n water. 

Q Do you have any estimates now of the per­

centages between make-up water and produced water t h a t w i l l 

be used, by the p r o j e c t ? 

A Not at t h i s time. Our present plans are 

t h a t i n i t i a l l y w e ' l l be using approximately 60,000 b a r r e l s 

of water per day f o r 133 i n j e c t i o n w e l l s . 

Q And what i s the source of produced water 

i n the u n i t ? 

A I t w i l l be from the u n i t i z e d i n t e r v a l s , 

the Grayburg form a t i o n , p r i n c i p a l l y . 

Q Do you a n t i c i p a t e t h a t the maximum i n j e c ­

t i o n pressure at any i n d i v i d u a l i n j e c t i o n w e l l w i l l be based 

upon the .2 p s i per f o o t of depth g r a d i e n t established as 

matter of p r a c t i c e by the Commission u n t i l you have other 

data a v a i l a b l e t o j u s t i f y a higher rate? 

A Yes, s i r , t h a t ' s our plan. 

Q A l l r i g h t , s i r , i t y o u ' l l t u r n t o E x h i b i t 

Number T h i r t y - t h r e e - B , I b e l i e v e , i s the next one, and de­

scribe t h a t one f o r us. 

A T h i r t y - t h r e e - B i s a water c o m p a t i b i l i t y 

analysis performed on the make-up water and the produced 

water and i t i l l u s t r a t e s t h a t there i s no i n c o m p a t i b i l i t y 

evident by the mixing of these two waters. 
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Q A l l r i g h t , s i r , and i f y o u ' l l t u r n to 

T h i r t y - t h r e e - C , would you describe f o r us the proposed st i m ­

u l a t i o n program? 

A Thi r t y - t h r e e - C i l l u s t r a t e s what a t y p i c a l 

completion and s t i m u l a t i o n program might be f o r the -- f o r 

an i n j e c t i o n w e l l . 

P e r f o r a t i o n i n t e r v a l s and volumes and 

types of s t i m u l a t i o n f l u i d s used w i l l determine — w i l l be 

determined and may vary on a w e l l - b y - w e l l basis as p a r t of 

an on-going study of r e s e r v o i r rock and f l u i d p r o p e r t i e s i s 

performed. 

Q A l l r i g h t , s i r , i f y o u ' l l t u r n to E x h i b i t 

T h i r t y - f o u r - A and i d e n t i f y t h a t f o r us. 

A E x h i b i t T h i r t y - f o u r - A l i s t s each of the 

formations, i n j e c t i o n zones. I t gives t h e i r g e o l o g i c a l 

names w i t h t h e i r approximate depths and t h e i r approximate 

gross thicknesses. 

I t also l i s t s l i t h o l o g i c a l d e t a i l on each 

one of the i n j e c t i o n zones. 

Q Based upon the study by you and other 

Gulf re p r e s e n t a t i v e s of t h i s p r o j e c t , do you f i n d any i n d i ­

cations of f a u l t i n g or other hy d r o l o g i c connections between 

the proposed i n j e c t i o n i n t e r v a l s and any f r e s h water 

sources ? 

A No, s i r , we do not f i n d such h y d r o l o g i c a l 

connections. 

Q I n your opini o n i s the proposed method 
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f o r the i n j e c t i o n of water f o r secondary recovery i n t h i s 

i n t e r v a l one t h a t w i l l p r o t e c t f r e s h water sources i n the 

area? 

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

Q Let's t u r n , Mr. Bohling, t o E x h i b i t Num­

ber T h i r t y - f i v e and have you i d e n t i f y t h a t f o r us. 

A Our E x h i b i t Number T h i r t y - f i v e i s a l i s t 

of proposed i n j e c t i o n w e l l s which do not have w e l l logs 

a v a i l a b l e . There are 86 of these w e l l s out of 179 and the 

remaining w e l l s do have w e l l log data on f i l e w i t h the OCD. 

Q A l l r i g h t , s i r , l e t ' s t u r n to E x h i b i t 

Number T h i r t y - s i x , then, and have you describe t h a t f o r us. 

A E x h i b i t Number T h i r t y - s i x i s a ge o l o g i c a l 

d e t a i l and data on the f r e s h water a q u i f e r s which o v e r l i e 

and/or u n d e r l i e the proposed i n j e c t i o n i n t e r v a l i n the area 

of the Eunice Monument South U n i t . 

Q Generally what i s the deepest source of 

fr e s h water i n the area? 

A The deepest source are the T r i a s s i c Chin-

le and the Santa Rosa a q u i f e r s and on the nor t h end of the 

u n i t the Chinle i s at a depth of approximately 50 f e e t and 

the Santa Rosa i s a t a depth of approximately 675 f e e t , and 

at the southern end of the u n i t the Chinle i s a t an approxi­

mate depth of 200 f e e t and the Santa Rosa i s a t an approxi­

mate depth of 1000 f e e t . 

Q Have you reviewed w i t h the Commission 

s t a f f and Mr. Sexton i n Hobbs the method by which w e l l s w i l l 
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be d r i l l e d through the fr e s h water a q u i f e r s t o s a t i s f y the 

Commission t h a t the fr e s h water sources w i l l be protected? 

A Yes, s i r , we have. 

Q And have they agreed w i t h you t h a t the 

method contemplated by Gulf as the u n i t operator i s one t h a t 

ought t o insure the successful p r o t e c t i o n of f r e s h water 

sources ? 

A Yes, s i r . 

Q Would you go t o E x h i b i t Thirty-seven f o r 

us and i d e n t i f y t h a t one? 

A E x h i b i t Number Thirty-seven i s a compil­

a t i o n of chemical water a n a l y s i s done on several f r e s h water 

w e l l s located w i t h i n one mile of the proposed u n i t area. 

Q Attached t o E x h i b i t Number Thirty-seven 

are what, s i r ? 

A They are the chemical analyses of the 

fre s h water r e s u l t s f o r four f r e s h water l o c a t i o n s w i t h i n 

the u n i t area? 

Q Was a search made of the records of the 

State Engineer's O f f i c e t o determine the l o c a t i o n and depth 

of f r e s h water w e l l s i n the area? 

A Yes, s i r , there was. Our E x h i b i t Number 

Twenty-eight shows the f r e s h water supply w e l l l o c a t i o n s as 

best as we can determine through the review of the State En­

gineer's records and they are i n d i c a t e d by a small square. 

There are several down i n Sections 19 and 

20, Township 21 South, Range 36 East, and there are also 
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several located down i n Section 23, Township 21 South, Range 

36 East. 

Q Apart from the search of the State Engi­

neer's records, have you also made a search of other a v a i l ­

able i n f o r m a t i o n t o determine the l o c a t i o n and i n f o r m a t i o n 

on other f r e s h water sources? 

A Yes, s i r . We have taken two samples of 

fr e s h water l o c a t i o n s t h a t are apparently not on f i l e w i t h 

the State Engineer's O f f i c e . 

Q A l l r i g h t , s i r , and i f y o u ' l l t u r n t o Ex­

h i b i t T h i r t y - e i g h t and describe t h a t f o r us. 

A E x h i b i t T h i r t y - E i g h t i s our a f f i r m a t i v e 

statement, which states t h a t a l l a v a i l a b l e g e o l o g i c a l and 

engineering data has been examined and f i n d -- Gulf f i n d s no 

evidence of any h y d r o l o g i c a l connection between the i n j e c ­

t i o n zone and any underground f r e s h water source i s present. 

Q The Commission r e q u i r e d i n t h e i r r egula­

t i o n s t h a t the a p p l i c a n t f u r n i s h copies of your wa t e r f l o o d 

p r o j e c t a p p l i c a t i o n t o the surface owners at each proposed 

i n j e c t i o n w e l l l o c a t i o n , plus the operators w i t h i n a h a l f 

mile area of any of the w e l l l o c a t i o n s . 

Have you caused t h a t t o happen, Mr. Boh­

l i n g ? 

A Yes, s i r , we have. Our E x h i b i t Number 

T h i r t y - n i n e i s a copy of the l e t t e r dated September 24th, 

1984. 

Q Hang on, I've got t o f i n d i t . 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

220 

A Okay. I b e l i e v e they have them already, 

Tom, as p a r t of the package. 

MR. KELLAHIN: Mr. Chairman, my 

copy of the e x h i b i t does not c o n t a i n T h i r t y - n i n e , s i r . Does 

yours ? 

MR. STAMETS: We have i t . 

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

Q Mr. Bohling, would you r e f e r , then, t o 

E x h i b i t Number T h i r t y - n i n e and i d e n t i f y t h a t f o r the Commis­

sion? 

A Okay. As I've s t a t e d , i t i s a l e t t e r 

dated September 24th, 1984, and i t i s a copy of our l e t t e r 

sent t o the OCD f o r a p p l i c a t i o n s f o r s t a t u t o r y u n i t i z a t i o n , 

w a t e r f l o o d , and v e r t i c a l l i m i t s hearings, and t h i s l e t t e r 

was sent out t o a l l the working i n t e r e s t owners, surface 

land owner, and o f f s e t t i n g operators, as w e l l as the Dis­

t r i c t O f f i c e of the OCD i n Hobbs, the Commissioner of Public 

Lands f o r the State of New Mexico, and the Department of 

Energy and Minerals, or excuse me, the United States Depart­

ment of I n t e r i o r , Bureau of Land Management i n Roswell. 

Q Disregarding f o r a moment, Mr. Bohling, 

the question of Exxon's p a r t i c i p a t i o n i n the u n i t as a work­

ing i n t e r e s t owner , and those questions concerning t h a t 

l a s t 6 or 7 percent, have you received any o b j e c t i o n s from 

any of the surface owners or any of the operators w i t h i n the 

h a l f mile radius of review as t o the method of operation f o r 

the p r o j e c t ? 
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A No, s i r , I have not. 

Q Mr. Bohling, I've handed you what i s 

marked as Gulf E x h i b i t Number Forty and ask you i d e n t i f y 

•what's contained i n t h i s package. 

A This package contains c e r t i f i e d r e t u r n 

r e c e i p t requests f o r the m a i l i n g of the l e t t e r dated Septem­

ber 24th, 1984, and i t — i t i n d i c a t e s those i n d i v i d u a l s i n 

the m a i l i n g l i s t attached t o the l e t t e r of September, 1984, 

who have received t h i s l e t t e r , September 2 4th, 1984. 

Q As I understand, you're s t i l l r e c e i v i n g , 

c o n t i n u i n g to receive an occasional c e r t i f i e d r e c e i p t card 

from t h i s mailing? 

A Yes, s i r . 

0 But as of at l e a s t a few days ago, t h i s 

represented the proof of r e c e i p t by these various i n d i v i ­

duals of the a p p l i c a t i o n as r e q u i r e d . 

A Yes, s i r . 

0 In your o p i n i o n , Mr. Bohling, w i l l appro­

v a l of the w a t e r f l o o d p r o j e c t be i n the best i n t e r e s t s of 

conservation, the prevention of waste, and the p r o t e c t i o n of 

c o r r e l a t i v e r i g h t s ? 

A Yes, s i r , i t w i l l . 

MR. KELLAHIN: Mr. Chairman, 

t h a t concludes my examination of Mr. Bohling. 

We move the i n t r o d u c t i o n of Ex­

h i b i t s Twenty-seven through Forty. 

MR. STAMETS: These e x h i b i t s 
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/ i l l be admitted. 

Are there questions of Mr. Boh-

.ing? Mr. P a d i l l a . 

CROSS EXAMINATION 

5Y MR. PADILLA: 

Q Mr. Bohling, I j u s t have one question. 

On the w e l l names on E x h i b i t Number 

?hi r t y some are -- have i n parentheses NCT-A; I see some 

• i t h a B, and some of the w e l l s t h a t are operted by Gulf on 

:.he l a s t page of the e x h i b i t , the Ramsey-Leonard Wells are 

.abeled or have t h a t NCT-C and I'm curious to know about 

:hat. 

A NCT-C? Non-contiguous t r a c t s , and t h a t 

_s the "C" t r a c t of the several — series of noncontiguous 

:racts i s my understanding of t h a t n o t a t i o n . 

Q And the same would apply f o r the 

les i g n a t i o n as "A" or "B"? 

A Yes, they would be -- the lease name 

ip p l i e s t o the A t r a c t , to the B t r a c t , t o the C t r a c t . I t 

_s j u s t t h a t A i s not contiguous w i t h B, which i s not 

:ontiguous w i t h C. 

Those -- those leases may be located 

:lsewhere. 

MR. PADILLA: That's a l l . 

MR. STAMETS: Are there other 

questions of t h i s witness? 
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Mr. Sperling? 

MR. SPERLING: I have no ques­

t i o n s but we would l i k e to s t a t e on behalf of Exxon t h a t we 

commend Gulf on the e x c e l l e n t t e c h n i c a l work. 

MR. STAMETS: Very good. I'm 

sure they're happy t o hear t h a t . 

CROSS EXAMINATION 

BY MR. STAMETS: 

Q Mr. Bohling, I would l i k e a l i s t of the 

w e l l names, numbers, and l o c a t i o n s on the f i v e w e l l s t h a t 

have been i d e n t i f i e d as problem w e l l s . You can submit t h a t 

at a l a t e r time; I don't need t h a t r i g h t now. 

A Okay, s i r . 

Q I be l i e v e you i n d i c a t e d , or i t shows 

somewhere i n these e x h i b i t s t h a t cement w i l l be c i r c u l a t e d 

to the surface on a l l of the i n j e c t i o n w e l l s , regardless of 

i f they're new wel l s being d r i l l e d or o l d w e l l s being con­

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

A Yes, s i r , our plans are t o run l i n e r s i n 

the open hole completed w e l l s and attempt t o c i r c u l a t e ce­

ment to the surface when we cement the l i n e r i n place. 

Q Okay. I presume t h a t each one of those 

we l l s would have a pressure t e s t on the casing. 

A Yes, s i r . 

Q Okay. Now, you were going t o go along 

w i t h the OCD .2 of a pound per f o o t of depth pressure l i m i t -
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a t i o n . We can plug a l o t of t h a t i n t o the computer t o check 

you t o see t h a t -- on your r e p o r t s -- t o see t h a t you're 

r e a l l y f o l l o w i n g t h a t . That's a l o t of c a l c u l a t i o n s f o r a l l 

of us to t r y and f i g u r e out what i n d i v i d u a l pressure l i m i t s 

are. 

I'm wondering i f i t would be possible to 

e s t a b l i s h groupings of pressures i n t h i s r e s e r v o i r , say per­

haps a l l the w e l l s on the two sections on the west side 

would have the same pressure l i m i t , and the three down i n 

the middle, the same pressure l i m i t , and so on, l e t ' s say, 

f o r the east s i d e , so t h a t we wouldn't have, what, 149 d i f ­

f e r e n t pressures; we might have, say, f i v e or s i x d i f f e r e n t 

pressure l i m i t s w i t h i n the l i m i t s of the pool we would have 

to process. 

A With the i n s t a l l a t i o n of those pressure 

ra t e c o n t r o l l e r s we'd be able t o c o n t r o l pressures and rates 

on an i n d i v i d u a l i n j e c t i o n w e l l b asis. 

Where we may want a w e l l t o take — take 

more water, i n j e c t more water i n t o a w e l l , i t might r e q u i r e 

d i f f e r e n t pressures, other s i t u a t i o n s . 

Q I t ' s j u s t a suggestion. We can look i n t o 

i t and i f i t works out, w e ' l l t r y and do i t . 

A Okay, s i r . 

Q Now I understand t h a t you w i l l be i n ­

j e c t i n g only i n t o the Grayburg and the Penrose and not the 

San Andres, i s t h a t c o r r e c t ? 

A That i s c o r r e c t . 
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Q And a l l of the mailings were by c e r t i f i e d 

m a i l . 

A Yes, s i r , they were. 

MR. STAMETS: Are there any 

other questions of t h i s witness? 

MR. KELLAHIN: One comment, Mr. 

Chairman. 

REDIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. Bohling, Mr. Stamets asked you about 

cementing the l i n e r s i n and c i r c u l a t i n g t h a t cement t o the 

surface. 

Some of these wellbores t h a t may be con­

t r i b u t e d were d r i l l e d i n the twenties and t h i r t i e s . Some of 

those may have been plugged and abandoned i n such a way t h a t 

t h a t process becomes very d i f f i c u l t . 

What kind of commitment i s Gulf making 

w i t h regards to the adequacies of the cement i n r e l a t i o n t o 

the l i n e r s i n these wellbores? 

A Our attempt i s going t o be t o insure t h a t 

there i s adequate cement covering each casing over the i n ­

j e c t i o n i n t e r v a l and above the i n j e c t i o n i n t e r v a l . 

Q I n thos s i t u a t i o n s where i t looks l i k e 

even a prudent operator a c t i n g i n good f a i t h and using d i l i ­

gence cannot meet t h a t requirement, are you w i l l i n g to meet 

w i t h the D i s t r i c t s t a f f of the Commission i n order t o work 
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out some kind of a s o l u t i o n concerning those wells? 

A Yes, s i r , we are. 

Q A l l r i g h t . 

MR. STAMETS: Any other ques­

t i o n s of t h i s witness? He may be excused. 

MR. KELLAHIN: I wonder i f I 

might have a moment to see i f I've f o r g o t t e n anything? 

Mr. Chairman, f o r the record, I 

believe we've introduced E x h i b i t s One through Forty. In r e ­

viewing the l i s t of e x h i b i t s t h a t have been admitted there 

was no E x h i b i t T h i r t y - f o u r . E x h i b i t T h i r t y - f o u r was separ­

ated out to be E x h i b i t T h i r t y - f o u r A and B, so i f you look 

through the e x h i b i t s and do not f i n d E x h i b i t T h i r t y - f o u r , 

t h a t ' s because there i s not. 

We have nothing f u r t h e r t o pre­

sent on our d i r e c t case, Mr. Chairman. We r e s t our case. 

MR. STAMETS: Mr. Sp e r l i n g , I 

believe you have a witness. 

MR. SPERLING: Yes, s i r . 
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W. E. NOLAN, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. SPERLING: 

Q Mr. Nolan, you r e c a l l t h a t you were sworn 

yesterday as a witness i n t h i s matter and t h a t you're s t i l l 

under oath? 

A Yes, s i r . 

Q For the record would you please s t a t e 

your name, your place of residence, and s p e l l your l a s t name 

f o r the r e p o r t e r . 

A My name i s W i l l i a m E. Nolan and I cur­

r e n t l y r eside at Midland, Texas. 

I'm employed by Exxon Corporation. 

Q And i n what capacity are you employed? 

A I'm c u r r e n t l y employed as a Technical Ad­

v i s o r , located i n the Midland, Texas o f f i c e . 

Q Would you give us a b r i e f resume of your 

educational background and led t o your q u a l i f i c a t i o n s ? 

A Yes, s i r . I graduated i n 1943 from the 

U n i v e r s i t y of Kentucky witha degree i n engineering. 

Q Would you r e l a t e f o r us your work exper­

ience i n your profession? 

A Yes, s i r . A f t e r graduation I went to 

work f o r Sohio Petroleum Company. I worked f o r ten years. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

228 

I s t a r t e d out as a t r a i n e e engineer and when I f i n a l l y l e f t 

Sohio I was D i s t r i c t Engineer of a large secondary recovery 

u n i t located i n Edmond, Oklahoma, the West Edmond Hunton 

Lime U n i t , one of the f i r s t s t a t u t o r y u n i t s i n the State of 

Oklahoma. 

From 1954 t o 1961 I was employed by Mon­

terey O i l Company as Chief Engineer of the F u l l e r t o n Clear 

Fork U n i t . This i s also a large secondary recovery volun­

t a r y u n i t located i n Andrews County, Texas. 

From 1961 t o 1984 I've been employed by 

Exxon and i t s predecessor c o r p o r a t i o n i n an engineering 

various engineering c a p a c i t i e s , p r e s e n t l y Technical Advisor, 

located i n Midland, Texas. 

I've p a r t i c i p a t e d i n numerous t e c h n i c a l 

studies r e l a t i v e t o u n i t i z a t i o n and enhanced recovery. 

I've appeared as a t e c h n i c a l witness r e ­

l a t e d t o u n i t i z a t i o n and secondary recovery before regula­

t o r y agencies i n Texas, Wyoming, and New Mexico. 

Q What work experience have you had w i t h 

respect t o southeast New Mexico and i n p a r t i c u l a r the area 

which i s under c o n s i d e r a t i o n here? 

A Well, i n 1977 I p a r t i c i p a t e d i n the tech­

n i c a l study f o r the Double L Queen u n i t located i n Chaves 

County, New Mexico, and again I t h i n k t h a t t h a t u n i t was the 

f i r s t s t a t u t o r y u n i t . We thought i t was at the time. 

I represented Exxon i n the n e g o t i a t i o n s 

and I a s s i s t e d i n the p r e p a r a t i o n of e x h i b i t s t h a t were pre-
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sented by Burke Royalty Company, the u n i t operator. 

In 1978 I p a r t i c i p a t e d i n the East Vacuum 

Unit t e c h n i c a l study; represented Exxon during the u n i t i z a ­

t i o n and i n the u n i t i z a t i o n n e g o t i a t i o n s . 

In 1980 I p a r t i c i p a t e d i n the North Hobbs 

Grayburg-San Andres Unit t e c h n i c a l study. That u n i t i s l o ­

cated i n Lea County, New Mexico; p a r t i c i p a t e d i n the t e c h n i ­

c a l study; advised Exxon regarding the n e g o t i a t i o n s , and I 

appeared before t h i s Commission i n o p p o s i t i o n t o one fe a t u r e 

of the u n i t operating agreement i n t h a t u n i t . 

And t h a t ' s about my -- t h a t ' s the l a s t 

time I have had involvement before the Commission, i s i n 

1980. 

Q Are you f a m i l i a r w i t h the Eunice Monument 

South Unit Area? 

A Yes, s i r . As a Technical Advisor i n the 

U n i t i z a t i o n Section, v/e have a number of engineers t h a t work 

i n t h a t and some younger ones and some older ones, and I 

have consulted w i t h these f e l l o w s as they have attended var­

ious t e c h n i c a l meetings and became f a m i l i a r w i t h i t . 

I reviewed the t e c h n i c a l study and could 

f i n d nothing wrong w i t h i t . 

Q Are you r e f e r r i n g now t o the e x h i b i t i n ­

troduced by Gulf and i d e n t i f i e d as the t e c h n i c a l r e p ort? 

A Yes, s i r . Was t h a t , I b e l i e v e , E x h i b i t 

Number Seven? 

That i s the t e c h n i c a l r e p o r t I'm r e f e r -
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r i n g t o , i n any event. 

Q A c t u a l l y i t was E x h i b i t Twenty-two. 

A I d i d n ' t miss i t too f a r . 

MR. SPERLING: Mr. Chairman, we 

tender Mr. Nolan as an expert witness q u a l i f i e d t o t e s t i f y . 

MR. STAMETS: He i s considered 

q u a l i f i e d . 

Q F i r s t of a l l , Mr. Nolan, does Exxon op­

pose the u n i t i z a t i o n of the Eunice Monument South Unit f o r 

wat e r f l o o d purposes? 

A No, s i r , Exxon does not oppose. Exxon 

supports the u n i t i z a t o n of t h i s p r o j e c t . 

Q Perhaps i t would h e l p f u l t o the Commis­

sion and others i f you would give a statement of the p o s i ­

t i o n of Exxon w i t h respect t o c e r t a i n p a r t i c u l a r s t h a t may 

have been al l u d e d t o p r e v i o u s l y as a t t r i b u t e d t o Exxon. 

A Exxon opposes approval of the s t r u c t u r e 

of the t r a c t p a r t i c i p a t i o n formula contained i n Section 13 

of the u n i t agreement. 

We w i l l present evidence t h a t shows t h i s 

t r a c t p a r t i c i p a t i o n formula does not a l l o c a t e u n i t i z e d 

nydrocarbons on a f a i r , reasonable, and e q u i t a b l e basis. We 

w i l l i ntroduce evidence t h a t four p a r t i c u l a r t r a c t s having 

s l i g h t l y over 3 percent of the surface acreage w i l l under 

t h i s u n i t i z a t i o n formula be a l l o c a t e d i n excess of 20 per­

cent of the f u t u r e u n i t reserves. 

We w i l l show t h a t because of t h i s d i s -
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p a r i t y tne i n d i v i d u a l c o r r e l a t i v e r i g h t s of the various par­

t i e s owning the remainder of the t r a c t s are not protected. 

We w i l l show t h a t v o t i n g c o n t r o l f o r un­

i t i z a t i o n l i e s w i t h a few owners of these four p a r t i c u l a r 

o f f e n d i n g t r a c t s . 

We w i l l show t h a t w i t h a change i n the 

v o t i n g p o s i t i o n of these owners t h i s i n e q u i t y can be cor­

rected and t h a t the needed u n i t i z a t i o n f o r secondary r e ­

covery can be promptly accomplished. 

That i s our o p p o s i t i o n to the u n i t agree­

ment . 

Exxon also opposes a p r o v i s i o n of the 

u n i t operating agreement. Exxon opposes approval of the de­

mand w e l l p r o v i s i o n contained i n A r t i c l e XI of the u n i t 

operating agreement. 

We w i l l present evidence t h a t t h i s p r o v i ­

sion r e s u l t s i n c o n f i s c a t i o n of the property of c e r t a i n par­

t i e s to the b e n e f i t of a few p a r t i e s . 

We w i l l show t h a t the same few p a r t i e s 

naving v o t i n g c o n t r o l and b e n e f i t t i n g under the t r a c t p a r t i ­

c i p a t i o n formula enjoy f u r t h e r b e n e f i t s under t h i s demand 

w e l l p r o v i s i o n . 

We w i l l present evidence t h a t because of 

tne demand w e l l p r o v i s i o n the u n i t operating agreement f a i l s 

to provide a f a i r and reasonable basis f o r the determination 

of the charges t o be made among the various owners i n the 

u n i t area f o r t h e i r investment i n we l l s and equipment. 
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We w i l l present evidence showing t h a t be­

muse of the o b j e c t i o n a b l e p r o v i s i o n s of Section 11 of the 

; n i t operating agreement the cost of conducting u n i t opera-

:ions exceeds the value of the a d d i t i o n a l o i l and gas r e -

rovered i n several t r a c t s i n the u n i t . 

We w i l l show t h a t w i t h a change i n 

a r t i c l e X and the removal of a p o r t i o n of A r t i c l e XI the i n ­

i q u i t y of the u n i t operating agreement w i l l be eli m i n a t e d 

md t h a t t h i s change can be promptly accomplished. 

Q Mr. Nolan, I take i t from your statements 

:hat your testimony can be d i v i d e d i n t o two segments, one 

-e l a t i n g t o Exxon's o b j e c t i o n t o the u n i t agreement as such, 

:he t r a c t p a r t i c i p a t i o n formula, and the other r e l a t i n g to 

:he demand w e l l p r o v i s i o n of the u n i t o p erating agreement, 

is t h a t a f a i r statement? 

A Yes, s i r , t h a t i s c o r r e c t and I t h i n k i t 

/ould be convenient f o r us t o j u s t go through i t i n t h a t 

lanner. We'll f i r s t present our evidence r e l a t e d t o the 

m i t agreement and then our evidence t o the u n i t operating 

igreement. 

Q Mr. Nolan, I d i r e c t your a t t e n t i o n to 

mat has been marked f o r i d e n t i f i c a t i o n as Exxon's E x h i b i t 

lumber One and ask you to e x p l a i n t h a t e x h i b i t , i t ' s pur-

>ose, and the source of the i n f o r m a t i o n contained i n t h a t 

• x h i b i t . 

A A l l r i g h t , s i r . This i n f o r m a t i o n r e l a t e s 

:o the proposed Eunice Monument South U n i t . I n general i t 
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shows the u n i t area production and reserve estimates and i t 

also shows the a l l o c a t i o n formula proposed by the u n i t oper­

a t i n g ~- u n i t agreement. 

There are three corky dots on there. 

Q Does t h a t equate t o a s t e r i s k s ? 

A I t ' s a round a s t e r i s k . 

The f i r s t a t the top of t h i s page, the 

f i r s t -- the f i r s t s e c t i o n r e l a t e s t o the u l t i m a t e primary 

recovery of t h i s u n i t . 

I b e l i e v e these numbers t o be the same as 

pr e v i o u s l y t e s t i f i e d to but I would l i k e t o review them 

again. 

The u l t i m a t e primary recovery as shown 

here i s 1 3 4 - m i l l i o n b a r r e l s of o i l . This 1 3 4 - m i l l i o n bar­

r e l s of o i l i s r e a l l y an important number since i t estab­

l i s h e s the remaining primary o i l production. I t establishes 

the secondary o i l production. I t e s t a b l i s h e s the o r i g i n a l 

o i l i n place i n t h i s u n i t as i t was used i n the t e c h n i c a l 

study presented by Gulf. 

The 1 3 4 - m i l l i o n b a r r e l s was determined to 

be 20 percent of the o r i g i n a l o i l i n place and as p r e v i o u s l y 

t e s t i f i e d t o , t h i s was a number determined by analogy to 

numerous s i m i l a r types of w a t e r f l o o d and s i m i l a r types of 

r e s e r v o i r s i n t h a t the u l t i m a t e primary recovery was 20 per­

cent of the o i l i n place i n many of these p r o j e c t s . 

So the number presented i n the Technical 

Report of 6 7 0 - m i l l i o n b a r r e l s of o r i g i n a l o i l i n place was 
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ary and d i v i d i n g i t by .2, so t h a t you could then m u l t i p l y 

the o i l i n place by 20 percent and come up w i t h 1 3 4 - m i l l i o n 

b a r r e l s of u l t i m a t e primary o i l . 

Nov/ then, the remaining primary o i l i s 

simply the u l t i m a t e primary w i t h the cumulative production 

subtracted from i t and, of course, t h a t ' s a running t a r g e t 

depending on when you want t o determine the remaining, you'd 

have t o determine the cum up t o t h a t p o i n t . 

So you've seen some numbers, d i f f e r e n t 

numbers i n the Technical Report, l i k e 1 4 - 1/2-million bar­

r e l s , 1 2 - m i l l i o n b a r r e l s i s what we show here, t h i s i s the 

number we estimate w i l l be the remaining primary at the time 

of u n i t i z a t i o n . There w i l l be 1 2 - m i l l i o n b a r r e l s of primary 

l e f t . 

Nov/, the secondary recovery t h a t ' s been 

t e s t i f i e d t o as being 48 percent of the u l t i m a t e primary r e ­

covery, i f you take 20 percent of 48 percent you f i n d t h a t 

the secondary recovery i s 9.6 percent of the o i l i n place. 

This i s a very reasonable number, t h a t the secondary recov­

ery from a u n i t — from a r e s e r v o i r of t h i s type and nature 

i s the low value of 9.6 percent of o i l i n place. Many r e ­

se r v o i r s i n southeast New Mexico the secondary i s expected 

to be 30 percent of the o r i g i n a l o i l i n place, u l t i m a t e . 

So t h i s i s a conservative estimate of the 

secondary recovery. 

Now, a d d i t i o n a l l y , t h i s f i e l d probably 
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has t e r t i a r y recovery p o t e n t i a l and i n f i l l d r i l l i n g poten 

t i a l f o r a d d i t i o n a l recovery. 

To f u r t h e r increase the recovery above 

the 29 percent -- 29.6 percent, we get t h a t from averaging 

the 9.6 percent secondary and the 20 percent primary, u l t i ­

mate then through secondary i s 29.6 percent of o i l i n place. 

I f e e l t h i s i s a conservative number, could be f u r t h e r i n ­

creased by a considerable amount w i t h i n f i l l d r i l l i n g a t a 

much l a t e r date and by t e r t i a r y recovery at a time a f t e r 

t h a t . 

So we're t a l k i n g i n terms, now, t h a t the 

f u t u r e recovery of the u n i t , as shown i n the second round 

a s t e r i s k , a c t u a l years recoverable reserves on January the 

1st, 1985, i s 1 2 - m i l l i o n b a r r e l s of remaining primary and 

64. 2 - m i l l i o n b a r r e l s of secondary f o r a t o t a l of 76.2-mil-

l i o n b a r r e l s . 

Now t h a t i s the amount of o i l which w i l l 

be a l l o c a t e d f o r e v e r , f o r however long t h i s u n i t l a s t s , t o 

the various p a r t i e s and the various t r a c t s under the u n i t by 

the a l l o c a t i o n formula. The a l l o c a t i o n formula i s shown i n 

the t h i r d — i n the t h i r d p a r t of t h a t e x h i b i t . I t i s For­

mula 2-A, which has been r e f e r r e d t o as the formula i n the 

u n i t agreement, which i s 10 percent o i l production f o r the 

f i r s t nine months of 1982. I t ' s 40 percent of the remaining 

primary o i l reserve on October 1st of '82, f o r a t o t a l of 50 

percent primary r e l a t e d parameters, and i t ' s 50 percent cum­

u l a t i v e o i l production from the u n i t i z e d i n t e r v a l as of Sep-
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tember the 30th, 1982. That i s a secondary recovery r e ­

l a t e d , c l o s e l y r e l a t e d , t o the u l t i m a t e primary recovery. 

Now then, the 76-mil l i o n b a r r e l s w i l l 

then be a l l o c a t e d i n accordance w i t h t h a t formula, which 

means t h a t 38, as shown i n t h a t t h i r d p a r t of the e x h i b i t , 

3 8 . 1 - m i l l i o n b a r r e l s of o i l w i l l be a l l o c a t e d under primary 

f a c t o r s and 3 8 . 1 - m i l l i o n b a r r e l s w i l l be a l l o c a t e d under 

secondary f a c t o r s . 

Now t h i s i s the crux of Exxon's o b j e c t i o n 

to the u n i t agreement; t h a t i t a l l o c a t e d t h i s o i l on t h a t --

on the basis of 50 percent r e l a t e d t o primary, 50 percent 

r e l a t e d t o secondary. 

Yo u ' l l n o t i c e , i f w e ' l l go through j u s t 

one more l i t t l e mathematical d e r i v a t i o n here, t h a t i f we 

have a t r a c t which i s produced or has a remaining primary 

recovery, a remaining primary recovery of 1 . 2 - m i l l i o n bar­

r e l s , l e t ' s j u s t say a r b i t r a r i l y t h a t we have a t r a c t which 

by the decline curve method used has a remaining primary of 

1. 2 - m i l l i o n b a r r e l s , okay, now t h a t ' s 10 percent of the t o ­

t a l 1 2 - m i l l i o n b a r r e l s of remaining primary, and i f you r e ­

l a t e those two, then the formula a l l o c a t i o n f o r t h a t one, 

the 1 . 2 - m i l l i o n b a r r e l s of remaining primary t h a t was deter­

mined by -- as I've p r e v i o u s l y t r i e d t o describe, and I 

don't b e l i e v e I d i d completely describe, the f a c t t h a t those 

numbers come from decline curves. I t was presented i n ear­

l i e r evidence. I n any event, the remaining primary of 1.2-

m i l l i o n earns 3.8 b a r r e l s by v i r t u e of the a l l o c a t i o n formu-
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la used i n the u n i t agreement. The 10 percent remaining 

primary of 1 . 2 - m i l l i o n would then earn 3 . 8 - m i l l i o n b a r r e l s 

by v i r t u e of the formula. 

I need t o a d d i t i o n a l l y q u a l i f y my l i t t l e 

t r y i n g t o s i m p l i f y an example. I n a d d i t i o n t o the t r a c t 

having a remaining primary of 10 percent, i t would also have 

to have a c u r r e n t production r a t e , or a production r a t e of 

10 percent. This wouldn't be unusual because i f the t r a c t s 

had an average d e c l i n e equivalent t o the f i e l d average, t h a t 

would be a very close number, t h a t the c u r r e n t production 

would be the same percentage as the remaining primary. 

So i f we then assume t h a t t h i s p a r t i c u l a r 

t r a c t recovered 1 . 2 - m i l l i o n b a r r e l s on primary, t h a t then 

blows up t o 3 . 8 - m i l l i o n b a r r e l s by v i r t u e of the skewing of 

t h i s formula. 

A f a c t o r of 3.2 t o 1, so t h a t each bar­

r e l , then, of primary recovery earns 3.2 b a r r e l s under t h i s 

formula, 2.2 b a r r e l s more than i t may deserve. 

I look upon t h i s formula as two separate 

pieces; h a l f of i t ' s a l l o c a t e d on primary and h a l f of i t ' s 

a l l o c a t e d on secondary. The parameters are also indepen­

dent, so when you apply them you can apply the parameters to 

h a l f of i t , h a l f the remaining reserve, and the proper a l l o ­

c a t i o n , r a t h e r than the 50/50, would be r e l a t e d t o the se­

cond p a r t of t h i s where only 15.8 percent i s remaining r e ­

covery and 84 -- i s remaining primary and 84.2 percent i s 

remaining secondary. By d i v i d i n g one of those numbers i n t o 
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the other, you come up w i t h t h i s same, exact same 3.2 bar­

r e l s per b a r r e l , so t h a t the skewing of the formula over 

what i s a c t u a l l y c o n t r i b u t e d by a given t r a c t i s i n a f a c t o r 

of 3.2 t o 1. 

Also, I'd l i k e t o p o i n t out now t h a t t h i s 

i s a secondary recovery u n i t . The p r i n c i p a l reason i s t o — 

f o r communitization i s secondary, so t h i s again, i n my mind 

gives weight t o the secondary parameters. 

I t happens t h a t c e r t a i n t r a c t s i n t h i s 

u n i t are at a very low stage of d e p l e t i o n compared t o the 

other t r a c t s . As a matter of f a c t , the four p a r t i c u l a r 

t r a c t s t h a t I'm going t o discuss produce nine times the per 

w e l l r a t e of the remainder of the f i e l d , so t o those t r a c t s 

are skewed a l o t of a d d i t i o n a l o i l because of t h i s m u l t i p l i ­

c a t i o n f a c t o r . 

I w i l l show t h a t because of t h i s Exxon i s 

skewed out of 908 ,000 b a r r e l s of o i l . -: .; 5 

Q Does t h a t conclude your reference to Ex­

h i b i t One, Mr. Nolan? 

A Yes, s i r . 

Q Now w i l l you please r e f e r t o what i s 

marked as E x h i b i t Two, Exxon, and i d e n t i f y t h a t e x h i b i t , 

i t ' s purpose, and what you're t r y i n g t o show? 

A A l l r i g h t , s i r . Shown on here i s the 

same u n i t o u t l i n e t h a t you can see on E x h i b i t A of the u n i t 

agreement — of the — yes, of the u n i t agreement. 

Also i n dashed l i n e s y o u ' l l see t h a t the 
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various t r a c t s shown on E x h i b i t A are the same -- are shown 

on here e x a c t l y as they are on E x h i b i t A. To my best know­

ledge they are exact. 

So t h a t t h i s gives us a v i s u a l p i c t u r e of 

the layout of the various t r a c t s i n the u n i t . Now we see a 

number on each of these t r a c t s . Now t h i s number i s deter­

mined simply by t a k i n g the 7 6 . 2 - m i l l i o n b a r r e l s of o i l which 

we f e e l i s a minimum t h a t t h i s u n i t w i l l produce, and m u l t i ­

p l y i n g t h a t 7 6 . 2 - m i l l i o n b a r r e l s by the p a r t i c i p a t i o n f r a c ­

t i o n shown i n the u n i t agreement, which i s , of course, de­

r i v e d from t h a t skewed p a r t i c i p a t i o n formula. 

This i s the t h i n g t h a t I normally do i n 

-- i n looking a t , you know, how i s a given t r a c t t r e a t e d i n 

a u n i t . You need some s o r t of a v i s u a l a i d t o show you, you 

know, what does i t look l i k e ? How does i t compare t o i t s 

neighbors? What do the o f f s e t s look l i k e ? I s there reasons 

f o r b i g di f f e r e n c e s ? Are there reasons f o r b i g di f f e r e n c e s ? 

So i f we look at t h i s , then, w e ' l l see a 

number of t r a c t s , four t r a c t s , s p e c i f i c a l l y , t h a t are high­

l i g h t e d . They have l i t t l e speckles on them and I t h i n k on 

the other e x h i b i t s they have a yellow c o l o r , or something. 

There are four p a r t i c u l a r t r a c t s . The t r a c t numbers are 

shown. They are Tract 53 t o the nor t h end of the u n i t . 

They are Tract 27 and 17, s o r t of i n the middle, and then 

j u s t south o f f s e t t i n g t h a t , Tract 8. 

I'd l i k e t o p o i n t t o those four t r a c t s as 

being t r a c t s t h a t enjoy p a r t i c u l a r b e n e f i t s under t h i s a l i o -
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c a t i o n formula. 

Q Did you i d e n t i f y Tract 27? I d i d n ' t hear 

you. 

A I may have missed Tract 27, yes, s i r , the 

four t r a c t s are Tract 53, Tract 17, Tract 27, and Tract 8. 

Now, t o j u s t thrown another s t a t i s t i c at 

you, the average per w e l l recovery i n t h i s u n i t f o r the 

76 . 2 - m i l l i o n b a r r e l s t h a t i t ' s estimated w i l l be i t s f u t u r e 

p r oduction, we take t h a t , d i v i d e i t by 344, we f i n d t h a t the 

average i s 221.5 thousand b a r r e l s per w e l l . 

Now t h i s 221.5 thousand b a r r e l s per w e l l 

needs t o be a l l o c a t e d t o each t r a c t i n some manner. The 

average production f o r the 344 q u a l i f y i n g t r a c t s w i l l be 

221.5 thousand b a r r e l s per w e l l . 

I f we look a t t h a t Tract 53 on the n o r t h , 

the u n i t i z a t i o n formula a l l o c a t e s 3,896,000 b a r r e l s t o t h a t 

t r a c t . That's the amount of o i l t h a t w i l l be a l l o c a t e d un­

der the formula during the l i f e of the p r o j e c t . 

That's an average a l l o c a t i o n per w e l l , or 

per 40-acre t r a c t , of 974,000 b a r r e l s , a very s u b s t a n t i a l 

amount above the average f o r the u n i t . 

Now i f we look a t the o f f s e t t r a c t s , to 

the east i s an Exxon t r a c t . Now t h a t t r a c t i s a l l o c a t e d 

1,495,000 b a r r e l s . I t has twelve 40-acre p r o r a t i o n u n i t s on 

i t , being 480 acres i n area. We d i v i d e the twelve i n t o the 

1,495,000, we see t h a t t h a t o f f s e t t i n g t r a c t i s a l l o c a t e d 

124,000 b a r r e l s of o i l and t h a t ' s compared t o 974,000 bar-
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r e l s a l l o c a t e d to each v/ell on the o f f s e t t r a c t . 

We can take t h i s happy exercise a l l the 

way around t h a t t r a c t . 

The no r t h o f f s e t shows 90,000 b a r r e l s per 

w e l l . The west o f f s e t shows 300,000 b a r r e l s . The south 

o f f s e t , t h a t SO-acre t r a c t , shows 336,000, o n e - t h i r d , a l i t ­

t l e more than a — a l i t t l e less than a t h i r d — of what 

i s a l l o c a t e d to Tract 53. 

I'd l i k e t o look now f u r t h e r t o the 

south. That's the l e a s t o f f e n s i v e t r a c t . 

Tract Number 27, an 80-acre t r a c t , i s a l ­

located 2,043,000 b a r r e l s of o i l , an average of 1,021,000 

ba r r e l s per w e l l . 

Tract 17 i s a l l o c a t e d 2,840,000, 

1,420,000 b a r r e l s per w e l l . 

Tract 8 to the south i s the s t a r per­

former. I t ' s a l l o c a t e d 6,903,000 b a r r e l s . That's an aver­

age of 1,725,000 b a r r e l s per w e l l . 

Those four t r a c t s are a l l o c a t e d a t o t a l 

of 1 5 . 6 - m i l l i o n b a r r e l s , an average of 1 . 3 - m i l l i o n b a r r e l s 

per we 11. 

We su b t r a c t what those t r a c t s w i l l be 

c r e d i t e d w i t h during the l i f e of the p r o j e c t , we have a r e ­

maining reserve t o a l l o c a t e t o a l l the r e s t of the f i e l d of 

60 . 6 - m i l l i o n b a r r e l s , a l l o c a t e d to 332 w e l l s , f o r an average 

of 18 2,000 per w e l l . 

And t h a t ' s Exxon's problem w i t h t h i s u n i -
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t i z a t i o n formula. 

0 Would you now r e f e r to E x h i b i t Two-A? 

A The E x h i b i t Two-A shows the same o u t l i n e , 

the same t r a c t boundaries, and we have taken the l i b e r t y of 

a l l o c a t i n g the u n i t reserve of 7 6 - m i l l i o n b a r r e l s than the 

u n i t i z a t i o n formula. 

You w i l l r e c a l l , i n order f o r the Techni­

cal Committee to determine the 1 3 4 - m i l l i o n b a r r e l s of u l t i ­

mate primary recovery they went through each t r a c t and 

determined i t s u l t i m a t e primary and added those together to 

determine the 1 3 4 - m i l l i o n b a r r e l s , and y o u ' l l r e c a l l t h a t 

t h a t 1 3 4 - m i l l i o n b a r r e l s was used t o determine the secondary 

recovery and t h a t 1 3 4 - m i l l i o n b a r r e l s also includes the r e ­

maining primary. 

So we took the l i b e r t y , then, of going 

back through and r e a l l o c a t i n g t o each and every t r a c t i t s 

remaining primary as determined by the Technical Committee 

f o r t h a t t r a c t , plus a secondary o i l c a l c u l a t e d on the basis 

of the o i l i n place determined by the 1 3 4 - m i l l i o n b a r r e l s 

u l t i m a t e primary. 

In other words, we took the 634 -- 671-

m i l l i o n b a r r e l s . Vie took the 9.8 percent t h a t w i l l be the 

average recovery, and we a l l o c a t e d t h a t on the basis of the 

percentage of u l t i m a t e primary recovery, which was the basis 

upon which the 6 7 1 - m i l l i o n b a r r e l s was determined and the 

basis upon which, of course, the remaining primary was 

determined. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

243 

So we f e e l t h i s i s a reasonable way to 

look at what might be, i f we b e l i e v e everything i n the Tech­

n i c a l Report, what be a reasonable way t o a l l o c a t e o i l on a 

f a i r and reasonable basis r a t h e r than a basis determined by 

p a r t i e s n e g o t i a t i n g on t h e i r p a r t i c i p a t i o n r a t h e r than t r a c t 

p a r t i c i p a t i o n . 

So we look at t h i s then, we see t h a t , 

boy, these t r a c t s t h a t we have shaded, the same t r a c t s , are 

p r e t t y darned good t r a c t s . We even, w i t h t h i s type of 

a l l o c a t i o n , Tract Number 53 recovers 2,749,000 b a r r e l s ; 

t h a t ' s 687,000 per w e l l . I t was c u t from 974 by t h i s method 

to 687. Y o u ' l l see t h a t each t r a c t i s reduced. Tract 27 

drops from 2,043,000 down t o 1,494,000. Tract 17 goes from 

2,840,000 to 2,000,003, and the s t a r performer there went 

from 6,903,000, Tract S, to 4,713,000. 

That carves o f f some of t h a t , and of 

course t h a t i s then r e a l l o c a t e d t o a l l other t r a c t s and we 

can look at those t r a c t s . You see p a r t i c u l a r l y t h a t some of 

these poor, l i t t l e , o l d t r a c t s around the edge of the u n i t 

o f f on the east s i d e , f o r instance, we see a t r a c t there 

which has 37,000 b a r r e l s c r e d i t e d t o i t under t h i s method. 

I don't know what t r a c t number t h a t i s , but i n any event, 

t h a t on the previous d r a f t you see t h a t was 24,000, so t h a t 

l i t t l e , o l d t r a c t picked up from 24,000 t o 37,000. 

So you know, i t favors the edge s t u f f and 

carves some o f f of these t r a c t s t h a t had the high 

a l l o c a t i o n s . 
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Now the t o t a l of these, under t h i s method 

the t o t a l a l l o c a t i o n f o r those t r a c t s would be 10,957,000, 

s t i l l a very healthy a l l o c a t i o n f o r those twelve w e l l s , 

913,000 b a r r e l s per w e l l r a t h e r than the 1,300,000 b a r r e l s . 

Now the next graph simply pounds down on 

the same p o i n t and --

Q You're r e f e r r i n g now to E x h i b i t Two-B? 

A Sorry, s i r . 

Q That's a l l r i g h t , Two-B i s next? 

A Yes, s i r , Two-B, r i g h t , p a r t of the same 

e x h i b i t . 

This i s E x h i b i t Two-B, showing the out­

l i n e of the u n i t and the t r a c t s and then j u s t showing the 

s u b t r a c t i o n of these two maps. 

I t shows t h a t Tract 53 was a l l o c a t e d 

1,146,000 b a r r e l s more than what we would judge t o be one 

equ i t a b l e way t o d i s t r i b u t e the produ c t i o n , or the remaining 

production. 

Tract 27, i t loses 549,000. 

Tract 17, 836,000, and t h a t b i g Tract 8 

has a d i f f e r e n c e of 2 . 2 - m i l l i o n b a r r e l s , 2,190,000 b a r r e l s . 

A c t u a l l y t h a t t r a c t has the biggest d i f f e r e n c e . The d i f ­

ference on t h a t t r a c t i s 548,000 b a r r e l s per w e l l . That's 

twice the average a l l o c a t e d t o each w e l l . 

Q So E x h i b i t Two-B i s simply a comparison 

of (not c l e a r l y understood.) 

A Yes, s i r , and i t shows t h a t a t o t a l of 
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4.7-rnil l i o n b a r r e l s i s swapped from one -- from four t r a c t s 

to a l l the other t r a c t s . 

Q What i s the i n f o r m a t i o n contained on the 

lower l e f t h a n d side of the e x h i b i t ? Does t h a t r e q u i r e ex­

planation? 

A Yes, s i r . Yes, s i r . This i s j u s t an­

other s t a t i s t i c which i s of i n t e r e s t . 

There are seventeen t r a c t s on t h i s — on 

t h i s map which show t o gain p r o d u c t i o n , a t o t a l production 

of 6 . 4 - m i l l i o n b a r r e l s under the a l l o c a t i o n formula and t h a t 

i s r e d i s t r i b u t e d under the, what I c a l l the t r a c t c o n t r i b u ­

t i o n map, E x h i b i t Two-A, 82 t r a c t s gain t h a t 6,640,000 bar­

r e l s . So we're going t o take by the one method over the 

other, you would take 6,640,000 o f f the higher a l l o c a t i o n 

t r a c t s and d i s t r i b u t e i t t o 82 of the lower a l l o c a t i o n 

t r a c t s . 

I b e l i e v e t h a t ' s a l l unless you have --

a l l r i g h t . 

Now the next t h i n g simply goes through 

the — or presents --

Q This i s Two-C t h a t you're r e f e r r i n g to 

now. 

A Yes, s i r , E x h i b i t Two-C shows an example 

c a l c u l a t i o n as t o how each of those maps was obtained and I 

believe I d i d e x p l a i n i t , probably not too w e l l , but Tract 

8, f o r instance, the one t h a t I keep c l a s s i f y i n g as one of 

the major offenders here, the formula a l l o c a t i o n there i s 
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t r a c t has 9.05 percent u n i t p a r t i c i p a t i o n . You m u l t i p l y 

t h a t f a c t o r by the 76,000,000 b a r r e l s of reserves and you 

come up w i t h 6,000,009 stock tank b a r r e l s . 

On the second map, Two-A, f o r Tract 8 we 

add the 2,115,000 b a r r e l s of a c t u a l recoverable reserves a t ­

t r i b u t a b l e , f u t u r e primary recovery reserves a t t r i b u t a b l e t o 

t h a t t r a c t t o i t s cumulative or u l t i m a t e — u l t i m a t e primary 

recovery percentage of 4. -- of .04047, or 4.04 percent. 

That p a r t i c u l a r t r a c t has 4.0 -- c o n t r i b u t e d 4.047 percent 

of the u l t i m a t e primary recovery, m u l t i p l y i n g t h a t by 

64,000,000 b a r r e l s we come up w i t h a t o t a l , then, of -- I'm 

s o r r y , I d i d n ' t e x p l a i n t h a t very w e l l and I'd l i k e to go 

back t o i t again. 

The a c t u a l recoverable reserves are the 

sum of the remaining primary reserves plus the u l t i m a t e p r i ­

mary f r a c t i o n times the u n i t secondary reserves. I should 

have read i t b e t t e r . 

So here i s what we d i d w i t h the mathema­

t i c s . That t r a c t i s a l l o c a t e d 2,115,000 b a r r e l s of remain­

ing primary reserves and i t has a 4.047 percent u l t i m a t e 

primary f r a c t i o n of the t o t a l u n i t f o r a t o t a l of 4.7-mil-

l i o n and when we add those two together we get a t o t a l of 4. 

-- i n any event, the t o t a l a l l o c a t e d by t a k i n g the primary 

and the c o n t r i b u t e d secondary from the u n i t i z a t i o n formula 

i s 4.713-million b a r r e l s , and I want t o check and make sure 

t h a t Tract 8 has 4.713, and t h a t i s c o r r e c t . I t ' s a l l o c a t e d 

4 . 7 - m i l l i o n b a r r e l s and the d i f f e r e n c e i s , then, of the 6.9 
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a l l o c a t e d under the u n i t formula t o the 4.7 a l l o c a t e d on the 

basis I j u s t t r i e d t o describe i s 2 . 2 - m i l l i o n b a r r e l s . 

Q Anything f u r t h e r on t h a t e x h i b i t ? 

A No, s i r . 

Q Would you now please r e f e r t o what has 

been marked as E x h i b i t Three f o r Exxon and e x p l a i n the i n ­

formation contained on t h a t e x h i b i t ? 

A This shows the reserve gain f o r the four 

t r a c t s b e n e f i t i n g from the c u r r e n t p a r t i c i p a t i o n formula. 

On the l e f t side again are the t r a c t num­

bers. This shows the ownership of those p a r t i c u l a r t r a c t s 

i n the next column; shows t h a t i n Tract 8 Amoco has 25 per­

cent; ARCO owns 25; Conoco owns 25; and Chevron owns 25. 

Tract 17, Gulf owns 100 percent. 

Tract 27, ARCO owns 100 percent. 

Tract 63, Shell owns 100 percent. 

The t h i r d column shows the acreage. 

There's a t o t a l of 480 acres i n these four t r a c t s . There's 

a t o t a l u n i t area of 14,189.9 acres, so t h a t t h a t represents 

3.38 percent of the acreage i n the u n i t . 

The t o t a l percentage of f u t u r e production 

a l l o c a t e d under the u n i t i z a t i o n agreement i s 20.579 percent 

f o r the four t r a c t s ; a t o t a l of 9 percent f o r Tract 8; 3.7 

percent f o r Tract 17; 2.6 percent f o r 27; and 5.1 percent 

f o r 53, f o r a t o t a l of 20.6 percent. 

This i s a t o t a l a l l o c a t i o n i n reserves of 

15 . 6 - m i l l i o n b a r r e l s f o r the four t r a c t s and the way we have 
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c o n t r i b u t e d — we have c a l c u l a t e d the remaining -- the r e ­

serves t h a t these t r a c t s w i l l c o n t r i b u t e , which i s the sum 

of the remaining primary plus the a l l o c a b l e secondary based 

on o i l i n place, i s 6.2 percent p a r t i c i p a t i o n Tract 8, and 

so on down f o r a t o t a l of 14.4 percent f o r the four t r a c t s , 

an a l l o c a t i o n of 10.9 or 1 1 - m i l l i o n b a r r e l s of remaining r e ­

serve of the 7 6 . 2 - m i l l i o n i n the f i e l d , and a t o t a l d i f f e r ­

ence between the two methods of a l l o c a t i n g reserves to 

t r a c t s of 4 . 7 - m i l l i o n b a r r e l s . 

Now then, down i n the lower l e f t h a n d cor­

ner, t h i s i s j u s t summarized by owners. 

Amoco gains 549,000 b a r r e l s of t h a t ; ARCO 

gains 1,096,000; Conoco and Chevron each 400 — 548,000; 

S h e l l , 1,146,000, and I can see why t h e i r f e l l o w was here t o 

support i t ; Gulf gains 836,000, f o r a t o t a l again of 4.7-

m i l l i o n f o r these four t r a c t s alone. 

Q Does t h a t conclude your testimony f o r the 

moment on E x h i b i t Number Three? 

A Yes, s i r . 

Q W i l l you now r e f e r t o E x h i b i t Four and 

i d e n t i f y t h a t f o r us, please? 

A E x h i b i t Number Four now jumps over from 

t r a c t a l l o c a t i o n t o owner a l l o c a t i o n . I t i s the working i n ­

t e r e s t owner t a b u l a t i o n showing a comparison of the reserves 

c o n t r i b u t e d by the t r a c t s and the reserves a l l o c a t e d t o each 

t r a c t , and they're arranged i n order of the gain i n reserves 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

249 

t h a t these p a r t i e s have under the a l l o c a t i o n formula. 

Shell i s a t the top of the l i s t . Their 

reserve c o n t r i b u t i o n of a l l of t h e i r t r a c t s i s 4 . 2 - m i l l i o n 

b a r r e l s and t h e i r reserve a l l o c a t i o n by the formula i s 5.1-

m i l l i o n b a r r e l s f o r a d i f f e r e n c e of 908,000 b a r r e l s . 

Chevron i s next i n l i n e . They have 4.7-

m i l l i o n b a r r e l s c o n t r i b u t e d and 5 . 2 - m i l l i o n b a r r e l s a l l o ­

cated, f o r a d i f f e r e n c e of 500,000 b a r r e l s . 

ARCO has 450,000 increase by the formula. 

Gulf has 382,000 b a r r e l s by the formula. 

Amoco has 321,000 b a r r e l s . 

I got o f f the l i n e . Conoco has 321,000 

b a r r e l s . 

Amoco has 262,000. 

Apol l o , who was mentioned yesterday as an 

example, by the way, of the w e l l t h i n g , and t h i s shows why 

t h a t example was picked, they gained 19,000 -- they gain, 

I'm s o r r y , 10,000 b a r r e l s under the formula. 

S&S, whoever they are, gains 10,000 and 

Brady gains 6, down t o now t a l k about the losers under t h i s 

a l l o c a t i o n system. 

Exxon loses 908,000 b a r r e l s , a d i f f e r e n c e 

between the reserves c o n t r i b u t e d and the reserves a l l o c a t e d , 

and you saw one good example of t h a t , our o f f s e t t i n g t r a c t 

having some 130,000 b a r r e l s per w e l l a l l o c a t e d against the 

o f f s e t t i n g t r a c t having 970,000 b a r r e l s per w e l l a l l o c a t e d . 

So t h i s a l l sums up, then, t o where Exxon 
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has a d i f f e r e n c e of 908,000. 

Getty i s the next loser w i t h 683. 

C i t i e s , w i t h 245,000 b a r r e l s . 

Amerada, 193,000. 

Sun, 171,000. 

And then we see a l l of the other owners, 

wit h o u t exception, everyone of them a loser by the d i f f e r ­

ence i n the a l l o c a t i o n formula. 

Now t h i s explains some of the reason 

these trades are being made. 

I b e l i e v e t h a t — 

Q A l l r i g h t , l e t ' s move on t o E x h i b i t Five, 

i f you w i l l , and e x p l a i n some of the th i n g s t h a t are con­

tain e d on t h a t e x h i b i t . 

A Nov/, we don't propose t h a t every a l l o c a ­

t i o n formula has to be e x a c t l y reserves. This p a r t i c u l a r 

e x h i b i t shows how Formula Number 3, which was discussed i n 

e a r l i e r testimony, how Formula Number 3 would a l l o c a t e the 

reserves t o the various t r a c t s . 

That formula was 70 percent cumulative, 

15 percent remaining primary f o r the same period shown on 

the e a r l i e r e x h i b i t , and 15 percent c u r r e n t production, the 

same exact parameters. 

Now, as I come here I'd l i k e t o mention 

something. There's been a l o t of testimony about the d i f ­

ference between parameters and formulas. 

Exxon i n no way has taken exception to 
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the parameters developed by t h i s Technical Committee. We 

have not opposed them. We've supported them. We believe 

the parameters are about as good as you could get. 

So we don't take any exception t o the 

parameters. We take exception t o the arrangement of the 

parameters. 

So t h i s formula, then, was made up of 70 

percent cum, 15 percent remaining primary, and 15 percent 

c u r r e n t p roduction. 

So then we can say t h a t the a l l o c a t i o n of 

u n i t reserves by t h i s p a r t i c i p a t i o n formula would be 15 per­

cent primary based on the o i l production from January 

through September of 1982, 15 percent remaining primary r e ­

serves a f t e r October 1st of '82, f o r a t o t a l of 30 percent 

t o t a l primary a l l o c a t i o n . This would a l l o c a t e on primary, 

then, 22.86-million b a r r e l s . This i s s t i l l i n excess, as 

you w i l l r e c a l l , of the 1 2 - m i l l i o n a c t u a l remaining primary 

t h a t there i s i n the r e s e r v o i r . I t ' s not q u i t e two t o one. 

Secondary then a l l o c a t e d on 70 percent 

cumulative o i l i s -- amounts t o 5 3 - m i l l i o n b a r r e l s again f o r 

the same t o t a l of 7 6 . 2 - m i l l i o n b a r r e l s . 

Q Exxon has r e l a t e d e x h i b i t s which are 

i d e n t i f i e d r e s p e c t i v e l y as Five-A, B, C, and D. W i l l you 

consider those as a group and e x p l a i n what the i n f o r m a t i o n 

i s as set f o r t h on t h a t e x h i b i t , the manner i n which i t i s 

presented, and the reason f o r t h a t presentation? 

A Yes, s i r . Well, t h i s series of e x h i b i t s 
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was prepared t o show the e f f e c t on the d i s t r i b u t i o n of o i l 

of t h i s a l t e r n a t e — a l t e r n a t e p a r t i c i p a t i o n formula we c a l l 

i t , but i t i s Formula Number 3 as presented i n the, I be­

l i e v e , August 25th Working I n t e r e s t — of 1983 -- Working 

I n t e r e s t Owner meeting. That's where t h a t formula comes 

from. 

We then wanted t o show the t r a c t d i s t r i ­

b u t i o n t h a t i s made by t h a t formula so then we can compare 

i t t o the t r a c t d i s t r i b u t i o n made by the other formula, or 

the map showing the d i s t r i b u t i o n on an exact reserve, or 

what we say i s an exact reserve basis. So we can compare i t 

any way we want, then. 

Now we might want t o — we have a 

d i f f e r e n c e map so no use jumping back and f o r t h . 

Under the a l t e r n a t e reserve, the 

a l t e r n a t e Formula Number 3, Tract Number 53, and again t h i s 

i s the same map showing the same t r a c t o u t l i n e s , the same 

t r a c t numbers, of course, and the same four t r a c t s are 

h i g h l i g h t e d . This formula would a l l o c a t e 2,854,000 b a r r e l s 

t o Tract Number 53. This compares t o 3,896,000 a l l o c a t e d 

under the other formula. 

Tract 27 gets a m i l l i o n and a h a l f 

b a r r e l s . 

Tract 17, 2 . 1 - m i l l i o n and Tract 8, 4.2-

mi11 i o n . 

I n each case those are less than t h a t 

which was a l l o o t e d under Formula 2-A, and i t was determined 
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i n e x a c t l y the same manner, by t a k i n g the t r a c t p a r t i c i p a ­

t i o n under Formula 3 and m u l t i p l y i n g i t by the 7 6 - m i l l i o n 

b a r r e l remaining reserve. 

So t h i s formula then reduces those four 

t r a c t ' s reserve w i t h o u t exception and i t adds t o many other 

t r a c t s i n the u n i t . We d i d n ' t count which gained and which 

l o s t . We do show t h a t — s h a l l I go ahead w i t h E x h i b i t 

Five-B? 

Q Yes. 

A I be l i e v e t h a t ' s a l l I need -- I have to 

say about E x h i b i t Five-A. We'll go t o Five-B. 

Now t h i s shows the d i f f e r e n c e between the 

reserves a l l o c a t e d under the a l t e r n a t i v e Formula 3 and the 

cu r r e n t Formula 2-A. This i s the s h i f t i n g i n reserves t h a t 

takes place i f we compute i t on the basis of one formula and 

the other formula. 

We see then, of course, t h a t the b i g 

losers by t h i s r e d i s t r i b u t i o n are Tract 53, w i t h a m i l l i o n 

b a r r e l s d i f f e r e n c e . One f e l l swoop t h a t t r a c t l o s t a m i l ­

l i o n b a r r e l s had Formula 3 been adopted. 

Tract 27 loses 545,000 b a r r e l s . 

Tract 17 loses 781,000 b a r r e l s . 

And Tract 8 loses 2,682,000 b a r r e l s . 

There are 72 -- I'm s o r r y , there are 82 

t r a c t s on here t h a t gain reserves and 17 t h a t lose i f we 

counted them e x a c t l y c o r r e c t l y . 

And the t o t a l of the four t r a c t s i s 
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5,000,000, which i s d i s t r i b u t e d d i f f e r e n t l y than Formula 2-

A, i f we copied a l l the numbers c o r r e c t l y and added them a l l 

c o r r e c t l y . 

Q I bel i e v e the E x h i b i t Five-C requires 

some explanation. 

A Now, E x h i b i t Five-C i s s i m i l a r t o the 

e a r l i e r working i n t e r e s t owner t a b u l a t i o n t h a t I reviewed 

only t h i s time we're going t o show the working i n t e r e s t own­

er t a b u l a t i o n comparing the reserves a l l o c a t e d under the two 

d i f f e r e n t formulas t o show the s h i f t i n g by owners of the two 

formulas. 

The f i r s t column, of course, the owners 

are shown on the l e f t i n e x a c t l y the same order as they were 

shown on the previous e x h i b i t . 

The reserves a l l o c a t e d by the a l t e r n a t i v e 

Formula 3 are shown f i r s t . Of course, they t o t a l 76.2-mil­

l i o n b a r r e l s . For S h e l l , f o r instance, i t ' s -- the a l l o c a ­

t i o n under t h a t formula i s 4,342,000 b a r r e l s . The greatest 

amount, of course, i s a l l o c a t e d t o Gulf w i t h 22,947,000 bar­

r e l s . 

The reserve a l l o c a t i o n formula i n the 

agreement, Formula 2-A, i s shown on column th r e e . As we can 

see, Shell i s a l l o c a t e d 5,102,000 b a r r e l s . 

Chevron i s a l l o c a t e d 5 - m i l l i o n 2. 

Shell — ARCO, 1 5 - m i l l i o n . 

Get down t o Gulf w i t h 22.9-mil1 i o n , w e ' l l 

see here t h a t Gulf r e a l l y doesn't lose very much. In f a c t , 
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Under t h i s a l l o c a t i o n formula Gulf a c t u a l l y i s a l l o c a t e d 

more reserve under Formula Number 3 than they are under For­

mula Number 2-A, and of course, the reasons f o r t h i s are 

t h a t — the reason f o r t h i s i s Gulf i n general has p r e t t y 

even d i s t r i b u t i o n of the various parameters. The problem i s 

brought about here by the d i s p a r i t y between parameters. 

When you have u n i t s t r y i n g t o put them 

together w i t h a b i g d i s p a r i t y between, say, remainging p r i ­

mary and secondary and c u r r e n t p r o d u c t i o n , t h a t ' s when these 

problems a r i s e . That's when these b i g d i f f e r e n c e s occur. 

And Shell happens to be i n the nice p o s i t i o n of being l e v e l 

on a l l parameters to i t doesn't matter too much to them what 

formula, as f a r as the reserve a l l o c a t i o n i t doesn't matter 

to them, what formula i s selected. 

What they're i n t e r e s t e d i n i s p u t t i n g t o ­

gether the u n i t so they're w i l l i n g t o take reserves from 

some t r a c t s not owned by them and a l l o c a t e i t t o some t r a c t s 

of other people not owned by them i n order t o put t h i s u n i t 

together, and I guess I can't c r i t i c i z e them. I might t r y 

to do the same t h i n g i f I was charged w i t h p u t t i n g t h i s u n i t 

together. 

Okay. The f o u r t h column shows the gain 

and loss t h a t the various p a r t i e s , and by adopting Formula 

Number Two-A, the upper — i n general the p a r t i e s l i s t e d at 

the top of t h i s e x h i b i t gain 3,066,000 b a r r e l s at the ex­

pense of the p a r t i e s l i s t e d i n the lower p a r t of the e x h i -
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b i t , or i f we could put the shoe on the other f o o t , under 

the Formula 3-A the lower p a r t i e s would gain and the upper 

p a r t i e s would lose. I t depends on who you s u b t r a c t from 

what. 

Q Mr. Nolan, I t h i n k you mean t o r e f e r t o 

Formula 2-A, not 3-A. 

A I'm s o r r y , yes, I do mean the second c o l ­

umn i s Formula 2-A, yes, s i r . 

And then j u s t f o r reference the p a r t i c i ­

p a t i o n percentages are shown i n the f i f t h and s i x t h columns. 

Of course, the percentage was used t o m u l t i p l y by the 6 --

7 6 . 2 - m i l l i o n b a r r e l s t o get the numbers i n columns number 

two and th r e e . That's j u s t shown f o r reference. I t shows 

the swap i n percentage; i t shows the swap i n reserves, and 

the a c t u a l reserve a l l o c a t e d under the formula by the two --

a l l o c a t e d by the two formulas. 

Q What does E x h i b i t Five-D show? I don't 

bel i e v e you've mentioned t h a t . 

A No, s i r . Five-D again shows a working 

i n t e r e s t owner t a b u l a t i o n comparison of reserves c o n t r i b u t e d 

by each owner and the reserves a l l o c a t e d by the Formula 3. 

We showed t h i s same comparison between Formula 2-A so now 

we'd l i k e t o show i t f o r Formula 3. Showing f o r each owner 

i n t h e i r same sequence w i t h Shell at the top and Shell w i l l 

be at the bottom, what they are -- what the reserves c o n t r i ­

buted out of t h e i r various t r a c t s are against the reserves 

a l l o c a t e d under Formula 3. 
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And now we see some s h i f t i n g back and 

f o r t h instead of them a l l one way and we see t h a t the num­

bers are much smaller, such t h a t Shell's gain i s only 

148,000. 

Chevron i s going t o lose 137,000. 

ARCO loses 291,000 when comparing t o the 

reserve computation. 

Gulf gains 427,000. They're s t i l l b e t t e r 

o f f w i t h — of course, because t h e i r change was very small 

between Formula 3 and Formula 2-A. 

So we can see then and we can compare 

what the gains and losses by the various formulas are com­

pared t o some s o r t of base which we t h i n k i s reasonable of 

what the t r a c t s c o n t r i b u t e d and then a comparison between 

the two formulas, and under t h i s t h i n g the gain and loss 

here i s 910,000 and I b e l i e v e the gain and loss on the pre­

vious e x h i b i t was 2 . 8 - m i l l i o n . 

So t h i s reserve or t h i s formula much more 

c l o s e l y approaches a reasonable a l l o c a t i o n i n our view. 

Q Does t h a t conclude your reference to 

Five-B? 

A Yes, s i r . 

Q A l l r i g h t . Refer t o E x h i b i t Six and Six-

A which appears t o be r e l a t e d . 

A Yes, s i r . 

Q And e x p l a i n --

A Well, t h i s — 
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Q — Exxon's p o s i t i o n w i t h respect t o those 

e x h i b i t s and what they show. 

A Right. Well t h i s E x h i b i t Six shows what 

would have t o happen t o A r t i c l e X I I I of the u n i t agreement 

i n order t o adopt Formula Number 3. 

We'd have t o change three numbers i n the 

p a r t i c i p a t i o n formula. 

The f i r s t number being 70 percent, which 

i s the cumulative o i l production. I n the o r i g i n a l formula 

t h a t was 50 percent. That changes — we would recommend the 

change t o 70. 

The second p a r t of t h a t t r a c t p a r t i c i p a ­

t i o n formula which shows 15 percent C/D, t h a t weighting on 

the other formula was 40 percent and t h a t ' s the remaining 

primary. 

And the t h i r d p a r t of t h a t formula would 

-- i s 15 percent E/F, which i s the amount of o i l produced 

during the f i r s t nine months of 1982, t h a t weighting would 

be changed from 10 percent t o 15 percent, as shown here. 

Now t h a t ' s a l l t h a t would have t o happen 

to the u n i t agreement i n our view t o make the change. 

And t h i s l a s t h a l f of E x h i b i t Six shows 

those p a r t i e s who have the c o n t r o l l i n g votes t o a f f e c t the 

change from Formula 2-A t o Formula 3. And y o u ' l l see 

they're i n p r a c t i c a l l y the same order as the top of t h a t 

l i s t i n e a r l i e r e x h i b i t s . 

There are f i v e p a r t i e s i n v o l v e d : Amoco, 
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ARCO, Conoco, Chevron, and S h e l l . 

Under the c u r r e n t p a r t i c i p a t i o n formula 

t h e i r ownership t o t a l s 50.664 percent and t h a t formula was 

approved a t the f i r s t meeting by a d d i t i o n a l p a r t i e s t o t a l i n g 

31.682 t o give t h a t formula 82.346 p a r t i c i p a t i o n and from 

then on i t was adopted and a d d i t i o n a l approvals have been 

obtained and I d i d n ' t r e c a l l j u s t what the t o t a l i s but i t ' s 

w e l l over 9 0 percent at the present time. 

The a l t e r n a t e p a r t i c i p a t i o n formula 

under the a l t e r n a t e p a r t i c i p a t i o n formula, column t h r e e , 

those f i v e p a r t i e s have a t o t a l p a r t i c i p a t i o n of 46.7 per­

cent and there were 46.7 percent, as a coincidence, of other 

p a r t i e s v o t i n g f o r t h a t formula at the meeting t h a t the For­

mula 2-A was adopted. 

So i f we add those together, we have a 

t o t a l of 93.4 percent, so t h a t i f by some miracle these f i v e 

p a r t i e s would change t h e i r vote, t h i s formula could be adop­

ted by a m a j o r i t y of 93.4 percent. And these p a r t i e s would, 

lose a t o t a l of 4 percent p a r t i c i p a t i o n . 

Q Mr. Nolan, does Exxon have a recommenda­

t i o n w i t h respect to the f i n a n c i a l exchange t h a t would be 

appropriate assuming the adoption of Formula Number 3? Is 

t h a t d e t a i l e d i n E x h i b i t Six-A? 

A Yes, s i r . The change would be only t h a t 

Section 13 t r a c t p a r t i c i p a t i o n as shown here on t h i s --

Q And you're r e f e r r i n g t o the u n i t agree­

ment? 
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A Yes, s i r . I s -- i s --

Q Section 13. 

A Section 13 of the u n i t agreement, r i g h t . 

The language here i s taken d i r e c t l y from the u n i t agreement 

and I be l i e v e we copied i t , unless there i s some typo er­

r o r s . The only three changes t h a t would be re q u i r e d i s the 

s u b s t i t u t i o n of the percentage d i f f e r e n c e s t h a t we discussed 

p r e v i o u s l y . 

And t h a t i s shown i n the p o r t i o n c a l l e d 

Tract P a r t i c i p a t i o n Equals where we show 70 percent A/B, 15 

percent C/D, and 15 percent E/F. Those underlined numbers 

would have t o be changed t o 50 percent, 40 -- I'm s o r r y , l e t 

me back up. 

Those -- the change would be to the 

underlined numbers from 50 percent A/B, 40 percent C/D, and 

10 percent E/F. 

The numbers we recommend are 70 percent 

A/B, 15 percent C/D, and 15 percent E/F t o change t h i s f o r ­

mula t o s h i f t the reserves i n the manner we've discussed. 

Q Do you have any other comments t o --

A This would g r e a t l y c o r r e c t the skewing of 

reserves. 

MR. SPERLING: Mr. Chairman, I 

t h i n k t h i s would be an appropriate place t o i n t e r r u p t the 

testimony. 

MR. STAMETS: A f i f t e e n minute 

recess ? 
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MR. SPERLING: Yes. 

MR. STAMETS: So be i t . 

(Thereupon a recess was taken.) 

MR. STAMETS: Mr. Sp e r l i n g , you 

may continue. 

MR. SPERLING: Thank you. 

Q Mr. Nolan, you i n d i c a t e d t o me at the r e ­

cess t h a t you wished t o make a c o r r e c t i o n . You made er­

roneous reference to a party? 

A Yes, s i r . I — I was t r y i n g t o make the 

po i n t t h a t Gulf i s i n a r a t h e r unique p o s i t i o n i n t h i s u n i t 

i n t h a t t h e i r parameters are a l l about — f a i r l y close t o 

the same, much closer t o the same than say Exxon or some of 

the other p a r t i e s . 

Q Do you mean parameters or p a r t i c i p a t i o n ? 

A The parameters f o r Gulf, the sum of the 

parameters of t h e i r ownership f o r the parameters are much 

closer and t h e r e f o r e most any arrangement of those para­

meters gives you the same answer, and when I made t h a t 

statement, I d i d n ' t r e a l i z e i t , I said S h e l l , and I c e r t a i n ­

l y d i d n ' t mean t o say S h e l l . I meant t o say t h a t i t ' s Gulf 

who i s i n a f a i r l y unique p o s i t i o n i n having t h e i r , each of 

t h e i r parameters be about the same value compared t o the 

other -- they're not exact but compared t o other p a r t i e s . 
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So they can accept a much wider range of formulas and s t i l l 

get t h e i r e q u i t y than other p a r t i e s can. 

And t h a t was -- I i n e r r o r said Gulf — I 

said Shell when I meant t o say Gulf. 

Q A l l r i g h t . Now considering the opening 

statement of p o s i t i o n t h a t you made w i t h respect t o Exxon's 

p a r t i c i p a t i o n i n t h i s hearing, I be l i e v e t h a t i t would be 

appropriate t o now continue w i t h reference t o the e x h i b i t s 

which appear t o be r e l e v a n t t o Exxon's o b j e c t i o n t o operat­

ing agreement p r o v i s i o n s , i s t h a t c o r r e c t ? 

A Yes, s i r . 

Q Okay. 

A The exception, the s i n g l e exception t h a t 

Exxon takes t o the u n i t o p e rating agreement, and you r e c a l l 

i n the opening statement, we took exception t o the demand 

w e l l p r o v i s i o n as i t ' s contained i n A r t i c l e XI of the u n i t 

operating agreement, and I would l i k e t o read i n t o the r e ­

cord t h a t p r o v i s i o n . This i s A r t i c l e X I . 1 . Demand Wells. 

Upon the e f f e c t i v e date of u n i t i z a t i o n or 

t h e r e a f t e r as demanded by the u n i t operator pursuant to the 

u n i t plan of operations, working i n t e r e s t owners w i l l pro­

vide a usable wellbore as defined i n A r t i c l e XI.3 on each 40 

acres which would c o n s t i t u t e a p r o r a t i o n u n i t w i t h i n the 

u n i t area. I f any such 40 acres i s not provided w i t h a 

usable wellbore upon demand the owner or owners c o n t r i b u t i n g 

the 40-acre l o c a t i o n s h a l l have the o p t i o n f o r n i n e t y days 

to provide a usable w e l l b o r e . 
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I f a usable wellbore i s not provided 

w i t h i n the n i n e t y day p e r i o d the owner or owners c o n t r i ­

b u t i n g the 40-acre l o c a t i o n s h a l l w i t h i n ten days of the end 

of such n i n e t y day period r e m i t the sum of $100,000, and i n 

brackets [$100,000] t o the u n i t operator t o be applied t o ­

ward the cost of d r i l l i n g , completing and equipping a w e l l 

on the d e f i c i e n t 40-acre l o c a t i o n . 

Q With t h a t preface would you please r e f e r 

t o what's been marked as E x h i b i t Seven and e x p l a i n what t h a t 

i s designed t o show7? 

A A l l r i g h t . E x h i b i t Seven again shows the 

o u t l i n e of the u n i t area from E x h i b i t A of the u n i t agree­

ment and the t r a c t s , locates the t r a c t l o c a t i o n w i t h a 

dashed l i n e w i t h i n t h a t area. 

The sum -- there are c e r t a i n numbers 

shown on each of these t r a c t s . Those numbers represent the 

number of w e l l s which may be demanded by the u n i t operator 

under A r t i c l e XI.1 f o r each t r a c t . 

Y o u ' l l n o t i c e t h a t Tract 53, f o r i n ­

stance, again we have h i g h l i g h t e d the same t r a c t s here as 

were h i g h l i g h t e d on the p r i o r e x h i b i t s . 

Tract 53, which i s 160-acre t r a c t has 

four demand w e l l s on i t . I t ' s r e q u i r e d t o f u r n i s h four 

w e l l s . 

Tract 17 i s r e q u i r e d t o f u r n i s h two 

we 11s. 

Tract 27, two w e l l s . 
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And Tract 8, four w e l l s . 

You might r e c a l l t h a t these t r a c t s were 

a l l o c a t e d i n excess of a m i l l i o n b a r r e l s under the communi­

t i z a t i o n formula, and of course you look around the perime­

t e r of the u n i t and y o u ' l l see t r a c t s which had way less r e ­

serves a l l o c a t e d t o them w i t h s i m i l a r numbers. Of course 

i t ' s on a per acre basis, so t h a t the poor t r a c t s are r e ­

quired t o f u r n i s h as many w e l l s as the good t r a c t s under 

t h i s demand w e l l p r o v i s i o n . 

There are a c t u a l l y 101 t r a c t s w i t h i n t h i s 

u n i t and there are 400 — 344 t o t a l w e l l s which f a l l i n t h i s 

demand w e l l category. From e a r l i e r testimony we heard t h a t 

they are a c t u a l l y producing now some 221 w e l l s . So, ob­

v i o u s l y , there are 123 w e l l s , then, which f o r some reason 

weren't producing. Now these are the w e l l s t h a t are r e a l l y 

subject t o t h i s XI.1 because, obviously, you can make 

$100,000 by c o n t r i b u t i n g -- you can save $100,000 by c o n t r i ­

b u t i n g your w e l l but you are then charged f o r a possible 123 

w e l l s , because f o r some reason those w e l l s are not pro­

ducing. They're e i t h e r t e m p o r a r i l y abandoned, abandoned, or 

converted t o gas i n j e c t i o n and there are 123 of those f e l ­

lows . 

There's a l o t of money involved here. 

There's a c t u a l l y 357 t o t a l t r a c t s but 13 

of these t r a c t s never c o n t r i b u t e d any prod u c t i o n , so they're 

not shown. Y o u ' l l see some of these t r a c t s around the edge 

of the u n i t where only the number one i s shown where i t ' s 
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obvious t h a t i t ' s an 80-acre t r a c t , t h a t means t h a t one of 

those w e l l s never c o n t r i b u t e d any production. That's why 

there's a l i t t l e discrepancy between the a c t u a l acreage and 

those numbers. 

Q Now, E x h i b i t Number Seven, t o which 

you've already r e f e r r e d , through Seven-B and Seven-C a l l ap­

pear t o be r e l a t e d . Rather than i d e n t i f y i n g each one, con­

sider each one, would you please d i r e c t your a t t e n t i o n t o 

those e x h i b i t s and as you r e f e r t o a p a r t i c u l a r e x h i b i t 

would you i d e n t i f y t h a t e x h i b i t by i t s number designation? 

A A l l r i g h t , s i r . Now, E x h i b i t Seven-A, 

which i s a companion e x h i b i t t o Seven, shows the same u n i t 

o u t l i n e , i t shows the same t r a c t boundaries. Instead of 

showing the t r a c t s demanded, on t h i s map we show the t o t a l 

number of w e l l s c r e d i t e d — c r e d i t e d t o each t r a c t by the 

u n i t i z a t i o n formula. 

Now I'd l i k e t o j u s t step aside here 

j u s t a minute. The normal procedure i n a u n i t i s t h a t an 

inventory e v a l u a t i o n adjustment i s made t o provide f o r the 

t r a n s f e r of personal property from one p a r t y t o the other 

wnen a -- when a u n i t i s formed. The reason f o r t h i s i s 

t h a t some p a r t i e s drop i n percentage of p a r t i c i p a t i o n and 

c o n t r i b u t e more equipment, others gain p a r t i c i p a t i o n and 

c o n t r i b u t e less equipment, so i n every agreement t h a t I've 

been involved w i t h there i s always an investment adjustment 

p r o v i s i o n which provides f o r t h i s exchange i n value of per­

sonal property. 
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So t h i s e x h i b i t would show you how many 

we l l s would be c r e d i t e d i f we took the t o t a l number of 344 

w e l l s which are needed f o r t h i s u n i t and a l l o c a t e d them to 

the various t r a c t s on the basis of the u n i t p a r t i c i p a t i o n 

percentage of t h a t t r a c t . 

Again we see the four t r a c t s , Tract 53, 

which c o n t r i b u t e d four w e l l s , i s c r e d i t e d under the u n i t --

under the percentage p a r t i c i p a t i o n w i t h 17.6 w e l l s of the 

344 t o t a l . 

Tract 27 c o n t r i b u t e d two. I t w i l l own 

9.2 w e l l s a f t e r u n i t i z a t i o n . They become the property of 

t h a t — of the owners of t h a t t r a c t . They've c o n t r i b u t e d 

two. Under the u n i t formula they w i l l own t h e i r percentage 

of 344, so they've gained 7.2 w e l l s w i t h a value of $100,000 

each f o r a t o t a l of $700,000. 

Now again the s t a r performer, Tract Num­

ber 8. I t c o n t r i b u t e d four w e l l s and under the u n i t formula 

by v i r t u e of i t s 9 percent p a r t i c i p a t i o n w i l l be c r e d i t e d 

w i t h 27 -- w i t h 31.2 w e l l s , a d i f f e r e n c e of 27.2 w e l l s , or 

$2,700,000 worth of w e l l s . 

So not only d i d t h a t t r a c t gain a bunch 

of reserves, i t gains $ 2 . 7 - m i l l i o n worth of w e l l s by v i r t u e 

of the a l l o c a t i o n formula when p a r t i e s are forced t o provide 

a d d i t i o n a l w e l l s t o the b e n e f i t of t h a t t r a c t . 

There's a -- I t h i n k we can conclude from 

t h i s t h a t there's a considerable s h i f t i n g i n the value of 

personal property and i t looks t o me l i k e i t ' s c o n f i s c a t i o n 
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of personal property. 

The next e x h i b i t i s one t h a t we've sub­

mi t t e d s i m i l a r t o i n the past. This shows the d i f f e r e n c e 

between the two maps and i f we r e f e r t o Tract 8 again, i t 

picks up 27.2 w e l l s , and d i f f e r e n c e between the f o u r c o n t r i ­

buted and the 31.2 a l l o c a t e d . There's a t o t a l s h i f t i n g on 

here of -- on the speckled are the high reserve t r a c t s , 

those four t r a c t s . They p i c k up a t o t a l of 58.8 net w e l l s . 

Now t h i s has been taken from t r a c t s which 

we have h i g h l i g h t e d w i t h the l i t t l e cross hatched dashed 

l i n e s . These t r a c t s show -- t h a t cross hatching shows 

t r a c t s which l o s t greater than three wellbores due t o t h i s 

s h i f t i n g i n ownership caused by the p a r t i c i p a t i o n formula. 

So we see the t r a c t s t h a t lose and the 

t r a c t s t h a t gain. On the four t r a c t s , t h e i r net gain was 

58.8 w e l l s f o r a t o t a l of $ 5 . 8 8 - m i l l i o n and the t r a c t s which 

l o s t three or more w e l l s , a t o t a l of 36.8 w e l l s , $3.68-mil-

l i o n . 

We cross hatched t h i s because two of Ex­

xon's t r a c t s f a l l w i t h i n t h i s category, the one d i r e c t l y 

o f f s e t t i n g Tract 53, which loses 5.3 w e l l s , and the v e r t i c a l 

— I don't know what s e c t i o n t h a t i s , but i t shows a 3.8 net 

w e l l loss. I t ' s the only one showing s o r t of i n the middle 

of the map. That's an Exxon t r a c t as w e l l . So those two 

t r a c t s are going t o lose 7.7 w e l l s f o r Exxon at a cost of 

$770,000. 

And t h a t ' s a l l I have t o say about t h a t . 
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Q I don't b e l i e v e you have r e f e r r e d t o 

Seven-C y e t . 

A No, s i r . Now again E x h i b i t Seven-C shows 

an example c a l c u l a t i o n , or how these maps e x a c t l y were 

determined. The number of w e l l s demanded, say, f o r example 

on Tract 8 i s obvious. There are four w e l l s because i t ' s a 

160-acre t r a c t . The t o t a l number of w e l l s a l l o c a t e d , the 

w e l l s a l l o c a t e d are equal t o the t r a c t p a r t i c i p a t i o n times 

the t o t a l demand w e l l s i n the u n i t . 

For instance, f o r Tract 8 the w e l l s a l l o ­

cated i s .09059, which i s the u n i t p a r t i c i p a t i o n percentage 

of t h a t t r a c t i n the u n i t agreement times the t o t a l number 

of w e l l s , the 344, which shows 31.2 w e l l s , and the d i f f e r ­

ence between the w e l l s a l l o c a t e d and the w e l l s demanded, 

then, i s j u s t a s u b t r a c t i o n of those two numbers, 31.2 minus 

4, gives us the t o t a l d i f f e r e n c e of 27.2 w e l l s , and the 

sources of t h i s i n f o r m a t i o n are the Technical Report t o get 

the number of q u a l i f y i n g w e l l s and the proposed u n i t agree­

ment, E x h i b i t C. 

I be l i e v e t h a t ' s a l l we have t o say about 

t h a t . 

Q Please r e f e r t o what i s marked as E x h i b i t 

Eight and. e x p l a i n i t . 

A Again we're showing the four horsemen 

here, Tract 8, Tract 17, Tract 27, and Tract 53. 

The second column on t h a t t a b l e which i s 

t i t l e d Wellbore Value Gained f o r Four Tracts B e n e f i t t i n g 
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Most from Current Formula 2-A, we show i n the second column 

ownership. Again Amoco, ARCO, Conoco, and Chevron each own 

25 percent of Tract 8. Gulf owns Tract 17. ARCO owns Tract 

27, and Shell owns Tract 53. And again we can see why those 

p a r t i c u l a r owners p r e f e r a penalty method r a t h e r than an i n ­

ventory adjustment method. 

The reserve gain i s shown here simply f o r 

reference. Y o u ' l l r e c a l l I said a l o t of words about the 

gain i n reserves of these various t r a c t s . This i s simply 

t a k i n g the numbers from a previous e x h i b i t and showing t h a t 

these four t r a c t s gain 4 . 7 - m i l l i o n b a r r e l s when we look at 

t h i s t h i n g on an i n d i v i d u a l t r a c t b asis. 

The wellbores c r e d i t e d by the formula, we 

show the percentage of each t r a c t , t o t a l l i n g again 20.579 

percent, m u l t i p l y i n g each i n d i v i d u a l t r a c t by the t o t a l of 

344, we say t h a t a f t e r u n i t i z a t i o n these i n d i v i d u a l t r a c t s 

are going to be c r e d i t e d w i t h ownership of t h i s number of 

w e l l s , a t o t a l of 70.8 w e l l s , and you w i l l r e c a l l t h a t 

these, of these four t r a c t s the percent of wellbores c o n t r i ­

buted i s shown i n the f i f t h column such t h a t under Tract 8, 

which c o n t r i b u t e d four w e l l s , t h a t ' s 1.162 percent of the 

344 w e l l s , so t h a t t r a c t has a p a r t i c i p a t i o n of 9 percent 

and a wellbore c o n t r i b u t i o n of 1.1 percent. 

And t h a t amounts t o a gain of 7.8 percent 

of the t o t a l number of w e l l s or 27.2 w e l l s w i t h a t o t a l 

value of $ 2 . 7 - m i l l i o n . 

We move down the l i n e t o Gulf. On t h e i r 
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Tract 17 they have c o n t r i b u t e d i n the f i f t h column, they 

c o n t r i b u t e d two we l l s and i n the f o u r t h column they are 

cr e d i t e d under the formula w i t h 12.8 w e l l s , a gain of 10.8, 

f o r a gain of $1,000,000 investment in v e n t o r y value. 

Tract 27 i n column f i v e c o n t r i b u t e d two 

w e l l s , i s c r e d i t e d , as shown i n column f o u r , w i t h 9.2 v/ells, 

a d i f f e r e n c e of 7.2. 

And j u s t t o go through the l a s t one, 

Sh e l l . Shell c o n t r i b u t e s on Tract 53 four v/ells, i s 

c r e d i t e d w i t h 17.6, a d i f f e r e n c e of 13.6 w e l l s f o r a value 

d i f f e r e n c e of $1,300,000, f o r a t o t a l value of a l l w e l l s f o r 

these four t r a c t s of $5. 8 8 - m i l l i o n . 

Nov/ j u s t t o show down i n the lower l e f t -

hand, i t ' s summarized by owner. I t shows who gets what. 

The b i g gainer here i s ARCO w i t h $1,400,000. They probably 

l i k e t h i s arrangement. 

The second i s Shell w i t h $1,360,000. 

Thir d Gulf. Gulf gains $1,080,000 on 

t h i s basis. 

ARCO -- Amoco, Conoco, and Shell each 

gain (not c l e a r l y understood.) And I want t o p o i n t out 

th a t ' s j u s t f o r these four t r a c t s . That's j u s t f o r these 

four t r a c t s . 

Now, each of these p a r t i e s had i n t e r e s t s 

other places and they may have a t r a c t t h a t loses, but on 

these four t r a c t s t h i s i s the exchange of value. 

I saw you shaking your head. And th a t ' s 
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I have to say about t h i s e x h i b i t . 

Q I s i t appropriate now t o r e f e r t o E x h i b i t 

Nine and e x p l a i n i t ? A c t u a l l y , t h i s i s a series of e x h i ­

b i t s , too, Nine through Nine-B. 

A Yes, s i r . 

Q Would you discuss them together or separ­

a t e l y or whatever you choose? 

A Yes, s i r . Well, I t h i n k I'd j u s t l i k e t o 

t a l k about E x h i b i t Nine, then Nine-A, and then Nine-B. 

They're a l l r e l a t e d , and then w e ' l l stop and then w e ' l l go 

to Ten. 

Now we t a l k e d about the t r a c t s h i f t i n g of 

wellbores. Now I'd l i k e t o d i r e c t your a t t e n t i o n t o the 

ownership s h i f t i n g because some p a r t i e s on some p a r t i e s lose 

and on other t r a c t s gain, and some of i t washes out and some 

of i t doesn't, so we want t o show you the net d i f f e r e n c e i n 

the wellbore demanded under the u n i t agreement and the w e l l ­

bores a l l o c a t e d by the u n i t i z a t i o n formula, and the gain and 

loss f o r the various p a r t i e s . 

I'd l i k e t o p o i n t out before I get asked 

the question on cross examination t h a t t h a t 344 i s a f i x e d 

number. We don't -- i t makes no d i f f e r e n c e how many c o n t r i ­

buted or non-contributed w e l l s there are. This i s a d i f f e r ­

ence i n value because each p a r t y i s re q u i r e d t o f u r n i s h a 

w e l l or pay $100,000, so t h i s i s a d i f f e r e n c e regardless of 

how many w e l l s you a c t u a l l y t u r n over. 

Now S h e l l , f o r instance, i n column two, 



1 

2 

3 

4 

S 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

272 

the wellbores demanded under the u n i t agreement are 15. The 

sum of a l l Shell's ownership on t h a t previous map i s 15 

w e l l s . 

The wellbores a l l o c a t e d under the u n i t i -

z a i t o n formula i s 23. So we see again i n t h i s t a b l e , and 

t h i s t a b l e i s l a i d out i n the same order, the same sequence 

as a l l of our previous tables t o show t h a t those p a r t i e s who 

gain reserves also gain i n v e n t o r y value because of t h i s de­

mand w e l l p r o v i s i o n , Section XI.1 of the u n i t operating 

agreement. 

S h e l l , f o r instance, c o n t r i b u t e s 15 

w e l l s . They're a l l o c a t e d 23.03 w e l l s and they gain 8.03 

we 11s . 

Chevron c o n t r i b u t e s 15.5 and they're a l ­

located under the formula 23.72, because they're a high 

owner, high percentage owner, they gain 8.22 w e l l s w i t h a 

value of $822,000. 

ARCO gains the most. Under the u n i t 

agreement they have a t o t a l of 54.8 t r a c t s , which under the 

u n i t agreement, the u n i t operator can demand a wellbore. 

Looks t o me l i k e i n t h a t paragraph i t ' s h i s o p t i o n , but i n 

any event he can demand a w e l l . He can demand 54.8 w e l l s 

from ARCO. 

The wellbores a l l o c a t e d under the u n i t i ­

z a t i o n formula by v i r t u e of t h e i r p a r t i c i p a t i o n i s 67.8 f o r 

a gain of 13 w e l l s worth $ 1 . 3 - m i l l i o n t o the f u t u r e value of 

the u n i t . 
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Gulf, because of the f a c t they've got 

t h e i r f e e t i n a couple d i f f e r e n t t r a c t s , l o t s of d i f f e r e n t 

t r a c t s , they c o n t r i b u t e t h e i r on demand clause, they have 

98.84 demand w e l l s . They're going t o c o n t r i b u t e — I'm sor­

r y , the wellbores a l l o c a t e d t o them under the u n i t i z a t i o n 

formula are 103.38. 98.84 are the demand w e l l s and the d i f ­

ference i s 4.54. They s t i l l gain but only $454,000, and r e ­

member t h a t on the previous t a b l e , I t h i n k on these p a r t i c u ­

l a r four t r a c t s , and I t h i n k I saw some shaking heads on 

t h a t , where Gulf gained — I'm s o r r y — yes, Gulf gained 

$1,080,000. This means t h a t somewhere they've given back 

p a r t of those — those w e l l s , so t h e i r net i s $458,000. 

And r i g h t on down the l i n e , then, and we 

see we stop r i g h t at Exxon again. They gain .23 w e l l s and 

a l l of these p a r t i e s , w i t h o u t exception, are gainers under 

the u n i t formula. 

Exxon i s the biggest loser by f a r . Exxon 

has 29.5 demand w e l l t r a c t s . Exxon's a l l o c a t e d share under 

the 4.8 percent ownership i n the u n i t i s 16.72 wells a f t e r 

u n i t i z a t i o n f o r a net loss of 12.78 w Tells w i t h a value of 

$1,278,000 and of course t h i s r i g h t here i s why we're here 

complaining. We don't t h i n k t h i s i s f a i r and e q u i t a b l e . 

And the net d i f f e r e n c e regardless of the 

we l l s c o n t r i b u t e d or not c o n t r i b u t e d i s $1,278,000. 

And we go r i g h t on down the l i n e . 

There's a t o t a l of a l l owners, and some of t h i s i s severe on 

these very small owners because they have very l i t t l e u n i t 
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p a r t i c i p a t i o n and they're r e q u i r e d t o f u r n i s h a w e l l . They 

can't a f f o r d t o do i t . I n f a c t we are l a t e r going t o p o i n t 

out several t r a c t s which a c t u a l l y lose money because they're 

r e q u i r e d t o f u r n i s h these w e l l s . 

But every small owner loses w e l l s and 

coupled w i t h the f a c t t h a t those owners weren't c r e d i t e d 

w i t h a r e a l l y appropriate share or reasonable and eq u i t a b l e 

share of reserves, i s the reason many of them have gotten 

out of t h i s t h i n g and have sold t h e i r i n t e r e s t or traded i t 

or done whatever, and some t h i r t e e n of these t r a c t s have 

changed -- some t h i r t e e n of these owners have tendered t h e i r 

t r a c t s t o the u n i t owner — to the u n i t operator. 

So now we come t o the bottom l i n e there 

of some 41.93 we l l s t h a t are t r a n s f e r r e d from some p a r t i e s 

to other p a r t i e s and the t o t a l value of t h a t i s $4.13-mil-

1 i o n . 

E x h i b i t Nine-A, now, the agreement ac­

t u a l l y i s -- invokes a penalty f o r a w e l l not c o n t r i b u t e d . 

So here we've broken out what we estimate t o be the w e l l s 

t h a t w i l l not be c o n t r i b u t e d t o the u n i t t o show the e f f e c t 

on the p a r t i e s who f o r one reason or another e i t h e r have 

abandoned a w e l l , have a w e l l producing from a gas zone, or 

tem p o r a r i l y abandoned, or i n bad shape i n some manner. We 

beli e v e these are the w e l l s t h a t w i l l not be c o n t r i b u t e d to 

the u n i t . 

Nov/ we based t h i s t a b l e on some informa­

t i o n f u r n i s h e d by Gulf t o the Technical Committee where they 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

275 

made an estimate and i t was d i f f i c u l t t o get and as they 

have pointed out i n testimony, t h i s i s hard t o determine i n 

advance. The p a r t i e s t h a t are c o n t r i b u t i n g the we l l s don't 

know i f they're i n acceptable c o n d i t i o n t o c l a s s i f y as qual­

i f y i n g under the r e s t r i c t i o n s f o r them t o come i n t o the 

u n i t . So u n t i l they know whether those w e l l s are acceptable 

and c l e a r t o the bottom or haven't got collapsed casing or 

something, we won't know e x a c t l y how many of these w e l l s 

there'11 be. 

But t h i s i s our best estimate on how many 

t h e r e ' l l be. We t h i n k t h e r e ' l l be 86. We know Exxon, the 

number i s 7, and t h i s f o l l o w s p r e t t y c l o s e l y w i t h informa­

t i o n gathered by the Technical Committee. 

There's a t o t a l of 86 of these demand 

wel l s t h a t won't be c o n t r i b u t e d . They have a value of $8.6-

m i l l i o n d i s t r i b u t e d among the owners i n the manner shown 

there. 

The column number 4 shows the a l l o c a t e d 

share of the non-contributed demand w e l l s . Nov/ we're con­

c e n t r a t i n g on these 86 w e l l s . 

The ownership of those v/ells once they 

are demanded and put i n t o the u n i t , or the pa r t y pays the 

$100,000, the ownership of t h a t money or t h a t w e l l goes — 

i s d i s t r i b u t e d under these a l l o c a t i o n percentages. 

For instance, Shell has i n the column 4, 

Shell has 6.69 percent of the u n i t ownership. This means 

t h a t t h i s value of $8,600,000, which i s paid by the p a r t i e s , 
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6.69 percent of $ 8 . 6 - m i l l i o n i s $576,000 goes t o S h e l l , f o r 

a net gain of S h e l l , they c o n t r i b u t e d — they had t o pay 

$100,000 i n t o t h i s t h i n g and t h e i r net gain i s $476,000. 

Chevron, we t h i n k they have 4-1/2 w e l l s 

t h a t they've going to have t o c o n t r i b u t e or t h a t they're 

going t o have t o pay f o r or r e d r i l l , or do whatever. They 

have a value of $450,000. Their u n i t ownership applied t o 

the S8.6-million i s $593,000, so they gain $143,000 on t h i s 

t r a n s a c t i o n . 

ARCO, they c o n t r i b u t e 12.36 w e l l s and 

they have an ownershp of 19.7 percent, which w i l l c r e d i t 

them w i t h $1,695,000 i n value f o r these 86 w e l l s , t o t a l gain 

of $459,000. 

Now Gulf on t h i s t r a n s a c t i o n , on t h i s 

p a r t i c u l a r t r a n s a c t i o n , Gulf incurs a loss. Their non-con­

t r i b u t e d w e l l s , from the i n f o r m a t i o n we've got t e n , about 

28.71 and t h e y ' l l probably c o r r e c t me on t h a t , but $2,871-

m i l l i o n . Their c o n t r i b u t e d share or t h e i r ownership a f t e r 

they go i n t o the u n i t i s 30.54 percent f o r a t o t a l value of 

$2,584,000, a loss t o them, then, of $287,000. 

So i f we go down to the bottom of the 

page we see t h a t there are c e r t a i n gains and losses. 

As t o Exxon, I'd l i k e t o — t o — I'd 

l i k e t o read you Exxon's numbers. Exxon, and we're p r e t t y 

sure of these numbers, Exxon w i l l have t o pay f o r 7 w e l l s 

we do not be l i e v e are i n any c o n d i t i o n t o be put i n t o the 

u n i t , so w e ' l l have t o pay under t h a t demand w e l l p r o v i s i o n 
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$700,000 up f r o n t . 

Our a l l o c a t e d share at 4.86 percent of 

the t o t a l $ 8 . 6 - m i l l i o n i s $418,000 and our loss then i s 

$282,000 on t h i s p a r t i c u l a r segment of the gain and loss. 

Now you've seen and you've been t o l d some 

numbers i n previous testimony, and you probably recognize 

there's some d i f f e r e n c e between these numbers and what 

you've been shown before. 

And the main reason i s t h a t e a r l i e r t e s ­

timony d i d n ' t provide any way t o c a l c u l a t e what c r e d i t , what 

was owned by a p a r t y a f t e r u n i t i z a t i o n . I t j u s t showed the 

penalty p o r t i o n , t h i s p o r t i o n . 

So now we come down t o the bottom l i n e . 

There's a value exchange here, a net of $1,798,000, and i t 

w i l l be taken out of t o t a l c o n t r i b u t i o n of $8,600,000. 

Do you have any questions on t h a t one? 

Now, then, we'd l i k e t o show you the net 

e f f e c t 'without t h i s of Exxon's proposal, which i s the reward 

method r a t h e r than the penalty method. We would l i k e t o --

we be l i e v e t h a t Shell has a v a l i d p o i n t when they -- or 

S h e l l , we believe t h a t Gulf, c o r r e c t t h a t , please, we be­

l i e v e t h a t Gulf has a v a l i d p o i n t i n t h e i r previous t e s t i ­

mony where they say you must have a p r o v i s i o n t o encourage 

the operators to put t h e i r w e l l s i n the u n i t because other­

wise i f we d i d n ' t have some p r o v i s i o n l i k e t h a t they'd j u s t 

keep them f o r whatever they're worth, up hole, down hole, or 

whatever. 
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Now t h i s was the subject of great discus­

sion i n the Working I n t e r e s t Owners meeting on the value of 

$100,000 placed on these w e l l s and almost w i t h the f l i p of a 

coin i t was decided t h a t instead of applying t h a t $100,000 

as an investment value, or in v e n t o r y value, we'd apply i t as 

a penalty, so t h a t i f you d i d n ' t c o n t r i b u t e you had t o pay 

the $100,000, r a t h e r than i f you d i d c o n t r i b u t e , you got 

$100,000 f o r your w e l l . 

And what we're proposing i s t h a t we now 

go to the more conventional method. I've seen a l o t of u n i t 

agreements but I've never seen t h a t XI.1 i n any of them, 

t h a t Shell i s proposing -- t h a t Gulf i s proposing. 

I've seen where w e l l s have been given 

value, and t h i s i s what we propose, t h a t the w e l l s be given 

a value of a m i l l i o n — of $100,000 apiece and then t h i s 

w i l l show you the e f f e c t on the p a r t i e s . 

S h e l l , t h e i r c o n t r i b u t e d w e l l s w i l l be 

14. Now t h a t number i s precise unless we've made a mistake 

adding, but you can add on the t r a c t map t h a t Shell's con­

t r i b u t e d w e l l s w i l l be 14. 

I want t o c o r r e c t t h a t statement. That's 

not c o r r e c t . 

Again, we d i d have t o estimate. This i s 

not a precise number. We d i d have t o estimate t h i s by sub­

t r a c t i n g from the known 344 w e l l s requirement. The previous 

t a b l e shows 86 we l l s and from the same p a r t i e s then we sub­

t r a c t e d t h e i r known c o n t r i b u t e d w e l l number. Of the 344 
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w e l l s we know how many each of those w i l l c o n t r i b u t e , so you 

must s u b t r a c t , then, the t a b l e , p r i o r t a b l e , which shows 

t h a t — not taken from the p r i o r t a b l e . I t ' s the a d d i t i o n 

of these two t a b l e s . 

In other words, Shell's a c t u a l share of 

the 34 4 w e l l s i s 15. We be l i e v e t h a t Shell w i l l have a non-

c o n t r i b u t e d demand w e l l of j u s t one w e l l , so t h a t leaves 

them 14 w e l l s which w i l l be c o n t r i b u t e d by S h e l l . Only one 

of t h e i r w e l l s , by our estimate, i s i n not — w i l l not come 

i n t o the u n i t w i t h some value, w i t h the $100,000 value. 

And then so on down the l i n e . I f you add 

up the 258 and the 86 we should come t o 344 known number of 

demand w e l l t r a c t s . Those two columns are a d d i t i v e . 2;85 

we l l s i n our judgment w i l l be c o n t r i b u t e d and 86 w i l l not be 

c o n t r i b u t e d . 

For each owner, then, you could add the 

two numbers and f i n d out how many t o t a l of the 344 w e l l s 

those owners w i l l c o n t r i b u t e , and t h a t i s a known number, 

the 344 and the d i s t r i b u t i o n by owners i s a known number. 

But we don't know e x a c t l y which w e l l s 

w i l l be c o n t r i b u t e d . 

And now we're going through the mathema­

t i c s , we take the c o n t r i b u t e d w e l l s i n column 2 w i t h a value 

at $100,000 i s c a l c u l a t e d then i n column 3, j u s t t a k i n g 

$100,000 times the number of w e l l s , and then the -- the 

f o u r t h and f i f t h columns show the u n i t a l l o c a t i o n of c o n t r i ­

buted w e l l value. Now t h i s where we take the u n i t p a r t i c i -
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pations and m u l t i p l y i t by the t o t a l value of these wells 

which you see down at the bottom of column 3 i s $25.8-mil-

l i o n worth of w e l l s which we judge w i l l be c o n t r i b u t e d . 86 

w i l l not. Sum of the 86 and the 258 i s 344. But $25.8-

m i l l i o n w rorth of w e l l s , i t i s our judgment t h a t the number 

of w e l l s which w i l l be c o n t r i b u t e d . 

In column 4, the u n i t p a r t i c i p a t i o n , t h a t 

u n i t p a r t i c i p a t i o n was, a f r a c t i o n of p a r t i c i p a t i o n , was 

m u l t i p l i e d by the $25 , 800,000 t o t a l value of the v/ells. 

This shows how much -- what i s the value t o each one of 

these owners a f t e r u n i t i z a t i o n , or t h a t ' s what t h a t u n i t 

owner w i l l have t o pay t o someone because of the w e l l s he's 

picked up, the number of w e l l s he's picked up. 

In other words, f o r -- i n the case of 

S h e l l , they have a working i n t e r e s t ownership of 6.69 per­

cent. We're saying t h a t $ 2 5.8-million worth of w e l l s con­

t r i b u t e d . Shell's going t o have t o pay i n t o t h a t $25.8-mil­

l i o n a t o t a l of $1,728,000. 

So then i f we take columns 3 and 5 and 

su b t r a c t i t , we see the net e f f e c t on S h e l l . They have con­

t r i b u t e d $1,400,000 worth of w e l l s and the u n i t value t h a t 

they w i l l have to pay as an investment adjustment i s 

$1,728,000. So t h a t t h e i r net loss on an i n v e n t o r y a d j u s t ­

ment i s $328,000. 

Again r e f e r r i n g , I always l i k e t o r e f e r 

to the biggest gainer. ARCO w i l l be i n t h i s case the b i g ­

gest gainer. We judge t h e y ' l l c o n t r i b u t e 44. -- i n the 
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t h i r d l i n e down, v/e judge they w i l l c o n t r i b u t e 44 -- 42.44 

w e l l s f o r a c o n t r i b u t e d value t o the investment adjustment 

number of $4.2 4 4 - m i l l i o n . This i s what they w i l l receive on 

one side of the ledger on the investment adjustment, inven­

t o r y adjustment. 

On the other side of the ledger they have 

a 19.707 percent i n t e r e s t i n the u n i t . They w i l l have to 

pay a t o t a l on the other side of the ledger of $5,083,000. 

So the d i f f e r e n c e between what they've 

c o n t r i b u t e d and what they w i l l own a f t e r the u n i t i s a d i f ­

ference between 5083 and 4244, a d i f f e r e n c e of $839,000 

which t h e y ' l l have to pay because they have gained w e l l s i n 

t h i s u n i t and the use of the w e l l s and the reserves t h a t are 

produced through those w e l l s . 

So we don't need t o labor through a l l of 

these numbers, but you can see t h a t again the s i g n i f i c a n t 

t h i n g on here i s , i f you go r i g h t on down through Brady i n 

the same order t h a t a l l the other tables are presented. 

There are ten gainers and the r e s t are 

losers w i t h o u t exception. 

So the high reserve p a r t i e s , the gainers, 

w i l l have t o pay, w i l l have t o pay i n t o the investment ad­

justment, and t h i s i s a reasonable and f a i r t h i n g because 

they're g a i n i n g the reserve. They're g e t t i n g c r e d i t f o r the 

reserves and they're making the p r o f i t , highest p r o f i t i n 

t h i s u n i t . 

0 W i l l you move on t o what's been marked as 
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E x h i b i t Ten? 

A Okay, E x h i b i t Ten now, now t h i s j u s t sum­

marizes the numbers t h a t we've shown on several of the pre­

vious t a b l e s , and i t ' s our — i t ' s our f i n a l e x h i b i t we're 

going to have t o throw numbers a t you on. 

E x h i b i t Ten. I t shows the value of the 

w e l l and the reserves taken over under the u n i t agreement. 

I t shows the e f f e c t of both the wellbore 

penalty and the i n v e n t o r y c r e d i t methods, the e n t i r e swing 

between the two, which i s the swing we recommend. 

We recommend t h a t we delete Paragraph 

X I . 1 and t h a t we add some language t o provide f o r inventory 

value f o r the w e l l . 

Q And E x h i b i t Ten i s simply a c o m p i l a t i o n 

or combination of the two previous e x h i b i t s , i s t h a t not 

c o r r e c t ? 

A Yes, s i r , t h a t ' s c o r r e c t . This i s a com­

p i l a t i o n , a c t u a l l y , of three previous e x h i b i t s because we 

also would l i k e t o show on t h i s same e x h i b i t the gain and 

loss i n reserves which we t a l k e d about i n the p r i o r h a l f of 

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

So now we see t h a t S h e l l , w i t h a u n i t 

p a r t i c i p a t i o n i n the second column, 6.69 percent, previous 

testimony has shown by our judgment, by the way we have 

skewed these reserves, t h a t Shell's g a i n i n g 908,000 b a r r e l s 

of reserve, and the value of those reserves i s shown i n c o l ­

umn 5. The way v/e computed t h a t value, simply t o show a 
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comparison number t o the value of the w e l l s , was t o take 

from the Technical Committee r e p o r t the net p r o f i t shown of 

the $273,000,000 and d i v i d e t h a t by the 7 6 . 2 - m i l l i o n b a r r e l s 

of reserves t o get a per b a r r e l p r o f i t t o apply t o the bar­

r e l s gained by the various — or l o s t by the various par­

t i e s . 

We selected a r b i t r a r i l y a 12 percent pre­

sent value because a t the time t h a t was the prime r a t e . To­

day i t ' s down t o l l - 3 / 4 t h s , I t h i n k , but i n event, we used 

12 percent. We had to take the present value p r o f i l e from 

the u n i t -- from the Technical Report and compute what the 

$273 — what the 12 percent. We knew the 10 and we knew the 

15, computed the 12 percent t o present i t here. That number 

i s $273,000,000. We d i v i d e d t h a t by 7 6 . 2 - m i l l i o n b a r r e l s 

f o r a value discounted 12 percent a f t e r taxes of $3.6 

$3.60 a b a r r e l . That's a net p r o f i t on a per b a r r e l basis 

f o r the 7 6 . 2 - m i l l i o n b a r r e l s production. 

So then v/e take the gains and losses and 

m u l t i p l y them by the $3.60. We see t h a t Shell picked up 

$3.3-mil l i o n by v i r t u e of the u n i t i z a t i o n formula. 

Gulf, I can p o i n t them out, Gulf picked 

up $1,375,000, not a great amount when you consider t h e i r 

ownership. 

Going down and s h i f t i n g over t o the loss 

column, you see Exxon heading the l i s t again, a loss of 

908,000 b a r r e l s w i t h a value of $3.3-mi1lion. 

Of course t h a t ' s -- t h a t ' s what our prob-
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lem was e a r l i e r i n the f i r s t h a l f of t h i s testimony. 

Now i n the l a s t two columns we show a sum 

of the two previous e x h i b i t s regarding w e l l value. This i s 

a swing between the two methods of a d j u s t i n g , or methods of 

p r o v i d i n g i n c e n t i v e t o b r i n g w e l l s i n , the loss method and 

the gain method, or the reward method and the penalty 

method. 

Again, e x a c t l y these top ten or eleven 

p a r t i e s , two, f o u r , s i x , e i g h t , ten p a r t i e s , the top ten 

p a r t i e s have a gain ranging from $1,300,000 f o r ARCO down t o 

the l i t t l e f e l l o w s of $12,000 gain f o r Apollo and S & S. 

Now Exxon, we add the two -- we add the 

numbers from the two previous e x h i b i t s , has a net swing be­

tween the two methods of $1,278,000. 

And then we can go on down and show other 

p a r t i e s . Some of the other b i g losers are C i t i e s Service at 

$358,000 net loss by t h i s f e a t u r e of the u n i t agreement, 

u n i t operating agreement. 

And I might p o i n t out t h a t columns, the 

loss i n column -- column 5 and 6, or by v i r t u e of the u n i t i ­

z a t i o n formula and r e l a t e t o the u n i t agreement, and are 

separate and apart from the losses i n c u r r e d under the u n i t 

operating agreement having t o do w i t h w e l l adjustments, but 

we want t o show t h a t c o i n c i d e n t a l l y the same p a r t i e s , exact 

same p a r t i e s gain reserves under the u n i t agreement, would 

be charged f o r w e l l s under t h i s -- under the method we pro­

pose and would receive c r e d i t f o r the w e l l s under the penal 
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t y method proposed i n the u n i t operating agreement now. 

There was a t o t a l s h i f t i n value of 

$4,193,000 from one p a r t y to the other. That's a net change 

between the penalty method and the i n v e n t o r y c r e d i t method, 

which i s proposed as -- by Exxon as a c u r a t i v e measure to 

make t h i s u n i t operating agreement f a i r and e q u i t a b l e . 

Q A l l r i g h t . 

A That's a l l we have on E x h i b i t Ten. 

Now would you i d e n t i f y E x h i b i t Eleven, 

please. 

A E x h i b i t Eleven shows the e f f e c t of the 

penalty method at the top of the page, the top h a l f of the 

page. I t shows the e f f e c t of the penalty method on three 

a r b i t r a r i l y selected t r a c t s having low p a r t i c i p a t i o n . This 

shows the wellbore penalty method e f f e c t on those t r a c t s . 

Now, there are t r a c t s i n the l e f t h a n d 

column. There are Tracts 58, 65, and 74, and of course 

those are perimeter t r a c t s having very low p a r t i c i p a t i o n 

which w i l l under the demand w e l l p r o v i s i o n be required to 

f u r n i s h at l e a s t one w e l l . 

So i f we take the percent p a r t i c i p a t i o n , 

f o r instance, of -- and t h i s i s shown at the bottom, a r b i ­

t r a r i l y selected t o c a l c u l a t e on the basis of Tract 74, the 

bottom of those three — those three t r a c t s . Let's look at 

Tract 74. I t has a percent p a r t i c i p a t i o n of .09017. Now 

t h a t ' s a f r a c t i o n a l p a r t i c i p a t i o n of .00029. 

So i f we take the .00029 and the 
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$373,000,000, t h i s i s r i g h t at the bottom of the page, t h i s 

i s t o c a l c u l a t e the net p r o f i t a t t r i b u t a b l e t o t h a t t r a c t 

under the u n i t agreement -- under the -- yes, under the u n i t 

formula and based on the Technical Report, Tract 74 would 

get a 12 percent present value p r o f i t of $79,170 cumulative 

throughout the l i f e of the u n i t . 

Tract 58 computed the same way would have 

an $87,000 present value p r o f i t . 

65 would have a $25,000 present value 

p r o f i t . 

74 would have a $79,000 present value 

p r o f i t . 

Now, these three w e l l s , these three 

t r a c t s are going t o be charged a penalty f o r t h e i r f a i l u r e 

t o b r i n g i n a w e l l of $100,000, so the net loss through u n i ­

t i z a t i o n f o r these t r a c t s , f o r Tract 58 i s $13,000; f o r 

Tract 65, $75,000; and f o r Tract 74 i t ' s $21,000. 

Now we'd l i k e t o show at the bottom of 

the page here the e f f e c t of the i n v e n t o r y method on the low 

p a r t i c i p a t i o n t r a c t s w i t h a w e l l i n v e n t o r y method r a t h e r 

than the penalty. 

The f i r s t three columns are e x a c t l y the 

same. Shows the t r a c t s , shows the percent p a r t i c i p a t i o n , 

shows the u n i t revenue. Regardless of which method you use 

those f i r s t three columns are f i x e d under the u n i t agreement 

so they a i n ' t going t o change. 

So we have again an $87,000 p r o f i t f o r 
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58; $25,000 p r o f i t f o r 65, Tract Number 65, and $79,000 pro­

f i t f o r Tract Number 74. 

Now under the method v/e propose those 

t r a c t s would have t o pay an in v e n t o r y cost equivalent t o the 

t o t a l value of a l l w e l l s i n the u n i t . They're not c o n t r i ­

b u t i n g any so they're going t o have t o pay some money to get 

t h e i r reserves. They're going t o have t o pay something. So 

the amount t h a t they have t o pay i s shown under 2 down 

there. 

You take the value of the 344 w e l l s at 

$100,000. That's the in v e n t o r y cost. That's $ 3 4 . 4 - m i l l i o n . 

And f o r Tract Number 74, which i s our example, i t has a 

pay $9976, or l i n e d out i n the t a b l e above, 74 shows at i n ­

ventory cost, $10,000. 

For Tract 58 t h a t i n v e n t o r y cost i s 

$11,000, and f o r Tract 65 t h a t i n v e n t o r y cost, f o r the use 

of those w e l l s , f o r the ownership t h e y ' l l have i n those 

w e l l s when they come i n t o the u n i t , 344 w e l l s , w i t h t h e i r 

small percentage. That's the amount you have t o pay i n t o 

the inventory adjustment up f r o n t . 

What they stand t o gain on a 12 percent 

discounted basis, the revenue, shown i n column 3 of $87,000 

f o r Tract 58, $25,000 f o r Tract 65, and $79,000 f o r Tract 

74. This gives them net gain instead of losses, a net gain 

of $76,000 f o r 54, $22,000 f o r 65, $69,000 f o r Tract 74, so 

I t h i n k t h i s shows p r e t t y c l e a r l y t h a t small t r a c t s having 

small reserves around the edge of the u n i t t h a t now are 
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abandoned gen e r a l l y because t h i s i s an o l d f i e l d and they've 

depleted t h e i r reserves, under the method proposed by Gulf 

they're going to be penalized, t o b r i n g t h e i r reserves f o r 

someone else t o use i n the u n i t . Under the method proposed 

by Exxon they can a f f o r d t o pay f o r the value of the 344 

we l l s and make some p r o f i t so t h a t the t r a c t s are b e t t e r 

p r o t e c t e d . 

We t h i n k t h a t the t r a c t -- on a t r a c t by 

t r a c t basis t h i s method p r o t e c t s the t r a c t s and r e s u l t s i n 

equ i t a b l e treatment of the t r a c t s , where the other method i s 

i n e q u i t a b l e . 

I b elieve we're asking the Commission 

t h a t -- t h a t t h i s — t h i s be changed; the operator t o be 

sent back t o the toolhouse and r e n e g o t i a t i n g . 

Q Well, i n t h a t connection I take i t t h a t 

Exxon has a recommendation t o make w i t h respect t o making 

t h i s change appropriate to r e f l e c t Exxon's recommendations. 

For t h a t purpose would you r e f e r to Exhi­

b i t Twelve, please? 

A Yes, s i r . E x h i b i t Twelve shows the r e v i ­

sions of the u n i t operating agreement only t o e f f e c t the 

wellbore i n v e n t o r y e v a l u a t i o n . As I p r e v i o u s l y s t a t e d , t h i s 

a f f e c t s only the u n i t operating agreement and the u n i t oper­

a t i n g p a r t i e s , not the r o y a l t y owners or the State or the 

Feds or whoever. I t j u s t a f f e c t s the working i n t e r e s t own­

ers i n a matter between the working i n t e r e s t owners. 

I t w i l l be necessary t o r e v i s e Paragraph 
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10.1, Personal Property Taken Over, of the u n i t operating 

agreement t o read, Usable w e l l s as defined i n A r t i c l e XI.3 

completed i n the u n i t i z e d formation from which working i n ­

t e r e s t owners e l e c t t o c o n t r i b u t e -- which owners -- working 

i n t e r e s t owners e l e c t t o c o n t r i b u t e , together w i t h the cas­

i n g , t u b i n g , and downhole equipment, up to and i n c l u d i n g the 

Christmas t r e e . This then defines u n i t w e l l — usable 

w e l l s . This would make a proper d e f i n i t i o n of usable w e l l s 

i n Paragraph 10.1.1. 

Now the main paragraph t h a t the — t h a t ' s 

a — t h a t ' s going t o have t o be changed j u s t t o coincide 

w i t h the -- or be i n agreement w i t h the main change t h a t ' s 

required of Paragraph 10.2, Inventory and Evaluation of Per­

sonal Property. 

I t w i l l be necessary i n Paragraph 10.2 t o 

delete the l a s t sentence of the paragraph, which reads as 

f o l l o w s : I t i s s p e c i f i c a l l y provided t h a t w i t h respect to 

each w e l l taken over f o r u n i t o p eration no value s h a l l be 

assigned t o i n t a n g i b l e d r i l l i n g costs of such w e l l or to the 

downhole casing t h e r e i n , and we would need t o s u b s t i t u t e 

t h i s f o l l o w i n g language i n Paragraph 10.2: I t i s — and 

t h i s i s the main paragraph involved here. 

I t i s s p e c i f i c a l l y provided t h a t each us­

able w e l l as defined i n Paragraph 11.3 hereof taken over f o r 

u n i t operations s h a l l be assigned a value of $100,000 t o be 

included i n the i n v e n t o r y and v a l u a t i o n of personal property 

taken over. 
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This merely swops i t t o a value taken 

f o r inventory of personal property taken over r a t h e r than 

the penalty method. 

And then j u s t t o — t h e r e ' l l be some 

minor changes needed i n A r t i c l e X I , Wellbores. We'll have 

to delete where i t says demand w e l l s , w e ' l l have to delete 

the whole Paragraph XI.1 which defines demand w e l l s . We'll 

have to delete Paragraph XI.2 which i s i n regard t o excep­

t i o n to demand w e l l requirements, and i n the f i r s t sentence 

of Paragraph XI.3.1 delete the word "demanded" and s u b s t i ­

t u t e the word "needed". 

Those p a r t i c u l a r changes would implement 

changing the u n i t agreement t o provide f o r a w e l l i nventory 

e v a l u a t i o n r a t h e r than a w e l l p enalty, and t h i s i s what Ex­

xon recommends, t h a t i t be done. Period. 

Q Do you have anything f u r t h e r w i t h respect 

to the e x h i b i t s ? 

A Unless you have any suggestions. 

Q I want to o f f e r them. 

MR. SPERLING: I'd l i k e t o o f ­

f e r a t t h i s time E x h i b i t s -- w e l l , I'd b e t t e r preface t h a t . 

Q Were these e x h i b i t s prepared by you or 

under your supervision? 

A Yes, s i r , w i t h the good help of Glenn 

Wood s i t t i n g next to you t h e r e . 

Q A l l r i g h t . 

MR. SPERLING: I would l i k e t o 
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o f f e r Exxon E x h i b i t s One through Twelve. 

MR. STAMETS: without o b j e c t i o n 

these e x h i b i t s w i l l be admitted. 

Does t h a t conclude your d i r e c t 

case? 

MR. SPERLING: Yes, i t does. I 

want t o ask Mr. Nolan one more question. 

Q Mr. Nolan, i n your opinion and based upon 

your p r o f e s s i o n a l experience, would the acceptance by the 

Commission of the recommendations of Exxon p r o t e c t c o r r e l a ­

t i v e r i g h t s --

A Yes, s i r , I — 

Q -- w i t h regard t o t h i s agreement? 

A Yes, s i r . I b e l i e v e i t would and I be­

l i e v e the d i f f e r e n c e here i n what we're proposing and what 

the u n i t agreement and the u n i t operating agreement, the 

u n i t agreement p a r t i c u l a r l y proposes, i s a t r a c t p r o t e c t i o n . 

The p a r t i e s negotiated a u n i t i z a t i o n f o r ­

mula based on parameter values f o r t h e i r companies. They 

presented no evidence. I couldn't f i n d any evidence i n the 

pre s e n t a t i o n t h a t i n d i v i d u a l t r a c t s had been looked a t . Now 

maybe they d i d t h i s a t home but they d i d n ' t present i t as 

d i r e c t evidence. 

So I bel i e v e t h a t the formula -we're pro­

posing would make the u n i t agreement come much closer to 

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

p r e s e n t l y o f f e r e d i n the formula. 
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ing agreement, I believe t h a t agreement could be challenged 

on the basis t h a t c e r t a i n of the t r a c t s become uneconomical 

when you have t o pay the wellbore penalty and you're going 

to have your o i l c o n f i s c a t e d , and there's 120-some we l l s i n 

t h i s u n i t which receive no c r e d i t f o r the f i r s t f i f t y per­

cent of the u n i t formula. Those p a r t i c u l a r w e l l s are a l l 

subject t o the penalty. 

So the combination of these two things 

r e a l l y , what Exxon's complaining about and would l i k e to 

complain about separately and i n d i v i d u a l l y as to our damage 

under the u n i t formula and our damage under the u n i t operat­

ing agreement. 

Q Thank you. 

MR. SPERLING: That concludes 

our p r e s e n t a t i o n , Mr. Chairman. 

MR. STAMETS: Mr. K e l l a h i n , I 

presume you have extensive cross examination which w i l l take 

equally as long. 

MR. KELLAHIN: Mr. Chairman, I 

don't know how extensive i t w i l l be. I hope i t w i l l be con­

cise and p e n e t r a t i n g and b r i l l i a n t . I t may take me more 

than ten minutes t o do t h a t . 

MR. STAMETS: What I am — what 

we are going t o do i s recess t h i s case u n t i l a f t e r the lunch 

hour which we w i l l set s h o r t l y . I'm going t o c a l l the Caul­

kins case because I understand there i s no testimony i n t h a t 
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case and then we w i l l confer w i t h the p a r t i e s i n Case 8087 

and see what they desire t o do and then w e ' l l recess f o r 

lunch. 

MR. KELLAHIN: Mr. Chairman, 

what are our time c o n s t r a i n t s t h i s afternoon w i t h the Com­

mission's schedule? 

MR. STAMETS: We are 

t e n t a t i v e l y scheduled t o appear before the LFC at 3:30 and 

we expect t h a t t o s l i p a l i t t l e b i t . 

Okay, we w i l l t e m p o r a r i l y r e ­

cess t h i s case. 

(Thereupon the hearing was i n recess.) 

(Thereafter a t the hour of 1:30 o'clock 

on the same afternoon the hearing was 

again c a l l e d t o order a t which time the 

f o l l o w i n g proceedings were had, t o - w i t : ) 

MR. STAMETS: A l l r i g h t , w e ' l l 

now resume the hearing of the three Gulf cases, 8397 through 

8 3 9 9 . 

And we're ready f o r your cross 

examination, Mr. K e l l a h i n . 

MR. KELLAHIN: Thank you, s i r . 
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CROSS EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. Nolan, I'd l i k e to have you, s i r , 

review w i t h me Exxon's p a r t i c i p a t i o n i n the various studies 

and e f f o r t s t h a t have gone on over the years i n an attempt 

to form the Eunice Monument South Unit Area i n Lea County. 

The testimony yesterday was t h a t there 

was on t h i s l a t e s t e f f o r t a Working I n t e r e s t Owners meeting 

approximately May 10th of 1979. 

Were you, s i r , or rep r e s e n t a t i v e s of Ex­

xon to your knowledge present at t h a t f i r s t Working I n t e r e s t 

Owners meeting? 

A I don't know whether Exxon was repre­

sented at t h a t f i r s t meeting. 

Q The f i r s t Technical Committee meeting 

t h a t was described yesterday was a meeting t h a t occurred ap­

proximately July 26, 19 79. 

Was Exxon present w i t h r e p r e s e n t a t i v e s at 

the Technical Committee meeting? 

A I b e l i e v e t h a t you entered i n t o evidence 

the minutes of the various meetings. I would l i k e t o have a 

copy of t h a t and then I can read through there and t e l l you 

which ones Exxon attended. I cannot r e c a l l offhand who a t ­

tended what meetings. 

Q A l l r i g h t , s i r , based upon your r e c o l l e c ­

t i o n now, Mr. Nolan, would you describe f o r us when you 

f i r s t began p a r t i c i p a t i n g or under your d i r e c t i o n members of 
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your s t a f f began p a r t i c i p a t i n g i n the process t o form a u n i t 

f o r t h i s area? 

A I persona l l y have not been involved i n 

the a c t u a l t e c h n i c a l work f o r m u l a t i n g the Technical Report. 

I have been i n a s s o c i a t i o n w i t h several 

engineers, beginning w i t h B i l l Purdy who d i d attend c e r t a i n 

of these meetings and Exxon, I b e l i e v e , attended most of the 

meetings. I don't r e c a l l how many, and through the years 

and over the months we've had several engineers attending 

these meetings and p a r t i c i p a t i n g i n a t e c h n i c a l study, and 

t h i s i s an e f f o r t coordinated as described e a r l i e r w i t h Gulf 

as the c o o r d i n a t o r , these various engineers a t t e n d i n g then 

review the work done and make comments and suggestions and 

such. 

We d i d attend these meetings. I'd l i k e 

to p o i n t out t h a t we have taken no exception t o t h i s r e p o r t . 

We have reviewed the work i n t h a t r e p o r t . We've reviewed 

nearly every number i n t h a t r e p o r t . I looked at every de­

c l i n e curve. 

The r e p o r t i s q u i t e complete. I f e e l 

t h a t there was an e x c e l l e n t job done under the — on the 

basis of the m a t e r i a l a v a i l a b l e i n t h i s o l d f i e l d . 

So I b e l i e v e t h a t Exxon has supported 

t h i s study and has agreed. We have not taken exception t o 

the Technical Report i t s e l f . 

We have not taken exception t o the para­

meters developed by the -- out of the Technical Report. We 
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have supported these parameters. We agreed t o those para­

meters as 100 — as the r e s t of the p a r t i e s d i d . 

We began t o take exception t o t h i s propo­

sal w i t h the f o r m u l a t i o n of the p a r t i c i p a t i o n formula. 

Q I appreciate your comments, Mr. Nolan. 

My question was, however, t o what extent you have been per­

sonally i nvolved i n the u n i t process, and l e t me ask you 

again, s i r , when d i d you p e r s o n a l l y — d i d you personally 

attend any of the Working I n t e r e s t Owner meetings? 

A I attended only one t e c h n i c a l meeting. 

Q A l l r i g h t , s i r , and --

A And one Working -- I d i d attend one Work­

ing I n t e r e s t , because everybody else was out of town. 

Q A l l r i g h t , s i r . And can you r e l a t e t o us 

now whicn of those meetings t h a t you attended y o u r s e l f ? 

A I can't r e c a l l . I'd have t o get the 

minutes of those meetings and see which ones my name was on. 

Q You made reference t o the Working I n t e r ­

est Owners meetings i n August, I b e l i e v e , 25th of 1983, i n 

which there were some nine d i f f e r e n t formulas b a l l o t e d on. 

A Correct. 

Q Did you attend t h a t meeting, s i r ? 

A No, I d i d not. The gentleman -- one of 

the gentlemen who d i d i s here about i t , yes. I d i d not a t ­

tend t h a t meeting. 

Q Before discussing some of your e x h i b i t s 

and conclusions, Mr. Nolan, t o make sure I understand, how 
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Exxon f e e l s about the u n i t , when we look at the p a r t i c i p a ­

t i o n formula t h a t the u n i t has proposed t o the Commission, 

the one t h a t ' s got a 50 percent weight on cumulative o i l 

production, i s t h a t a p a r t i c i p a t i o n formula t h a t w i l l allow 

Exxon t o c o n t r i b u t e i t s t r a c t s and p a r t i c i p a t e i n the u n i t 

at a p r o f i t ? 

A Yes, s i r . 

Q When we look at the wellbore assessment 

p o r t i o n of the u n i t operating agreement and should the Com­

mission approve the use of the welbore assessment formula as 

proposed by the u n i t operator, i s t h a t a formula t h a t w i l l 

a llow Exxon t o p a r t i c i p a t e w i t h i t s t r a c t s a t a p r o f i t ? 

A Yes. 

Q Let's t u r n t o the f i r s t package of your 

e x h i b i t s , Mr. Nolan, w i t h regards t o the comparison t h a t you 

have made concerning what I w i l l c a l l the u n i t formula, 

which i s the one t h a t Gulf has proposed i n the case here, 

the one t h a t represents 50 percent on the cumulative o i l . 

A This i s E x h i b i t One? 

Q Well, i t w i l l be several of those e x h i ­

b i t s One through Six. We'll t a l k about them. 

A A l l r i g h t . 

Q When I t a l k about the u n i t formula, so 

t h a t you and I have our d e f i n i t i o n s c o r r e c t , I w i l l be r e ­

f e r r i n g t o the one t h a t was approved by 93 percent of the 

working i n t e r e s t owners. 

A Yes, s i r . 
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Q Using t h a t 50 percent weighted average on 

the cumulat ive o i l . 

When I r e f e r t o the Exxon p roposa l , 

t h a t ' s the one t h a t ' s got the 70 percent weight on the cumu­

l a t i v e o i l . 

A A l l r i g h t . 

0 I f we look a t E x h i b i t Number Two, l e t me 

see i f I understand the methodology t h a t you went about i n 

analyzing the comparison between what you bel i e v e t o be the 

merits of the u n i t formula versus the Exxon formula. 

On E x h i b i t Number Two -- w e l l , l e t me 

back up so I don't lose anybody. 

On E x h i b i t Number One we're going t o be 

d e a l i l n g w i t h 76,000,000 b a r r e l s of o i l t h a t represents the 

secondary recovery and includes the o i l production between 

the dates i n '82 and the remaining primary o i l . You add 

those up and we get the $76,000,000 o i l -- m i l l i o n b a r r e l s . 

A Well, t h a t ' s — yes, i t ' s a c t u a l l y t h a t 

12,000,000 i s a c t u a l l y adjusted t o forward u n i t i z a t i o n , not 

the date of September the 30th, 1982. There has been rough­

l y 3/4 of a m i l l i o n b a r r e l s of o i l produced per year. I t ' s 

been two years since 1 4 - 1 / 2 - m i l l i o n b a r r e l s was determined 

on the -- by the Technical Committee and s u b t r a c t i n g out the 

production, e s t i m a t i n g when the date would occur, there 

would be 12,000,000 b a r r e l s remaining a t the time we e s t i ­

mate the u n i t w i l l be formed. 

That number was published by Gulf i n the 
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m a t e r i a l sent t o the State and Federal government and t o the 

r o y a l t y owners. 

Q I n t h a t 76,000,000 b a r r e l number — 

A Yes, s i r . 

Q -- we have some 38,000,000 b a r r e l s of i t 

t h a t have simply been a l l o c a t e d t o the secondary reserve. 

A Yes, s i r . 

Q A l l r i g h t . 

A Correct. 

Q On E x h i b i t Number Two, then, i t ' s an e f ­

f o r t by Exxon to take the 76,000,000 b a r r e l s — 

A Correct. 

Q -- and t o a l l o c a t e those reserves on a 

t r a c t by t r a c t basis so t h a t you could make some compari­

sons . 

A Well, not e x a c t l y . That E x h i b i t Number 

Two i s probably the most f a c t u a l e x h i b i t t h a t we could pre­

sent. I t i s simply t a k i n g the u n i t formula given i n the 

u n i t agreement where each t r a c t ' s p a r t i c i p a t i o n i s shown. 

We took t h a t t r a c t p a r t i c i p a t i o n and mul­

t i p l i e d t h a t number b y l 76,000,000 b a r r e l s , which i s , i f the 

u n i t produces the estimated 76,000,000 b a r r e l s , t h a t ' s 

e x a c t l y what those t r a c t s , each and every one, w i l l be a l l o ­

cated under the u n i t i z a t i o n formula. That's the easiest ex­

h i b i t we had t o prepare i n t h i s basic — now we then want t o 

compare other things t o t h a t , and these other t h i n g s are 

much more nebulous. That's an exact, i f there i s an exact 
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piece of evidence t h a t we have, t h a t ' s the best we can do. 

Q A l l r i g h t , s i r , I appreciate i t . The 

four p r e f e r r e d t r a c t s . 

A Yes, s i r . 

Q Have you made any attempt t o analyze the 

r e l a t i v e merits of those four t r a c t s i n r e l a t i o n t o other 

t r a c t s i n the u n i t i n terms of t h e i r value i n s o f a r as they 

produce c e r t a i n q u a n t i t i e s of o i l , cumulative production 

numbers ? 

A Yes, s i r , I have looked at cumulative 

production of those t r a c t s . The t o t a l cumulative production 

of those t r a c t s i s 6.9 percent, I b e l i e v e i s the number, of 

the t o t a l u n i t . 

The cumulative production f o r the four 

t r a c t s i s 8,362,000 b a r r e l s . The cumulative production f o r 

the e n t i r e u n i t was 119,786,000 b a r r e l s . That's a percent­

age of 6.981 — a percentage of 6.981, showing t h a t those 

t r a c t s which have a u n i t formula a l l o c a t i o n of 20.579 per­

cent had a c o n t r i b u t i n g cumulative production of 6.981. Now 

t h a t i s , t h a t cumulative production i s the only f a c t u a l , 

r e a l , i n the tanks data t h a t those t r a c t s t h a t c o n t r i b u t e d 

where we can measure the q u a l i t y . 

Now the r e s t of these t r a c t s , the r e s t of 

these numbers, are estimated by p u t t i n g a d e c l i n e curve and 

c a l c u l a t i n g the amount of o i l under i t , and you know, we a l l 

know the problems involved t h e r e . You can change the decline 

r a t e s l i g h t l y and have a large e f f e c t on the d e c l i n e — o r on 
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primary remaining under the dec l i n e curve. 

Q A l l r i g h t , s i r , when we look a t those 

four t r a c t s i n terms of the cumulative production, am I cor­

r e c t i n understanding t h a t those f o u r t r a c t s g e n e r a l l y are 

some of the best t r a c t s i n terms of cumulatve production? 

A They are, they're very good t r a c t s . The 

12 w e l l s c o n t r i b u t i n g j u s t about 7,000,000 b a r r e l s , t h a t ' s 

— t h a t ' s a p r e t t y good amount of o i l , and you j u s t c alcu­

l a t e t h a t out, e i g h t , four --

MR. STAMETS: I thought t h a t 

was 8 . 3 - m i l l i o n b a r r e l s . 

A I'm s o r r y , i t i s 8 . 3 - m i l l i o n . I'm going 

to use 8.4 and d i v i d e i t by 12. The cumulative production 

of those v/ells i s 700,000 b a r r e l s per w e l l , and those are 

very good t r a c t s . 

They are among the best t r a c t s i n the 

u n i t . we're not t r y i n g t o say they're not. 

Q When we look a t c u r r e n t producing rates 

of o i l --

A Yes, s i r . 

Q -- are those same four t r a c t s also some 

of the best t r a c t s i n there i n terms of c u r r e n t o i l produc­

t i o n ? 

A Yes, s i r , t h a t ' s c o r r e c t . They -- those 

four t r a c t s produce a t o t a l of 20, almost 24 percent, 23.856 

percent of the t o t a l u n i t producing r a t e ; 12 w e l l s produce 

24 percent and, of course, t h a t ' s why they were a l l o c a t e d 
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very high remaining reserve parameters — a very high r e ­

maining reserve parameter. 

The remaining reserves i s 36 percent of 

the u n i t t o t a l remaining reserves. That's i n excess of 

t h e i r c u r r e n t c o n t r i b u t i o n . This means t h a t i n the f u t u r e 

t h e y ' l l have t o c o n t r i b u t e more than 23 percent t o come out 

even on the remaining primary. 

Those four t r a c t s , I ' l l read across t h i s 

sheet. Those four t r a c t s have produced 6.98 percent of the 

u n i t ' s cumulative. They are a l l o c a t e d 36.7 percent of the 

t o t a l u n i t remaining primary recovery and they are c u r r e n t l y 

producing at a r a t e of 23.856 percent of the u n i t ' s produc­

t i o n . So they are e x c e l l e n t t r a c t s and they have been pro­

p e r l y rewarded under a l l these formulas. 

Q Mr. Nolan, what percentage of the working 

i n t e r e s t ownership i n the u n i t does Exxon represent here t o ­

day? 

A Well, under t h i s formula, I t h i n k 4.86 

percent. 

Q And t h a t i s Gulf's p a r t i c i p a t i o n — I'm 

so r r y , Exxon's p a r t i c i p a t i o n f o r — 

A You d i d i t , too. 

Q Yes, s i r , probably do i t again. Those 

are Exxon's p a r t i c i p a t i o n on the four t r a c t s i n which i t has 

some i n t e r e s t . 

A Yes, s i r . 

Q Do you also speak f o r or represent any of 
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the other percent of working i n t e r e s t owners i n the u n i t ? 

A I do not. 

Q Exxon's proposal f o r i t s p a r t i c i p a t i o n 

formula i s one t h a t was b a l l o t e d on by the working i n t e r e s t 

owners back i n August of 1983, i s t h a t not c o r r e c t ? 

A Yes, t h a t ' s t r u e , yes. 

Q And i n the package of Gulf's E x h i b i t s 

Twenty-one-A i t represents Formula Number 3, i s t h a t not 

true? 

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

Q Okay. 

A Somewhere I have a copy of i t . Do I need 

t h a t e x h i b i t ? 

Q I'd be happy t o share i t w i t h you — 

A Well, no, I guess I have i t r i g h t here, 

which one are we looking at? 

Q Zero t h r e e . 

A Three, okay, got her. 

Q When t h i s Exxon formula was proposed to 

the working i n t e r e s t owners i n '83, the t o t a l number of 

working i n t e r e s t percentages t h a t agreed t o vote on t h i s 

formula i n an a f f i r m a t i v e fashion was about 48 percent. 

A I t was, yes, t h a t ' s c o r r e c t , and h a l f of 

t h a t , 30 percent of t h a t was Gulf. 

Q Subsequent t o t h a t date --

A A c t u a l l y t h a t formula was proposed by 

Sun. 
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Q I understand t h a t . 

A Okay. 

Q We cha r a c t e r i z e d i t f o r shorthand — 

A Yes. 

Q -- as the Exxon formula. 

A Fine. 

Q Subsequent t o t h a t e f f o r t , am I c o r r e c t 

i n understanding t h a t Exxon has made e f f o r t s t o have t h i s 

p a r t i c u l a r p a r t i c i p a t i o n formula agreed upon by other work­

ing i n t e r e s t owners? 

A We have done our best t o advise owners 

t h a t we thought t h a t the 2-A was not as advantageous t o them 

as 3 or t h a t they were — they were being a l l o c a t e d less o i l 

than the t r a c t s were c o n t r i b u t i n g under Formula 2-A. We 

f e e l t h i s Formula 3 b e t t e r a l l o c a t e s the o i l c o n t r i b u t e d by 

a given t r a c t . 

Q As of today, Mr. Nolan, has Exxon been 

able t o persuade any of the other working i n t e r e s t owners t o 

agree t o tne Exxon formula so t h a t the percentage vote, as 

i n d i c a t e d on t h i s e x h i b i t , showing the t a b u l a t i o n under For­

mula 03 would exceed an a f f i r m a t i v e vote of 48 percent? 

A Well, we have made e f f o r t s . Gulf cut our 

legs r i g h t out from under us. They took 13 of the p a r t i e s 

and purchased t h e i r i n t e r e s t . 

Only one t h a t I know of p r e f e r s the 3 and 

has not signed the agreement, and I bel i e v e would agree to 

Formula 3 r a t h e r than 2-A. 
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Q That would be Exxon and what other opera­

t o r , or working i n t e r e s t owner? 

A C i t i e s Service. 

Q A l l r i g h t . A l l r i g h t , s i r , i f v/e t u r n to 

Page 4 i n your package -- or E x h i b i t Number Four i n your 

package of e x h i b i t s , Mr. Nolan --

A Yes, s i r . 

Q — i n the f a r r i g h t column under the Loss 

column --

A Right. 

Q — I be l i e v e t h a t a l l of the e n t r i e s from 

Exxon below represent working i n t e r e s t owners under your 

c a l c u l a t i o n t h a t i f the u n i t formula i s adopted would s u f f e r 

a loss when you compare the reserves a l l o c a t e d under t h a t 

formula to the way you have a l l o c a t e d the reserves on Exhi­

b i t Number Two on a t r a c t by t r a c t basis. 

A That's r i g h t . 

Q A l l r i g h t , t h a t ' s how we made the compar­

ison. 

A That's r i g h t . 

Q When we look a t the loss column, Mr. 

Nolan, other than Exxon and C i t i e s Service, can you i d e n t i f y 

any other working i n t e r e s t owners i n t h a t Loss column t h a t 

n o twithstanding the loss -- w e l l , r e a l i z i n g the loss, have 

agreed t o the Exxon's formula? 

A Well, of course, Texaco agreed t o s e l l 

t h e i r i n t e r e s t t o Gulf and I understand twelve or t h i r t e e n 
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others d i d . 

None of the other p a r t i e s have taken the 

p o s i t i o n as we have i n a c t u a l l y opposing t h i s t h i n g . I 

t h i n k they f e l t t h a t w i t h the vast m a j o r i t y approval you 

had, i t was s o r t of a wasted t h i n g . 

So, no, t o answer your question, other 

than C i t i e s none of these other p a r t i e s have j o i n e d w i t h us. 

Q Mr. Nolan, when we t u r n to a considera­

t i o n of the wellbore problem, I understand there are two ap­

proached to t h a t s o l u t i o n , provide an i n c e n t i v e f o r the con­

t r i b u t i o n of wellbores t o the u n i t , one i s what I w i l l c a l l 

the u n i t approach, which was the one we described yesterday 

as r e q u i r i n g a working i n t e r e s t owner t o c o n t r i b u t e a 

usable w e l l b o r e , versus the Exxon approach, which would be 

to give you value i n an i n v e n t o r y arrangement f o r t h a t w e l l ­

bore . 

A Yes, s i r . 

Q I n making your comparison between the two 

formulas, the t a b u l a t i o n s , I t h i n k , are based upon a p r o j e c ­

t i o n of the l i k e l y number of w e l l s t h a t w i l l not be c o n t r i ­

buted t o the u n i t . 

A One of the t a b u l a t i o n s — two of the 

t a b u l a t i o n s a c t u a l l y , i n order t o prepare those t a b u l a t i o n s , 

the one shown on E x h i b i t Nine-A and the one shown on E x h i b i t 

Nine-B, i n order t o prepare those e x h i b i t s i t was necessary 

to estimate or a s c e r t a i n which v/ells would be c o n t r i b u t e d 

and which w e l l s v/ould not be c o n t r i b u t e d , to make those two 
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t a b u l a t i o n s . 

Q We know t h a t the u n i t i s going t o r e q u i r e 

344 wellbores. 

A Yes, s i r . 

Q And there i s some range of numbers where 

there i s a l i k e l i h o o d t h a t wellbores w i l l not be c o n t r i ­

buted . 

A We could not make t h a t determination 

e x a c t l y , although the Technical Committee make an e f f o r t t o 

do t h a t . Vie used t h a t i n f o r m a t i o n and what other informa­

t i o n t h a t we could gather, and y o u ' l l n o t i c e , of course, 

t h a t those two e x h i b i t s , Nine-A and Nine-B, the t o t a l number 

of w e l l s shown i s 258 on one page and 86 on the other, and 

t h a t t o t a l s up t o be the 344 w e l l s . 

So t h a t i f — i f a w e l l doesn't happen to 

be a demand w e l l i t w i l l appear on the other page. I n other 

words — 

' Yes, s i r . 

A -- the only o p t i o n here i s t h a t you swop 

those w e l l s back and f o r t h but they have t o be swopped 'with­

i n the ownership. 

We know e x a c t l y how many w e l l s each p a r t y 

c o n t r i b u t e s of the 344. That's f i x e d by the agreement. 

Q But we do not know e x a c t l y how many w e l l ­

bores each pa r t y i s l i k e l y not t o c o n t r i b u t e . 

A That's c o r r e c t . But i f we — i f they 

don't c o n t r i b u t e i t , then i t appears i n t h e other column. 
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Q A l l r i g h t . What i s the range of w e l l s 

l i k e l y not t o be c o n t r i b u t e d t o the u n i t t h a t you t o l d me 

the Technical Committee fu r n i s h e d i n i t s r e p o r t ? What i s 

t h a t range? 

A Well, l e t ' s see, t h a t -- t h a t -- see i f I 

can f i n d t h a t . 

Okay, t h a t — i t ' s t i t l e d Proposed Eunice 

Monument South Unit Wellbore Count by Owner and on t h i s a l l 

the owners appear i n the l e f t h a n d column. I t s t a r t s o f f 

w i t h Amerada having four a c t i v e o i l producers, three tempo­

r a r i l y abandoned w e l l s , and one plugged back t o gas, f o r a 

t o t a l of e i g h t w e l l s . Goes r i g h t on down and says t h a t Ex­

xon has eleven and a h a l f , which i s now corrected t o ten and 

a h a l f . We had t h i r t e e n TA'd w e l l s , now corrected to 

twelve; two PA'd w e l l s i s c o r r e c t , f i v e ; plugged back to gas 

i s c o r r e c t , f o r a t o t a l of twenty-nine and a h a l f , and I 

could read you on here. 

A c t u a l l y , Gulf's — Gulf's t o t a l i s 

70.143. They show three duals, three --

Q I'm s o r r y , Mr. Nolan, I don't want t o i n ­

t e r r u p t you, but --

A Oh, I thought you wanted t o know --

Q — I don't t h i n k I made myself c l e a r i n 

the question. 

A I'm s o r r y . 

Q My question i s — 

A I d i d n ' t understand i t . You probably 
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made i t c o r r e c t . 

Q My question i s , using the Technical Com­

mittee Report and the various discussions i n minutes t h a t 

can be examined, the l i k e l y range f o r non-contributed w e l l ­

bores shown i n the u n i t can vary anywhere from 34 to I guess 

you used 86 today. 

A I used 86, yes. 

Q There i s some range, then, i n wellbores 

t h a t may not be c o n t r i b u t e d . 

A Yes. I n some other e x h i b i t s t h a t Gulf 

presented they took the example of 40. I say t h a t ' s on the 

low side. 

So I'd say some place betwen 40 and 90 

might be the number t h a t we're t a l k i n g about here. 

Q Somewhere between 40 and 90 and the prob­

lem i s t h a t we r e a l l y don't know how many i t ' s going t o be. 

A Well, I see t h a t — t h a t Gulf hasn't 

r e a l l y come t o the bottom l i n e y e t , you probably w i l l . 

0 I'm working on i t . 

A But i t makes no d i f f e r e n c e i n t h i s ar­

rangement how many are c o n t r i b u t e d or not c o n t r i b u t e d . 

The d i f f e r e n c e we show on the l a s t e x h i ­

b i t i s exact regardless of how many w e l l s are c o n t r i b u t e d or 

not c o n t r i b u t e d , but the p a r t i e s p r o f i t and lose e x a c t l y as 

we show regardless of how many w e l l s they c o n t r i b u t e or do 

not c o n t r i b u t e . 
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Maybe you need t o get your engineers t o 

check t h a t . 

Q Well, why don't we use something t h a t 

your engineers d i d . 

A A l l r i g h t , s i r . 

Q Mr. Nolan, I'm seeking t o get us copies 

of Exxon's l e t t e r of A p r i l 23rd, 1984, from Exxon t o Gulf, 

i n which there i s attached t o t h a t , Attachment Number One, 

i n which there has been an analysis of the issue we're d i s ­

cussing now. 

A Yes, s i r . 

Q A l l r i g h t , s i r . Here, Mr. Nolan, i s a — 

A Copy, okay. 

Q — copy of the l e t t e r and attachment. 

A Uh-huh. 

Q I ' l l give Mr. Spe r l i n g a copy of t h a t 

same l e t t e r and attachment. I t h i n k I found enough copies 

to go around. 

MR. KELLAHIN: Mr. Chairman, 

I'm r e f e r r i n g t o the attachment on an Exxon l e t t e r of A p r i l 

2 3rd, 1984. 

A Yes, s i r , I've seen t h i s l e t t e r . 

Q A l l r i g h t , s i r . 

A WGL down there i n the lower l e f t h a n d cor­

ner i s Glenn Lee ( s i c ) , t h a t young f e l l o w s i t t i n g r i g h t to 

your l e f t . 

Q When we look at the t a b u l a t i o n , look at 
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the f a r l e f t where i t i d e n t i f i e s the e n t r i e s f o r the c o l ­

umns, and we come down t w o - t h i r d s , i t says, l i k e l y non-con­

t r i b u t e d , and has the number 81. 

A Yes, s i r . 

Q A l l r i g h t . 

A Since t h a t time we have re s t u d i e d and i n ­

creased t h a t by 8 w e l l s . 

Q A l l r i g h t , s i r , were you — 

A You see t h i s was made i n March of 19 84. 

Q And the number you've used f o r i t today 

was 86. 

A 86 number, yes, s i r . 

Q Below t h a t i s an en t r y t h a t says i n v e n t ­

ory payment i n thousands of d o l l a r s . Below t h a t i t says Ex­

xon proposal. 

A Yes, s i r . 

Q The other one i t says penalty payment. I 

assume t h a t equates t o the wellbore assessment t h a t Gulf has 

been t a l k i n g about yesterday. 

A Yes, s i r , t h a t ' s c o r r e c t . 

Q A l l r i g h t . When we go over and look at 

the Exxon en t r y --

A Right. 

Q -- and you go down the Exxon entry t i l l 

you get to the inventory payment under the Exxon proposal 

A Yes, s i r . 

Q -- i t w i l l show under the inventory pay-
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A Yes. 

Q -- t h a t Exxon w i l l have t o c o n t r i b u t e 

= 13 , 000. 

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

Q And t h a t assumes l i k e l y non-contributed 

/ e l l s being one. 

A That's r i g h t . 

Q A l l r i g h t . My question i s , i f instead of 

. i k e l y non-contributed w e l l s being 81 t h a t number i s on the 

.ower end and i s 40 --

A Yes, s i r . 

Q Without g i v i n g me the precise mathemati-

:al c a l c u l a t i o n , w i l l t h a t not r e s u l t i n the Exxon, under 

:he inventory payment --

A Uh-huh. 

Q -- having the u n i t have t o pay Exxon 

loney under t h a t formula? 

A Yes. Yes. Now I would l i k e t o p o i n t out 

just to be f a i r , i f y o u ' l l n o t i c e under Exxon, there are 

:wo, the l a s t two columns, i t says inv e n t o r y payment, 13; i t 

;ays penalty payment, 1291. 

Now i f you s u b t r a c t those two numbers you 

jet the net d i f f e r e n c e because one's a payment and one's a 

)enalty, you sub t r a c t the 13 from the 1291, the d i f f e r e n c e 

-s 1278, and I would r e f e r you t o E x h i b i t Number Ten, and i f 

/e look across at Exxon's payment, v/e look across at Exxon' s 
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payment, we see a number 12 7". That's e x a c t l y the same num­

ber as i s i n t h i s l e t t e r expressed i n d i f f e r e n t terms, and 

chat's the d i f f e r e n c e between the method proposed by Gulf 

and the method proposed by Exxon. There's no inconsistency 

i n those numbers, and regardless of how many wells Exxon 

c o n t r i b u t e s or doesn't c o n t r i b u t e , t h a t 1278 remains con­

s t a n t , we simply do not get as much on an inventory a d j u s t ­

ment when we don't c o n t r i b u t e the v/ells, but we don't get 

penalized as much as we do under your arrangement. 

So the swing i s e x a c t l y — and each and 

every party should be exact i f Glenn c a l c u l a t e d those num­

bers r i g h t . 

Q A l l r i g h t , l e t ' s examine the r e l a t i o n s h i p 

of the impact of those two proposals on various working i n ­

t e r e s t owners, Mr. Nolan. 

A Yes, s i r . 

Q Let me go back and ask you, you said t h a t 

you've had considerable experience i n u n i t matters. Is the 

approach of using the wellbore assessment as the u n i t has 

proposed t o the Commission one t h a t has never been used be-

f o r e ? 

A I was on the stand once before and asked 

e question l i k e t h a t and I said t o my knowledge t h a t p a r t i ­

cular t h i n g had never been done before, and you know what 

t h a t f e l l o w t o l d me? He s a i d , Exxon d i d t h a t down i n 

Louisiana. 

Well, now on t h i s t h i n g I ' l l have to an-
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swer you the same way. I d i d n ' t — to my knowledge I ' v e 

never seen a we l lbo re pena l ty i n a u n i t agreement, 

Q And I ' m going to t e l l you. 

A There you go. 

Q T e l l you, Mr. Nolan, t h a t Texaco d i d i t . 

A Uh-huh. 

0 I n Commission Order 5496. 

A And was t h i s i n what u n i t ? 

Q I don't have the u n i t name down here, 

s i r . Vie can d i g the order out but --

A I'm sure i f you look -~ i f you look f a r 

enough, i t has been, but i t ' s much more common, y o u ' l l have 

to admit, t o go inve n t o r y adjustment, or the more common 

thi n g i s , no penalty and no reward. I t ' s simply give no 

value to w e l l s . That's -- t h a t ' s what's i n the API agree­

ment. That's the 1970 API agreement. I t was removed i n 

19 7 4. 

Q A l l r i g h t , l e t ' s look a t Page — E x h i b i t 

Eleven of your package of e x h i b i t s , and see who 1s h u r t by 

the u n i t formula t h a t gives a wellbore assessment. 

A E x h i b i t Eleven. 

Q Yes, s i r , we've got Tract 58. 

A Yes, s i r . 

Q W i l l you be l i e v e me when I t e l l you 

t h 2 t ' S 

A That's an Amoco t r a c t . 

Q -- an Amoco t r a c t . 
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A Absolutely. These were examples, and 

Amoco p r o f i t s on some other t r a c t s . 

Now t h i s p o i n t s out the -- I want to say 

the danger, but the d i f f i c u l t y of p r o t e c t i n g t r a c t s and pro­

t e c t i n g owners. 

Normally, when we u n i t i z e f i e l d s , you and 

whoever, a l l of us who work on those, we're looking at 

ownership of working i n t e r e s t owners. We're looking at 

parameter tables developed f o r working i n t e r e s t owners. We 

don't look back at the i n d i v i d u a l , normally. 

Now, we should. We should do more of 

t h a t and a l o t of times you're p r o t e c t e d p r e t t y w e l l because 

there's not a great swing i n parameters t h a t there are here, 

but t h i s -- a c t u a l l y , you're r i g h t , t h a t ' s an Amoco t r a c t . 

I t h i n k t h a t -- then who's the next one? 

Q A l l r i g h t , 65, would you b e l i e v e me when 

I t e l l you t h a t ' s a Getty t r a c t ? 

A Getty t r a c t , okay. 

0 And Getty's i n the u n i t , r i g h t ? 

A Oh, yes, because --

Q A l l r i g h t . 

A -- of course, they come out a l l r i g h t , 

but the -- but the -- the r o y a l t y owners have nothing to do 

w i t h t h i s , but t h a t ' s r i g h t . Getty comes out because of 

t h e i r ownership i n other t r a c t s . 

Q That's an i n t e r e s t i n g p o i n t , Mr. Nolan. 

This 'whole conversation about the p a r t i c i p a t i o n formula, the 
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wellbore arrangements, has no e f f e c t on the r o y a l t y owners. 

A That's r i g h t , i t does not. 

Q I n f a c t we've got some 99-plus --

A Right. 

Q -- of the r o y a l t y saying t h i s i s a l l 

r i g h t . 

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

Q A l l r i g h t . 74 i s Ed Hudson and h i s 

f a m i l y , t h a t ' s h is t r a c t , i f y o u ' l l b e l i e v e me. 

A Yes, s i r , I be l i e v e you. 

0 A l l r i g h t , s i r , and t h a t ' s one t h a t ' s 

been purchased and hi s problem i s dismissed. 

A That's r i g h t . We p a r t i c u l a r l y used these 

j u s t as an example t o demonstrate the d i f f e r e n c e between --

wi t h some simple arrangement, because i t i s -- i t i s a l i t ­

t l e complex t o ex p l a i n a l l the way from one t o the other. 

We've had d i f f i c u l t y communicating w i t h each other on t h i s 

i n meetings. 

Q Well, what you have done i s i d e n t i f i e d 

f o r us, t r a c t s t h a t show a net loss through the u n i t i z a t i o n 

process as Gulf proposes, yet f o r each of those three exam­

ples, the problem has disappeared. 

A But as t o those t r a c t s the problem i s 

ex a c t l y l i k e i s shown there. 

Q A l l r i g h t , s i r . One of the l a s t t h i n g s 

you said t h i s morning, Mr. Nolan, was t h a t you thought there 

was enough i n eq u i t y by examining the i n f o r m a t i o n as you've 
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done t o ask the Commission to agree w i t h you on the formulas 

or at l e a s t compel the p a r t i e s t o go back and t r y to renego­

t i a t e t h i s t h i n g . 

My question f o r you, s i r , based upon your 

knowledge of t h i s u n i t , what i s the l i k e l i h o o d t h a t you w i l l 

get 75 percent of the working i n t e r e s t owners to agree to 

the Exxon formula? 

A Well, I would say i f t h a t formula were 

proposed not by Exxon but by t h i s Commission, and i t i s , of 

course, w i t h i n t h e i r power, t o r e v i s e t h a t formula, t h a t 

there's a good chance those p a r t i e s would approve i t because 

they'd r e f e r and they'd have t o answer the questions you 

asked me of do they p r o f i t i n these — under t h i s format. 

They a l l p r o f i t ; they j u s t don't p r o f i t as much. 

So I'd say there's a good chance. Now 

there i s precedent f o r t h i s , as you're probably w e l l aware. 

I know Mr. Stamets i s aware. 

The f i r s t u n i t i n t h i s form under the 

s t a t u t e was the Double-L Queen U n i t , and there were changes 

made. Of course I understand from Mr. Stamets there were 

some e r r o r s made i n the computations. There were also some 

changes made due t o the economic l i m i t . 

Q Let's t r y to put i t i n context, Mr. 

Nolan, and examine the l i k e l i h o o d , as you understand i t — 

A Yes, s i r . 

Q -- of g e t t i n g a necessary 75 percent min­

imum working i n t e r e s t commitment based upon your formula. 
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A Uh-huh. 

Q Now we've already put i t t o b a l l o t i n Au­

gust of '83 and we could only get 48 percent. 

Let's go look at E x h i b i t Number Six t h a t 

you submitted. 

A E x h i b i t - - o h , I thought we were through 

w i t h these t h i n g s . 

Q No, s i r , we're going — we're going to 

f o o l w i t h i t some more. 

A E x h i b i t Six. 

Q A l l r i g h t . We look at E x h i b i t Six and 

lock at the center column and look at the bottom l i n e , 

there's 93 percent t h e r e . 

A Oh, I must have the wrong e x h i b i t . There 

i s a Six and a Six-A. 

Q I'm s o r r y . 

A Six-A, okay, E x h i b i t Six-A. 

Q A l l r i g h t , s i r . Okay. 

A Were some of them numbered wrong? 

Q I t ' s i d e n t i f i e d on the back. I'm looking 

at the vote change re q u i r e d f o r --

A I have t h a t . 

Q -- approval. 

A Yes, s i r , t h a t -- my copy shows E x h i b i t 

Six-A. 

Q A l l r i g h t , whatever the number, i t ' s the 

vote change re q u i r e d . 
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A Yes, s i r . 

Q I f I include the Gulf i n t e r e s t , which i s 

already included i n t h a t 46.721 number — 

A Yes, s i r . 

Q at the bottom of the middle column --

A Yes, s i r . 

Q -- i f I understand the e x h i b i t r i g h t , 

we're going t o have t o go back i n and get ARCO and some of 

these other f i v e working i n t e r e s t owners t o agree t o Formula 

Number 3 i n order t o have a minimum 75 percent. 

A You're saying t h a t i f Gulf i s not i n ­

cluded i n those t h a t voted f o r the formula? 

Q I misspoke. I f i t i s included, then 

y o u ' l l have 4 6 percent. 

A Yes, v / e l l , I misunderstood. Okay. The 

46.7 percent does include Gulf's vote, since they d i d vote 

f o r the formula a t t h a t time. 

Q Let's assume Gulf stays w i t h you on the 

vote. 

A A l l r i g h t , s i r . 

Q Have you contacted Amoco, ARCO, Conoco, 

Chevron, S h e l l , or any of them t o determine whether or not 

i t ' s l i k e l y t h a t they would change t h e i r vote t o agree t o a 

formula as proposed by Exxon? 

A No, s i r , I have not. 

Q And we already know how a l l four -- how 

a l l f i v e of those companies voted on the — 
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A Yes, v/e're w e l l aware of why they voted 

t h a t way. 

0 A l l r i g h t , s i r . Let's t a l k about some 

what i f s , Mr. Nolan. 

what i f the Commission sends the working 

i n t e r e s t owners back t o f u r t h e r negotiate? 

A The only basis t h a t would be p r a c t i c a l 

f o r t h a t t o happen would be t h a t the Commission would decide 

i n i t s own mind, i t s own wisdom, t h a t another formula d id 

indeed p r o t e c t the r i g h t s of the i n d i v i d u a l t r a c t s b e t t e r 

than the formula proposed i n t h a t u n i t agreement, and i f the 

Commission so decided, under the s t a t u t e they could send i t 

back and i t would r e q u i r e r e - r a t i f i c a t i o n and t h a t would 

take some time. 

Then the u n i t p a r t i e s would be faced w i t h 

e i t h e r accepting something f o r secondary or perhaps a ten 

year delay, or whatever, or never p u t t i n g t h i s u n i t 

together, but s t i l l t h e i r p r o f i t would l i e i n the d i r e c t i o n 

of agreeing to what the Commission decided was a f a i r f o r ­

mula, and t h a t ' s why we're up here. We've appealed a l l we 

can to operators and you, or s o r r y , t o Gulf and to -- to the 

other operators about i t and complaining. 

Q Let me t r y t o understand your answer. 

You said i f the Commission sends t h i s back t o the p a r t i e s t o 

negotiate some more. 

A No, s i r , I d i d n ' t . I misspoke i f I d i d . 

I said i f the Commission, as they can under the s t a t u t e , 
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says t h i s i s the formula. Say i t ' s h a l f of t h i s one and 

h a l f of t h a t one. They t h i n k , w e l l , Gulf's got some p o i n t s ; 

Exxon's got some p o i n t s . They say, okay, add them up 

together and d i v i d e i t by two, now t h a t ' s going to smooth 

out these d i f f e r e n c e s , b i g d i f f e r e n c e s and can b e t t e r pro­

t e c t the t r a c t s . We're surmising now. 

Q A l l r i g h t , s i r . 

A Surmise t h a t the Commission does t h a t . 

They then issue an order t h a t says v/e'11 approve t h i s agree­

ment w i t h t h i s p a r t i c u l a r formula. 

Then v/e have a choice. 

Nov/ t h a t would be the only p r a c t i c a l way 

that. t h i s could p o s s i b l y occur. There's no way t h a t the 

u n i t owners can s i t down and a r r i v e a t a formula and hope t o 

agree on i t , i n my op i n i o n , but I be l i e v e t h a t i f the Com­

mission, who we're p u t t i n g between a rock and a hard place, 

s o r t o f , but h e l l , t h a t ' s t h e i r j o b , decides t h a t t h i s f o r ­

mula or t h a t formula or another formula b e t t e r p r o t e c t s 

equity between t r a c t s , they come out w i t h i t , then we've got 

the choice of e i t h e r p u t t i n g the u n i t together t h a t way or 

s i t t i n g back on our heels, and I bel i e v e i t would be ap­

proved . 

Q Let me suggest t h a t the formulas we're 

discussing i n t h i s range i n here are a l l based upon, t h i s 

parameter t a b l e --

A Absolutely. 

Q -- agreed to back i n October of 1982. 
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A Yes, s i r , and which we agreed t o and we 

s t i l l agree and have never disagreed w i t h t h a t t a b l e . 

Q And i n order t o r e t u r n t h i s p r o j e c t to 

the Commission again i t w i l l l i k e l y r e q u i r e t h a t the Techni­

c a l Committee update and examine the parameter t a b l e t h a t i s 

now some two years o l d . 

A Not i f the Commission decides t h a t since 

100 percent of the people accepted t h a t parameter t a b l e , 

they issue t h e i r order on the basis of t h a t parameter t a b l e , 

then there's no way they can go back and n e g o t i a t e . They've 

got to give or take -- they've got t o take i t or leave i t 

deal, and i t ' s based on t h a t parameter t a b l e . 

Who's going t o ask t h a t i t be updated? 

Exxon s u r e l y i s not. 

Q Apart from Exxon can you commit working 

i n t e r e s t s t h a t t h i s parameter t a b l e won't be changed? 

A Are there any of those present and could 

we ask them? 

Q I bel i e v e i t was Mr.Berlin's testimony 

yesterday t h a t unless the proposal i s approved by the Com­

mission now, he says i t ' s v i r t u a l l y impossible. 

A That's Mr. B e r l i n ' s o p i n i o n . I've ex­

pressed a d i f f e r e n t o p i n i o n . I do not know whether B e r l i n 

— Mr. B e r l i n was f a m i l i a r w i t h the s t a t u t e . I believe he 

was, but he was t a l k i n g about r e n e g o t i a t i n g t h i s formula 

among the owners and t h a t ' s not what I'm t a l k i n g about. 

Those are d i f f e r e n t parameters. We're 
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appealing t o t h i s Commission t o help us. We're appealing to 

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

Q When we t a l k e d about the impact of ad­

j u s t i n g the p a r t i c i p a t i o n formula and were looking at t h i s 

76,000,000 b a r r e l s of reserves --

A Yes, s i r . 

0 -- I bel i e v e you t o l d us t h i s morning, to 

make sure I understand, t h a t what we're deal i n g w i t h i s a 

s h i f t of some 5,000,000 b a r r e l s from those four t r a c t s t h a t 

have been t r e a t e d i n a p r e f e r e n t i a l way and r e d i s t r i b u t i n g 

t h a t 5,000,00 0 b a r r e l s among other t r a c t s of which Exxon 

would receive approximately 3 0 percent. 

A I d i d n ' t c a l c u l a t e i t e x a c t l y t o see of 

t h a t p a r t i c u l a r number of b a r r e l s how many Exxon -- I calcu­

l a t e d i t f o r Exxon's o v e r a l l ownership and Exxon would 

would p r o f i t by, or the d i f f e r e n c e f o r Exxon would reduce 

the 980,000 b a r r e l s of loss t o something way less than t h a t . 

Q A l l r i g h t . 

A But i t i s s u b s t a n t i a l l y c o r r e c t , yes, 

>ir. 

Q Can you t e l l me i n d o l l a r s , Mr. Molan, 

what the s h i f t i n r e d i s t r i b u t i n g the 5,000,000 b a r r e l s of 

o i l w i l l be i f we take i t from these four t r a c t s and r e d i s ­

t r i b u t e i t ? I s there a d o l l a r value we can put on that? 

A Well, based on the Technical Report and 

there's a l o t of room t o make d i f f e r e n t kinds of economic 

analyses based on t h a t Technical Report, but the average 
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value of a b a r r e l of o i l at 12 percent i s $3.60, and t h a t 

doesn't sound l i k e a whole l o t but t h i s i s a long term u n i t 

and t h a t ' s — the d i s c o u n t i n g enters i n t o i t so I would say 

t h a t i f we were looking at the value of -- what a value of a 

b a r r e l of o i l , i t would be something very close to t h a t 

range, $3.60 a b a r r e l , so i f there's 5,000,000 b a r r e l s we 

could take 5 times 3 — can't do anything i n my head 

v / e l l , you aren't going to believe i t but t h i s computer j u s t 

ran out of j u i c e . 

5 times -- i t would be $17-1/2 m i l l i o n , 

something i n t h a t range. 

Q And do you agree w i t h Mr. Wheeler's c a l ­

c u l a t i o n s yesterday about the u l t i m a t e b e n e f i t f o r u n i t 

operations being i n the magnitude of $ 1 . 2 - b i l l i o n ? 

A Well, looking at i t on an a c t u a l value 

basis, t h a t -- a c t u a l value i s probably not r e p r e s e n t a t i v e 

r e l a t i n g i t t o present value, and h i s -- the numbers pre­

sented on a present value basis would be q u i t e close t o the 

2 7 3 - m i l l i o n included i n the Technical Report. I don't be­

l i e v e t h a t change i s too great. 

You d i d n ' t run a 12 percent number but 

you ran a 15 and a 10. Judging between those two i t would 

probably be 280 , 2 8 5 - m i l l i o n compared t o the 273 t h a t v/e 

have used out of the Technical Report. 

Like maybe a 10 percent d i f f e r e n c e . 

Q Can you give us an estimate of the econo­

mic loss to the u n i t i f the u n i t operation i s delayed f o r , 
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say, one year? 

A Well, again you're -- you're t a l k i n g 

about economics, which include e s c a l a t i o n and a c c e l e r a t i o n , 

various t h i n g s , when we -- i n order t o run t h a t you have t o 

know about what the p r i c e -- p r i c e s are going t o do i n o i l ; 

i f the p r i c e goes up q u i t e d r a s t i c a l l y i n the f u t u r e and 

down i n the f i r s t year, why, very l i t t l e loss would occur by 

a year's delay, because t h i s u n i t i s already a t such a low 

pressure t h a t f u r t h e r pressure d e p l e t i o n i s going to have 

very l i t t l e e f f e c t on the u l t i m a t e recovery, so t h a t the 

di f f e r e n c e s then come about i n discounted money value. 

Those d i f f e r e n c e s hinge on what we view — how we view the 

f u t u r e p r i c e of o i l . I f the p r i c e of o i l goes down i n e a r l y 

years, then up sharply when decontrol might occur i n 1990, 

under those circumstances you might p r o f i t by a year delay. 

On the other hand, i f the p r i c e goes up 

now and then f a l l s o f f l a t e r , there'd be considerable loss 

to the u n i t . 

The one year delay i n many cases where we 

have s o l u t i o n gas d r i v e and r a p i d l y dropping pressures, 

there are u l t i m a t e recovery losses by w a i t i n g . 

In t h i s p a r t i c u l a r case, the f i e l d ' s been 

operated since, I don't know, 1930, another year's delay can 

have very l i t t l e pressure d i f f e r e n c e and from the standpoint 

of u l t i m a t e recovery l o s s , I t h i n k t h a t t h e r e ' d. be a t i n y 

amount but to have any p a r t i c u l a r b i g e f f e c t on the -- on 

the u l t i m a t e recovery. 
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Q Let me ask you your opinion i n terms of 

Exxon's p o s i t i o n of the range between weighting the 

cumulative o i l f a c t o r between the 50 and the 70 percent. We 

know Exxon doesn't l i k e the 5 0 percent number. We know you 

l i k e the 70 percent. Is there a p o i n t w i t h i n t h a t range i n 

which Exxon's o b j e c t i o n and dispute over t h a t p a r t i c i p a t i o n 

formula i s resolved? 

A Yes, s i r , I t h i n k t h a t Exxon would, as i t 

always has, deal f a i r l y w i t h a l l the p a r t i e s and, you know, 

assign the percentage t h a t each p a r t y t h i n k s he should have, 

why y o u ' l l always come up w i t h 120 percent, and now you've 

got to share t h a t 20 percent on a cut some wray, and we f e e l 

l i k e the other p a r t i e s are doing a reasonable job or are 

being reasonable i n t a k i n g what they view as a loss. We 

always do the same, so I t h i n k , yes. 

0 Do you have a number t h a t you can express 

to me today i n terms of what percentage? 

A We -- we have brought along a young 

manager t o make deals on t h i s i f t h a t should happen t o occur 

and i f somebody would make us an o f f e r we'd t e l l you — we'd 

t e l l you what we — what we'd take, but I'd say the 3, the 

Formula 3, we l i k e t h a t formula and we f e e l i t was f a i r even 

though i t ' s much l e s s , i t ' s less than the o i l c o n t r i b u t i o n . 

We recognize our c u r r e n t production i s low. 

On a s i n g l e phase formula we're going to 

have t o take a loss of reserves. 

So, yes, we'd be w i l l i n g to n e g o t i a t e . 
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0 But you can't express to us today a 

f i g u r e . 

A I haven't been given such a f i g u r e . My 

f e e l i n g i s t h a t yes, c e r t a i n l y Exxon would be w i l l i n g to 

trade. 

Q And i n f a c t t h a t ' s the whole process t h a t 

the working i n t e r e s t owners go through i n t h i s kind of 

problem and the exact kinds of th i n g s t h a t were discussed 

back i n August of 1983. 

A I t j u s t happens t h a t i n t h i s p a r t i c u l a r 

case you have 80 percent of the p a r t i e s on the same side of 

the fence because of t h e i r unique ownership around the 

f i e l d , p a r t i c u l a r l y t h e i r ownership of those four p a r t i c u l a r 

high reserve t r a c t s , so they had the v o t i n g power and there 

was very l i t t l e n e g o t i a t i o n . 

You've been t a l k i n g about how long i t 

took t o put t h i s u n i t together. There were thousands of 

rnanhours spent i n p u t t i n g t h i s together and we recognize 

t h a t . We appreciate t h a t . We appreciate t h a t Shell has 

expended many thousands of rnanhours on t h i s t h i n g . 

Please c o r r e c t t h a t t o Gulf has spent 

many, many thousands of hours and they've done a very good 

job . 

But t h a t u n i t i z a t i o n formula was 

negotiated i n two hours by group of managers not many of 

whom had. a great deal of f a m i l i a r i t y w i t h t h a t Technical 

Report. What they went t o school w i t h was a number i n t h e i r 
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pocket of what t h e i r company thought e q u i t y was t h a t 

g e n e r a l l y was handed t o them by the engineer t h a t 

p a r t i c i p a t e d , however i t ' s done; t h a t ' s how i t ' s done i n our 

company. when they got t h i s number they said yes. They did 

not look at the i n d i v i d u a l t r a c t s . We d i d not look at the 

i n d i v i d u a l t r a c t s u n t i l we r e a l l y were faced w i t h t h i s 

problem and wondered why i n the d e v i l t h i s t h i n g happened, 

and we can see t h a t the i n d i v i d u a l t r a c t s are not f a i r l y 

t r e a t e d , and we are not f a i r l y t r e a t e d because of t h a t . 

But you had the v o t i n g power w i t h i n those 

80 percent t h a t were the s i x top p a r t i e s on a l l of those 

l i s t s . 

Q Based upon your experience and knowledge 

of t h i s area, you've allowed Exxon t o s i t back f o r more than 

a year, some fourteen months, before you attempted t o t r y to 

persuade the other working i n t e r e s t owners, some of these 

people l i k e Getty t h a t are i n a s i m i l a r p o s i t i o n , and you 

allowed them t o go ahead and sign t h i s agreement when you 

might have persuaded them otherwise? 

A With 20/20 h i n d s i g h t , we should have 

s t a r t e d e a r l i e r . 

Q You come t o the Commission a f t e r f i v e and 

a h a l f years at the eleventh hour and t e l l us t h a t f o r 4.86 

percent of Exxon's i n t e r e s t , t h a t t h i s i s not f a i r . 

A Yes, s i r , t h a t ' s what we're saying. 

MR. KELLAHIN: No f u r t h e r 

questions. 
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CROSS EXAMINATION 

BY MR. STAMETS: 

Q Mr. Nolan, would you take a look at your 

E x h i b i t s Four and Five-D? 

A Okay, Four, yes, s i r . 

Q The f i r s t column t o the r i g h t of the 

owner names --

A Yes, s i r . 

Q — i f I understood you c o r r e c t l y , you de­

r i v e d t h i s by t a k i n g the cum production f o r the leases t h a t 

those operators c o n t r o l , added i n the remaining primary, and 

then added i n a f i g u r e which was equi v a l e n t t o what, 40 per­

cent of the t o t a l of the -- of the u l t i m a t e primary. 

A Ultimate primary, which i s the 62,000,000 

b a r r e l s of secondary. 

Q Based on the testimony of Gulf, they --

according t o the Technical Committee Report, they f e l t t h a t 

t h a t i s as close as anybody could reasonably come t o what 

the secondary recovery would be. 

A The 48 percent of the u l t i m a t e primary i s 

the number i n tne Technical Report and I bel i e v e supported 

by Gulf, yes, s i r . 

Q A l l r i g h t . E x h i b i t Four, then, i s — 

A E x h i b i t Four — 

Q -- t h i s done on the Gulf formula and Ex­

h i b i t Five i s the same c a l c u l a t i o n s , then, done on the Exxon 

formula to a l l o c a t e the production t o the i n d i v i d u a l owners? 
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A That's c o r r e c t , s i r . 

Q And I also remember from l i s t e n i n g e a r l y 

on, i t seems as though i f we waited t i l l primary production 

i s over, t h a t would be another f i f t e e n years before second­

ary recovery can get s t a r t e d . 

A No, s i r . That would be --

0 I'm r e f e r r i n g back t o Gulf's previous 

testimony. 

A Yes, someone d i d t e s t i f y about f i f t e e n 

years remaining primary. Now I'd l i k e t o c o r r e c t t h a t , and 

I'm sure t h a t Tom there w i l l back me up on t h i s . 

A c t u a l l y you'd have t o w a i t 150 years be­

cause those l a r g e , those t r a c t s w i t h high reserves have dep­

l e t i o n times up t o 150 years. They w i l l be producing prim­

ary over a period of 150 years. The de c l i n e rates vary be­

tween two and a h a l f and four percent f o r those four t r a c t s . 

You can compute the time i f you know the 

i n i t i a l r a t e , f i n a l r a t e , and. the amount of the reserve. we 

computed the time f o r those four t r a c t s and i t ranged from 

80 years t o 150 years on the longest t r a c t . 

So i t i s not c o r r e c t when they imply t h a t 

compressing t h i s t h i n g and you're going t o get your money 

back quicker on primary. That's j u s t a b s o l u t e l y not cor­

r e c t . 

Now, the Technical Committee d i d n ' t look 

at t h a t . They j u s t put a decline slope on there. They knew 

the i n i t i a l r a t e , they knew the f i n a l r a t e , they plugged i t 
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i n t o a formula and c a l c u l a t e d the remaining recovery. 

we went one step f u r t h e r and c a l c u l a t e d 

the time i t would take t o get t h a t under the same decline 

curve. 

So a c t u a l l y the w a t e r f l o o d w i l l compress 

the time and you're going t o p r o f i t more by the secondary 

because of the a c c e l e r a t i o n . 

Now a l l t r a c t s are not t h a t way. The 

poorer t r a c t s are depleted i n a much shorter time and the 

o v e r a l l average i s about 30 years i f you say, okay, I want 

to put i t a l l i n one pot, but t h a t ' s not the way you can 

look at i t because the i n d i v i d u a l t r a c t s w i l l s t i l l be 

producing i n 150 years, one of them. That's the longest. I 

picked the one t h a t the most impressive operating l i f e . 

Q I f we waited 150 years t o put t h i s --

A Yeah. 

Q -- i n t o e f f e c t , then those people who own 

the reserves t h a t are s t i l l on production would have been 

making money a l l t h i s time, r i g h t ? 

A That's c o r r e c t , yes, s i r . 

Q And those people t h a t don't have pro­

ducing p r o p e r t i e s would have been long gone. 

A Those p r o p e r t i e s would probably be owned 

by someone el s e . You f a i l t o own, you lose your leases. 

Q The expenses of i n s t i t u t i n g t h i s p r o j e c t 

l a t e r i n the l i f e would be higher than i t would be today. 

A Yes, s i r . Exxon c e r t a i n l y does not want 
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to impose a great delay i n t h i s . The only salvaging we can 

see i s i f the Commission would take a strong a c t i o n here. 

We've given our best shot t o i t . We don't know how i t 

how i t stacks up i n your mind or the mind of the other par­

t i e s i n v o l v e d , and — and we recognize there i s going t o be 

a delay but viewing i t i n one way the delay i s not 

i n t o l e r a b l e . I t could be less than — i t could be s i x 

months. 

Q Viewed i n t h i s l i g h t i s i t improper f o r 

those people w i t h s u b s t a n t i a l remaining primary reserves to 

have a bigger piece of the pie i n the secondary recovery 

p r o j e c t r i g h t away? 

A Well, I view the c o n t r i b u t i o n of a t r a c t 

to be what i t should get i n the way of reserves. 

Mow t o s a t i s f y the two th i n g s of time 

rat e d money and reserves, you've got t o go t o a s p l i t phase 

formula. This was not proposed. 

I f we were a c t u a l l y -- had the oppor­

t u n i t y t o put our own formula i n , we probably would go w i t h 

a s p l i t phase formula because i t b e t t e r p r o t e c t s both kinds 

of e q u i t y . One i s reserve e q u i t y and the other i s money 

e q u i t y , and time r a t e so t h a t the e a r l y on production would 

be given at the higher percentage t o those t r a c t s now con­

t r i b u t i n g and, c f course, l a t e r on they -would s u f f e r by 

t h a t . That would p r o t e c t the reserve b a r r e l s and s t i l l pro­

vide some p r o t e c t i o n f o r those p a r t i e s t h a t are c o n t r i b u t i n g 

a high r a t e of production a t the present time. 
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Q I presume Exxon had the o p p o r t u n i t y t o do 

t h a t . 

A Again, had we t o do i t over, we probably 

would t r y t o -- t o develop a two phase formula t h a t would 

have had more appeal t o Gulf and the other p a r t i e s , not 

Gulf, but the other p a r t i e s , the f i v e p a r t i e s i n v o l v e d , and 

we d i d not do t h a t . 

Q I've heard a l o t of t a l k here about con­

t r i b u t i n g f r a c t i o n s of w e l l s . I'm not c e r t a i n e x a c t l y how 

t h a t would be done. Now I r e a l i z e t h a t i f you prorate v/ells 

by the same percentages t h a t you pr o r a t e the production you 

can have p o r t i o n s of w e l l s . I s t h a t what we're t a l k i n g 

about? 

A Well, on the c o n t r i b u t i n g side of the --

i n the demand w e l l t h i n g there are f r a c t i o n s of we l l s be­

cause some of the p a r t i e s own f r a c t i o n s of a lease. They 

own 75 percent of the w e l l s r i g h t now, and the other side, 

when we apply the p a r t i c i p a t i o n formula t o the t o t a l number 

of w e l l s , yes, we wind up w i t h f r a c t i o n s of w e l l s and t h a t ' s 

what they -- t h i s i s e x a c t l y what happens w i t h tank bat­

t e r i e s or pumping u n i t s . 

Q But l e t me go ahead, then. You do have 

to have a s i t u a t i o n where you have one whole wellbore con­

t r i b u t e d before anybody can claim a h a l f of i t , i s t h a t cor­

rec t ? 

A Yes, t h a t i s t r u e . 

Q On primary p r o d u c t i o n , i n order f o r you 
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to share i n the production of the f i e l d , don't you have t o 

d r i l l and complete a we l l ? 

A Well, you and other p a r t i e s , of course, 

could c o n t r i b u t e , could d r i l l the w e l l and you'd own a f r a c ­

t i o n . 

Q Someone has to — 

A Yeah, someone has t o d r i l l a w e l l . Yes. 

Q A l l r i g h t . Why should t h a t be any d i f ­

f e r e n t f o r secondary recovery? 

A Well, I guess I miss the p o i n t as t o why. 

We're t a l k i n g about 344 whole t o t a l w e l l s . We're t a l k i n g 

about then sharing t h a t 344 w e l l s i n various f r a c t i o n s . 

This can occur by f r a c t i o n a l ownership of a lease. 

Q But the p o i n t I'm t r y i n g t o get at i s why 

i f somebody has 160-acre t r a c t i n t h i s u n i t , why should they 

not be required t o c o n t r i b u t e four wellbores? 

A We say they should. 

Q Okay. 

A And under the formula t h a t v/e proposed 

unless they d i d t h a t they would lose the value of $100,000. 

We say they should c o n t r i b u t e every 

t r a c t . 

Now some of them are going t o get plus 

and some of them are going t o get minus. 

Q Let's say t h a t you've got t h i s same 160 

out t h e r e . 

A Uh-huh. 
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0 I f you c o n t r i b u t e two wellbores and. you 

pay i n 5200,000, i s t h a t c o r r e c t ? 

A That's r i g h t . Anybody w i t h f o u r , 160 you 

have f o u r , okay. Uh-huh, be paying $400,000. 

Q You've given two wellbores. 

A Oh, a l l r i g h t . 

Q And you pay i n $200,000. 

A Well, l e t me go back and ask you, s i r , 

you're t a l k i n g about 160-acre t r a c t . 

Q Yes. 

A And normally t h i s w e l l would have -- t h i s 

t r a c t would have four w e l l s on i t . 

Q Right. 

A Now you're going t o c o n t r i b u t e two and 

two you're going t o hold back. 

Q Right. 

A Okay. Now I have the scenario. What was 

the question? 

Q Under t h a t circumstance you w i l l c o n t r i ­

bute two wellbores and pay $200,000. 

A Well, you would c o n t r i b u t e two hundred — 

two w e l l s and you would under Exxon's scenario, under Ex­

xon's formula — 

Q Well, I'm t a l k i n g about under the --

A Under Gu l f ' s , okay. Yes, you would con­

t r i b u t e two w e l l s and you would pay $200,000, t h a t ' s cor­

r e c t . 
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0 And then Gulf as u n i t operator would 

d r i l l two other w e l l s . 

A Yes. 

Q And those w e l l s would be expected t o cost 

$250,000. 

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

Q Okay, and those persons owning the l i o n ' s 

share of the u n i t would be paying the l i o n ' s share of the 

cost of d r i l l i n g those w e l l s . 

A Yes, and r e c e i v i n g the l i o n ' s share of 

the o i l . 

Q I have d i f f i c u l t y seeing what the o i l has 

to do w i t h the wellbores. I t ' s — 

A P a r t i c i p a t i o n . 

Q I'm t r y i n g t o understand why you should 

p a r t i c i p a t e at a l l i f you don't have any w e l l s i n there. I f 

you have not developed your t r a c t why should you p a r t i c i ­

pate? 

A Well, i f you had your w e l l s plugged out, 

say, you plugged your w e l l s out, why should you -- why 

should you p a r t i c i p a t e , why should you get some p a r t i c i p a ­

t i o n i n the u n i t ? Is t h a t the question? I mean t h a t ' s 

along the same --

Q The question b a s i c a l l y i s i f there are no 

wellbores on t h a t t r a c t why should you p a r t i c i p a t e ? 

A w e l l , someone i s going t o go back i n 

there and recover secondary o i l and i f i t wasn't economic t o 
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d r i l l the wel l s and do i t , they wouldn't go back i n and 

d r i l l the w e l l s , would they? 

Now who should get t h a t money? Should 

the lease owner share i n any of i t or should i t a l l go to 

the f e l l o w s t h a t d r i l l the we l l ? 

Q I'm obviously not asking t h a t question 

p r o p e r l y . 

A I guess I'm answering i t i n a p o l i t i ­

cian's way. I'm t r y i n g not t o . 

MR. STAMETS: Are there any 

other questions of t h i s witness? 

He may be excused. 

Any c l o s i n g statements? You 

have none, Mr. Sperling? 

I have a gentleman back i n the 

back. 

MR. LOWDER: I'm here repre­

senting ARCO O i l and Gas Company. 

We're i n support of Gulf O i l 

Corporation's a p p l i c a t i o n and I'd l i k e t o submit t h i s l e t t e r 

t o t h a t e f f e c t . 

I'd also l i k e t o say t h a t ARCO 

Oi l and Gas i s planning -- we c u r r e n t l y own an i n t e r e s t i n 

18 w e l l s t h a t are i n the proposed u n i t area t h a t are pro­

ducing from the Eumont, or upper gas zone, and we plan or we 

are encouraging a l l our co-owners i n these w e l l s t o go ahead 

and c o n t r i b u t e these w e l l s t o the u n i t i n order t o help out 
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the u n i t operations. 

That's about i t . 

MR. HUSSER: My name i s Tom 

Husser. I'm w i t h C i t i e s Service O i l and Gas Company i n Mid­

land, Texas, and I haven't w r i t t e n any prepared statement. 

Most everything has been hashed over several times, but I'd 

j u s t l i k e t o say t h a t C i t i e s Service supports Exxon's p o s i ­

t i o n concerning the p a r t i c i p a t i o n formula and also the pro­

posal f o r assessing wellbore penalty. 

The e x h i b i t s presented by Exxon 

have showed t h a t C i t i e s Service w i l l be adversely a f f e c t e d 

by the p a r t i c i p a t i o n formula and also adversely a f f e c t e d by 

the p e n a l t i e s f o r wellbores. 

I see no p o i n t i n rehashing the 

numbers, but I would hope t h a t the p a r t i c i p a t i o n formula and 

the p e n a l t i e s were e q u i t a b l e . 

MR. KELLAHIN: I have a s t a t e ­

ment, Mr. Chairman. 

For some f i v e and a h a l f years 

the working i n t e r e s t owners i n t h i s p r o j e c t have been t r y i n g 

to put together a secondary w a t e r f l o o d p r o j e c t i n t h i s area. 

I t h i n k Mr. B e r l i n t o l d us very 

eloquently yesterday afternoon t h a t i f the agreement as we 

see i t now i s not adopted and approved i t would be a con­

siderable period of time before i t would get back t o the 

Commission. 

The problem as o u t l i n e d by Mr. 
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Nolan i s not as simple to resolve as he would lead you to 

be l i e v e . Vie' re dealing w i t h 101 t r a c t s , some 41 d i f f e r e n t 

working i n t e r e s t owners, and have met f o r a considerable 

period of time t o resolve t h i s problem. 

They have gone through every 

means a v a i l a b l e to them t o accommodate and t o arrange the 

minimum number of percentage working i n t e r e s t owners t h a t 

are i n a p o s i t i o n t o o b j e c t t o the u n i t . Y o u ' l l note from 

the discussion i n testimony t h a t the l a s t Working I n t e r e s t 

Owners meeting was August of '83. 

I asked Mr. Nolan about h i s ar­

guments, h i s ideas, h i s suggestions. He says, yeah, they 

were at the Working I n t e r e s t Owners meeting i n '83. He says 

i f he had t o do i t again they might have sent smarter f e l ­

lows, done a harder job t r y i n g to persuade others, whatever 

i t was. 

But the p o i n t of the f a c t i s 

t h a t these agreements d i d not go out f o r signature u n t i l the 

spring of t h i s year. That was some s i x months i n which Ex­

xon made no e f f o r t t o persuade others to consolidate a p o s i ­

t i o n around Exxon, w i t h the exception of C i t i e s Service, 

which p a r t i c i p a t e d i n a l l those meetings and votes. 

Mr. Nolan throws out t o us the 

f a c t t h a t , w e l l , maybe a phase i n p a r t i c i p a t i o n works and i f 

they'd have thought about i t , they'd have done i t . They d i d 

i t . They t r i e d i t . I t ' s i n here, August '83 there's two 

d i f f e r e n t b a l l o t s on phase p a r t i c i p a t i o n formulas, n e i t h e r 
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one of which got the necessary r e q u i r e d vote to make t h i s 

t h i n g work. 

Mr. Nolan g r a t u i t o u s l y gives us examples 

of t r a c t s t h a t are somehow u n f a i r l y d e a l t w i t h i n the u n i t 

process. There's not one of those t r a c t s t h a t i s s t i l l sub­

j e c t t o the s t a t u t o r y u n i t i z a t o n process. Amoco's agreed, 

the Hudson Family has been purchased out, and the Getty i n ­

t e r e s t , which i s important and I hope you followed the Getty 

i n t e r e s t throughout the case, the Getty p o s i t i o n i s very 

s i m i l a r to the Exxon p o s i t i o n and y e t nobody t w i s t e d Getty's 

arm t o sign these t h i n g s , but i n each instance they've 

agreed t o p a r t i c i p a t e using the formulas agreed upon by some 

9 3 percent of the working i n t e r e s t owners. 

I give Mr. Nolan a great deal of c r e d i t . 

I t h i n k t h a t discussion t h i s morning was very i n t e r e s t i n g 

concerning the comparison on the p a r t i c i p a t i o n formulas. 

What he d i d was extremely i n t e r e s t i n g . On E x h i b i t Number 

Two he's taken some reserve numbers, a 76,000,000 b a r r e l s 

reserve number. A p o r t i o n of t h a t represents secondary r e ­

serves, and he's attempted t o a l l o c a t e t h a t on a t r a c t by 

t r a c t b asis, and then he makes a comparison between the r e ­

l a t i v e merits of each formula having put those reserves on a 

t r a c t by t r a c t basis. 

What he wants you not t o remember i s t h a t 

the premise upon which he draws the comparison i s a b s o l u t e l y 

w i t h o u t foundation. 

The Technical Report i n which he has un-
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animous agreement and no one complained says secondary r e ­

serves, the estimate of secondary reserves cannot be accu­

r a t e l y made because of a lack of pore volume r e s e r v o i r data. 

He's doing what the Technical Committee cannot do i n making 

the comparison. 

When we look at the parameters 

used there has been no disagreement t o those parameters. 

They have been i n place since October 1st, 1982, and f o r two 

years they've been working on those parameters t o get a 

formula and everybody w i l l agree t o i t . The Commissioner of 

Public Lands has agreed t o t h i s prospect. Why? Why not? 

12-1/2 percent r o y a l t y on $ 1 . 2 - b i l l i o n revenues i s a hunk of 

change f o r the State of New Mexico. You're looking a t 

$140,000,000 of r o y a l t y revenues t o the State of New Mexico 

t h a t i n order t o accommodate Exxon and t h e i r 4.86 percent, 

t h a t we're going t o postpone? 

Mr. B e r l i n says y o u ' l l postpone 

i t forever because w i t h t h e i r good f a i t h a b i l i t y and e f f o r t 

they do not t h i n k they would ever get back i n t h i s p o s i t i o n 

again. 

I t h i n k i t ' s also important t o 

not i c e t h a t i n the t a b u l a t i o n of i n f o r m a t i o n t h a t Exxon's 

provided t h a t they put i n a disadvantaged s i t u a t i o n i n some 

of t h e i r computations about 18 percent of the working 

i n t e r e s t owners. How many of those people have they 

persuaded i n the l a s t 14 months t o agree t o t h e i r p o s i t i o n ? 

I'm not aware of any other than C i t i e s Service. I t might 
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make some meaningful e f f o r t f o r the Commission t o r e q u i r e 

the u n i t operator and the working i n t e r e s t owners t o go back 

and f u r t h e r n egotiate t h i s i f there was any reasonable l i k e ­

l i h o o d or p r o b a b i l i t y t h a t i t would r e s u l t i n some kind of 

agreement t h a t was e q u i t a b l e . 

We say, and Mr. B e r l i n has said 

t h a t i t w i l l not happen. I've asked Mr. Nolan t o t e l l me 

which ones of these operators i n h i s l i s t of f i v e t h a t would 

have a s u f f i c i e n t working i n t e r e s t percentage t o vote to 

change the outcome t o have a minimum 75 percent required f o r 

s t a t u t o r y u n i t i z a t i o n and he can't t e l l me t h a t any of them 

wi 11. 

I t h i n k i t ' s a useless exercise 

to send us back t o t r y t o negot i a t e t h i s . I t h i n k there i s 

s u b s t a n t i a l evidence on the record t o support the 50 percent 

numbers we have used. Mr. B e r l i n and Mr. Wheeler have given 

you examples of why those are e q u i t a b l e and they balanced 

them against c e r t a i n s i t u a t i o n s i n which the Exxon formula 

i s not e q u i t a b l e . You've got t o decide i f i t ' s b a s i c a l l y 

f a i r . 

The guy t h a t could complain 

about t h i s i s the one t h a t ' s not here, the Getty f e l l o w w i t h 

one of those t r a c t s t h a t doesn't r e a l l y work f o r him. He's 

agreed. He's i n the u n i t . 

We w i l l not get t o t h i s p o s i ­

t i o n again i n the foreseeable f u t u r e . The question i s 

whether or not the a l l o c a t i o n t h a t Mr. Nolan has made i s 
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b e t t e r than ours. I can't see any appreciable d i f f e r e n c e s 

i n judging t h a t 4.8 percent or 5.8 percent of the working 

i n t e r e s t owners have provided you w i t h a formula t h a t i s 

b e t t e r and more e q u i t a b l e than the one t h a t we have. 

I t ' s t h e r e , i t ' s i n place, 

we're ready to go. The chance i s now. We ought t o take i t 

and approve i t . 

MR. STAMETS: Did you change 

your mind? 

MR. SPERLING: Yes. I t h i n k 

the f a l l a c y of Mr. Kellahi n ' s argument i s t h a t he equates an 

80 percent vote w i t h f a i r and e q u i t a b l e . That does not ne­

c e s s a r i l y f o l l o w . 

I b e l i e v e t h a t as Mr. Nolan 

s t a t e d , i t would be d i f f i c u l t t o re n e g o t i a t e t h i s t h i n g , but 

the s t a t u t e gives the Commission a mandate t o examine these 

things i n a manner which i s f a i r and e q u i t a b l e t o a l l the 

p a r t i e s , not the 80 percent. 

That's the basis f o r (not 

c l e a r l y understood.) 

MR. STAMETS: Mr. P a d i l l a ? 

MR. PADILLA: I'm obviously r e ­

presenting small i n t e r e s t owners i n t h i s case and I'm swept 

between two gi a n t s i n t h i s case. Nonetheless, looking a t 

the d e f i n i t i o n s of r e l a t i v e value i n the s t a t u t o r y -- Statu­

t o r y U n i t i z a t i o n Act, Section 6 of 86 of 70-7-6 and Section 

C on a l l o c a t i o n under o f f i c i a l orders, 70-7-7, also on the 
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language of the d e f i n i t i o n f o r the landmark case of Con­

t i n e n t a l O i l Company versus the O i l Conservation Commission, 

I b e l i e v e t h a t the Exxon approach comes c l o s e s t to g i v i n g 

the d e f i n i t i o n of what r e l a t i v e values are and a l l o c a t i o n on 

a t r a c t basis. 

You w e l l know the mandate given by the 

New Mexico Supreme Court i n t h a t case, t h a t i n p r o t e c t i n g 

c o r r e l a t i v e r i g h t s the Commission must a s c e r t a i n as 

p r a c t i c a b l y as can be done the reserves underlying 

i n d i v i d u a l t r a c t s and view the case against t h i s . 

MR. STAMETS: I believe we have 

a statement i n support by Continental O i l Company -which they 

ask be made p a r t of the record, and then S h e l l ' s , also. 

Is there anything f u r t h e r i n 

the cases we have before us? 

They w i l l be taken under 

advisement and the hearing i s adjourned. 

(Hearing concluded.) 

REPORTER'S MOTE: Statements from ARCO O i l and Gas Company, 

Conoco, and Shell Western E & P , Inc. are attached t o the 

o r i g i n a l of t h i s t r a n s c r i p t f u r n i s h e d t o the Commission. 
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C E R T I F I C A T E 

I , SALLY W. BOYD, C.S.R., DO HEREBY CERTIFY 

that the foregoing Transcript of Hearing before the Oil Con­

servation Commission was reported by me; that the said tran­

s c r i p t i s a f u l l , true, and correct record of the hearing, 

contained i n two volumes numbered Volume I_ of_ I l _ Volumes 

and Volume I_I of_ Volumes, prepared by me to the best of 

my a b i l i t y . 
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MR. STAMETS: We'll c a l l next 

then Case 8397. 

MR. TAYLOR: The a p p l i c a t i o n of 

Gulf O i l Corporation f o r s t a t u t o r y u n i t i z a t i o n , Lea County, 

New Mexico. 

MR. STAMETS: C a l l f o r appear­

ances i n t h i s case. 

MR. KELLAHIN: Mr. Chairman, 

I'm Tom K e l l a h i n of K e l l a h i n and K e l l a h i n , Santa Fe, Nev/ 

Mexico, appearing on behalf of Gulf O i l Corporation. 

I n a s s o c i a t i o n w i t h me i s Mr. 

Ken M. Brown, a member of the Texas Bar and he's a s t a f f 

a t t o r n e y f o r Gulf O i l Corporation. 

MR. STAMETS: Are there other 

appearances ? 

MR. PADILLA: Mr. Examiner, Er­

nest L. P a d i l l a , Santa Fe, New Mexico, on behalf of the 

working i n t e r e s t owners of Tract 55. 

MR. SPERLING: I f the Commis­

sion please, I'm James A. Sper l i n g w i t h the Modrall Law 

Firm, Albuquerque, appearing f o r Exxon Company USA, a work­

ing i n t e r e s t owner i n the proposed u n i t . 

MR. STAMETS: Other appear­

ances? 

MR. KELLAHIN: Mr. Chairman, at 

t h i s time we would request t h a t you also c a l l Commission 
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Case 8398 and Commission Case 8399, and t h a t a l l three cases 

be consolidated f o r purposes of testimony and subsequent to 

hearing t h a t an order be entered i n each separate case. 

MR. STAMETS: Is there any ob­

j e c t i o n to the c a l l i n g of these other cases and consolida­

t i o n ? 

Okay, l e t ' s c a l l those other 

two cases. 

MR. TAYLOR: Case S398 i s the 

a p p l i c a t i o n of Gulf O i l Corporation f o r a wat e r f l o o d pro­

j e c t , Lea County, New Mexico. 

Case 8399 i s the a p p l i c a t i o n of 

Gulf O i l Corporation f o r pool extension and c o n t r a c t i o n , Lea 

County, New Mexico. 

MR. STAMETS: Any opening 

statements ? 

MR. KELLAHIN: Yes, Mr. Chair­

man . 

Mr. Chairman, on behalf of 

Gulf, we w i l l present four witnesses t o you today. The sub­

j e c t matter -- I'm so r r y , there are f i v e witnesses. 

The subject matter of the p r i n ­

c i p a l a p p l i c a t i o n i s the use of the Nev; Mexico s t a t u t o r y 

u n i t i z a t i o n s t a t u t e t o f a c i l i t a t e the forming of a water-

f l o o d u n i t f o r the secondary recovery p r o j e c t i n an area of 

Lea County, New Mexico, which Gulf as operator has i d e n t i ­

f i e d as the Eunice Monument South U n i t . 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

The p r o j e c t i s one t h a t has 

been under c o n s i d e r a t i o n f o r a great many years. The e v i ­

dence w i l l demonstrate t o you t h a t Gulf and the s i g n i f i c a n t 

p o r t i o n of the other working i n t e r e s t owners i n some f i v e 

and a h a l f years have devoted hundreds, i f not thousands, of 

hours to the formation of t h i s u n i t . 

This proposed u n i t consists of 

something over 14,000 acres, involves over 100 i n d i v i d u a l 

t r a c t s , involves some 41 working i n t e r e s t owners. 

The proposed a p p l i c a t i o n i s one 

tha t includes the amendment t o c e r t a i n pool r u l e s estab­

l i s h e d by the O i l Conservation Commission. The o b j e c t i v e of 

the pool amendment i s t o create v / i t h i n one pool an o i l i n ­

t e r v a l t h a t g e n e r a l l y i s defined as i n c l u d i n g the Lower Pen­

rose s e c t i o n and the Grayburg s e c t i o n i n t h i s area. The 

purpose w i l l be i s o l a t e the o i l producing i n t e r v a l f o r the 

secondary w a t e r f l o o d p r o j e c t and t o remove from the pool 

r u l e s the gas zone i n the Upper Penrose. 

The e f f o r t of Gulf and the 

other operators now r e s u l t s i n some 93 percent of the work­

ing i n t e r e s t owners having consented t o the formation of the 

u n i t . I t also includes some 99.5 percent of the r o y a l t y 

owners. 

The f i r s t witness we w i l l c a l l 

i s Mr. Ray Vaden, who i s a petroleum landman f o r Gulf. His 

testimony w i l l be and the proof i s t h a t Gulf has spent a 

considerable amount of — amount of e f f o r t and time t o form 
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the u n i t , and he w i l l discuss the exact percentages of those 

p a r t i e s t h a t now have agreed and consented t o p a r t i c i p a t i o n . 

The evidence w i l l also demon­

s t r a t e to you t h a t the Bureau of Land Management and the 

Commissioner of Public Lands f o r the State of New Mexico 

have consented to t h i s u n i t agreement. 

The second witness w i l l be Mr. 

Ray Hoffman, who i s a petroleum g e o l o g i s t f o r Gulf. His 

testimony w i l l be t h a t the geology u n d e r l y i n g t h i s area f o r 

t h i s p a r t i c u l a r formation i s one t h a t i s g e o l o g i c a l l y s u i t ­

able f o r u n i t operations. 

His testimony w i l l be t h a t the 

u n i t boundary l i n e i s one t h a t ' s g e o l o g i c a l l y reasonable t o 

the u n d e rlying formations. 

Mr. Hoffman's cross sections 

w i l l demonstrate t o you reasonable geologic c o n t i n u i t y and 

f o r geologic reasons he sees no reason t h a t the w a t e r f l o o d 

p r o j e c t would not be successful. 

The t h i r d witness w i l l be Mr. 

Tom Wheeler, who i s a petroleum engineer and was Gulf's r e ­

p r e s e n t a t i v e on the Technical Committee. That Technical 

Committee operated f o r a number of years and compiled the 

t e c h n i c a l data and developed the parameter t a b l e upon which 

there was unanimous agreement among a l l working i n t e r e s t 

owners as t o the basis from which then t o c a l c u l a t e the per­

centage of working i n t e r e s t p a r t i c i p a t i o n i n t h a t u n i t . 

MR. Wheeler w i l l discuss t o you 
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che j u s t i f i c a t i o n s and reasons f o r changing the v e r t i c a l 

1 i m i t s . 

The f o u r t h witness w i l l be Mr. 

Dave B e r l i n , who i s also a petroleum engineer, and was 

Gulf's r e p r e s e n t a t i v e t o the working I n t e r e s t Committee. 

Mr. B e r l i n ' s testimony w i l l f o ­

cus i n on the e f f o r t s t h a t the working i n t e r e s t owners made 

to form a p a r t i c i p a t i o n formula t h a t i s f a i r , reasonable, 

and j u s t . 

We w i l l discuss the concerns 

and issues t h a t Exxon has r a i s e d i n t h e i r o p p o s i t i o n t o the 

p a r t i c i p a t i o n and the issues t h a t they r a i s e d t o t h a t com­

mittee and why Mr. B e r l i n believes t h a t t h e i r o b j e c t i o n s are 
I 

w i t h o u t m e r i t . 

We w i l l focus i n on those con­

cerns . 

F i n a l l y , the l a s t witness w i l l 

be Mr. Al Bohling. His testimony w i l l be developed concern­

ing the compliance of the u n i t operations t o the Commis­

sion's requirements under C-108, t o the operation of an e f ­

f e c t i v e and e f f i c i e n t w a t e r f l o o d p r o j e c t i n v o l v i n g i n excess 

of 350 w e l l s , I b e l i e v e . 

That, Mr. Chairman, i s our 

proof, as we believe i t w i l l be and a t the conclusion of the 

proof and a f t e r a l l the evidence i s i n , we believe t h a t 

there w i l l be s u b s t a n t i a l evidence t o j u s t i f y not only the 

entrance of an order approving the w a t e r f l o o d p r o j e c t , ap-
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proving the amendment of the v e r t i c a l l i m i t s of the pool, 

but also t o show t h a t the exercise of the s t a t u t o r y u n i t i z a ­

t i o n procedures i n t h i s case are f a i r and reasonable. 

MR. STAMETS: Any other opening 

statements ? 

I'd l i k e t o have a l l those who 

w T i l l be witnesses i n t h i s case e i t h e r f o r the a p p l i c a n t or 

f o r any other p a r t y stand and be sworn at t h i s time, please. 

(Witnesses sworn.) 

MR. KELLAHIN: Mr. Chairman, at 

t h i s time we'd c a l l our f i r s t witness, Mr. Ray Vaden. 

RAY M. VADEN, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. Vaden, f o r the record would you 

please s t a t e your name and occupation? 

A My name i s Ray Vaden. I'm a Senior Land 

Agent w i t n Gulf O i l Corporation. 

Q And where do you r e s i d e , Mr. Vaden? 

A In Midland, Texas. 

Q Have you p r e v i o u s l y t e s t i f i e d before the 
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O i l Conservation Commission and had your q u a l i f i c a t i o n s as a 

petroleum landman made a matter of record? 

A No, s i r , I have not. 

Q Would you give us a background summary of 

your education and work experience as a petroleum landman? 

A Yes, s i r . I was graduated from Texas 

Tech i n 1965 w i t h a Bachelor of Science degree; from Salway 

(si c ) State U n i v e r s i t y i n 1968 w i t h a Master's of science 

degree. 

I began a career as a p u b l i c servant, 

working i n municipal, county, and s t a t e governments i n en­

vironmental planning and management. 

I j o i n e d the M a r r i o t t Corporation i n 

Washington, D. C. and spent f i v e years as D i r e c t o r of Admin­

i s t r a t i o n before r e t u r n i n g t o the southwest i n 1979 and ac­

cepting employment w i t h an independent o i l company. 

I j o i n e d Gulf i n 1981 as a landman and 

the m a j o r i t y of my work w i t h Gulf has been contracts i n v o l ­

v ing farmouts, sub-leases, communitization and u n i t i z a t i o n s . 

I have worked several large Federal ex­

p l o r a t o r y u n i t s both i n the State of New Mexico and. Colorado 

and Utah. 

I was assigned t o the Eunice Monument 

p r o j e c t March 12th of t h i s year and have devoted my f u l l 

time t o i t since then. 

Q What r e s p o n s i b i l i t i e s were you assigned 

by Gulf O i l Corporation w i t h regards t o the Eunice Monument 
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South Unit? 

A My f i r s t r e s p o n s i b i l i t y was to determine 

the accurate working i n t e r e s t owners and r o y a l t y owners and 

o v e r r i d i n g r o y a l t y owners i n the u n i t , and also to prepare 

u n i t agreements and u n i t o p e rating agreements and e x h i b i t s 

of ownership which would be accurate and acceptable to the 

working i n t e r e s t owners and the r o y a l t y owners. 

Q Mr. Vaden, are you f a m i l i a r w i t h Gulf O i l 

Corporation's a p p l i c a t i o n i n the s t a t u t o r y u n i t case and the 

v e r t i c a l l i m i t s case? 

A Yes. 

MR. KELLAHIN: Mr. Chairman, we 

tender Mr. Vaden as an expert petroleum landman. 

MR. STAMETS: The witness i s 

considered q u a l i f i e d . 

Q Mr. Vaden, i f you w i l l i d e n t i f y f o r us 

E x h i b i t Number One, s i r , and show the Commission what i s i n ­

dicated by the red o u t l i n e on E x h i b i t Number One, i f y o u ' l l 

simply go t o the e x h i b i t and show us? 

A Yes. E x h i b i t Number One i s an o u t l i n e of 

the Eunice Monument F i e l d , which includes t h i s area. The 

red p o r t i o n i s the area t h a t we're proposing as the Eunice 

Monument South U n i t . 

The f i e l d was discovered March 21st, 

1929, w i t h the completion of the w e l l down i n t h i s area. 

With i n f i v e years development had spread and i t was proved 

to be an a n t i c l i n a l s t r u c t u r e . W i t h i n ten years i t had made 
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i t s f i r s t one b i l l i o n b a r r e l s of o i l , one m i l l i o n b a r r e l s of 

o i l , pardon me, and i n 1979 Gulf and many others began 

studying the area f o r a possible w a t e r f l o o d . The r e s u l t of 

t h a t study was t h a t a task force was formed and i n A p r i l of 

1983 t h i s task force completed a r e p o r t on the u n i t , which 

estimated t h a t 6 4 - m i l l i o n b a r r e l s of a d d i t i o n a l o i l could be 

recovered from w i t h i n t h i s area. 

Gulf, since v/e had the l a r g e r percentage, 

agreed t o donate our s t a f f time and our resources t o the 

other working i n t e r e s t owners and i n cooperation w i t h the 

other working i n t e r e s t owners attempt t o form the u n i t . 

Q You've i d e n t i f i e d the proposed Gulf 

Eunice Monument South Unit on E x h i b i t Number One. Would you 

i d e n t i f y f o r us the other u n i t s n o r t h of th a t ? 

A Yes. The e x i s t i n g Texaco Eunice Monument 

Unit and then a proposed study area now by Amerada Hess, 

which would encompass the remainder of the f i e l d . 

I b e l i e v e , I may not have s a i d , the f i e l d 

i s approximately 14 miles long and at the widest p o i n t i s 6-

1/2 miles. 

Q Mr. Vaden, I have passed out what has 

been marked as Gulf E x h i b i t Number Two. Would you t u r n to 

t h a t e x h i b i t , s i r , and i d e n t i f y i t f o r us? 

A Yes. E x h i b i t Number Two i s a map of the 

proposed u n i t area which encompasses 14,189.84 acres. The 

map has the agreed upon u n i t boundaries and has been ap­

proved by the Bureau of Land Management and the State Lands.. 
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I t i s organized so t h a t i t delineates 

State and Federal and fee lands. Any t r a c t s t h a t have l o t s 

are marked and the acreage of the l o t s are marked. Any non­

standard s e c t i o n s , such as some of these t h a t contain over 

900 acres, also have the acreage marked on them. 

You may note t h a t the State lands com­

p r i s e the l a r g e s t percent w i t h 58.32 percent of the land, 

which i s 8,274.8 acres. 

The fee lands comprise 22.41 percent of 

the u n i t , and 3,180.28 acres, w h i l e the Federal lands com­

p r i s e 19.27 percent of the u n i t and 2,734.76 acres. 

Q Within the u n i t o u t l i n e on E x h i b i t Number 

Two, are numbers contained w i t h i n c i r c l e s . What are those? 

A The c i r c l e s denote the t r a c t -- t r a c t 

number. There are 101 t r a c t s i n the u n i t . Four of these 

t r a c t s are fee t r a c t s , are d i v i d e d i n t o A and B t r a c t s , be­

cause as we got i n t o i d e n t i f y i n g the r o y a l t y owners, the 

mineral owners, some of them had -- most of them had i n t e r ­

est i n the e n t i r e t r a c t or base lease; some of them traded 

i n t e r e s t and had only a p a r t i a l . So i n order t o make i t 

more c l e a r t o them as we were communicating w i t h the r o y a l t y 

owners, we d i v i d e d i t i n t o A and B f o r t h a t one or two 

r o y a l t y owners t h a t not own under the e n t i r e base lease or 

t r a c t . 

These t r a c t s also l i s t the operator of 

the t r a c t a t the present time, the status of the lease, 

which i s held, by production. For Federal and State leases 
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we have the lease numbers on i t and I bel i e v e t h a t ' s the 

basis of i t . 

Q A l l r i g h t , s i r , Mr. P a d i l l a has entered 

an appearance f o r the owners i n Tract 55, Mr. Vaden. Would 

you i d e n t i f y f o r us where Tract 55 i s on E x h i b i t Number Two? 

A Yes. Tract Number 55 i s a State lease, 

I"m having t r o u b l e f i n d i n g i t now. 

I t ' s l i s t e d on your map under Michael 

Kline because the o r i g i n a l lease was taken as a sub-lease 

from Shell O i l Company t o Michael K l i n e f o r the Eunice Monu­

ment o i l zone. 

Q A l l r i g h t , s i r . Mr. Sper l i n g has entered 

an appearance f o r Exxon, Mr. Vaden. Would you i d e n t i f y f o r 

us those t r a c t s i n which Exxon Corporation has an i n t e r e s t ? 

A Yes, s i r , i t ' s Tract Number 12. 

Q And t h a t ' s i n the f a r northwest corner? 

A Yes. 

Q A l l r i g h t , s i r . 

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

so r r y , and Tracts Number 88, a one-half i n t e r e s t i n Tract 

Number 89, and Tract Number 90, a l l i n Section 10, those 

l a s t t h ree. 

Q You said Exxon's i n t e r e s t i n Tract Number 

89 i s a f i f t y percent i n t e r e s t ? 

A Yes, s i r . 

Q Who has the other f i f t y percent? 

A Gulf O i l w i l l have the other f i f t y per-
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cent which we w i l l share w i t h the working i n t e r e s t owners 

based upon the spacing. 

Q Mr. Vaden, would you describe f o r us what 

your understanding i s of the proposed u n i t i z e d formation i n 

the u n i t area? 

A Yes, s i r . The u n i t i z e d formation i s de­

f i n e d i n the u n i t agreement as t h a t i n t e r v a l underlying the 

u n i t area, the v e r t i c a l l i m i t s of which extend from an upper 

l i m i t described as 100 f e e t below mean sea l e v e l , or the top 

of the Grayburg forma t i o n , whichever i s higher, t o a lower 

l i m i t at the base of the San Andres form a t i o n . 

This u n i t i z e d i n t e r v a l was determined by 

the Technical Committee of the various companies and i t w i l l 

be explained l a t e r . 

Q Is t h a t the d e f i n i t i o n of the u n i t i z e d 

formation t h a t has been used i n the c o n t r a c t documents f o r 

the u n i t ? 

A Yes, i t i s . 

Q A l l r i g h t , s i r , l e t ' s t u r n t o E x h i b i t 

Number Three and I bel i e v e t h a t ' s the u n i t agreement? 

A Yes, s i r . 

We can look at E x h i b i t Number Four, too, 

at the same time, i f you want. 

Q Mr. Vaden, I have d i s t r i b u t e d what has 

been marked f o r i d e n t i f i c a t i o n as Gulf E x h i b i t Number Three. 

Would you i d e n t i f y t h a t f o r us? 

A Yes, s i r . E x h i b i t Number Three i s the 
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u n i t agreement f o r the u n i t area. 

Q A l l r i g h t , s i r , and we also d i s t r i b u t e d 

Gulf E x h i b i t Number Four. Would you i d e n t i f y t h a t f o r us? 

A E x h i b i t Number Four i s the u n i t operating 

agreement f o r the u n i t area. 

Q D i r e c t i n g your a t t e n t i o n t o the unit: 

agreement, Mr. Vaden, have you c i r c u l a t e d the u n i t agreement 

to a l l known owners of r o y a l t y i n t e r e s t s , o v e r r i d i n g r o y a l t y 

i n t e r e s t s , and working i n t e r e s t owners? 

A Yes, we have. 

Q would you describe f o r us, Mr. Vaden, the 

attachments on E x h i b i t Number Three? 

A Yes. The f i r s t attachment i s a small 

u n i t map, the same as e x h i b i t — t h i s i s labeled E x h i b i t A 

to the u n i t agreement. 

The second i s labeled E x h i b i t B, which i s 

a complete l i s t i n g of a l l working i n t e r e s t owners, lessees 

of record, percentage of p a r t i c i p a t i o n of the t r a c t s , and 

a l l r o y a l t y i n t e r e s t owners. 

Q Is the proposed u n i t agreement, Mr,. 

Vaden, a form t h a t has been approved by the Commissioner of 

Public Lands and the Bureau of Land Management f o r use i n 

s t a t u t o r y u n i t i z a t i o n s ? 

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

0 And t h i s u n i t agreement has been submit­

ted both t o the Bureau of Land Management and the Commis­

sioner of Public Lands? 
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A I t has been. 

0 Mr. Vaden, how were you able t o determine 

who were the working i n t e r e s t owners and the r o y a l t y owners 

t h a t are included i n the t a b u l a t i o n of ownership f o r Exhibit-

Number Three? 

A We began by spending time here i n Santa 

Fe checking the records of the Bureau of Land Management, 

the records of the OCD, and the records of the State Lands. 

From t h i s i n f o r m a t i o n I was able to 

determine the working i n t e r e s t owners. 

We then contacted each working i n t e r e s t 

owner to supplement what w e l l general i n f o r m a t i o n we had 

gained, and asked t h a t each working i n t e r e s t owner send us 

cu r r e n t D i v i s i o n or t i t l e opinions or c u r r e n t r o y a l t y owners 

names, addresses, and pay data. 

We also checked records of Lea County f o r 

the key -- f o r c e r t a i n key t r a c t s where we were not sure we 

had a l l the i n f o r m a t i o n on i t . 

Q Would you describe f o r us E x h i b i t Number 

Four, now, and t e l l us what the source i s of t h i s document 

and whether or not the u n i t o p erating agreement complies 

w i t h the s t a t u t o r y requirements of the Commissioner of Pub­

l i c Lands and those requirements of the Bureau of Land Man­

agement? 

A Yes, s i r . E x h i b i t Number Four, the u n i t 

o perating agreement, i s modeled a f t e r the American Petroleum 

I n s t i t u t e ' s model form agreement. 
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In January of '84 the f i r s t copy of a 

u n i t and u n i t operating agreement was sent t o the working 

i n t e r e s t owners. We received back over t h i r t y pages of com­

ments . 

So i n A p r i l we began r e v i s i n g these i n ­

struments, t r y i n g to get what the working i n t e r e s t owners 

wanted i n them, and at t h a t time we checked w i t h Mr. Ray 

Graham and w i t h the State Lands O f f i c e and also w i t h the 

Bureau of Land Management. They a s s i s t e d us and assured us 

tha t these instruments are proper. 

Q Mr. Vaden, I'd l i k e t o d i r e c t your a t t e n ­

t i o n now t o E x h i b i t Number Five. 

Mr. Vaden, the S t a t u t o r y U n i t i z a t i o n Act, 

under 70-7-6, sub-paragraph B, re q u i r e s t h a t the operator 

have made a good f a i t h e f f o r t t o secure v o l u n t a r y u n i t i z a ­

t i o n w i t h i n the pool or the p o r t i o n thereof d i r e c t l y a f ­

fected . 

I want t o ask you, s i r , your understand­

ing and knowledge of Gulf's e f f o r t t o make a good f a i t h e f ­

f o r t t o get the maximum number of v o l u n t a r y p a r t i c i p a t i o n 

i n t e r e s t s committed to the u n i t . 

In t h a t regard would you i d e n t i f y E x h i b i t 

Number Five and t e l l us, f i r s t of a l l , what e f f o r t s you have 

made t o secure the consent of the r o y a l t y owners. 

A Yes, s i r . E x h i b i t Number Five i s a bro­

chure e n t i t l e d Eunice Monument South Secondary Recovery 

Un i t . I t i s based upon the i n f o r m a t i o n contained w i t h i n the 
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t e c h n i c a l r e p o r t from the working i n t e r e s t owners and I. 

t r i e d t o prepare i t i n such a manner t h a t i t ' s i n laymen's 

terms but yet i t s t i l l gives a concise b r i e f of what the 

Technical Committee has come up w i t h , and i t was an attempt 

to e x p l a i n t h i s p r o j e c t t o the r o y a l t y owners and o v e r r i d i n g 

r o y a l t y owners. 

Q When was the brochure prepared, Mr. Va­

den, approximately? 

A I n A p r i l of t h i s year. 

Q And what have you done w i t h the brochure? 

A The brochure, the u n i t agreement, and 

r a t i f i c a t i o n and j o i n d e r s were mailed t o approximately 350 

r o y a l t y and o v e r r i d i n g r o y a l t y owners. They were mailed t o 

people i n Norway, Switzerland, England, Canada, and 26 of 

the Continental United States. 

Q Were copies of t h i s brochure also pro­

vided t o the working i n t e r e s t owners? 

A Yes, they were. 

Q And how many d i f f e r e n t working i n t e r e s t 

owners do we have i n the proposed u n i t ? 

A Forty-two. 

Q A l l r i g h t , s i r , would you now describe 

f o r us E x h i b i t Number Six? What i s E x h i b i t Number Six? 

A Okay. 

Q Just t e l l me what i t i s . 

A E x h i b i t Number Six i s a computer p r i n t o u t 

on a t r a c t by t r a c t basis l i s t i n g a l l the r o y a l t y and over-
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r i d i n g r o y a l t y owners. 

Q Was t h i s a document t h a t was prepared un­

der your d i r e c t i o n and supervision? 

A Yes, s i r , i t was. 

Q And have you reviewed i t t o determine 

whether i t ' s accurate and c o r r e c t ? 

A Yes, s i r , I have. 

Q Let's t u r n t o the caption of E x h i b i t Num­

ber Six, Mr. Vaden, and have you walk us through the i n f o r ­

mation t h a t ' s t a b u l a t e d on the e x h i b i t and then I ' l l ask you 

what you've done w i t h the i n f o r m a t i o n . 

A A l l r i g h t . The e x h i b i t i s e n t i t l e d 

Royalty and Ov e r r i d i n g Royalty Owners. I t i s complete as of 

11-5-84, the date of t h i s p r i n t i n g . 

On the upper l e f t h a n d corner, the f i r s t 

column i s Owner R a t i f i c a t i o n and Joinder Number and Type of 

I n t e r e s t . Each r a t i f i c a t i o n and j o i n d e r to the r o y a l t y and 

o v e r r i d i n g r o y a l t y owners was numbered before i t was mailed 

out. This number, the f i r s t one i s EM001, Adobe Royalty 

Company, i t ' s a r o y a l t y i n t e r e s t , as you see i n column num­

ber one. 

The second column denotes an "X" i f the 

r a t i f i c a t i o n and j o i n d e r has been signed and returned. I f 

y o u ' l l n o t i c e at the bottom of t h i s f i r s t page there's a 

series of four pluses. As we began w i t h the d i v i s i o n a l i n ­

formation, we found c e r t a i n i n t e r e s t s had been sold or i n -

h e r i t e d by others as we t r i e d — attempted t o sign up the 
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So t h a t was noted w i t h the four pluses 

t h a t t h a t i n t e r e s t no longer a p p l i e d or i f i t went somewhere 

else. 

The t h i r d column i s e n t i t l e d I n t e r e s t 

Owners and Current Addresses. We c o n t i n u a l l y updated t h i s . 

As we would get j o i n d e r s back, sometimes the addresses had 

been changed on the j o i n d e r , so we included those addresses 

on here. 

The middle column i s Tracts i n which the 

i n t e r e s t i s owned and as you w i l l see, some of these owners 

owned under t r a c t s operated by various working i n t e r e s t 

owners. 

The next column i s the date of i n i t i a l 

l e t t e r , brochure, u n i t agreement, and j o i n d e r was sent. 

The column e n t i t l e d Card "X", there's an 

"X" i n t h i s column i f we got the c e r t i f i e d card returned. 

The next column i s the date the r a t i f i c a ­

t i o n and j o i n d e r was executed and acknowledged. 

And then the f o l l o w i n g columns are s e l f -

explanatory but they b a s i c a l l y are notes which w i l l be pas­

sed on t o the other working i n t e r e s t owners t e l l i n g them 

t h a t c e r t a i n of t h e i r r o y a l t y owners may have changes i n ad­

dress or other things t h a t we've come up w i t h . 

Q Mr. Vaden, there are c u r r e n t l y how many 

r o y a l t y and o v e r r i d i n g r o y a l t y owners w i t h i n the u n i t area? 

A 350, approximately. 
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Q Would you describe f o r us the magnitude 

of e f f o r t you and your s t a f f have made towards g e t t i n g 

v o l u n t a r y p a r t i c i p a t i o n by the r o y a l t y owners? 

A Yes, s i r . I have made over 1000 t e l e ­

phone c a l l s w i t h over 600 of them documented. 

We have made many ma i l i n g s . 

Q Over what period of time have you devoted 

your e f f o r t s t o get the v o l u n t a r y p a r t i c i p a t i o n percentage 

of the r o y a l t y i n t e r e s t owners committed? 

A S t a r t i n g when we got the f i r s t l e t t e r s , 

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

Q Of what year? 

A Of t h i s year. 

Q As of today, Mr. Vaden, what percentage 

of the r o y a l t y and o v e r r i d i n g r o y a l t y owners are committed 

to the u n i t ? 

A 99.53 percent of the r o y a l t y owners are 

committed. 

Q When we look a t the Exxon t r a c t s t h a t are 

proposed t o be included i n the u n i t , what i s the status of 

commitment of the r o y a l t y i n t e r e s t under those t r a c t s ? 

A A l l the r o y a l t y i s committed w i t h the ex­

ception of one t r a c t where Exxon has a 5.something r o y a l t y , 

so I bel i e v e i t has 56 percent committed. 

Q A l l r i g h t , s i r . Now l e t me d i r e c t your 

a t t e n t i o n t o the e f f o r t s to get the working i n t e r e s t owners 

committed t o the u n i t . 
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You've i n d i c a t e d t o us t h a t there were 42 

working i n t e r e s t owners i n the u n i t . Are those l i s t e d on 

E x h i b i t Number Six or are they on a d i f f e r e n t e x h i b i t ? 

A They are l i s t e d on E x h i b i t Number Six. 

Q Do you also have an E x h i b i t Number Seven 

t h a t separately documents the working i n t e r e s t owners sum­

mary? 

A Yes, s i r , I do. 

Q A l l r i g h t , s i r , would you i d e n t i f y f o r us 

then E x h i b i t Number Seven? 

A Yes, s i r . E x h i b i t Number Seven i s e n t i t ­

led Working I n t e r e s t Owners Summary. I t a l p h a b e t i c a l l y 

l i s t s the working i n t e r e s t owners and t h e i r addresses f o r 

those w i t h i n the u n i t . 

The second column of t h i s e x h i b i t i n d i ­

cates whether or not we have received the j o i n d e r of the 

working i n t e r e s t owner. 

The t h i r d colun i n d i c a t e s , the t h i r d 

the f o u r t h column i n d i c a t e s the t r a c t number under which 

t h i s owner owns. The column j u s t before t h a t i s whether or 

not he i s operator of t h a t t r a c t . 

And then we have given i n d i v i d u a l t r a c t 

and cumulative i n t e r e s t on here. 

I f y o u ' l l t u r n t o the second page of t h i s 

e x h i b i t y o u ' l l n o t i c e t h a t some of these t r a c t s have a s t e r ­

is k s i n the column of whether j o i n d e r was received or not 

received. 
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There are t h i r t e e n working i n t e r e s t 

owners who had minor or small i n t e r e s t s i n the u n i t . Two 

said t h a t they would l i k e to s e l l t h e i r i n t e r e s t to Gulf and 

Gulf would then share t h i s i n t e r e s t w i t h the other owners. 

So these t h i r t e e n owners are i d e n t i f i e d 

i n the e x h i b i t . There was a change as of Friday of l a s t 

week w i t h the Bruce Wilbanks t r a c t . we are showing t h a t as 

agreeable to s e l l and there's a l e t t e r i n here s t a t i n g t h a t , 

but there may be some changes i n t h a t at t h i s p o i n t ; we're 

not sure. 

But t a k i n g what we have a c t u a l l y commit­

ted, and what i s i d e n t i f i e d as being purchases, as w e l l as 

what i s -- the two small i n t e r e s t s t h a t are i n the m a i l , one 

from a bank, we have 9 3.67 percent of the working i n t e r e s t 

committed, e f f e c t i v e l y committed. 

Q 9 3.67? 

A E f f e c t i v e l y committed. 

Q A l l r i g h t , s i r . 

A That does include the wilbanks t r a c t , 

which i s 22/100ths of one percent. 

Q Would you i d e n t i f y f o r us the la r g e r i n ­

t e r e s t s of the working i n t e r e s t owners t h a t have not commit­

ted t h e i r t r a c t s t o p a r t i c i p a t i o n , f o r example, Exxon, where 

we f i n d t h e i r t a b u l a t i o n of i n t e r e s t on E x h i b i t Number 

Seven? 

A Yes. Page th r e e , Exxon has £.86 percent 

of the u n i t p a r t i c i p a t i o n , and they're number seventeen on 
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t h i s l i s t . 

Q A l l r i g h t , s i r , would you i d e n t i f y f o r us 

any others t h a t have less than a minimal i n t e r e s t i n the 

working i n t e r e s t t h a t are not committed? 

A Yes. We have C i t i e s Service w i t h less 

than one percent. Some of these we — we could not get com­

mitments. I f we d i d n ' t know, we s a i d , no, they're not 

j o i n i n g . 

The Fred Turner Estate we believe i s not 

going to j o i n . That's on page f i v e . 

In essence we have commitments from 3 6 of 

the 42 working i n t e r e s t owners. Again t h a t i s counting the 

f i v e owners under the Robex ( s i c ) t r a c t . 

Q A l l r i g h t , s i r . Mr. Vaden, what does 

Gulf propose t o use as the e f f e c t i v e date f o r the u n i t ? 

A We are hoping f o r December 1 of t h i s 

year. 

Q What i s the importance t o Gulf of having 

an e f f e c t i v e date of December 1st, 1984? 

A Many of these agreements t o purchase, 

which are attached t o t h i s e x h i b i t , had a clause i n them 

t h a t the other working i n t e r e s t owners wanted. These pur­

chase agreements are n u l l and v o i d i f i t i s not completed by 

December 31st of t h i s year. 

Q Other than o b t a i n i n g the approval of the 

New Mexico O i l Conservation Commission pursuant to the s t a ­

t u t o r y u n i t i z a t i o n s t a t u t e , are you aware of any other r e -
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quirement t h a t i s needed before you can use the December 

1st, 1984 date as an e f f e c t i v e date? 

A No, s i r , I am not. 

g Would you describe f o r us, Mr. Vaden, 

what has been Gulf's e f f o r t s through you and your s t a f f to 

get the v o l u n t a r y j o i n d e r of the working i n t e r e s t owners? 

A Yes, s i r , we have made numerous phone 

c a l l s . We have had various meetings w i t h the other working 

i n t e r e s t owners, and we have, s t a r t i n g e a r l y i n the p r o j e c t , 

had across the t a b l e n e g o t i a t i o n s on disagreements and the 

instruments. 

Q When were the d r a f t s of the u n i t and u n i t 

operating agreements f i r s t c i r c u l a t e d t o the working i n t e r ­

est owners? 

A February 6th of t h i s year. 

Q And d i d you subsequently receive comments 

and suggestions f o r m o d i f i c a t i o n s t o those agreements from 

the various working i n t e r e s t owners? 

A Yes, s i r , we have. 

Q And has Gulf, through you, addressed 

those concerns and comments and included the appropriate 

comments i n the documents? 

A Yes, s i r , where approved by our manage­

ment . 

Q When was the r e v i s e d u n i t and u n i t oper­

a t i n g agreements, r a t i f i c a t i o n s , and j o i n d e r s sent to the 

working i n t e r e s t owners a f t e r the d r a f t s of February, '84? 
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A On Ju l y 25th of t h i s year the u n i t agree­

ment and u n i t operating agreement and r a t i f i c a t i o n and j o i n ­

ders were sent w i t h a cover l e t t e r asking t h a t they review 

and get any comments back t o us and t r y t o execute them 

promptly. 

Q A l l r i g h t , s i r , would you summarize f o r 

us a f t e r June 25th, then, what follow-up e f f o r t s you've made 

to get the working i n t e r e s t committed? 

A On July 16th I sent a l e t t e r i n forming 

the working i n t e r e s t owners t h a t the Bureau of Land Manage­

ment and the New Mexico State Lands have given p r e l i m i n a r y 

approval t o the u n i t and enclosed a copy of t h a t -- those 

approvals t o the working i n t e r e s t owners. 

Q A l l r i g h t , s i r . 

A And at t h a t time we again asked t h a t they 

attempt t o get t h e i r j o i n d e r s i n promptly. 

Q And as of today, then, Mr. Vaden, what 

percentage of the working i n t e r e s t owners are committed to 

the u n i t ? 

A 92 percent by r a t i f i c a t i o n and j o i n d e r ; 

93.67 percent e f f e c t i v e l y . 

Q Mr. Vaden, I've handed out what i s marked 

as Gulf E x h i b i t Number Eig h t , s i r . Would you i d e n t i f y t h a t 

f o r us? 

A Yes, s i r . E x h i b i t Number Eight i s e n t i t ­

led Summary and Analysis of Committed Working I n t e r e s t . I t 

i s a computer p r i n t o u t v i r t u a l l y i d e n t i c a l to E x h i b i t B of 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

28 

the u n i t agreement, which i s our E x h i b i t Number Three. 

Q I s t h i s a document t h a t was prepared un­

der your d i r e c t i o n and c o n t r o l ? 

A Yes, s i r , i t was. 

Q And have you reviewed t h a t document and 

s a t i s f i e d y o u r s e l f t h a t i t ' s t r u e and c o r r e c t ? 

A Yes, s i r . 

Q A l l r i g h t , s i r , would you give us an 

example of how the document provides i n f o r m a t i o n to you on 

the status of the working i n t e r e s t owner? 

A Yes, s i r . The l e f t h a l f of t h i s e x h i b i t 

p e r t a i n s t o the working i n t e r e s t owners while the r i g h t h a l f 

p e r t a i n s t o the r o y a l t y owners. 

S t a r t i n g w i t h Tract Number 1 on the f i r s t 

page, the second column has the t r a c t p a r t i c i p a t i o n of t h i s 

t r a c t . The t h i r d column i s the working i n t e r e s t owner, or 

owners. The f o u r t h column i s what percentage of working i n ­

t e r e s t they have i n each t r a c t . The f o u r t h column i s what 

percentage we have committed by r a t i f i c a t i o n and j o i n d e r . 

So as you see, Tract Number 1, we have 

100 percent of the working i n t e r e s t owners. Going t o the 

middle of i t , i t defines who the lessees are, the lessors 

are. I n t h i s case i t ' s United States, Bureau of Land Man­

agement lands. The r o y a l t y i s 12-1/2 percent. The next 

column i s whether the r o y a l t y i s committed or not, and our 

r o y a l t y commitments do include State and Federal lands. 

I f you can t u r n t o page f i f t e e n of t h i s 
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e x h i b i t there's a good example of a fee t r a c t . I f y o u ' l l 

look at Tract 91, y o u ' l l see where we have four working i n ­

t e r e s t owners. A l l four of these owners have committed and 

we've broken out the percentage of t h e i r working i n t e r e s t . 

Then t o the righ t h a n d p o r t i o n of t h i s ex­

h i b i t y o u ' l l n o t i c e t h a t there's a number four and then a 

name and percentages. This i s our r o y a l t y owners. This 

number four i s i d e n t i c a l t o the number four presented i n Ex­

h i b i t Number Six of r o y a l t y owners. So i n other words, roy­

a l t y owner number f o u r , the name, the i n t e r e s t or percentage 

of r o y a l t y he has i n the t r a c t , and "X" i n the next column 

means we have the r a t i f i c a t i o n and j o i n d e r . Then the f o l ­

lowing column i s the percentage of r o y a l t y committed f o r 

t h i s p a r t i c u l a r t r a c t and i n the l a s t column i s the percent­

age of r o y a l t y f o r the e n t i r e t r a c t , which of 101 t r a c t s we 

have 100 percent of r o y a l t y committed on a l l but f o u r . 

Q The u n i t agreement and the u n i t operating 

agreement as submitted t o the working i n t e r e s t owners, do 

you b e l i e v e t h a t i f given a d d i t i o n a l time i t might be 

reasonably probable t h a t you would get any p o r t i o n of the 

remaining noncommitted working i n t e r e s t owners committed t o 

the u n i t ? 

A No, s i r , I do not. The main working i n ­

t e r e s t and r o y a l t y we do not have committed i s Exxon. 

Q A l l r i g h t , s i r . 

A Tom, can we go t o the l a s t page of t h i s , 

page 25? 
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I f you would l i k e t o look at page twenty-

f i v e of t h i s e x h i b i t , i t does give a summary, and again i t 

states working i n t e r e s t e f f e c t i v e l y committed 93.67; 36 of 

42 working i n t e r e s t owners; r o y a l t y i n t e r e s t committed 93.53 

percent. 

These are s u b s t a n t i a l l y i n excess of what 

would be r e q u i r e d f o r s t a t u t o r y u n i t i z a t i o n . 

Thank you. 

MR. KELLAHIN: Mr. Chairman, I 

propose t o discuss next w i t h Mr. Vaden E x h i b i t s Nine and 

Ten, which are the documents and correspondence concerning 

the approval of the BLM and Commissioner of Public Lands. 

I only have one copy of the ap­

proval l e t t e r s fron. each of those agencies, which I now show 

opposing counsel f o r t h e i r i n s p e c t i o n and possible objec­

t i o n . 

Q Mr. Vaden, I'd l i k e t o d i r e c t your a t t e n ­

t i o n now t o E x h i b i t s Nine and Ten, which i s the correspon­

dence from the Bureau of Land Management and the Commis­

sioner of Public Lands, and simply have you summarize f o r us 

what has been the r e s u l t s of your e f f o r t s t o get approval of 

the u n i t from both of those agencies. 

A Yes. E x h i b i t Number Nine i s a copy of a 

l e t t e r dated June 22nd, 1984, from Roy S t o v a l i , Acting Dis­

t r i c t Manager, United States Department of I n t e r i o r , Bureau 

of Land Management, Roswell D i s t r i c t , and i t does advise us 

t h a t the u n i t area and geology i s acceptable t o the Bureau 
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of Land Management and i t i s l o g i c a l f o r secondary recovery 

u n i t . I t i s i n essence p r e l i m i n a r y approval. 

The second l e t t e r , E x h i b i t Number Ten, i s 

a l e t t e r from Ray Graham, D i r e c t o r of O i l and Gas D i v i s i o n 

i n the O f f i c e of the Commissioner of Public Lands, also 

g r a n t i n g p r e l i m i n a r y approval and i t i s also dated June 

2 2nd, 19 84. 

Q Have you subsequently obtained f i n a l ap­

proval from the Bureau of Land Management and the Commis­

sioner of Public Lands f o r your u n i t ? 

A E f f e c t i v e as of yesterday both agencies 

have granted f i n a l approval t o t h i s u n i t pending s t a t u t o r y 

u n i t i z a t i o n by t h i s Commission. 

MR. KELLAHIN: Mr. Chairman, 

t h a t concludes my examination of Mr. Vaden. 

We would move the i n t r o d u c t i o n 

of Gulf E x h i b i t s One through Ten. 

A Tom, we've got r a t i f i c a t i o n and j o i n d e r s . 

Q What's that ? 

A We've got the r a t i f i c a t i o n and j o i n d e r s 

e x h i b i t s . 

MR. KELLAHIN: I'm so r r y , I 

f o r g o t some e x h i b i t s , Mr. Chairman. 

Mr. Chairman, I neglected to 

introduce the r a t i f i c a t i o n s and j o i n d e r s , and w i t h the con­

sent of the Commission we'd l i k e t o reopen Mr. Vaden's t e s ­

timony and have him discuss f o r us E x h i b i t s Number Eleven 
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and Twelve. 

MR. STAMETS: You may proceed. 

Q Mr. Vaden, would you i d e n t i f y f o r us what 

i s contained i n E x h i b i t Number Eleven? 

A Yes, s i r . E x h i b i t Number Eleven i s the 

r a t i f i c a t i o n and j o i n d e r s from the working i n t e r e s t owners 

and the lessees of record f o r the t r a c t s w i t h i n the u n i t , 

w hile E x h i b i t Number Twelve i s a packet of the r a t i f i c a t i o n 

and j o i n d e r s of the r o y a l t y i n t e r e s t owners, which of ap­

proximately 270 r o y a l t y i n t e r e s t owners, a l l but 12 have 

been signed up. 

Q Excuse me, E x h i b i t Twelve i s the r a t i f i ­

c a t i o n by the working i n t e r e s t owners and E x h i b i t Eleven i s 

the r o y a l t y owner r a t i f i c a t i o n s ? 

A Yes. Yes, s i r , I'm sorr y . 

0 And do those two e x h i b i t s conform t o the 

in f o r m a t i o n you've t e s t i f i e d t o t h a t i s contained i n the 

computer p r i n t o u t s of those i n t e r e s t s ? 

A Yes, s i r , they do, to the best of my 

knowledge. 

MR. KELLAHIN: Mr. Chairman, 

t h a t concludes my examination of Mr. Vaden. 

We move the i n t r o d u c t i o n of 

Gulf E x h i b i t s One through Twelve. 

MR. STAMETS: I would p o i n t out 

t h a t both E x h i b i t Nine and E x h i b i t Ten are two p a r t e x h i ­

b i t s . 
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I f there i s no o b j e c t i o n , these 

e x h i b i t s w i l l be admitted. 

Are there questions of the w i t ­

ness? 

CROSS EXAMINATION 

BY MR. PADILLA: 

Q Mr. Vaden, I have a few questions. Do 

you s p e l l your name B-A-D-E-N? 

A Yes, s i r . 

Q I j u s t wanted t o make sure so I wouldn't 

mispronounce i t . 

MR. STAMETS: Mr. P a d i l l a , I 

don't b e l i e v e e i t h e r one of you heard the other one or an­

swered the other one, because I've had the same t r o u b l e s . 

With a "V" as i n Veronica? 

A Yes. 

MR. PADILLA: I had i t w i t h a 

"B" i n correspondence. 

MR. STAMETS: No matter how you 

say i t I hear him saying "B" as i n boy. 

Q With respect t o E x h i b i t Number Two, you 

nave labeled t r a c t s HBP and I t h i n k t h a t t h a t i s "held by 

production." 

A Yes, s i r . 

Q Does t h a t mean t h a t i t ' s held by produc­

t i o n through d r i l l i n g of t h a t p a r t i c u l a r t r a c t or other por-
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t i o n s of an o i l and gas lease? 

A That means i t ' s held by production on the 

BLM and State records. 

0 In other words, i t doesn't show whether 

or not a w e l l i s d r i l l e d on t h a t p a r t i c u l a r t r a c t . 

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

Q Do you know whether a w e l l i s d r i l l e d on 

the Gulf O i l Tract No. 15? 

A I would p r e f e r t h a t you b r i n g those ques­

t i o n s up t o the engineers. They're more f a m i l i a r w i t h the 

w e l l l o c a t i o n s and the w e l l data. 

Q I n other words, you don't know whether or 

not each i n d i v i d u a l t r a c t l i s t e d on E x h i b i t Number Two con­

t a i n s a w e l l or not or whether i t ' s been d r i l l e d ? 

A I f I know, I s t i l l b e l i e v e i t would be 

b e t t e r answered by the engineers. 

Q Now t u r n i n g t o E x h i b i t Number Three, 

which i s the u n i t agreement, I would l i k e f o r you to t u r n t o 

page number seven and have you e x p l a i n t o me the Section 13 

on t r a c t p a r t i c i p a t i o n . 

A I s t h a t on the formula, s i r ? 

Q Yes, s i r . 

A I f we could w a i t , t h a t gets -- we're get­

t i n g i n t o more d e t a i l s discussed under Mr. B e r l i n ' s t e s t i ­

mony on t h a t , and the reason I'm saying t h a t , the Technical 

Committee came up w i t h the formula. I b e l i e v e they could 

e x p l a i n i t b e t t e r . 
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Q Now t u r n i n g t o page number e i g h t on t h a t 

•unit agreement, can you t e l l us what would be the d e f i n i t i o n 

of " q u a l i f i e d t r a c t " ? 

A What a r t i c l e are you r e f e r r i n g to? 

Q Part of Section 14 of the u n i t agreement. 

A And what page number again? 

Q Page e i g h t . 

A Now, your question i s what q u a l i f i e s a 

t r a c t ? 

Q What i s a q u a l i f i e d t r a c t as defined or 

as st a t e d i n Section 14? 

A A q u a l i f i e d t r a c t would be one t h a t meets 

the c r i t e r i a of A r t i c l e XIV, which i s r a t h e r lengthy. 

Q Do you know what those c r i t e r i a are? 

A Again, they were e s t a b l i s h e d by the 

Technical Committee. 

Q Well, do you have a witness who can --

A Yes, s i r , we w i l l . 

Q -- discuss t h a t ? With respect to E x h i b i t 

Number Seven, on an ey e b a l l basis would you say i n general 

t h a t w i t h the exception of the non-joinder of Exxon Corpora­

t i o n most of the other non-people, or p a r t i e s who have not 

j o i n e d i n the u n i t agreement are smaller operators? 

A No, s i r , I would not. 

0 Who would you say would be one of the 

la r g e r operators (not audible)? 

A C i t i e s Service. 
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Q C i t i e s Service, okay, are there any 

others? 

A Without reviewing i t I wouldn't know. 

Q You prepared t h i s , d i d n ' t you? 

A Yes, s i r . 

Q The A r t i c l e V I I or E x h i b i t Seven? 

A Yes, s i r , but w i t h o u t double checking I'd 

p r e f e r not t o answer your question d e f i n i t e l y yes or no. 

To my knowledge t h a t ' s the only other 

large company. 

Q Now, w i t h respect t o Tract Number 55, you 

stated t h a t , and i t shows t h a t the working i n t e r e s t owners 

there have agreed t o s e l l . I s t h a t your testimony f o r Gulf? 

A That was my testimony as q u a l i f i e d w i t h a 

l a t e r statement. 

Q And what was t h a t q u a l i f i c a t i o n ? 

A That as of l a t e l a s t week, the notes from 

t h i s telephone conversation w i t h Mr. Wilbank and Mr. Hen­

d r i x , t h a t may change, and we don't know at t h i s p o i n t . 

I asked pointblank i f t h a t meant they were not going t o 

s e l l . They sa i d , no, we don't know at t h i s p o i n t . 

Q You also — have they -- who made the o f ­

f e r to purchase? Did you make the o f f e r t o purchase or d i d 

A I f you w i l l n o t i c e under Number Four, Ex­

h i b i t Six, i s t h a t --

Q Number Seven i s what I have on t h a t . 
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A Okay, i f y o u ' l l look at E x h i b i t Number 

Seven? Turn t o the attachment number three at the back of 

t h i s e x h i b i t . I t ' s e n t i t l e d Michael K l i n e , Susan K l i n e , 

Bruce Wilbanks, John Hendrix, Ethel Dennis, T. W. E l l i s o n . 

The f i r s t page f o l l o w i n g t h a t i s a l e t t e r from Mr. Wilbanks. 

Following t h i s i s e x h i b i t s of our o r i g i n a l o f f e r t o pur­

chase, our l e t t e r agreement, our assignment, and other data 

t h a t was sent t o Mr. Wilbanks f o r execution. 

To answer your question, January 24th, 

1984, there was a l e t t e r from Mr. Turner t o Mr. Wilbanks 

o f f e r i n g to purchase these lands, t h i s i n t e r e s t . 

Q That o f f e r has not been accepted. 

A That o f f e r was accepted by Mr. Wilbanks 

by l e t t e r of July 9th, 1984, i n t h i s packet. 

Q The o f f e r t o purchase? 

A Yes, s i r . 

Q I'm not looking a t t h a t . And your t e l e ­

phone conversation l a s t week apparently changed t h a t . 

A No, s i r , I could read the r e s u l t s of t h a t 

telephone conversation. I t r i e d — Mr. Wilbanks t o l d me 

t h a t Hendrix had t o l d him t h a t Mr. Hendrix may want t o pur­

chase t h a t i n t e r e s t r a t h e r than him s e l l i l n g t o Gulf and 

then to other members of the u n i t . 

He suggested I c a l l Mr. Hendrix. When I 

telephoned Mr. Hendrix he said they were n e i t h e r saying t h a t 

they are f o r or against the u n i t . What they would l i k e to 

consider was t r a d i n g property w i t h Gulf f o r t h i s i n t e r e s t 
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rat h e r than s e l l i n g t o Gulf, but he wasn't sure how i t was 

going t o be and they said they would get back t o me. 

They d i d n ' t get back t o me. 

0 What r e s u l t has — have you considered a 

tradeout? 

A I l e f t the door open. I said we would 

p r e f e r t o purchase but i f you have a proposal we w i l l l i s t e n 

t o i t . 

Q Did you -- d i d you give them n o t i c e t h a t 

you were coming t o hearing today? 

A Yes, s i r , I d i d . 

Q Was t h a t w r i t t e n notice? 

A The Commission send out w r i t t e n n o t i c e . 

I gave verbal on the telephone. 

Q Did you give the i n t e r e s t owners of Tract 

55 not i c e t h a t you had applied f o r p r e l i m i n a r y approval of 

the State Land O f f i c e ? 

A Yes, s i r , and also sent them a l e t t e r as 

a r e s u l t of t h a t p r e l i m i n a r y approval. That was many months 

ago. 

Q And you d i d the same w i t h the Bureau of 

Land Management? 

A Yes, t h a t l e t t e r was also i n the package. 

Q Now i s i t your understanding t h a t w i t h 

respect to the approval of the Land Commissioner t h a t t h a t 

approval only applies t o the Land Commissioner's r o y a l t y i n ­

t e r e s t only? Is t h a t your understanding or do you t h i n k i t 
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A This — t h a t approval p e r t a i n s to the 

State's r o y a l t y i n t e r e s t , but t h i s i s a State and Federal 

s t a t u t o r y u n i t . I t needs the concurrence of a l l t h r e e , the 

State, the Federal, and the OCD. 

Q My question i s , would t h a t approval bind 

the working i n t e r e s t owner a State lease? 

A I ' l l defer t h a t t o one of our a t t o r n e y s . 

I'm not sure. 

Q You have no answer, then, i s t h a t cor­

re c t ? 

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

MR. PADILLA: I believe t h a t ' s 

a l l the questions I have. 

MR. STAMETS: Mr. Sperling? 

MR. SPERLING: Yes, s i r . 

CROSS EXAMINATION 

BY MR. SPERLING: 

Q Mr. Vaden, I r e f e r you t o E x h i b i t Seven 

again and t o a l e t t e r which i s appended t o the e x h i b i t from 

Gulf, dated November 1, .1984, addressed t o Brady Production 

and signed by Mr. Turner. 

This appears t o set f o r t h --

A What number i s on t h a t one, please, s i r ? 

Q Sir? 

A What number i s on t h a t , the preface sheet 
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to t h a t ? Is i t — okay, i t ' s Number One, I'm so r r y . 

Q Mine doesn't have a number. 

A This page i n f r o n t of the page you're 

looking at has a number one on i t . 

Q This l e t t e r appears t o set f o r t h the bas­

i s f o r an exchange between Gulf and Brady w i t h respect to 

acreage w i t h i n Tract 89 f o r acreage i n Gaines County, Texas, 

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

A I t appears t o , yes, s i r . 

Q The e x h i b i t t o the u n i t agreement, ac­

cording t o your e a r l i e r testimony w i t h reference t o Tract 89 

i s 

A No, s i r , l e t me back up a minute. That 

i s not the case. That i s acreage t h a t we -- we are o f f e r i n g 

t o him. I t says t n a t i t p e r t a i n s t o Tract 89. 

Q Well, i t ' s the basis f o r an exchange, 

i s n ' t i t ? 

A Yes, s i r . 

Q The e x h i b i t t o the u n i t agreement, Exhi­

b i t Three, i n d i c a t e s t h a t w i t h respect t o Tract 89 t h a t 

there i s 50 percent j o i n t i n t e r e s t ownership by Brady and 

Exxon, r i g h t ? 

A I f y o u ' l l n o t i c e , there's also a l i t t l e 

a s t e r i s k next to t h a t on E x h i b i t Number Three. That as­

t e r i s k , as the a s t e r i s k s do i n here, and t h a t ' s why we use 

the words " e s s e n t i a l l y committed", i s these people have i n ­

dic a t e d t h a t they are w i l l i n g t o s e l l . We have said we w i l l 
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Q So you consider e f f e c t i v e l y committed t o 

be on the basis of the a c q u i s i t i o n by Gulf. 

A I'm saying i t w i l l be e f f e c t i v e l y commit­

ted because Gulf has j o i n e d ; the other i n t e r e s t owners t h a t 

we w i l l share these leases w i t h have j o i n e d . 

Q How many other a c q u i s i t i o n s has Gulf made 

i n the l a s t year? 

A On t h i s u n i t ? 

Q Yes. 

A Fourteen, t o the best of my knowledge. 

Q And those include cash purchases as v/ell 

as exchanges? 

A Yes, s i r . You may n o t i c e t h a t we have 

purchased -- an agreement to purchase Texaco's i n t e r e s t . 

We have completed a trade f o r Doyle Hart-

man's i n t e r e s t . 

Q Are a l l of these a c q u i s i t i o n s contingent 

upon the approval of the u n i t ? 

A A l l of the ones pending now, yes, s i r . 

Q And how many are pending now? 

A Well, t h i r t e e n , more or less. I don't 

know. 

As of l a s t week i t was t h i r t e e n . 

Q Out of a t o t a l of fourt e e n a c q u i s i t i o n s . 

A No, the one — number fourteen has a l ­

ready been completed. The instrument, the assignment i s 
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executed and i s i n here. 

Q I s t h a t the Texaco a c q u i s i t i o n ? 

A No, s i r , t h a t ' s the Doyle Hartman. 

There's also another one from I b e l i e v e Kenneth Headley t h a t 

i s i n here t h a t i s completed and needs t o be f i l e d of r e ­

cord . 

So two are completed; others are under 

l e t t e r agreements and assignments. Oh, there's another one 

t h a t i s completed from Mr. Earl Bruno t h a t ' s i n here. 

Q Okay. 

A But again i t w i l l be contingent upon the 

formation of the u n i t . 

Q Now I b e l i e v e you st a t e d t h a t the p a r t i ­

c i p a t i o n formula which i s contained i n the u n i t agreement 

was the r e s u l t of draftsmanship of the Technical Committee? 

A Yes, s i r . 

Q As a matter of f a c t , d i d n ' t Amoco submit 

t h a t proposal? 

A Would you mind d e f e r r i n g t h a t question 

t i l l they come up, please, s i r ? 

MR. SPERLING: That's a l l . 

MR. STAMETS: Are there other 

questions of t h i s witness? 

Mr. K e l l a h i n , I presume l a t e r 

witnesses w i l l cover a l l those things which we've defined as 

r e l a t i v e t o the operating agreement, u n i t agreement, and so 

on. 
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MR. KELLAHIN: Yes, Mr. Cha i r ­

man , 

MR. STAMETS: The witness may 

be excused. 

MR. KELLAHIN: Mr. Chairman, at 

t h i s time w e ' l l c a l l our g e o l o g i s t , Mr. Ray Hoffman. 

RAY HOFFMAN, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. Hoffman, were you sworn as a witness 

t h i s morning? 

A Yes, I was. 

Q Please s t a t e your name and address. 

A Ray Hoffman and I l i v e i n Hobbs, Nev/ 

Mexico. 

Q Y o u ' l l have t o shout at us, Ray, so the 

re p o r t e r can hear. 

A Okay. 

Q Mr. Hoffman, where are you employed and 

i n what capacity? 

A I'm employed by Gulf O i l as a production 

g e o l o g i s t . 

Q Have you p r e v i o u s l y t e s t i f i e d before the 
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D i v i s i o n as a petroleum g e o l o g i s t ? 

A No, I haven't. 

Q Would you describe f o r the Commission 

where you obtained your degree i n geology? 

A Yes, I have a Bachelor of Science degree 

from Waynesburg College, which I received i n 1973. 

Q Subsequent t o graduation as g e o l o g i s t , 

Mr. Hoffman, have you p r a c t i c e d your profession? 

A Not r i g h t a f t e r I graduated from c o l l e g e . 

Q A l l r i g h t , s i r , would you describe f o r us 

what has been your employment as a petroleum geologist? 

A I've been w i t h Gulf O i l f o r seven and a 

h a l f years. 

Q Would you summarize f o r us the kinds of 

things t h a t you have done as a petroleum g e o l o g i s t during 

t h a t period of time? 

A Development of prospects, f i e l d studies 

f o r waterfloods and enhanced recovery p r o j e c t s . 

Q Would you describe f o r us your p a r t i c i p a ­

t i o n as a petroleum g e o l o g i s t on behalf of Gulf O i l Corpora­

t i o n w i t h regards t o the geology on the Eunice Monument 

South Unit Area of Lea County, New Mexico? 

A Yes. I prepared two maps, s t r u c t u r e top 

on the Grayburg and a s t r u c t u r e top on the Penrose, as w e l l 

as cross sections i n the u n i t area. 

Q Did you prepare those s t r u c t u r e maps and 

cross sections as support f o r the geologic i n f o r m a t i o n t h a t 
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was used by the Technical Committee i n forming the u n i t ? 

A Yes, I d i d . 

MR. KELLAHIN: We tender Mr. 

Hoffman as an expert petroleum g e o l o g i s t . 

MR. STAMETS: He i s considered 

q u a l i f i e d . 

Q Mr. Hoffman, l e t me d i r e c t you to your 

f i r s t e x h i b i t , which w i l l be Gulf E x h i b i t Number T h i r t e e n . 

A A l l r i g h t . E x h i b i t T h i r t e e n i s a type 

log. 

Q That's the type log? 

A Yes, i t i s . 

Q A l l r i g h t , s i r , would you i d e n t i f y f o r us 

what E x h i b i t Number Th i r t e e n i s ? 

A Yes. E x h i b i t T h i r t e e n i s a type log f o r 

the Eunice Monument area and i t shows the top of the Queen, 

top of the Penrose, the top of the Grayburg, top of the San 

Andres, and the base of the San Andres. 

Q Where d i d you o b t a i n the tops of those 

formations, Mr. Hoffman? 

A I got these tops from the OCD g e o l o g i s t 

i n Hobbs, New Mexico. 

Q Are these the tops t h a t were used t o make 

the c o r r e l a t i o n of the logs i n the Eunice Monument South 

Unit Area? 

A Yes, they were. 

Q A l l r i g h t , s i r , l e t ' s go t o your next ex-
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h i b i t . That w i l l be E x h i b i t Number Fourteen, and what i s 

t h a t , s i r ? 

A E x h i b i t Fourteen i s the s t r u c t u r e top of 

the Grayburg map. 

Q A l l r i g h t . Mr. Hoffman, does t h i s s t r u c ­

t u r e map represent your geologic i n t e r p r e t a t i o n of the 

s t r u c t u r e --

A Yes. 

Q -- on top of the Grayburg? 

A Yes, i t does. 

Cj This i s your work product? 

A Yes, i t i s . 

Q A l l r i g h t , s i r . Would you describe f o r 

us what conclusions you made from examining the data and the 

in f o r m a t i o n from the s t r u c t u r e map? 

A Yes. On the western and southern bound­

a r i e s of the f i e l d the dark dashed l i n e i n d i c a t e s the o i l -

water contact at a -325, and on the eastern, eastern edge of 

the f i e l d the Grayburg p o r o s i t y pinches out, and on the 

northern --northern edge of the f i e l d , bounded by the Texaco 

Monument Uni t . 

Q A l l r i g h t , would you describe f o r us the 

l i t h o l o g y t h a t you found i n t h i s area? 

A Yes. I t ' s a dolomite w i t h i n t e r c r y s t a l -

l i n e p o r o s i t y i n t e r s p e r s e d w i t h some sands. 

Q What does the o i l / w a t e r contact determine 

f o r you as a g e o l o g i s t , Mr. Hoffman? 
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A I t determines the lower l i m i t of o i l pro­

ductio n i n the area. 

Q And when you t a l k about area, you're 

t a l k i n g about the Grayburg-San Andres? 

A Yes. 

Q I n your o p i n i o n does the o i l / w a t e r con­

t a c t g e n e r a l l y conform t o the u n i t boundary on the western 

and southern edges of the u n i t ? 

A Yes, i t does. 

Q Do you see as a g e o l o g i s t a reasonable 

geologic j u s t i f i c a t i o n f o r the u n i t boundary as proposed by 

tne working i n t e r e s t owners i n t h i s u n i t ? 

A Yes, I do. 

Q A l l r i g h t , s i r , and your next e x h i b i t 

w i l l be E x h i b i t Number Fi f t e e n ? 

A Yes. 

Q And what i s t h a t , s i r ? 

A I t i s a s t r u c t u r e map of the Penrose f o r ­

mation. 

Q A l l r i g h t , we've looked at the s t r u c t u r e 

on the lower end of the o i l zone i n the Grayburg and now 

we're going t o look a t the s t r u c t u r e i n the Penrose, which 

i s above t h a t . 

A Yes. 

Q A l l r i g h t . I s E x h i b i t Number F i f t e e n a 

s t r u c t u r e map t h a t you've also prepared? 

A Yes, i t i s . 
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Q A l l r i g h t , s i r , would you describe f o r us 

the s t r u c t u r e map? 

A Yes. I t ' s s i m i l a r t o the Grayburg s t r u c ­

t u r e map, i n d i c a t i n g t h a t the Penrose formation i t s e l f i s 

uni f o r m l y t h i c k over the e n t i r e area. I f you compare the 

two maps you can see t h i s . 

Q A l l r i g h t , s i r , would you describe f o r us 

the composition or make-up of the Penrose formation? 

A Yes. I t ' s — i t ' s a d o l o m i t i c — dolomi­

t i c sands interbedded w i t h hard dolomite s t r i n g e r s and i s 

approximately 170 f e e t t h i c k over the e n t i r e area. 

Q Based upon your study of the Penrose por­

t i o n of t h i s i n t e r v a l , do you have an opinion as t o whether 

or not the u n i t boundary as proposed has a reasonable geolo­

gi c basis i n terms of the Penrose? 

A Yes, i t does. 

Q At t h i s p o i n t we're going t o go t o some 

cross sections, I b e l i e v e . 

A Yes. 

Q Are those cross sections prepared by you 

or under your supervision and d i r e c t i o n ? 

A They're prepared by myself and C. D. 

Stenberg, the g e o l o g i s t i n our o f f i c e . 

Q A l l r i g h t , s i r . Let's p u l l out some 

cross sections. You might come down here and help me out. 

A l l r i g h t , Mr. Hoffman, when we look a t 

the f i r s t cross s e c t i o n , which i s cross s e c t i o n E x h i b i t 
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Fourteen, would you go t o — when you look at cross s e c t i o n , 

E x h i b i t Sixteen — 

MR. STAMETS: No, excuse me, 

E x h i b i t Sixteen i s the p l a t t h a t shows the l i n e s of cross 

sect i o n s . 

MR. KELLAHIN: Cross section s , 

t h a t ' s what I want. 

(Thereupon a discussion was had o f f the record.) 

Q Okay. Let's s t a r t over, Mr. Hoffman, 

i d e n t i f y E x h i b i t Number Sixteen now f o r us. 

A That's the cross s e c t i o n index — 

Q Can't hear you. You're going t o have t o 

t u r n your face a l i t t l e . 

A That's the cross s e c t i o n index f o r the 

u n i t area and the numbers running along the l e f t side are 

the cross s e c t i o n numbers and we have t w e n t y - f i v e cross sec­

t i o n s on the u n i t area. 

The c i r c l e s on the map i n d i c a t e w e l l s 

t h a t have logs and the t r i a n g l e s i n d i c a t e the w e l l s t h a t are 

proposed water i n j e c t i o n w e l l s . 

I n t h i s area over here v/e included logs 

from B l i n e b r y w e l l s which were logged through the u n i t i z e d 

i n t e r v a l . These were t o f i l l i n spaces where we d i d n ' t have 

logs or to add more logs t o cross s e c t i o n s . 

Q A l l of the cross sections t h a t were p r e -
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pared, Mr. Hoffman, have you reviewed those cross sections 

and the i n f o r m a t i o n contained on those cross sections? 

A Yes, I have. 

Q A l l r i g h t , s i r , l e t ' s t u r n now t o the 

f i r s t cross s e c t i o n , which i s going t o be E x h i b i t Number 

Seventeen. 

Do you have t h i s marked somewhere? 

MR. STAMETS: I t h i n k t h i s 

would be a grand time t o take a short break, say about f i f ­

teen minute recess. 

MR. KELLAHIN: Thank you, s i r . 

(Thereupon a recess was taken.) 

MR. STAMETS: The hearing w i l l 

please come t o order. 

Mr. K e l l a h i n , you may continue. 

MR. KELLAHIN: Thank you, Mr. 
Chairman. 

Q Mr. Hoffman, before the break we were 

looking at E x h i b i t Number Sixteen, which i s a p l a t showing 

the u n i t o u t l i n e and l i n e s of some twenty-two d i f f e r e n t 

cross sections constructed across the u n i t . 

I n a d d i t i o n I have shown you what we've 

marked as E x h i b i t Number Seventeen and E x h i b i t Number 

Eighteen. I have d i s t r i b u t e d the l i n e s of cross s e c t i o n on 

the map and those two cross sections t o opposing counsel. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q Mr. Hoffman, before I s t a r t asking you 

questions, i d e n t i f y f o r us the E x h i b i t Number Seventeen i n 

terms of which cross s e c t i o n l i n e i s represented by t h a t 

cross s e c t i o n when you look at E x h i b i t Number Sixteen. 

A That would be cross s e c t i o n 14, the r e a l 

long one here. 

Q A l l r i g h t , E x h i b i t Seventeen i s l i n e of 

cross s e c t i o n 14. 

Now when we look a t cross s e c t i o n , the 

E x h i b i t Number Eighteen, i t ' s the cross s e c t i o n number what 

on E x h i b i t Sixteen? 

A I t ' s the cross s e c t i o n 22, running along 

t h i s l i n e r i g h t here. 

Q A l l r i g h t , l e t ' s go back t o E x h i b i t Num­

ber Seventeen now, which i s the cross s e c t i o n l i n e through 

the center of the u n i t running east t o west, and have you 

i d e n t i f y and describe 'what you see when you examine t h a t 

cross s e c t i o n . 

A The logs are hung on sea l e v e l , sea l e v e l 

down, and no h o r i z o n t a l scale. The w e l l s are j u s t spaced 

out over t h a t whole i n t e r v a l . 

This i s the top of the Penrose, t h i s l i n e 

here. This i s the top of the Grayburg, the l i n e here, and 

where the l i n e s are dashed, t h a t i n d i c a t e s t h a t the s t r u c ­

t u r e top has been estimated o f f of the Grayburg and Penrose 

s t r u c t u r e maps. And at the base of each -- each w e l l 

there's a short summary of the o r i g i n a l completion. 
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At the top of t h i s summary i s another 

number. I t says " w e l l " and as an example "14-4". That 

would i n d i c a t e t h a t i t ' s cross s e c t i o n 14 and the w e l l i s at 

l o c a t i o n number 4, and t h a t i s from the west. 

The Penrose i n t h i s area, the lower p a r t 

of the Penrose, the o i l column in. t h i s area t h i n s from the 

Grayburg up i n t o the lower p a r t of the Penrose. The middle 

Penrose i s u s u a l l y t i g h t across the whole area except f o r 

the southern western edge of the f i e l d and t h i s provides a 

p r e t t y e f f e c t i v e b a r r i e r between the o i l column and the Pen­

rose sand. 

The Penrose sand i s -- i s t h a t sand i n 

the very top of the Penrose and ge n e r a l l y found over the 

whole f i e l d . 

On the western and southern edges of the 

f i e l d the sand, which i s a d o l o m i t i c sand, changes i n t o do­

lomite by a f a c i e s change or i s cemented t i g h t w i t h dolomi­

t i c cement, w i t h a corresponding loss of p o r o s i t y and per­

m e a b i l i t y along the edge of the u n i t . 

Q A l l r i g h t , s i r , when you look a t E x h i b i t 

Number Eighteen, which i s the l i n e of cross s e c t i o n east t o 

west on the southern p o r t i o n of the u n i t , would you describe 

what you see i n t h a t cross section? 

A B a s i c a l l y i t ' s the same as you see 

b a s i c a l l y i t ' s the same as our cross s e c t i o n 14 as t o tops 

and datums and i t shov/s the same as cross s e c t i o n 14 (not 

c l e a r l y a u d i b l e ) . 
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Q When you look a t the o i l column i n the 

u n i t area, t h a t i s included g e n e r a l l y i n the Grayburg and 

the lower p o r t i o n of the Penrose, i s t h a t c o r r e c t ? 

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

Q The upper p o r t i o n of the Penrose i s t h a t 

sand t h a t i s gas prod u c t i v e . 

A Yes, i t i s . 

0 When you t a l k e d about the dense dolo­

mites, are the dense dolomites between the o i l column and 

the gas column? 

A Yes, they are. The base of the sand i s 

the top of the Penrose. 

Q Within the Penrose s e c t i o n , then, there's 

a dolomite i n t e r v a l t h a t separates the o i l and the gas? 

A Yes, s i r , dolomite s t r i n g e r s , long sand 

s t r i n g e r s . The dolomite i n the area i s t i g h t . 

Q I n your opinion i s t h a t an e f f e c t i v e bar­

r i e r between the o i l and the gas i n the area? 

A Yes, i t i s , over most of the f i e l d . 

Q A l l r i g h t , when we look at the top of the 

Grayburg and the base of the Penrose do we see any forma-

t i o n a l b a r r i e r between the top of the Grayburg and the base 

of the Penrose i n the o i l column? 

A No, we don't. 

Q Are you f a m i l i a r w i t h what Gulf proposes 

to use as the d e f i n i t i o n f o r the formation or the u n i t i n ­

t e r v a l ? 
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A Yes, t h a t would be the e n t i r e o i l column 

i n the Grayburg. 

Q When we're looking a t a d e f i n i t i o n to use 

i n the u n i t i z a t i o n process and you're t r y i n g t o include the 

o i l column, a l l r i g h t ? 

A Yes, s i r . 

Q What w i l l t h a t o i l column c o n s i s t of? 

A That w i l l c o n s i s t of the Grayburg and San 

Andres formations and t h a t p o r t i o n of the o i l column would 

extend t o the base of the Penrose. 

Q Do you see, based upon your study of the 

geology, a reasonable geologic j u s t i f i c a t i o n f o r the pro­

posed u n i t i z e d i n t e r v a l v e r t i c a l l y t o include a l l of the o i l 

column? 

A Yes. 

0 And w i l l t h a t d e f i n i t i o n exclude the gas 

column? 

A Yes, i t w i l l . 

Q When we look a t your geology i n terms of 

the h o r i z o n t a l boundary f o r the u n i t , do you have an opinion 

as a g e o l o g i s t as t o whether or not t h a t h o r i z o n t a l boundary 

has a reasonable geologic j u s t i f i c a t i o n ? 

A Yes, i t does. I t runs between the o i l -

/water contact a t -320 and the p o r o s i t y pinchout on the 

eastern p o r t i o n of the u n i t g e n e r a l l y defines the u n i t 

boundary. 

Q A l l r i g h t , s i r . When we look a t the type 
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log t h a t you introduced e a r l i e r , i n your o p i n i o n i s t h a t an 

appropriate log t o use as a type log f o r the purposes of 

p i c k i n g the u n i t i z e d i n t e r v a l ? 

A Yes, i t i s . 

Q A l l r i g h t , s i r . You may r e t u r n t o your 

seat. 

MR. KELLAHIN: Mr. Chairman, 

t h a t concludes my examination of Mr. Hoffman. 

We w i l l move the i n t r o d u c t i o n 

of Gulf E x h i b i t s T h i r t e e n through Eighteen. No, j u s t a 

minute. Are we r i g h t ? T h i r t e e n through Eighteen. 

MR. STAMETS: Without o b j e c t i o n 

the e x h i b i t s w i l l be admitted. 

Are there questions of t h i s 

witness ? 

CROSS EXAMINATION 

BY MR. PADILLA: 

Q Mr. Hoffman, w i t h respect t o your e x h i ­

b i t s t h a t are numbered Fourteen and F i f t e e n , can you e x p l a i n 

f o r me the -- on the s t r u c t u r e maps -- the geologic f e a t u r e 

on the western boundary of the u n i t , proposed u n i t ? 

A On the western boundary? 

Q Yes, running from n o r t h t o south along 

the western boundary of the u n i t . 

A Well, t h i s i s an ftsymetrical a n t i c l i n e , 

as the s t r u c t u r e map shows, and the western p a r t of i t j u s t 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

5 6 

shows one f l a n k of the a n t i c l i n e . 

Q I s the western p a r t d i f f e r e n t from, say, 

the section -- w e l l , l e t me g e n e r a l l y describe the western 

p a r t as the row of sections on the western p a r t of the u n i t . 

How does t h a t row of sections compare t o the geology of the 

remainder of the u n i t ? 

A The, as I mentioned i n my testimony, the 

THE REPORTER: I'm so r r y , Mr. 

Hoffman, I can't hear you. 

A The upper sand i n the Penrose changes i n ­

to a dolomite where i t becomes more -- the sand becomes more 

d o l o m i t i c . 

Q Let me ask the question t h i s way. Is the 

row of sections along the western boundary more homogeneous 

or less homogeneous than the remainder of the u n i t ? 

A This i s less homogeneous than the r e s t of 

the u n i t . 

Q Less homogeneous? 

A Yes. I t ' s d i f f e r e n t . I t ' s d i f f e r e n t 

from the r e s t of the u n i t . 

Q Can you e x p l a i n t o me how i t i s less 

homogeneous ? 

MR. KELLAHIN: Why don't you go 

back t o your seat up there and t h a t way the court r e p o r t e r 

can hear you. 

A Oh, r i g h t . 
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A You see under the top of the Penrose i s 

ge n e r a l l y found over the s t r u c t u r e , the top of the s t r u c ­

t u r e , but i t does -- i t changes as you go t o the west and 

the south, from a sand t o a d o l o m i t i c sand and i n some cases 

i n t o a dolomite. 

Q As you understand the p a r t i c i p a t i o n f o r ­

mula i n the u n i t agreement, does the geology on t h a t row of 

sections a f f e c t the p a r t i c i p a t i o n of t r a c t s along the west­

ern side? 

A I am not e x a c t l y f a m i l i a r w i t h the p a r t i ­

c i p a t i o n formula. I don't know what you mean by t h a t . 

Q Are you f a m i l i a r w i t h the p a r t i c i p a t i o n 

formula i n the u n i t agreement? 

A Well, what -- I'm not e x a c t l y sure what 

you mean. 

Q Let me -- l e t me hand you what has been 

labeled as E x h i b i t Number Three and i n p a r t i c u l a r Section 

13 . 

As I understand i t , t h a t i s the p a r t i c i ­

p a t i o n formula f o r the u n i t agreement, and my question to 

you i s whether or not t h a t geology i n the western p a r t a f ­

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

A The geology i n the western p a r t , t h a t i s , 

that's a l l t h a t ' s a f f e c t e d there i s the v e r t i c a l l i m i t as to 

where the o i l column i s . 

I don't t h i n k I could q u a l i f y t o answer 

any more than t h a t . 
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Q Well, you've said t h a t the western p a r t 

i s less homogeneous than the remainder of the u n i t , and I'm 

j u s t wondering whether or not — 

A Well, compared t o the — compared to the 

remainder of the u n i t . 

Q Well, compared t o the remainder of the 

u n i t . Is t h a t -- you don't know whether t h a t p a r t i c i p a t i o n 

formula i s a f f e c t e d by the geology on the western p a r t of 

the u n i t ? 

A I'm not sure what you're g e t t i n g a t . 

Q Let me move on f o r the moment and ask you 

whether some of the w e l l s along the extreme western edge of 

the u n i t are down d i p i n your cross s e c t i o n . 

A Yes, they are. 

Q How does the — how would t h a t a f f e c t the 

wate r f l o o d i n the area? 

A I don't t h i n k I'm q u a l i f i e d to answer 

t h a t . Y o u ' l l have t o ask one of the engineers. 

Q Well, l e t me, i f you're pushing water i n 

an i n j e c t i o n w e l l , where would the water have a tendency t o 

go i f the geology i s down dip? 

A I'm not a petroleum engineer. I wouldn't 

-- I don't t h i n k I could answer t h a t question. 

Q Well l e t me ask you i n terms of hydrocar­

bons or o i l . Where would the water have a tendency t o grav­

i t a t e , down d i p or up dip? 

A That's another engineering question. I 
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can't comment on t h a t . 

KR. PADILLA: Mr. Stamets, I 

would ask t h a t I have a r i g h t t o reserve f u r t h e r questions 

of Mr. Hoffman u n t i l I've l i s t e n e d t o the testimony of the 

engineer. 

MR. STAMETS: Okay, Mr. P a d i l ­

l a . 

Mr. S p e r l i n g . 

MR. SPERLING: Yes, s i r . 

CROSS EXAMINATION 

BY MR. SPERLING: 

Q Mr. Hoffman, I'm going t o t r y and ask the 

same question Mr. P a d i l l a d i d i n a d i f f e r e n t way. 

Did you examine a l l of the geologica i n ­

formation a v a i l a b l e t o you w i t h respect t o the u n i t area? 

A Yes, I d i d , t h a t which was a v a i l a b l e . 

Q Were there l i m i t a t i o n s on the amount of 

t h a t information? 

A Yes, there were. 

Q what were those? 

A We have -- roughly there's 48 percent of 

logs a v a i l a b l e f o r w e l l s t h a t w i l l be c o n t r i b u t e d t o the 

u n i t . We have less than h a l f the logs a v a i l a b l e . 

Q Well, I take i t from your answer, then, 

t h a t you made no attempt t o make a geologic e v a l u a t i o n of 

the volumetric amount of o i l i n place. 
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A That's — t h a t ' s c o r r e c t . 

MR. SPERLING: That's a l l . 

CROSS EXAMINATION 

BY MR. STAMETS: 

Q Mr. Hoffman, r e f e r r i n g back t o E x h i b i t s 

Fourteen and F i f t e e n again, l e t ' s take a look at Fourteen 

f i r s t , and you've i n d i c a t e d t h a t the dashed l i n e on the 

southwest side represented the o i l and water contact, and I 

was curious as t o why none of Section 20 was included i n the 

u n i t , and why the south h a l f of the south h a l f of Sections 

21 and 22 were not included i n the u n i t , since i t appears as 

though g e o l o g i c a l l y those should be i n . 

A I t — as best as I can r e c a l l , lower por­

t i o n s of — the w e l l s i n the lower p o r t i o n s of Section 21 

and 22, as w e l l as those i n Section 20, are c l a s s i f i e d as 

Eumont w e l l s and they wouldn't be — wouldn't be included i n 

the u n i t . 

Q Is there no o i l i n the i n t e r v a l which i s 

to be u n i t i z e d i n Sections 20 and the south h a l f south h a l f 

of Sections 21 and 22? 

A The w e l l s there are — I t h i n k are pro­

ducing out of the Eumont p o r t i o n and they don't get down i n ­

to the Grayburg, which i s the top of the Eunice Monument 

o i l . They're excluded f o r t h a t reason. 

Q And then E x h i b i t Number F i f t e e n shows the 

Penrose extending i n t o Section 20 and I have the same ques-
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t i o n as t o why t h a t was not included i n the u n i t ? 

A I t h i n k i t ' s b a s i c a l l y the c l a s s i f i c a t i o n 

of the w e l l s , t h a t they weren't Eunice Monument. 

Q Would t h a t mean i n essence t h a t -- t h a t 

Gulf, nor the other operator i n e i t h e r one of those had the 

r i g h t s i n the formations t h a t we're deal i n g w i t h here today? 

A I don't — 

Q I n t h i s p a r t i c u l a r pool? 

A In those sections I don't -- I don't 

know. 

Q Well, I ' l l need some more i n f o r m a t i o n why 

those are l e f t out. Could t h a t be submitted? 

MR. KELLAHIN: We have another 

witness, Mr. Chairman. 

MR. STAMETS: Good, I ' l l ask my 

questions again. 

Any other questions of t h i s 

witness ? 

MR. KELLAHIN: Yes, s i r . 

REDIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. Hoffman, when we look at E x h i b i t Num­

ber Fourteen, which i s the s t r u c t u r e map on the Grayburg, 

and looking a t the southwest corner of the s t r u c t u r e map, 

p a r t i c u l a r l y i n Sections 19 and 20, the heavy dashed l i n e 

running northwest to southeast represents what, s i r ? 
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A I t represents o i l / w a t e r contact. 

Q I n your o p i n i o n , do you have an opinion 

as a g e o l o g i s t whether i t would be reasonable g e o l o g i c a l l y 

to include Sections 19 and 20 i n the u n i t based upon the 

o i l / w a t e r contact? 

A This p o r t i o n , no. 

Q When we look a t the Grayburg through the 

u n i t area, Mr. Hoffman, what i s your conclusion w i t h regards 

to an opinion about i t s homogeneity? Is i t homogeneous 

i n the Grayburg through the u n i t area? 

A Yes, i t i s , f o r the most p a r t . 

Q And when we look i n the Penrose do we see 

any b a r r i e r s t o the Penrose, between the Penrose and the 

Grayburg i n the o i l column? 

A No, we don't. 

Q Do you have an opinion as a g e o l o g i s t as 

to whether or not the proposed f l o o d i n t e r v a l i n the o i l 

column i s a s u i t a b l e , i s g e o l o g i c a l l y s u i t a b l e f o r secondary 

recovery by the i n j e c t i o n of water? 

A Yes. 

0 And what i s t h a t opinion? 

A That I t h i n k i t would be f e a s i b l e . 

Q A l l r i g h t , s i r . 

MR. KELLAHIN: No f u r t h e r ques­

t i o n s . 

MR. STAMETS: Any other ques­

t i o n s of t h i s witness? Mr. P a d i l l a . 
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RECROSS EXAMINATION 

BY MR. PADILLA: 

Q Mr. Hoffman, i n answer t o some of Mr. 

Kellah i n ' s questions as t o whether or not you t h i n k i t ' s 

s u i t a b l e t o w a t e r f l o o d the area, you j u s t t o l d me i n answer 

to my questions t h a t you were not a petroleum engineer, and 

I'd l i k e f o r you, i f you do know, t e l l me how the water i s 

going t o fl o w i n the western p a r t of the u n i t . 

A I don't f e e l q u a l i f i e d t o answer t h a t 

question. I don't know how i t would f l o w . 

Q Then you're not q u a l i f i e d to say whether 

or not the w a t e r f l o o d would be s u i t a b l e f o r the u n i t . 

MR. KELLAHIN: I'm going t o ob­

j e c t to the question. I t h i n n k i t ' s argumentative. Mr. Pa­

d i l l a wants t o ask t h i s guestion q u a l i t a t i v e questions about 

engineering and I asked t h i s witness whether i t was g e o l o g i ­

c a l l y s u i t a b l e . He says t h a t i t ' s continuous, i t ' s reason­

ably homogeneous; he sees no geologic b a r r i e r , and t h e r e f o r e 

concludes i t ' s g e o l o g i c a l l y s u i t a b l e . 

I t h i n k t h a t ' s very good t e s t i ­

mony on t h a t issue. 

I f Mr. P a d i l l a wants t o ask him 

those kinds of questions, f i n e . I f you want t o ask him 

questions about where you place your f l o o d p e r f o r a t i o n s and 

whether y o u ' l l have an impact down dip s t r u c t u r a l l y , those 

are engineering questions and I have two or three engineers 
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t h a t can answer those questions. 

MR. STAMETS: Mr. P a d i l l a , 

would you l i k e t o wa i t f o r the engineers? 

MR. PADILLA: Yes. Thank you. 

MR. STAMETS: Any other ques­

t i o n s of t h i s witness? He may be excused. 

TOM WHEELER, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. Wheeler, f o r the record would you 

please s t a t e your name and where you reside? 

A My name i s Tom Wheeler and I l i v e i n Mid­

land, Texas. 

Q Mr. Wheeler, where are you employed and 

i n what capacity? 

A I'm employed by Gulf O i l Corporation a t 

i t s Southwest Area O f f i c e i n Odessa, Texas, as the Area 

Reservoir Engineer. 

Q Would you describe f o r the Commission 

your educational background as a petroleum engineer? 

A I graduated from New Mexico State Univer­

s i t y i n 1971 w i t h a Bachelor of Science degree i n i n d u s t r i a l 

engineering. 
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I spent from J u l y of 1971 t i l l March of 

1979 i n the United States A i r Force. 

I j o i n e d Gulf O i l Corporation i n A p r i l of 

19 79 as a general production engineer i n Hobbs, New Mexico. 

February of 1981 I was t r a n s f e r r e d t o the 

D i v i s i o n O f f i c e S t a f f as a gas engineer. 

I n October of 1981 I was t r a n s f e r r e d to 

the Secondary Recovery Section of the D i v i s i o n s t a f f , as­

signed t o work on the Eunice Monument South Unit and I con­

tinu e d w i t h t h i s p r o j e c t u n t i l February of 1984. 

In February of t h i s year I was t r a n s f e r ­

red t o the Southwest Area O f f i c e i n Odessa as the Area Re­

s e r v o i r Engineer. 

Q Mr. Wheeler, w i l l you describe f o r us 

what has been your experience on behalf of Gulf w i t h regards 

to the p r o j e c t s involved i n the Eunice Monument South Unit 

Area? 

A Yes, s i r . Beginning w i t h my assignment 

as P r o j e c t Engineer i n October of 1981 I b a s i c a l l y handled 

the c o o r d i n a t i o n of engineering e f f o r t s f o r Gulf as Gulf 

acted as the u n i t expediter f o r t h i s u n i t i z a t i o n e f f o r t and 

I p a r t i c i p a t e d i n a l l the Technical Committee meetings i n 

1982 and 1983 and also was present a t the working i n t e r e s t 

owners meeting i n 1983. 

MR. KELLAHIN: Mr. Chairman, we 

tender Mr. Wheeler as an expert petroleum r e s e r v o i r engin­

eer . 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

66 

MR. STAMETS: He i s considered 

q u a l i f i e d . 

Q Mr. Wheeler, I'd l i k e you to begin your 

testimony w i t h g i v i n g us some background i n f o r m a t i o n about 

the h i s t o r y of the Eunice Monument Pool. 

A B a s i c a l l y I'd l i k e to r e f e r you back to 

E x h i b i t Number One, which i s the large map on the w a l l . 

The three areas, or proposed areas out­

l i n e almost the e n t i r e extent of the Eunice Monument Pool. 

Texaco has been operating f o r some time 

i n the neck of the pool , w e ' l l say, i n t h e i r Texaco Eunice 

Monument U n i t . 

Amerada Hess i s engaged i n a study e f f o r t 

to u n i t i z e the Monument p o r t i o n of the o r i g i n a l pool and 

c a l l i n g t h a t the Monument Unit Study area, and Gulf i s here 

today seeking u n i t i z a t i o n f o r our proposed Eunice Monument 

South Un i t . 

I n terms of the pool development, we have 

some e x h i b i t s , beginning w i t h t h i s E x h i b i t Nineteen, which 

you have, Mr. K e l l a h i n . 

Q A l l r i g h t , s i r . This sheet i s j u s t a 

summary of some i n f o r m a t i o n about the Eunice Monument Pool 

and the proposed u n i t area. 

Mr. Vaden has already t e s t i f i e d t o the 

discovery date of the pool, March 21st of 1929. The pool 

was discovered by completion of the No. 1 Conoco Lockhart 

"B" No. 1 Well, which i s located approximately two miles 
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south of our proposed u n i t area. 

You see some general r e s e r v o i r character­

i s t i c s here l i s t e d on the page. 

Cu r r e n t l y the pool i s producing, and t h i s 

i s a June, 1984 f i g u r e , 242,000 b a r r e l s of o i l per month. 

Current w e l l count i n the pool i s 786 a c t i v e o i l w e l l s . 

I n the proposed Eunice Monument South 

Unit Area our production r a t e i s 63,146 b a r r e l s as of June, 

1984. 'The c u r r e n t w e l l count t h e r e , a c t i v e w e l l count, 221 

w e l i s . 

Since i t s discovery the pool was b a s i c a l ­

l y developed on 40-acre spacing. The major d r i l l i n g a c t i v ­

i t y occurred between 1934 and 1937. Peak production f o r the 

pool occurred i n May of 1937, r a t h e r from the u n i t area, and 

797,000 b a r r e l s of o i l from 296 w e l l s , t h a t i s , i n the pro­

posed Eunice Monument area. 

So b a s i c a l l y t h a t i s the -- are some 

general data about the development of the pool. 

Regarding some e f f e c t s of Conservation 

Commission orders upon the po o l , there are some things which 

we ought t o note. 

O r i g i n a l l y a l l the o i l production i n the 

proposed u n i t area was c l a s s i f i e d as Eunice o i l and the o l d 

Eunice Pool included the Penrose, Grayburg, and San Andres. 

A l l o i l w e l l s , as I s a i d , were c l a s s i f i e d o r i g i n a l l y as 

Eunice v/ells u n t i l the c r e a t i o n of the Eumont Gas Pool i n 

1953 by Order R-264. 
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Q when the Commission created the Eunice 

I mean the Eumont Gas Pool i n '53, what then d i d they do 

w i t h the v e r t i c a l l i m i t s ? 

A They redefined the v e r t i c a l l i m i t s of the 

-- i t would have been the Eunice Pool or what we r e f e r to 

now as the Eunice Monument Pool, and created the o v e r l y i n g 

gas pool atop the e x i s t i n g o i l pool. 

The o r i g i n a l d e f i n i t i o n was t h a t the 

Eumont Gas Pool included from the top of the Yates down to a 

p o i n t some 200 f e e t i n t o the top of the Queen formation. 

Subsequent t o t h a t there were orders 

which changed the Eumont Gas Pool l i m i t s so t h a t the Eumont 

Gas Pool included top of the Yates down t o the top of the 

Grayburg, which i n e f f e c t contracted the l i m i t s of the 

underlying o i l pool to the top of the Grayburg where i t had 

been previous t o t h a t up i n t o the Penrose. 

In 1956 the Commissin r e c l a s s i f i e d o i l 

we l l s as t o Eumont o i l or Eunice Monument o i l , so t h a t had 

some e f f e c t on the c l a s s i f i c a t i o n of w e l l s i n the u n i t . 

I n c l a s s i f y i n g or r e c l a s s i f y i n g those 

v/ells the Commission d i d not order t h a t remedial a c t i o n be 

taken i n wellbores whose completion i n t e r v a l s overlapped the 

top of the Grayburg. They were allowed t o stand as they 

were but d i d order t h a t any f u t u r e completions be done i n 

such a way as not t o communicate the two pools. 

Q Mr. Wheeler, I'd l i k e t o ask you some 

questions about the status of the w e l l s i n the proposed u n i t 
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area now i n terms of whether or not there has been adequate 

d r i l l i n g and development on a spacing dense enough t o have a 

reasonable o p p o r t u n i t y t o recover the primary o i l , whether 

or not you now b e l i e v e the u n i t i s a candidate f o r secondary 

o i l recovery operations. 

A Yes, s i r , I b e l i e v e we could see from the 

map and the l o c a t i o n s of the w e l l s on the map t h a t the f i e l d 

i s b a s i c a l l y completely d r i l l e d on 40-acre spacing, and as 

there has been no s i g n i f i c a n t i n f i l l d r i l l i n g , I t h i n k i t i s 

a t t e s t e d by the f a c t t h a t operators b e l i e v e t h a t the 40-acre 

spacing has been adequate t o recover primary production i n 

the f i e l d . 

Q A l l r i g h t , s i r . 

Mr. wheeler, I have d i s t r i b u t e d what i s 

marked as E x h i b i t Number Twenty on behalf of Gulf and ask 

you to i d e n t i f y t h a t e x h i b i t f o r us. 

A Yes, s i r . E x h i b i t Number Twenty i s a 

gross production p l o t from w e l l s w i t h i n the u n i t area. I t 

includes o i l , which has been a t t r i b u t e d t o the Eumont o i l 

wel l s and Eunice Monument o i l w e l l s . 

As you can see, the c h a r a c t e r i s t i c s of 

the p l o t are t h a t production i s c o n t i n u i n g the de c l i n e and 

has done so since i t s peak production i n — e a r l y i n 1937. 

I t c u r r e n t l y i s d e c l i n i n g a t roughly 4 

percent per year. 

The l i n e which — which runs through a l l 

of the production data p o i n t s here i s an e x t r a p o l a t i o n of 
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the d ecline curve which was placed on the u n i t production by 

the Technical Committee i n i t s work. 

You can see t h a t i n general the produc­

t i o n since 1982 has continued t o f o l l o w the p r e d i c t e d path. 

C u r r e n t l y you can see t h a t we're a t about 63,000 b a r r e l s of 

o i l per month on t h i s d e c l i n e curve. 

Q Would you describe f o r us, Mr. Wheeler, 

what has been the e f f o r t by Gulf and other operators t o 

study the area and to form a secondary w a t e r f l o o d p r o j e c t on 

a u n i t basis? 

A Yes, s i r . I f I may begin at the very 

f i r s t e f f o r t , I'd have t o s t a r t w i t h the. meeting which was 

c a l l e d by ARCO back i n 19 79. 

I n A p r i l of 1979 ARCO c a l l e d a meeting of 

operators w i t h i n the c u r r e n t u n i t , proposed u n i t area, and 

i n t h a t meeting they discussed the f e a s i b i l i t y of forming a 

u n i t t o i n s t a l l secondary recovery e f f o r t s i n the southern 

p o r t i o n of the f i e l d . 

ARCO suggested t h a t we form a u n i t cover­

ing 9760 acres i n what i s b a s i c a l l y the heart of our cur­

r e n t l y proposed u n i t area. They presented the r e s u l t s of a 

pr e l i m i n a r y in-house study which they had undertaken on 

t h e i r own, which concluded t h a t the w a t e r f l o o d i n g was i n 

f a c t f e a s i b l e . 

Operators agreed t o e s t a b l i s h a t e c h n i c a l 

committee a t t h a t time and they developed some charges f o r a 

te c h n i c a l committee. The operators a t t h a t meeting o f f e r e d 
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Gulf the o p p o r t u n i t y t o become the expeditor of the study 

and eventual u n i t operator by v i r t u e of the f a c t t h a t Gulf 

operates the m a j o r i t y of the pro p e r t y . 

Gulf accepted t h a t o f f e r and chaired i n 

the f i r s t Technical Committee meeting on Ju l y 26th of 1979. 

Q Mr. wheeler, have you compiled from your 

records and i n f o r m a t i o n an e x h i b i t t h a t contains the minutes 

from these various Technical Committee and working i n t e r e s t 

owners meetings? 

A Yes, s i r , I have. I t ' s Gulf E x h i b i t Num­

ber Twenty-one. 

Q For purposes of the record, Mr. Wheeler, 

would you i d e n t i f y f o r us what i s contained w i t h i n E x h i b i t 

Number Twenty-one and the source of the information? 

A Yes, s i r . E x h i b i t Number Twenty-one con­

t a i n s the cover l e t t e r and a c t u a l meeting minutes of a l l 

working i n t e r e s t owner and Technical Committee meetings 

which were held from May the 10th, 1979, through August the 

25th, 1983. 

These l e t t e r s are the ac t u a l l e t t e r s 

which were used t o t r a n s m i t the i n f o r m a t i o n t o known working 

i n t e r e s t owners at the time and t h a t c o n t a i n the actual 

minutes of the meetings. For purposes of c o n s o l i d a t i o n we 

have not attempted t o include every e x h i b i t t h a t was con­

ta i n e d w i t h each l e t t e r but merely the minutes of the meet­

ings . 

Q Let's s t a r t , Mr. Wheeler, by having you 
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discuss f o r us the charges or the i n s t r u c t i o n s t h a t the 

owners committee gave t o the Technical Committee back i n 

1979 . 

A I f you w i l l r e f e r t o the e x h i b i t which 

has j u s t been passed out and t u r n t o page number seven, 

y o u ' l l f i n d l i s t e d there the charges as were s t a t e d i n the 

minutes of the f i r s t owners meeting, which was conducted on 

May 10th, 1979. 

The charges b a s i c a l l y are these: To up­

date and c o r r e c t a base map of the proposed u n i t area; to 

define the area f o r w a t e r f l o o d study; t o e s t a b l i s h a para­

meter t a b l e t o include the f o l l o w i n g parameters: Cumulative 

o i l , gas r a t e suggested over a twelve month p e r i o d ; cumula­

t i v e o i l production -- s o r r y , I misspoke t h e r e . 

The f i r s t one should have been c u r r e n t 

o i l and gas r a t e , suggested over a twelve month perio d ; 

cumulative o i l production i s the second; t h i r d was t o t a l ac­

reage involved i n a proposed u n i t ; f o u r t h was remaining p r i ­

mary reserves; f i f t h was u l t i m a t e primary reserves; and. 

s i x t h parameter was secondary reserves, and noted, i f recom­

mended by the Engineering Sub-committee. 

We were also charged t o prepare a water-

f l o o d study and plan of operation and t o define the v e r t i c a l 

i n t e r v a l t o be u n i t i z e d . 

Q Would you describe f o r us what the Tech­

n i c a l Committee d i d i n order t o respond t o the charges or 

requirements from the working i n t e r e s t committee? 
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A The committee proceeded i n a b a s i c a l l y 

step-by-step manner t o perform the study which was requested 

here. We used the expeditor method, which i s f a i r l y common. 

Q Well, would you define f o r the record 

what you mean when you use the term "expeditor method"? 

A Yes, s i r . E s s e n t i a l l y the expeditor of 

the u n i t study or p o t e n t i a l operator agrees t o perform much 

of the data gathering and analysis on behalf of the Techni­

c a l Committee. Then a t key points i n t h a t a nalysis and data 

gathering sequence the e n t i r e committee i s assembled t o r e ­

view the work of the expe d i t o r , t o discuss any questions 

which may have a r i s e n , t o provide assistance t o the expedi­

t o r i n r e s o l v i n g any issued t h a t he may have come across. 

That e s s e n t i a l l y how the expeditor system 

works and t h a t ' s the method which we used i n t h i s u n i t i z a ­

t i o n e f f o r t . 

Q Was t h a t a method t h a t was agreed to by 

a l l the p a r t i c i p a n t s i n t h i s p r o j e c t ? 

A Yes, s i r , t o my knowledge a l l the p a r t i ­

c ipants i n the o r i g i n a l owners meeting. 

Q Under the expeditor method, then, Gulf 

performed the f u n c t i o n of gathering the data, analyzing i t , 

and then s u b m i t t i n g i t t o the Technical Committee — 

A Yes. 

Q -- upon which they would make decisions? 

A Yes, s i r , t h a t i s c o r r e c t . 

Q A l l r i g h t , s i r , would you describe f o r us 
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how o f t e n the Technical Committee met t o review the informa­

t i o n being compiled by Gulf? 

A The Technical Committee met on four occa­

sions between J u l y of 1979 and February of 1983. Those four 

occasions are noted i n the index sheet of t h i s p a r t i c u l a r 

e x h i b i t t o which we're r e f e r r i n g . You w i l l note the dates 

on t h a t index sheet. 

Q How were i n d i v i d u a l s i n v i t e d t o attend 

and p a r t i c i p a t e i n the Technical Committee meetings? 

A A l l known owners or operators at the time 

were i n v i t e d t o send t e c h n i c a l r e p r e s e n t a t i v e s , and t h a t may 

have been engineers, g e o l o g i s t s , or both, to the Technical 

Committee, and they were n o t i f i e d by l e t t e r p r i o r t o the 

committee meetings so t h a t they could have represe n t a t i v e s 

i n place. 

Q On an average, Mr. Wheeler, what was the 

percentage of attendance at the Technical Committee i n terms 

of i t s r e l a t i o n s h i p t o the ownership? 

A On the average we had more than 8 5 per­

cent of the c u r r e n t ownership a v a i l a b l e a t each Technical 

Committee meeting. 

Q Was there ever any o b j e c t i o n by any of 

the working i n t e r e s t owners to the process of how the Tech­

n i c a l Committee was going about i t s work? 

A Not t o my knowledge. 

Q When d i d the Technical Committee produce 

i t s f i n a l work product i n terms of the charges made t o i t by 
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the working i n t e r e s t owners committee? 

A The f i n a l Technical Committee r e p o r t was 

published i n A p r i l of 1933 and d i s t r i b u t e d t o a l l known 

working i n t e r e s t owners by m a i l . 

0 A l l r i g h t , s i r . A l l r i g h t , Mr. Wheeler, 

would you begin on page one and read through page 350 on be­

h a l f of Gulf? 

A I t h i n k I could best summarize i t by say­

ing t h a t the Technical Committee Report b a s i c a l l y summarizes 

the w a t e r f l o o d f e a s i b i l i t y study which was done by the 

Technical Committee and provides the u n i t i z a t i o n parameters 

which were requested by the working i n t e r e s t owners commit­

tee f o r t h e i r use. 

And i n s h o r t , t h a t ' s what those pages 

con t a i n . 

Q The r e p o r t t h a t we have before us as Ex­

h i b i t Twenty-two, Mr. Wheeler, was made a v a i l a b l e to the 

various working i n t e r e s t owners approximately when? 

A At the p u b l i c a t i o n date, approximately 

A p r i l -- I do not remember the exact date of m a i l i n g but Ap­

r i l or e a r l y May of 1983. 

O Now we t a l k e d about the Technical Commit­

tee having a l i s t of charges t h a t they were supposed t o r e ­

p o r t back t o the working i n t e r e s t committee on, and l e t ' s go 

through some of those general charges and have you t e l l me 

whether or not the Technical Committee i n response to these 

charges determined whether or not the w a t e r f l o o d p r o j e c t as 
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o u t l i n e d by the ownership committee would be f e a s i b l e and 

p r o f i t a b l e ? 

A Yes, s i r , the Technical Committee d i d de­

termine t h a t the w a t e r f l o o d p r o j e c t would be t e c h n i c a l l y 

f e a s i b l e and p r o f i t a b l e , and we d i d so by examining a number 

of parameters which r e l a t e t o the w a t e r f l o o d , proposed 

w a t e r f l o o d area. 

Q A l l r i g h t , s i r , l e t ' s examine the general 

parameters, then, t h a t go i n t o the reasons behind your con­

c l u s i o n t h a t the w a t e r f l o o d p r o j e c t i s f e a s i b l e and p r o f i t ­

able . 

Such parameters were what? What d i d you 

examine? 

A The committee made an estimate of such 

things as o r i g i n a l o i l i n place, primary recovery, expected 

secondary recovery, and estimates of f u t u r e investments and 

expenses which could be expected as a r e s u l t of i n s t a l l i n g 

the w a t e r f l o o d p r o j e c t . 

Q A l l r i g h t , s i r , based upon those general 

parameters and the other i n f o r m a t i o n t h a t you've st u d i e d , 

what d i d the committee conclude? 

A The committee concluded t h a t there would 

be s i g n i f i c a n t volumes of o i l which would not be recovered 

by continued primary means i n the area which we're c a l l i n g 

the proposed u n i t area. 

They also concluded t h a t the secondary 

recovery u n i t could recover a d d i t i o n a l o i l and estimated 
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t h a t t h a t could be as much as 6 4 . 2 - m i l l i o n b a r r e l s of addi­

t i o n a l recovery i f we i n s t a l l e d a w a t e r f l o o d , and they also 

concluded t h a t the i n s t a l l a t i o n and operation of the pro­

posed w a t e r f l o o d u n i t would be p r o f i t a b l e t o the owners i n 

the area. 

Q Missed the number, the 6 4 . 2 - m i l l i o n bar­

r e l number i s not a t o t a l number, i t ' s an a d d i t i o n a l 

recovery. 

A I t ' s incremental recovery above what 

could be expected under continued primary operations. 

Q With regards t o the study being made by 

the Technical Committee, what other kinds of data d i d the 

Technical Committee develop? 

A During the course of our study we deve­

loped and analyzed numerous kinds of data. 

For example, we produced the geologic 

cross sections and s t r u c t u r e maps which have been p r e v i o u s l y 

introduced by Mr. Hoffman, using what logs we were able t o 

locate f o r the u n i t area. 

We generated some computer contour and 

mesh perspective maps based on such parameters as the cumu­

l a t i v e o i l production through 1981; the o i l , gas, and water 

production rates of 1981, and used these computer products 

to help us t o analyze the c h a r a c t e r i s t i c s , the production 

c h a r a c t e r i s t i c s of the area, and these products are included 

i n the Technical Committee r e p o r t . 

We also generated some water production 
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data by t r a c t s and over the u n i t area. We used t h i s i n f o r ­

mation t o help us t o v e r i f y t h a t the c h a r a c t e r i s t i c s are 

t h a t of a s o l u t i o n gas d r i v e r e s e r v o i r r a t h e r than a strong 

water d r i v e r e s e r v o i r , which i s c h a r a c t e r i s t i c of some of 

the area i n the Amerada Hess Monument Unit study area. 

I n a d d i t i o n t o t h a t , we v e r i f i e d the ear­

l y f i e l d production data showed c h a r a c t e r i s t i c which are 

common to a s o l u t i o n g a s / o i l — gas d r i v e r e s e r v o i r . 

We completed the base map, as we were r e ­

quired to do, which showed the u n i t , the surrounding proper­

t i e s , t o help us t o locate a l l known w e l l s i n the area and 

also to i d e n t i f y any other s i g n i f i c a n t features t h a t we 

might f i n d t h e r e . 

In a d d i t i o n t o t h i s , we performed an ex­

tensive i n v e s t i g a t i o n i n t o h i s t o r i c a l i n f o r m a t i o n concerning 

the completion and productive i n t e r v a l s i n u n i t wellbores. 

We produced a number of wellbore schema­

t i c cross s e c t i o n s . I n the Technical Committee r e p o r t 

y o u ' l l f i n d those l i s t e d i n the back. 

We also used t h a t data t o help us define 

what we thought the approximate g a s - o i l contacts and water-

o i l contacts throughout the u n i t area might be, and they a l ­

so helped us t o determine the proposed v e r t i c a l i n t e r v a l de­

f i n i t i o n which w e ' l l be s u b m i t t i n g today. 

Q A l l r i g h t , l e t me focus your a t t e n t i o n on 

the problem of the v e r t i c a l l i m i t s and Gulf's a p p l i c a t i o n 

concerning an adjustment i n the v e r t i c a l l i m i t s f o r the pro 
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posed u n i t of the two pool r u l e s i n v o l v e d . 

Would you, f i r s t of a l l , describe e x a c t l y 

what Gulf i s seeking w i t h the a p p l i c a t i o n ? 

A Gulf i s seeking an order from the Commis­

sion t h a t w i l l c o n t r a c t the v e r t i c a l l i m i t s of the Eumont 

Gas Pool and t h a t w i l l extend the v e r t i c a l l i m i t s of the 

Eunice Monument O i l Pool u n d e r l y i n g the Eunice Monument 

South Unit Area i n Lea County. 

In s h o r t , we are requesting t h a t the ver­

t i c a l l i m i t s of the Eunice Monument O i l Pool underlying the 

Eunice Monument South Unit include a l l formations from the 

lower l i m i t defined by the base of the San Andres formation 

to an upper l i m i t defined by the top of the Grayburg forma­

t i o n , or -100 f o o t subsea datum, whichever i s higher. 

Q Let me ask you why g u l f i s seeking the 

upward extension of the top of the v e r t i c a l l i m i t s f o r the 

Eumont — the Eunice Monument Pool. 

A We're applying here f o r s t a t u t o r y u n i t i ­

z a t i o n , f o r a u t h o r i t y t o i n s t i t u t e a w a t e r f l o o d p r o j e c t f o r 

t h i s u n i t area, and we f e e l t h a t the g r a n t i n g of t h i s a p p l i ­

c a t i o n t o re d e f i n e the l i m i t s of the Eunice Monument Pool 

are a b s o l u t e l y necessary to provide a manageable u n i t area, 

to e f f e c t i v e l y w a t e r f l o o d the e n t i r e o i l column, which we 

believe we can define here, t o p r o t e c t the c o r r e l a t i v e 

r i g h t s of owners, and t o prevent waste i n the pool. 

Q Let's go to your next e x h i b i t , Mr. 

Wheeler, and l e t me ask you some questions about t h a t one. 
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Mr. wheeler, I've d i s t r i b u t e d what i s 

marked as E x h i b i t Twenty-three, which i s a p l a t w i t h some 

we l l s located on i t , E x h i b i t Twenty-three A and E x h i b i t 

Twenty-three B. 

I'd l i k e f o r you t o describe f o r us, 

using these e x h i b i t s as an aide, t o i n d i c a t e f o r us what has 

been the e f f e c t of the O i l Commission's a c t i o n i n d e s c r i b i n g 

and d e f i n i n g the Eunice Monument O i l Pool and the overlap­

ping Eumont Gas Pool, and the kinds of problems t h a t have 

occurred. 

A B a s i c a l l y the succession of orders con­

cerning the v e r t i c a l l i m i t s of the two pools have created a 

s i t u a t i o n where w e l l s w i t h i n the u n i t area have completion 

i n t e r v a l s which overlap the top of the Grayburg formation 

and are t h e r e f o r e open t e c h n i c a l l y i n both pools. 

The Commission d i d not order t h a t these 

e x i s t i n g w e l l s be recompleted or work attempted on them t o 

segregate the two pools and t o my knowledge any new w e l l s 

which have been d r i l l e d have complied w i t h the order t o 

avoid communicating w i t h two pools, but E x h i b i t Number Twen­

t y - t h r e e i s a map which locates the proposed u n i t area and 

the w e l l s w i t h i n t h a t proposed u n i t area. 

Y o u ' l l note t h a t we have c i r c l e a number 

of w e l l s and beside each c i r c l e i s a number which appears t o 

look l i k e a f r a c t i o n t h a t r e a l l y i s not. 

The number a t the top of the -- of the 

s e m i - f r a c t i o n i s the t o t a l number of f e e t open i n the Penrose 
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formation i n the o r i g i n a l completion i n t e r v a l of t h i s w e l l . 

The number at the bottom i s the t o t a l number of f e e t open i n 

the completion i n t e r v a l i n the Grayburg i n each w e l l . 

We see here t h a t there are 130 w e l l s 

which have the c i r c l e s colored. The w e l l s which are colored 

blue are c l a s s i f i e d by the Commission as Eumont o i l w e l l s . 

The w e l l s which are c l a s s i f i e d green are 

c l a s s i f i e d by the Commission as Eunice Monument o i l w e l l s . 

There are 26 Eumont o i l w e l l s on t h i s map 

colored i n blue which have overlapping completion i n t e r v a l s , 

and 104 w e l l s which have overlapping completion i n t e r v a l s 

t h a t are c l a s s i f i e d as Eunice Monument w e l l s . 

These, I might add, are h i s t o r i c a l and 

curr e n t numbers. Some of these w e l l s are not -- no longer 

producing i n the o i l zone and have been recompleted or have 

been plugged. This i s simply h i s t o r i c a l i n f o r m a t i o n . 

But 100 of these w e l l s of the. 130 w e l l s 

are s t i l l producing, e i t h e r out of the Eumont o i l or the 

Eunice Monument o i l . 

I would also l i k e t o c a l l your a t t e n t i o n 

to some c l a s s i f i c a t i o n problems which e x i s t . 

I f you w i l l look a t Section 6, which i s 

about i n the center on the l e f t edge of the map, y o u ' l l note 

the two w e l l s i n the center, Wells No. 219 and 220, and by 

the way, the small number which appears g e n e r a l l y t o the 

r i g h t and top of each dot are w e l l numbers. 

I f y o u ' l l r e f e r t o Wells 219 and 20, 
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Monument o i l w e l l s , although the predominant i n t e r v a l which 

is open and has been completed i s i n the Penrose, or the up­

per number i s l a r g e r than the smaller number, i n other 

words. They've been Eunice Monument we l l s but should have 

been, probably, Eumont o i l w e l l s . 

Continuing down t o Section 7, the two 

wel l s which are located i n the center of the bottom row of 

Section 7, note there t h a t one w e l l has 135 f e e t of Penrose 

open and zero f e e t of Grayburg. Well No. 33 has 65 f e e t of 

Penrose open and zero f e e t of Grayburg, and yet the two 

wel l s side by side have been c l a s s i f i e d one as Eumont o i l 

and the other as Euncie Monument o i l . 

There are other items of wht we might say 

m i s c l a s s i f i c a t i o n or mistakes t h a t have been made i n c l a s s i ­

f i c a t i o n . 

I f y o u ' l l look a t Section 16 y o u ' l l see 

t h a t there are Wells 381 and 382, which are predominantly 

Penrose formation v/ells t h a t have been c l a s s i f i e d as Eunice 

Monument, as opposed t o Well 404, which has good mix, which 

has been a Eumont w e l l t h e r e . 

Down i n Section 21 and 22 there are also 

examples of c l a s s i f i c a t i o n problems. 

On Section 21 Well No. 442, which we've 

also i d e n t i f i e d as being a dual producer, has 113 f e e t of 

Penrose open and no f e e t of Grayburg, and yet i t i s a Eunice 

Monument o i l producing w e l l , a t l e a s t the dual p o r t i o n of 
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the o i l zone i s the Eunice Monument. 

And y o u ' l l note t h a t i n the bottom l i n e 

i n many of the w e l l s the predominant formation open i n the 

completion i n t e r v a l i s or was Penrose, and yet they are 

c l a s s i f i e d as Eunice Monument. 

Q What i s the e f f e c t of t h i s k i n d of prob­

lem on the e f f o r t s to form a s u i t a b l e w a t e r f l o o d or i n s t i ­

t u t e a w a t e r f l o o d i n t h i s area? 

A I f we continued w i t h the s i t u a t i o n which 

we're described here on the map, i t would be v i r t u a l l y im­

possible f o r us t o u n i t i z e hydrocarbons i n e i t h e r one of the 

two pools, i f we continue w i t h the c u r r e n t v e r t i c a l i n t e r v a l 

d e f n i t i o n because we could not a r r i v e a t an equ i t a b l e a l l o ­

c a t i o n to a l l the owners i n each i n d i v i d u a l pool. 

As I'm going t o discuss l a t e r , the cur­

r e n t u n i t i z a t i o n e f f o r t r e l i e s on the parameters cumulative 

production, remaining primary reserves, and c u r r e n t o i l pro­

duction from each t r a c t . 

I f we are forced t o maintain the c u r r e n t 

pool d e f i n i t i o n , t r a c t s which had w e l l s overlapping the top 

of the Grayburg would be extremely d i f f i c u l t , i f not impos­

s i b l e to i n c l u d e , because cumulative production could not be 

r e a l l o c a t e d between the two pools on the h i s t o r i c a l basis. 

We simply do not have a method of a l l o c a t i o n between the 

Penrose and the Grayburg i n these o l d w e l l s . 

Current production would also not be a l ­

located e q u i t a b l y between the two pools and the remaining 
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i f you cannot e s t a b l i s h a h i s t o r i c a l d e c l i n e , which (not 

c l e a r ) t h a t . 

Also, i f we continued w i t h the c u r r e n t 

v e r t i c a l l i m i t d e f i n i t i o n here, i t would be i m p r a c t i c a l t o 

attempt to design a w a t e r f l o o d which would sweep only the 

lower p o r t i o n or any p o r t i o n of the continuous o i l column, 

which we t h i n k we have i d e n t i f i e d here. 

Q I n order t o form a u n i t of the o i l 

column, the w a t e r f l o o d prospects, Mr. wheeler, how do you 

propose to solve the problem? 

A We propose t o solve t h i s p a r t of the 

problem by changing the v e r t i c a l l i m i t s of the Eunic Monu­

ment O i l Pool by c o n t r a c t i n g the v e r t i c a l l i m i t s of the 

Eumont Gas Pool. 

Q A l l r i g h t , i n order t o make t h a t change, 

how have you determined what the change ought t o be? 

A I'd l i k e t o d i s t r i b u t e E x h i b i t Number 

Twenty-four a t t h i s time, i f we might, before I begin t a l k ­

ing about i t . 

I would also add t h a t E x h i b i t s Twenty-

three A and Twenty-three B, which are the two tables t h a t 

were j u s t d i s t r i b u t e d w i t h E x h i b i t Twenty-three are i n tabu­

l a r form the same i n f o r m t i o n t h a t you see on the map, l i s t ­

i n g Eunice Monument w e l l s w i t h overlapping completion i n t e r ­

v a l s and Eumont w e l l s w i t h overlapping completion i n t e r v a l s , 

so they b a s i c a l l y , r e f e r t o each other. 
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Q Mr. Wheeler, l e t ' s have you describe f o r 

us how the Technical Committee went about addressing e f f o r t s 

t o come up w i t h a s o l u t i o n to the problem about the v e r t i c a l 

l i m i t s overlapping i n the o i l column. 

A We began studying t h i s very problem e a r l y 

i n the work of the Technical Committee i n an attempt t o de­

termine what was the extent of the o i l column i n our pro­

posed u n i t area. 

Let me say t h a t we were using three basic 

o b j e c t i v e s as c r i t e r i a t o evaluate both the h o r i z o n t a l and 

v e r t i c a l l i m i t s of the proposed u n i t and those three c r i ­

t e r i a were these: 

F i r s t of a l l , we would attempt t o include 

a l l w e l l s w i t h h i s t o r i c a l or c u r r e n t Eunice Monument o i l 

production. We'd attempt t o define a h o r i z o n t a l boundary 

which was uniform and provided a minimum number of unflood-

able areas w i t h i n the boundary. 

We also attempt t o define a v e r t i c a l i n ­

t e r v a l which would include a l l of the o i l column, i f pos­

s i b l e . 

And w i t h t h i s i n mind we began studying 

the geologic cross s e c t i o n s , the s t r u c t u r e maps which we've 

introduced i n evidence, and we combined t h a t w i t h the pro­

duction h i s t o r y i n f o r m a t i o n , and i n doing so we created a 

series of w 7ell completion schematic diagrams which I i n ­

cluded i n t h i s e x h i b i t and w e ' l l be able t o discuss. 

We might t u r n t o t h a t e x h i b i t , I might 
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show you t h a t the f i r s t page i s j u s t a reference page which 

has a generalized cross s e c t i o n and we show a generalized 

east and west boundary of the proposed u n i t area w i t h the 

formations which are involved i n the discussion here. 

We have the Eumont gas formation which 

consists of the Yates, Seven Rivers, Queen, and Penrose un­

der c u r r e n t d e f i n i t i o n , and the Eunice Monument pool, which 

consists of the Grayburg and San Andres formations under 

c u r r e n t d e f i n i t i o n s , and there i s no exact scale on t h i s but 

you can see r e l a t i v e t o each other the thickness of those 

formations, and y o u ' l l also see t h a t there i s some character 

as t o the s t r u c t u r e i t s e l f . I t does dip t o the -west, as has 

already been t e s t i f i e d t o , and there are some high and low 

spots i n the middle of the u n i t . Generally, though, i t ' s 

without character i n the middle of the u n i t . 

I would also note f o r you t h a t the top of 

the o l d Eunice Pool went up t o the top of the Queen, which 

i s also shown i n t h i s f o r m a t i o n . 

I f I might r e f e r you now to page number 

two, I'd l i k e t o discuss the general c h a r a c t e r i s t i c s of 

these completion i n t e r v a l schematics, which I've provided 

f o r you. 

In an attempt t o create cross sections 

through the f i e l d , the f i r s t t h i n g we d i d was t r y t o locate 

w e l l s which had logs on which we could c a l l tops, and unfor­

t u n a t e l y , not every row of w e l l s , as you've seen from the 

cross s e c t i o n index map t h a t Mr. Hoffman showed, has a l l 
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w e l l s w i t h logs. 

So what we d i d was create s l i c e s . We 

s l i c e d through by sec t i o n and I t h i n k I can r e f e r t o t h i s 

map and show you. 

We took both sections here and c a l l e d 

t h a t my completion i n t e r v a l s e c t i o n A-A; the next row of 

sections would be the C, D, E, and F, f o r the sake of look­

ing a t the formation and the completion i n t e r v a l s of the 

wellbores. 

As you can see, there's i n f o r m a t i o n 

a v a i l a b l e on page two. F i r s t of a l l , t h i s i s a west t o east 

cross s e c t i o n looking from l e f t t o r i g h t on the page. 

The top number on each of those s t i c k 

diagrams i s the wellbore number, 2-1 would be Row number 2, 

Well number 1, f o r example, and continue across the page i n 

sequence. 

A l l the datums here are shown r e l a t i v e t o 

sea l e v e l and what we have shown i n blue are reported com­

p l e t i o n i n t e r v a l s which produce some kind of o i l i n a w e l l ­

bore . 

I n red you see a reported completion i n ­

t e r v a l which produced some ki n d of gas. 

So these are not simply i n t e r v a l s t h a t 

were p e r f o r t e d or te s t e d or any other t h i n g , or DST's or 

anything else. These are i n t e r v a l s which reported some kind 

of production. 

We've also shown on t h i s — t h i s type of 
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diagram the top of the Queen, the top of the Penrose, and 

the top of the Grayburg formations. 

As I mentioned, there i s no scale between 

the h o r i z o n t a l wellbores but we have maintained a scale on 

t h i s page f o r v e r t i c a l i n t e r v a l s , a scale running from ap­

proximately -300 f e e t t o 200 f e e t above sea l e v e l . 

You w i l l also note t h a t on the diagrams I 

have shown the casing seat of the wellbores, as was o r i ­

g i n a l l y reported t o us. 

Cross s e c t i o n A-A as we're looking at i t 

here, i s t y p i c a l of completion i n t e r v a l s i n the northern 

p o r t i o n of the u n i t . 

Well number 4-2 on t h i s page, which i s 

the No. 1 Exxon Foppiano, i s a former Eunice Monument o i l 

completion, and you see t h a t the completion i n t e r v a l crosses 

the top of the Grayburg and exposes both Penrose and Gray­

burg pay. This w e l l was l a t e r plugged back t o become a 

Eunice -- or, I'm s o r r y , a Eumont gas producing w e l l and the 

i n t e r v a l above i t between -48 and +142 f e e t was opened t o 

t h a t production. 

Well number 2-1 on the other hand i s the 

No. 1 Getty "H" State. I t i s a former Eunice Monument o i l 

completion and producer. I t , t o o , had both the Penrose and 

the Grayburg pay open and l a t e r was plugged back t o Eumont 

gas . 

Q Using t h i s page two of E x h i b i t Number 

Twenty-four as an example, Mr. Wheeler, what were the f i r s t 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

observations t h a t the Technical Committee made a f t e r i t r e ­

viewed the various cross sections through the u n i t ? 

A Well, the f i r s t observation i s t h a t there 

i s some d i s t i n c t i o n between gas productive i n t e r v a l s i n gen­

e r a l and o i l productive i n t e r v a l s i n the northern p o r t i o n of 

the u n i t here. So --

Q We g e n e r a l l y see a separation i n the o i l 

production i n t e r v a l and the gas production i n t e r v a l . 

A That's c o r r e c t , we do. 

Q And i s there any other observation you've 

made? 

A Looking a t the diagram you can see t h a t 

g e n e r a l l y the gas productive i n t e r v a l has been the top of 

the Penrose, which Mr. Hoffman has p r e v i o u s l y i d e n t i f i e d as 

being a sand, b a s i c a l l y a sand body which i s gas productive, 

and i t extends above t h a t p o i n t i n t o the Queen and sometimes 

i n t o the Yates and Seven Rivers. 

Q A l l r i g h t , s i r . 

MR. KELLAHIN: Mr. Chairman, I 

a n t i c i p a t e my testimony or questions of Mr. Wheeler and h i s 

testimony w i l l probably take another hour or so. 

MR. STAMETS: Let's recess the 

hearing t i l l about 1:20. 

(Thereupon the noon recess was taken. Thereafter, a t the 

hour of 1:20 p.m. on the same date, the hearing was again 

convened and the testimony was continued as f o l l o w s , ;'o-
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w i t : ) 

MR. STAMETS: The hearing w i l l 

come to order. 

Mr. K e l l a h i n , you may continue 

w i t h your examination of Mr. Wheeler. 

MR. KELLAHIN: Thank you, s i r . 

Q Mr. Wheeler, before the lunch break, you 

were discussing f o r us the conclusions you have reached, from 

studying the cross s e c t i o n of completions i n cross section 

A-A1 across the northern p o r t i o n of the u n i t , running from 

west t o east. 

I ask you now, s i r , t o t u r n t o page 6 of 

E x h i b i t 24 and look at the cross s e c t i o n E-E1 and from t h a t 

e x h i b i t t e l l us what the Technical Committee concluded about 

the southern p o r t i o n of the u n i t i n terms of t h i s 

d e f i n i t i o n a l problem t h a t v/e' re having w i t h the o i l forma­

t i o n crossing over i n t o two separate pools. 

A A l l r i g h t . As we mentioned before lunch, 

cross section A-A i s r e p r e s e n t a t i v e of completion i n t e r v a l s 

i n the northern p o r t i o n of the u n i t and now cross section E-

E1 on page 6 i s r e p r e s e n t a t i v e of the completion i n t e r v a l s 

which we f i n d i n the southern p o r t i o n of the proposed u n i t 

area. 

Y o u ' l l note t h a t most of the completion 

i n t e r v a l s shown on cross s e c t i o n E-E1 do i n f a c t cross the 

top of the Grayburg for m a t i o n . I would l i k e t o p o i n t out 
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t h a t most of the w e l l s here are c l a s s i f i e d as Eunice Monu­

ment o i l v/ells, e i t h e r h i s t o r i c a l l y or c u r r e n t l y , except f o r 

Well No. 21-1, which i s the f a r l e f t w e l l on your paper. I t 

i s a producing Eumont o i l w e l l and you can see t h a t the pro­

ductive i n t e r v a l i s a c t u a l l y i n t o the Penrose and up i n t o 

the Queen. 

Well 21-7, which i s seven l i n e s i n from 

the western edge, i s Shell's No. 1 Coleman A, which i s a 

producing Eumont o i l w e l l , and y o u ' l l note t h a t i t was not 

d r i l l e d q u i t e as deep as some of the other wells and the i n ­

t e r v a l opened i s b a s i c a l l y r i g h t at the top of the Grayburg. 

Well 21-10 i s the No. 3 C i t i e s Service 

State "C". That i s a TA'd Eumont o i l w e l l which has been 

plugged back and i s now a Eumont gas w e l l . 

What we discovered when we used the geo­

l o g i c a l i n f o r m a t i o n and the completion i n t e r v a l i n f o r m a t i o n 

was th a t we had t o come up w i t h some p o s s i b i l i t i e s f o r de­

f i n i n g the v e r t i c a l l i m i t s . 

Looking f i r s t toward the lower l i m i t t h a t 

we might propose, we could see t h a t the most appropriate 

l i m i t would be the base of the San Andres because i t i s w e l l 

below known production l i m i t s . I t i s the s t a t u t o r y base of 

the Eunice Monument G i l Pool, e a s i l y i d e n t i f i a b l e on elec­

t r i c a l logs. I t i s the l o g i c a l l o c a t i o n f o r the lower 

l i m i t . 

For the upper l i m i t , however, v/e began to 

consider a number of p o s s i b i l i t i e s . S p e c i f i c a l l y , we de-
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cided t h a t we would i n v e s t i g a t e f o u r . 

The f i r s t p o s s i b i l i t y , of course, i s t h a t 

we define the upper l i m i t of the proposed u n i t i z e d i n t e r v a l 

as the top of the Grayburg, and we i l l u s t r a t e t h a t by con­

t i n u i n g here on page s i x looking at cross s e c t i o n E-E1. 

An advantage t o using t h i s p o s s i b i l i t y i s 

t h a t , of course, i t i s the upper s t a t u t o r y l i m i t of the 

Eunice Monument Pool; however, as we pointed out, there are 

a number of disadvantages. The Grayburg top i s crossed by 

completion i n t e r v a l s , as we've seen t h i s morning. w i t h 130 

we l l s i n the pool, or i n the proposed u n i t , there would be 

a c o s t l y remedial program needed t o i s o l a t e the two pools i f 

t h a t remained the upper l i m i t . I f we attempted to f l o o d 

only, t h a t p o r t i o n of the o i l column which i s t e c h n i c a l l y i n 

the Eunice Monument Pool, i t would not be a f e a s i b l e opera­

t i o n and v/e would need a whole new basis f o r c a l c u l a t i n g our 

u n i t i z a t i o n . Vie could not a l l o c a t e h i s t o r i c a l or c u r r e n t 

production. We could not p r e d i c t f u t u r e production by pool, 

and c e r t a i n parameters could not be used. 

The second p o s s i b i l i t y which we looked 

toward i s d e f i n i n g the upper l i m i t of the v e r t i c a l i n t e r v a l 

as the top of the Penrose form a t i o n , which would roughly 

c o r r e l a t e w i t h the o r i g i n a l Eunice Pool d e f i n i t i o n . 

I'd l i k e to r e f e r you back t o E x h i b i t 

or to the e x h i b i t we're i n c u r r e n t l y but back t o i l l u s t r a ­

t i o n A-A', which i s on page two. 

Considering the p o s s i b i l i t y of using the 
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top of the Penrose as the top of the v e r t i c a l i n t e r v a l , we 

f i n d t h a t there are some advantages, t h a t i t i s r e l a t i v e l y 

e a s i l y found on e l e c t r i c a l logs, and t h a t i t w i l l include 

a l l the o i l production i n t e r v a l except f o r w e l l s on the ex­

treme western edge of the u n i t ; however, there are some s i g ­

n i f i c a n t disadvantages t o t h i s . 

F i r s t of a l l , the Upper Penrose, as has 

been t e s t i f i e d to t h i s morning, i s a gas productive i n t e r v a l 

over most of the u n i t . I n c l u s i o n of a p o r t i o n of the Eumont 

gas i n t e r v a l , which we recognize as being gas productive, 

would not be b e n e f i c i a l t o the w a t e r f l o o d u n i t because the 

gas zones do not c o n t r i b u t t o the o i l production and f u r ­

thermore i t would create a problem where owners i n the gas 

zone who are not owners i n the o i l pool would have a problem 

w i t h e q u i t i e s . The e q u i t y problems would become a major 

f a c t o r and the r e s o l u t i o n f o r communitization would not be 

probable i n t h i s event, where we have gas owners who are not 

owners i n the prospective o i l w a t e r f l o o d . 

So we looked at a t h i r d p o s s i b i l i t y . We 

began examining the Penrose i t s e l f and t r i e d to i s o l a t e some 

marker i n the mid-Penrose which might be i d e n t i f i a b l e across 

the u n i t and I would r e f e r you to Mr. Hoffman's testimony 

t h i s morning t h a t there i s , i n f a c t , a t i g h t zone i n about 

the mid-Penrose l e v e l which covers most of the u n i t area. 

We began looking i n t h a t v i c i n i t y f o r a 

top of the v e r t i c a l l i m i t . 

The advantage, of course, would be t h a t 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

9 4 

such a t i g h t zone would exclude most of the gas productive 

i n t e r v a l and i t would allow us t o include most of the o i l 

productive i n t e r v a l , but there are some disadvantages here 

also. 

This mid-Penrose marker would not include 

a l l of the o i l productive zone, as you can see by we l l s on 

the western edge of the f i e l d , and furthermore, we were not 

able to f i n d a d e f i n i t i v e marker t h a t was a v a i l a b l e over the 

e n t i r e u n i t . 

So a f t e r we considered these three a l t e r ­

natives and could not r e a l l y s e t t l e on any of these, we be­

gan an attempt t o define i n somewhat b e t t e r measure the gas-

o i l contact i n the u n i t area and the surrounding areas. 

Once again, as we looked at our comple­

t i o n i n t e r v a l schematics which you have i n f r o n t of you, 

some general c o r r e l a t i o n s become c l e a r , and as you run 

through these, you might also pick these out. 

In general there i s reasonable separation 

between the o i l i n t e r v a l and the gas i n t e r v a l , regardless of 

which cross s e c t i o n we look at i n t h i s package. 

Also the zone from roughly sea l e v e l to -

100 f e e t below sea l e v e l i s not p a r t i c u l a r l y a productive 

zone i n any of the cross sections t h a t we see. 

At t h i s p o i n t we also extended some of 

Mr. Hoffman's cross sections f u r t h e r t o the west to t r y to 

i d e n t i f y the formations and the gas and o i l productive i n ­

t e r v a l s to the west of our u n i t , and the r e s u l t t h a t we 
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found was t h a t s i m i l a r c o n d i t i o n s e x i s t f o r at le a s t a mile 

and i n some cases more than a mile to the west. We observed 

of regardless of what you c a l l the formation, t h a t i f a w e l l 

i s c ompleted below -100 subsea datum i t would be an o i l 

w e l l . I f i t ' s completed above the -100 f o o t subsea datum, 

ge n e r a l l y y o u ' l l f i n d a gas w e l l regardless of what forma­

t i o n you complete that i n . 

The conclusion which we had t o draw from 

t h i s g e o l o g i c a l and completion i n t e r v a l i n f o r m a t i o n was t h a t 

there i s a common g a s / o i l contact i n and near the proposed 

u n i t area and i t crosses a l l formation boundaries and i t ' s 

at a depth of somewhere between sea l e v e l and -100 f e e t , and 

we could not determine a more exact depth to use. 

So using t h i s i n f o r m a t i o n v/e considered 

t h a t there was probably a poor possible d e f n i t i o n f o r the 

top of our v e r t i c a l i n t e r v a l , and t h a t d e f i n i t i o n i s t h a t we 

could possibly use the -100 f o o t subsea datum, which i s also 

i n d i c a t e d i n a l l your completion i n t e r v a l cross s e c t i o n s , 

and you can see t h a t by loo k i n g through cross sections A-A 

through, a c t u a l l y through Z-Z i n t h i s package. 

The advantage i s t h a t i t ' s e a s i l y i d e n t i ­

f i e d so t h a t someone who wanted t o know what the top of the 

v e r t i c a l l i m i t was i n a p a r t i c u l a r wellbore could simply 

measure the datum, and t h a t -100 f o o t datum g e n e r a l l y segre­

gates most o i l and gas productive i n t e r v a l s . 

There i s a disadvantage, however, i n t h a t 

the -100 f o o t subsea datum does not allow us t o include the 
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e n t i r e Grayburg formation. 

I f you look at cross sections A-A and B-

B, f o r example, y o u ' l l see t h a t the Grayburg r i s e s above the 

-100 f o o t subsea datum; t h e r e f o r e i t would be possible to 

have a Eunice Monument w e l l w i t h i n the physical l i m i t s of 

the u n i t boundary but not i n the u n i t i z e d i n t e r v a l , and we 

considered t h i s t o be a disadvantage. 

So considering the four proposed d e f i n i ­

t i o n s t h a t we have i n v e s t i g a t e d , we determined t h a t the best 

d e f i n i t i o n was probably a combination of tv/o. So we pro­

posed the f o l l o w i n g d e f i n i t i o n f o r our v e r t i c a l i n t e r v a l , 

which I read t o you p r e v i o u s l y : The v e r t i c a l i n t e r v a l s h a l l 

be -- to be u n i t i z e d s h a l l include the formations from a 

lower l i m i t defined by the base of the San Andres formation 

to an upper l i m i t defined by the top of the Grayburg forma­

t i o n , or -100 f o o t subsea datum, whichever i s higher, and. 

I've f u r t h e r i l l u s t r a t e d t h a t on the diagram which i s i n the 

back of the cu r r e n t e x h i b i t v/e' re looking at on page 11. 

Let's take a look at t h a t diagram and 

y o u ' l l see t h a t what v/e are showing here i s a possible ver­

t i c a l i n t e r v a l t h a t extends from the base of the San Andres 

and, as I mentioned, up t o the top of the Grayburg or a -100 

f o o t subsea datum, whichever i s higher, which would allow 7 us 

to do several t h i n g s . 

F i r s t i t w i l l allow us t o include the en­

t i r e Eunice Monument Pool as i t i s c u r r e n t l y defined. 

I t would allow us t o include the e n t i r e 
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nize. 

And t h i s d e f i n i t i o n would also allow us 

to preclude the requirement t o perform t h i s extensive reme­

d i a l work which I mentioned t h a t we'd be caused t o do t o t r y 

to i s o l a t e the pools i n these we l l b o r e s , and i t would allow 

us to operate our w a t e r f l o o d i n the e n t i r e o i l column and 

not be confined t o a p o r t i o n of i t . 

I would also l i k e t o note t h a t p r i o r to 

adoption of t h i s possible d e f i n i t i o n by u n i t owners, the a l ­

t e r n a t i v e s which I've discussed w i t h you today, were also 

presented t o repres e n t a t i v e s of the Commission and the 

Bureau of Land Management, who reviewed these d e f i n i t i o n s 

and agreed t h a t the d e f i n i t i o n was appropriate f o r the prob­

lem which we are discussing here today. 

Q Mr. wheeler, i n terms of the proposed de­

f i n i t i o n f o r the v e r t i c a l i n t e r v a l , do you have an opinion 

as t o whether or not t h a t d e f i n i t i o n w i l l p r o t e c t c o r r e l a ­

t i v e r i g h t s ? 

A Yes, s i r , I b e l i e v e i t w i l l . 

Q I f I understand c o r r e c t l y , the -- a f t e r 

a l l the study i n terms of r e s o l v i n g the problem about the 

pool d e f i n i t i o n s , t h a t the proposed d e f i n i t i o n f o r the ver­

t i c a l l i m i t s was submitted by the Technical Committee to the 

working i n t e r e s t owners? 

A Yes, s i r , t h a t i s c o r r e c t . 

Q What was the a c t i o n of the working i n t e r -
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est owners w i t h regard t o t h a t d e f i n i t i o n ? 

A The working i n t e r e s t owners considered 

t h i s d e f i n i t i o n and. a l t e r n a t i v e d e f i n i t i o n s and adopted t h i s 

d e f i n i t i o n . 

0 To the best of your knowledge, Mr. 

Wheeler, has there been any o b j e c t i o n t o tne use of t h i s as 

a d e f i n i t i o n f o r the v e r t i c a l i n t e r v a l f o r the u n i t ? 

A There has been no s i g n i f i c a n t o b j e c t i o n 

to i t . 

Q we've discussed now the v e r t i c a l l i m i t s , 

Mr. Wheeler. I'd l i k e t o d i r e c t your a t t e n t i o n t o the e f ­

f o r t s t h a t the Technical Committee made t o come up w i t h the 

h o r i z o n t a l boundary of the u n i t . 

In t h a t regard, perhaps E x h i b i t Number 

Fourteen, one of the s t r u c t u r e maps, might be u s e f u l , s i r , 

to have you describe f o r us what the Technical Committee 

considered i n a r r i v i n g a t the h o r i z o n t a l boundaries f o r the 

proposed u n i t . 

A Let me f i n d i t . I might mention t h a t the 

o r i g i n a l proposal by ARCO, as I stat e d t h i s morning, i n ­

cluded b a s i c a l l y 9700 acres r i g h t i n the heart of t h i s pro­

posed u n i t . Very e a r l y i n the Technical Committee's discus­

sion t h a t boundary was expanded t o v i r t u a l l y what you see on 

the map today. 

At the nor t h i t adjoins the Texaco Monu­

ment U n i t , which i s the c u r r e n t operating w a t e r f l o o d . I t 

also adjoins the proposed Amerada Hess Monument Study Area 
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at the n o r t h . 

The western boundary gen e r a l l y defines 

the l i m i t s of the Eunice Monument productive i n t e r v a l and­

the v/ells i n s i d e the boundary are Eunice Monument v/ells. 

I t g e n e r a l l y defines t h a t same boundary 

on the southern p o r t i o n of the f i e l d . 

On the eastern p o r t i o n of the f i e l d the 

l i m i t s of the u n i t b a s i c a l l y define the l i m i t s of known pro­

duction from the Eunice Monument. 

What we have done here i n a r r i v i n g at 

these boundaries i s b a s i c a l l y s a t i s f i e d the three c r i t e r i a 

or the goals which I p r e v i o u s l y s t a t e d . When taken i n con­

j u n c t i o n w i t h the v e r t i c a l i n t e r v a l d e f i n i t i o n , the horizon­

t a l boundary and v e r t i c a l i n t e r v a l together allow us to i n ­

clude v i r t u a l l y a l l w e l l s which have c u r r e n t or h i s t o r i c a l 

production from the Eunice Monument O i l Pool, and help us to 

define a uniform boundary which we f e e l i s f l o o d a b l e and 

w i l l have a minimum of non-swept areas or unfloodable areas, 

and also i n the process we've helped t o define a v e r t i c a l 

i n t e r v a l which would include a l l the o i l column. 

And t h a t , t h i s i s again the basic sugges­

t i o n of the Technical Committee to the working i n t e r e s t 

owners which we see on t h i s f i n a l o u t l i n e . 

Q Mr. Wheeler, l e t me ask you, s i r , some of 

your r e c o l l e c t i o n s of the a c t i o n of the ownership f o r the 

u n i t i n a r r i v i n g at an agreed upon boundary. 

For example, l e t ' s look a t Sections 19 
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and 2 0 to the south. Describe g e n e r a l l y f o r me what your 

r e c o l l e c t i o n of the ownership, or the operating r i g h t s i n 

Sections 19 and 20, who are the operators involved? 

A "Well, from t h i s e x h i b i t I'd have a tough 

time. I t h i n k I can go t o t h i s map over here and perhaps 

see t h a t . 

Included i n Sections 19 and 20 I can see 

offhand Getty, Gulf, ARCO, Conoco, S h e l l , Chevron, and b a s i ­

c a l l y Gulf again t o the south ( i n a u d i b l e ) . 

Q Are each of those operators also opera­

t o r s w i t h i n the u n i t ? 

A Not operators, but --

Q working -- I'm s o r r y , working i n t e r e s t 

owners i n the u n i t ? 

A Yes, they are. 

Q would i t be a c o r r e c t statement, Mr. 

wheeler, t o say t h a t the working i n t e r e s t owners i n 19 and 

20 are also represented w i t h i n the working i n t e r e s t f o r the 

u n i t ? 

A To the best of my knowledge they are. 

Q And t h a t the u n i t operations, then, using 

t h i s as a boundary would not exclude some working i n t e r e s t 

owner t h a t does not p a r t i c i p a t e i n the u n i t . 

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

Q And was there discussion i n terms of 

reaching a concensus on drawing the western boundary f o r the 

proposed u n i t ? 
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A Yes, s i r , there was a discussion. Again, 

f o l l o w i n g our e a r l y basic assumptions, v/e were t r y i n g t o 

deli n e a t e the p o i n t where Eunice Monument production ceases 

and Eumont production begins. 

There was some discussion. ARCO tendered 

a suggeston t o enter some property t o the western edge which 

i s i n f a c t c l a s s i f i e d Eumont o i l production, but t h a t was 

re j e c t e d by the Technical Committee and ARCO has remained an 

owner i n the u n i t and p a r t i c i p a t i n g i n the u n i t . 

Q From the p o i n t of view of the Technical 

Committee, Mr. Wheeler, can you express an opinion as to 

whether or not the h o r i z o n t a l boundaries of the proposed 

u n i t are reasonable and j u s t i f i e d ? 

A Yes, s i r . I bel i e v e they are and I be­

l i e v e a c t i o n on the Technical Committee r e f l e c t s t h a t also. 

•Q Let me go on t o another subject w i t h r e ­

gards t o a c t i o n of the Technical Committee, Mr. Wheeler. 

Did the Technical Committee make any determination of o r i g ­

i n a l o i l i n place w i t h i n the u n i t area? 

A Yes, s i r . The Committee estimated t h a t 

the o r i g i n a l o i l i n place w i t h i n the u n i t area was approxi­

mately 671.5-million b a r r e l s . 

Q And what was the Committee's conclusion 

concerning the remaining primary reserves? 

A The Technical Committee undertook an e f ­

f o r t t o produce production d e c l i n e curves on each operating 

t r a c t i n the u n i t . 
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We discovered t h a t the u n i t as proposed 

had produced approximately 1 2 0 - m i l l i o n b a r r e l s . We used a 

decline curve technique t o e x t r a p o l a t e t h a t primary u l t i m a t e 

reserve number at 1 3 4 - m i l l i o n b a r r e l s , which means t h a t 

there i s roughly 1 4 - m i l l i o n b a r r e l s of primary reserve r e ­

maining i n the f i e l d , which t e l l s us t h a t the f i e l d has 

produced approximately 90 percent of i t s primary u l t i m a t e . 

0 A l l r i g h t , the committee has estimated 

the o r i g i n a l o i l i n place, the remaining primary reserves, 

and t h a t the f i e l d has produced approximately 90 percent of 

the primary reserves. 

Did the committee go on and also estimate 

f o r the u n i t the recoverable secondary reserves? 

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

Q A l l r i g h t , s i r , and how d i d you go about 

that? 

A The f i r s t e f f o r t s of the committee were 

to gather a l l a v a i l a b l e logs and cores and f l u i d analysis 

i n f o r m a t i o n w i t h the a n t i c i p a t t i o n t h a t we'd be able to ap­

ply t h i s i n f o r m a t i o n to some computer model or some rigorous 

analysis t o p r e d i c t secondary recovery. 

As we began t o assemble the data, we be­

came aware t h a t a computer model was not going t o be pos­

s i b l e , f o r as Mr. Hoffman has already t e s t i f i e d , v/e have -~ 

we found logs on less than one-half of the t o t a l w e l l s i n 

the f i e l d . Most of these logs are vintage 1955 or e a r l i e r , 

which are unsu i t a b l e f o r a n a l y t i c a l purposes. 
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wo found t h a t cores were "irtu£„l l y non­

e x i s t e n t and f u r t h e r m o r e t h e r e was v e r y l i t t l e c o re a n a l y s i s 

i n f o r m a t i o n a v a i l a b l e and no f l u i d a n a l y s i s i n f o r m a t i o n wv-s 

a v a i l a b l e t o us. 

So we were l e f t a t t h i s p o i n t knowing 

t h a t we c o u l d not p e r f o r m a r i g o r o u s computer modeling. 

A f t e r some r e s e a r c h I was ab l e t o f i n d a 

p u b l i s h e d t e c h n i q u e which a l l o w s you t o o r e d i c t secondary 

reserves based on £._n analog method, i f you w i l l , u s i n g o t h e r 

er s i m i l a r w a t e r f l o o d s as examples t o develop some -- some 

parameters by which you may e s t i m a t e from your own p r o p e r t y . 

we d i d t h a t and t h e T e c h n i c a l Committee 

reviewed b o t h the method and t h e r e s u l t s and approved i t es 

being i n c l u d e d i n the T e c h n i c a l Committee r e p o r t . 

Our f i n a l p r e d i c t i o n i n d i c a t e d t h a t t h e r e 

eas a p p r o x i m a t e l y P .4 . ?~mi 11 i o n b a r r e l s o f secondary r e s e r v e s 

l e f t t o be r e c o v e r e d and t h a t t h e secondary r e c o v e r y t o p r i ­

mary r e c o v e r y r a t i o would be r o u g h l y p e r c e n t . 

Q A l l r i g h t , s i r , T missed those numbers. 

Could you g i v e me those numbers a g a i n , please? 

A . Expected secondary r e c o v e r y i s 64 . ~ - r r L l ~ 

l i o n b a r r e l s o f i n c r e m e n t a l o i l and t h a t i s a secondary r e ­

covery t o p r i m a r y r e c o v e r y r a t i o o f 43 p e r c e n t . 

We found t h a t o t h e r T e c h i n i c e l Committee 

members c o u l d v a l i d a t e our e x p e r i e n c e i n t h a t t y p i c a l r e ­

c o v e r i e s from such Grayburg and San Andres r e s e r v o i r s may 

range from 25 t o 100 p e r c e n t o f p r i m a r y r e c o v e r y , and t h e 
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basic opinion of the committee was t h a t the estimate was at 

least r e a l i s t i c f o r f u t u r e u n i t performance. 

Q Let me ask you, s i r , i f i n making the 

p r e d i c t i o n s on recoverable secondary reserves, Mr. Wheeler, 

whether or not there was o b j e c t i o n made to t h a t method or 

methodology used by any members of the Technical Committee? 

A No, s i r , there were not. 

0 Are you aware of any o b j e c t i o n by any of 

the working i n t e r e s t owners to using t h a t method by which to 

o r e d i c t secondary reserves? 

A No, s i r , I'm not. 

Q A l l r i g h t . A l l r i g h t , we've discussed 

swrre of the basic elements t h a t are going i n t o the work of 

the Technical Committee. Let me also ask you whether or not 

the Technical Committee adopted any recommendations w i t h r e ­

spect to an i n j e c t i o n pattern? 

A Yes, s i r , i t d i d . The u n i t area, as I've 

pre v i o u s l y mentioned, i s developed on 40-acre spacing. 

Therefore the Committee recommended t h a t the i n i t i a l i n j e c ­

t i o n p a t t e r n be 80-acre 5-spots and t h i s e s s e n t i a l l y means 

t h a t you convert every other w e l l t o an i n j e c t i o n v / e l l . A 

diagram of t h a t proposed p a t t e r n as t o how i t would look i f 

they were f u l l y implemented i s a v a i l a b l e i n the Technical 

Committee r e p o r t as Figure Number S7. 

Q I n a d d i t i o n then t o making recommenda­

tio n s about the i n j e c t i o n p a t t e r n — we 11, before v/e qet t o 

t h a t , was the i n j e c t i o n p a t t e r n one t h a t was agreed to by 
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the T e c h n i c a l Commibtee? 

A Yes, s i r , i t was. 

C And i s t h a t an i n j e c t i o n p a t t e r n t h a t ' s 

been accepted by the working i n t e r e s t owners? 

A Yes, s i r , i t has. 

Q Let me ask you t h i s w i t h regards to the 

e n t i r e package of i n f o r m a t i o n i n the Technical Committee r e ­

p o r t , which i s E x h i b i t Number 22, Mr. Wheeler, does t h i s not 

c o n s t i t u t e the plan of operation f o r the u n i t ? 

A Yes, s i r , i t does. 

Q Did the Technical Committee go on t o sum­

marize the c a p i t a l requirements needed f o r u n i t operation? 

A Yes, s i r , we d i d provide a cost estimate. 

0 And have you put t h a t together i n the 

form c f an e x h i b i t ? 

A Yes, s i r , E x h i b i t Number Twenty-five. 

0 A l l r i g h t , s i r , Mr. Wheeler, would you 

i d e n t i f y E x h i b i t Twenty-five f o r me? 

A This e x h i b i t i s an update fo the ta b u l a ­

t i o n which i s found i n the Technical Committee r e p o r t as 

Table No. 4. 

The estimates on t h i s e x h i b i t were up­

dated to r e f l e c t c u r r e n t costs of equipment and labor. 

As you can see from the f r o n t page of 

t h i s e x h i b i t , there are seven major categories i n t o which 

costs have been grouped. The production and. i n j e c t i o n f a c i ­

l i t i e s i nclude a l l storage and t r a n s f e r and treatment and 
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sales f a c i l i t i e s , and things of t h a t nature. 

The Technical Committee has estimated 

t h a t we would d r i l l and equip nine water supply w e l l s t o 

handle the water i n j e c t i o n requirements f o r the u n i t . You 

see the cost associated w i t h those w e l l s . 

We'd estimated, t h a t we would d r i l l and 

equip nineteen producers, s i x t e e n i n j e c t o r s as replacements 

f o r P&A'a l o c a t i o n s ; p o s s i b l y some vacant l o c a t i o n s . 

These are -- these cost estimates are 

shown i n page one, also. 

We b e l i e v e t h a t there w i l l be a consider­

able remedial e f f o r t to be undertaken i n the u n i t area on 

e x i s t i n g wellbores and t h a t cost i s roughly $10,000,000 

worth of t a n g i b l e equipment and $9 , 000 , 000 'worth of i n t a n ­

g i b l e costs associated w i t h t h a t . 

We a n t i c i p a t e c o r i n g a number of w e l l s 

and we've included i n the cost of c o r i n g and analyzing core 

on twenty w e l l s t o help us t o gather r e s e r v o i r data, and we 

a n t i c i p a t e as the f l o o d begins t o respond t h a t v/e1 11 need to 

replace much of the e x i s t i n g equipment i n the f i e l d and the 

item pumping and replacements i s f o r t h a t nev/ equipment to 

upgrade the size of u n i t s . 

You can see t h a t the grand t o t a l here, 

which i s a gross cost, i s $60.6-million we expect to i n v e s t 

to get the u n i t i n s t a l l a t i o n . 

Page two i s a d e t a i l of those costs by 

year and we expect to spend the money which we've t a l k e d 
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about on page one. 

You can see t h a t we have a considerable 

investment to be made and t h a t ' s over a r e l a t i v e l y short 

period of time from 1984 through 1989, e s s e n t i a l l y . 

0 Using the estimated cost f i g u r e s f o r the 

u n i t operations of the p r o j e c t , Mr. Wheeler, d i d the Techni­

cal Committee go on and then c a l c u l a t e what the b e n e f i t 

would be i f the p r o j e c t was operated on a u n i t basis? 

A Yes, s i r , v/e d i d . 

0 For instance, what would happen i f i t was 

operated w i t h o u t a u n i t ? 

A Yes, s i r , we d i d , and t h a t ' s our E x h i b i t 

Number Twenty-six. 

Q A l l r i g h t , s i r , would you describe f o r us 

E x h i b i t Twenty-six? 

A Yes, s i r . E x h i b i t Twenty-six i s a sum­

mary of some f i n a n c i a l and operating measures which can be 

used to compare the p r o f i t a b i l i t y of the proposed waterflood 

model versus c o n t i n u i n g present o p e r a t i o n . 

O Would you describe f o r us what i s meant 

when we look at the f i r s t column t h a t says, Base Case w i t h ­

out Waterflood? 

A Yes, s i r , t h a t i s -- t h a t i s the case of 

continued primary operations i f you consider the u n i t pro­

p e r t i e s as s i n g l e property as opposed t o column two, which 

i s che incremental case, or the parameters which w i l l help 

us to evaluate the increased recovery when we have an i n c r e -
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mental or increased cost over the c u r r e n t operations. 

0 Would you describe f o r us what basic c r i ­

t e r i a t h a t was used by the Technical Committee i n making 

t h i s analysis? 

A Yes. F i r s t of a l l , l e t me say t h a t there 

v/e re some s i m p l i f y i n g assumptions made f o r t h i s economic 

a n a l y s i s . I t was impossible f o r us t o consider each and 

every owner's economic s i t u a t i o n , so w7hat we did i n t h i s 

case was consider t h a t a l l p r o p e r t i e s i n the proposed u n i t 

area are e s s e n t i a l l y one property f o r the treatment of t h i s 

economic model, as though there were a s i n g l e operator being 

considered as a s i n g l e economic e n t e r p r i s e . 

The data t h a t you see here was ex t r a c t e d 

from Gulf's p r o p r i e t a r y appraised economic program. We i n ­

put the updated cost estimate which we have j u s t discussed 

as E x h i b i t Number Twenty-five. We i n p u t the secondary r e ­

covery estimate which i s a v a i l a b l e i n the Technical Commit­

tee r e p o r t and we also had t o update the date of t h a t i n ­

strument i n the Technical Committee r e p o r t , by the way. 

That -- t h a t curve i s from 1984, which i s obviously outdated 

at t h i s p o i n t , but combining the cost estimate and secondary 

recovery estimate, and we placed those i n t o our economic 

model. 

We had t o assume t h a t Gulf's o i l s p l i t 

between t i e r s i n the Eunice Monument area i s r e p r e s e n t a t i v e 

of the other owners and f o r t h a t purpose and f o r the purpose 

of c a l c u l a t i n g w i n d f a l l p r o f i t s t a x , we assumed t h a t there 
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was a 60 percent t i e r one s p l i t t o 40 percent t i e r two. 

We also assumed t h a t Gulf's average o i l 

and gas prices are r e p r e s e n t a t i v e of the area, and t h a t pro-

ducton expense number t h a t was placed i n t o the model was 

based on an average of ten other floods i n the area. 

when we ran our model we obtained the r e ­

s u l t s which you see here on E x h i b i t Number Twenty-six. We 

have a number of f i n a n c i a l measures which WB could use to 

evaluate an economic e n t e r p r i s e . One of the important ones 

we see here i s the net present value of continued operations 

of S42-.mil l i o n as opposed t o net present value of the i n c r e ­

mental w a t e r f l o o d case of $183 or almost $184- m i l l i o n . 

Looking at the operating measure, you see 

t h a t o i l production f o r continued primary operations, i s 

roughly 14,000,000 b a r r e l s as opposed t o an incremental r e ­

covery of 6 4 . 2 - m i l l i o n b a r r e l s f o r the wa t e r f l o o d case. 

You see the investments. We assumed t h a t 

there'd be no continued or large investments under c u r r e n t 

operations, as opposed t o the $60.6-million worth of i n v e s t ­

ments t h a t need to be made f o r the w a t e r f l o o d . 

Some other operating expenses which I've 

noted here, Federal excise taxes f o r the base case of $171-

m i l l i o n as opposed to $669-million f o r the w a t e r f l o o d case-

State production and property taxes of roughly $105-million 

f o r continued operation as opposed t o $370-million f o r the 

'waterflood, i f i n s t a l l e d ; U. S. income taxes t o the owners 

of $208-m.illion f o r the base case and almost $ l . l - b i l l i o n 
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f o r the operators. 

The bottom l i n e , of course, i s t h a t i t i s 

a p r o f i t a b l e venture i n terms of cash p r o f i t a f t e r taxes. 

Continued operations v/e see here a t about $226 or $227-m.il-

l i o n as opposed t o S l . l - b i l l i o n f o r operators i f the water-

f l o o d i s i n s t a l l e d . 

Gulf provided, I would note, the r e s u l t s 

of our study t o a l l Technical Committee members and. working 

i n t e r e s t owners. They also had b e n e f i t of the f i n a n c i a l 

measures which we i n p u t t e d i n t o our own model and we encour­

aged them t o do t h e i r own economic analysis so they could 

evaluate t h e i r own p o s i t i o n using whatever model they chose 

to use. 

In summary, the Technical Committee 

agreed t h a t the formation of the u n i t was found t o be a pro­

f i t a b l e venture based on these models. 

Q Approximately when was t h i s i n f o r m a t i o n 

disposed t o and shared w i t h the working i n t e r e s t owners? 

Do you r e c a l l ? 

A I t would have been roughly the end of 

1982 before the p u b l i c a t i o n of the Technical Committee r e ­

p o r t and the numbers t h a t you see today are b a s i c a l l y an up­

date . 

Q Section 70-7-6, Subparagraph 3 of the 

s t a t u t e on s t a t u t o r y u n i t i z a t i o n r equires as a c o n d i t i o n 

precedent t o the issuance of a Commission order t h a t the es­

timated a d d i t i o n a l costs, i f any, of conducting such opera-
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t i o n s w i l l not exceed the estimated value of a d d i t i o n a l o i l 

and gas so recovered, plus a reasonable p r o f i t . 

Do you have an opinion as to whether or 

not w i t h u n i t operations t h i s w i l l c o n s t i t u t e a reasonable 

p r o f i t f o r the working i n t e r e s t owners? 

A Yes, s i r , I b e l i e v e i t w i l l . 

Q One of the other c o n d i t i o n s precedent to 

the issuance of an order i s an o p i n i o n t h a t the u n i t i z e d 

management operation and development of t h i s u n i t i s feas­

i b l e . Do you have an opinion? 

A Yes, s i r , I b e l i e v e i t i s f e a s i b l e . 

Q Do you have an op i n i o n as t o whether the 

u n i t i z e d management of the Eunice Monument South Unit i s ne­

cessary? 

A Yes, s i r , I do. 

Q Explain why. 

A I b e l i e v e i t i s necessary because, as we 

stated e a r l i e r i n testimony, t h a t the proposed u n i t area 

contains more than 100 i n d i v i d u a l leases. These leases 

range from 40-acre t r a c t s to the l a r g e s t being approximately 

700 acres. 

Economically and p h y s i c a l l y i t would be 

almost impossible f o r many of these t r a c t s t o be placed un­

der separate secondary recovery operations. 

Waterflood operations are designed to 

move o i l from w e l l to w e l l and lease t o lease and w i t h o u t 

agreement i t would not be t e c h n i c a l l y f e a s i b l e t o do t h i s . 
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Unit arrangements b e n e f i t both working i n t e r e s t owners and 

r o y a l t y owners by p r o t e c t i n g t h e i r c o r r e l a t i v e r i g h t s when 

t h i s movement takes place. 

In a d d i t i o n , the value of the u n i t i z e d 

operation allows us to see t h a t we can e l i m i n a t e some lease 

l i n e b a r r i e r s g i v i n g us f l e x i b i l i t y i n the use of e x i s t i n g 

w e l l s . I t allows us t o convert where necessary. I t allows 

us t o develop uniform p a t t e r n s over a very broad area. I t 

allows us the f l e x i b i l i t y of modifying f l u i d i n and f l u i d 

out r ates as we le a r n more about the response of the reser­

v o i r . 

These th i n g s can only be done on a broad 

scale and not on the l e v e l of a 40 or 80-acre t r a c t . 

I b e l i e v e t h a t the r e s u l t s of u n i t i z a t i o n 

would be t h a t there would be o p e r a t i o n a l f l e x i b i l i t y here i n 

the f i e l d which would allow us t o have a maximum e f f i c i e n c y 

recovery and allow us t o e l i m i n a t e or minimize waste. 

Q Mr. Wheeler, l e t me d i r e c t your a t t e n t i o n 

to Tract 55, which Mr. P a d i l l a i s i n t e r e s t e d i n . I ' l l give 

you a copy of t h a t E x h i b i t Number Two. 

A Okay. 

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

to whether or not i t i s reasonable and f e a s i b l e t o include 

Tract 55 i n the u n i t operation? 

A Yes, s i r , I believe i t i s . 

Q Why do you say t h a t ? 

A Tract 55 has been given c r e d i t i n the 
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parameter t a b l e f o r having cumulative o i l production on 

which some ownership could be based. 

Also, Tract 55 needs to be included on 

the western boundary t o maintain a reasonable development 

p a t t e r n f o r the w a t e r f l o o d . I f we were not allowed t o i n ­

clude Tract 55 the proposed w a t e r f l o o d p a t t e r n would have to 

be backed away i n a l l areas around Tract 55 and t h e r e f o r e 

u n i t production would s u f f e r , not only from Tract 55 being 

taken away but also i n the matter t h a t we would not be able 

to e f f e c t i v e l y sweep the p r o p e r t i e s t h a t are immediately 

contiguous to Tract 55. 

Q I don't want t o get i n t o a discussion 

w i t h you on the p a r t i c i p a t i o n formula t h a t was r e a l l y the 

work of the working i n t e r e s t committee, Mr. wheeler, but i n 

terms of the f e a s i b i l i t y of p r o j e c t you've expressed an 

opinion about Tract 55, I would also ask you the same ques­

t i o n w i t h regards to the Exxon t r a c t s t h a t are i n d i c a t e d on 

E x h i b i t Number Two i n terms of whether you bel i e v e i t would 

be reasonably f e a s i b l e from the Technical Committee approch 

to exclude the Exxon t r a c t s from the u n i t ? 

A I f we look a t the Exxon p r o p e r t i e s i n d i ­

v i d u a l l y , Exxon's Tract No. 12 would have the same kind of 

impact on the u n i t t h a t Tract 55 would have. I t ' s an edge 

t r a c t of the same s i z e . 

The other t r a c t s , 88, 89, and 90, i n 

which Exxon holds an i n t e r e s t , r e l a t i v e l y speaking could 

provide a window i n the u n i t which would mean t h a t they 
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would impact, t e c h n i c a l l y speaking, the w a t e r f l o o d opera­

t i o n s i n t h a t we would have t o move patterns away from the 

boundaries of those p r o p e r t i e s . 

I t would also impact the physical i n s t a l ­

l a t i o n of -- of the w a t e r f l o o d equipment i n t h a t we would 

not be l a y i n g l i n e s across those p r o p e r t i e s as they would 

not be u n i t i z e d p r o p e r t i e s . They would i n essence be a fac­

t o r to i n h i b i t production i n and around the p r o p e r t i e s . 

Q In a d d i t i o n t o determining the f e a s i b i l ­

i t y of the p r o j e c t , Mr. Wheeler, d i d the Technical Committee 

-have any other charges t h a t they f u l f i l l e d from d i r e c t i o n s 

of the working i n t e r e s t committee? 

A Yes, s i r , as I sta t e d e a r l y i n the t e s t i ­

mony, the Committee was charged w i t h developing c e r t a i n par­

ameters or c h a r a c t e r i s t i c s we could apply to each t r a c t i n 

order f o r the working i n t e r e s t owners at a l a t e r date to de­

velop and eq u i t y formula, or formula f o r sharing expenses 

and revenues from each of those t r a c t s . 

0 A l l r i g h t , s i r , l e t ' s go on and have you 

then describe f o r us what were the parameters submitted, by 

the Technical Committee t o the working i n t e r e s t committee 

and how were those values f o r these parameters developed? 

A A l l r i g h t . As I mentioned e a r l i e r , the 

f i r s t parameter was an acreage f a c t o r . They wanted — the 

working i n t e r e s t owners wanted t o know the approximate 

acreage of each i n d i v i d u a l t r a c t w i t h i n a u n i t . 

For our Technical Committee purposes we 
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assumed t h a t each l o c a t i o n or each w e l l had 40 acres 

assigned t o i t , as would be c o n s i s t e n t w i t h the p r o r a t i o n 

schedule. 

I say we assumed t h a t because f o r most of 

the Technical Committee work we d i d not have exact l e g a l de­

s c r i p t i o n s . 

Cumulative recovery was another parameter 

which we were asked to i n v e s t i g a t e and the way v/e a r r i v e d at 

t h a t parameter f o r each t r a c t was we researched the O i l and 

Gas Engineering Committee annual r e p o r t s on each and every 

w e l l and determined what the cumulative production from each 

w e l l was up t o any c u t o f f date and we also asked each owner 

to v e r i f y the numbers assigned t o t h e i r own t r a c t s . 

Remaining primary recovery, f o r t h i s 

parameter we developed production d e c l i n e curves, which are 

shown i n the Technical Committee r e p o r t on each a c t i v e t r a c t 

w i t h i n the u n i t . The Committee reviewed each one of those 

curves, and there are some 80 of them i n t h e r e , assigned the 

pr o j e c t e d d ecline r a t e from which the primary u l t i m a t e r e ­

covery could be c a l c u l a t e d by d e c l i n e curve techniques. 

For the parameter, remaining primary r e ­

serves, t h i s i s simply the d i f f e r e n c e between the projected 

primary u l t i m a t e of each t r a c t and i t s cumulative recovery 

at any given date. 

For the c u r r e n t o i l production r a t e we 

again went t o the O i l and Gas Engineering Committee records. 

In the f i n a l form we went t o the records f o r January 1st 
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through September 30th of 1982 and compiled a number f o r 

each t r a c t f o r t h a t period of time. 

For the matter of secondary reserves 

which we were asked t o evaluate, the Technical Committee r e ­

commended t h a t t h a t parameter not be used and i t i s not i n 

the f i n a l parameter t a b l e . 

The data, I might mention, developed 

f i r s t of a l l by t r a c t on a t r a c t by t r a c t basis f o r each one 

of these parameters. Then apportioned t o each owner as had 

been i d e n t i f i e d under each t r a c t . 

The f i n a l parameter t a b l e was presented 

i n the Technical Committee r e p o r t as Table 8, which y o u ' l l 

f i n d on page 41, and the l a s t r e v i s i o n of the parameters i s 

shown as Table AB and i t should be i n the copy of each of 

the re p o r t s t h a t was d i s t r i b u t e d today. 

O A l l r i g h t , s i r . Let's t u r n i n the r e p o r t 

which i s i n the b i g white binder? 

A The Technical Committee Report, yes, s i r . 

Q And i f I t u r n t o page 41 of t h a t r e p o r t 

there i s included — page 41 i s i n f a c t Table AB? 

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

Q And t h a t ' s the parameter t a b l e t h a t the 

Technical Committee developed. 

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

Q A l l r i g h t . With regards t o the c u r r e n t 

o i l production r a t e used by the Committee, what i s the l a s t 

date t h a t was used f o r t h a t purpose? 
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A The l a s t date used i s September the 30th, 

1982 . 

Q was the i n f o r m a t i o n p r i o r t o t h a t updated 

at the request of any of the working i n t e r e s t owners? 

A During the process of the Technic a1 Com­

mittee a c t i v i t y the i n f o r m a t i o n t h a t went i n t o the parameter 

t a b l e was updated t w i c e . The f i r s t time at the v o l i t i o n of 

the Technical Committee as a whole, I b e l i e v e , and the se­

cond time at the s p e c i f i c request of Exxon. 

Q Have there been any requests t o the Tech­

n i c a l Committee since updating t h i s i n f o r m a t i o n t o September 

30th, 1982, to f u r t h e r update any of the data? 

A Not t o my knowledge. 

Q To the best of your knowledge, ?4r. 

Wheeler, was there any o b j e c t i o n by any of the working i n ­

t e r e s t owners t o the parameter table? 

A No, s i r . In f a c t the parameter t a b l e was 

accepted by unanimous vote i n a working i n t e r e s t owners 

meeting as the basis f o r c a l c u l a t i n g e q u i t y . 

Q The parameter t a b l e as we see i t on page 

one then was unanimously agreed by a l l of the working i n t e r ­

est owners. 

A At the f i r s t working i n t e r e s t owners 

meeting a l l t h a t were present unanimously agreed. 

Q And i t i s t h a t t a b l e , then, from which 

the working i n t e r e s t owners work out the formula f o r the 

p a r t i c i p a t i o n w i t h i n the u n i t ? 
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A That's c o r r e c t . 

Q Based upon your experience and knowledge 

of t h i s p a r t i c u l a r u n i t , the f e a s i b i l i t y of t h i s p r o j e c t , 

the a p p l i c a t i o n s on behalf of Gulf today, Mr. "wheeler, do 

you have an opinion as t o whether or not the gr a n t i n g of 

these a p p l i c a t i o n s by the O i l Conservation Commission w i l l 

r e s u l t i n the prevention of waste and the p r o t e c t i o n of cor­

r e l a t i v e r i g h t s ? 

A Yes, s i r . I t i s my op i n i o n . 

Q Were E x h i b i t s Nineteen through Twenty-

seven prepared by you or compiled under your d i r e c t i o n and 

supervision? 

A Yes, they were. Twenty-six. 

THE REPORTER: Twenty-six. 

Q I s the i n f o r m a t i o n — Twenty-six. 

Was the i n f o r m a t i o n t a b u l a t e d on E x h i b i t 

Number Twenty-one concerning the meetings of the working i n ­

t e r e s t owners and the Technical Committee t r u e and accurate 

reproductions of those documents? 

A Yes, s i r , they are. 

MR. KELLAHIN: Mr. Chairman, 

t h a t concludes my examination of Mr. Wheeler. 

We move the i n t r o d u c t i o n of 

Gulf E x h i b i t s Nineteen through Twenty-six. 

MR. STAMETS: Without o b j e c t i o n 

these e x h i b i t s w i l l be admitted. 

Are there questions of t h i s 
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witness? Mr. P a d i l l a . 

CROSS EXAMINATION 

BY MR. PADILLA: 

Q Mr. Wheeler, on E x h i b i t Number Twenty-

thr e e , I'm not sure i f I understand how you have colored the 

we l l s green and the v/ells blue. Would you e x p l a i n f o r me 

what the green stands f o r and what the blue stands f o r ? 

A As I mentioned e a r l i e r , the green i n d i ­

cates t h a t the wellbore which has been colored i s or has 

been c l a s s i f i e d as a Eunice Monument o i l w e l l . 

The blue i n d i c a t e s t h a t the w e l l i s or 

has been c l a s s i f i e d as a Eumont o i l w e l l . 

Q Are any of those colored w e l l s commingled 

w i t h other zones such as the Penrose or the Queen formation? 

A I f your question has t o do w i t h whether 

or not the productive i n t e r v a l t h a t has been onened i n these 

v/ells crosses the top of the Grayburg for m a t i o n , i n every 

case t h a t ' s the case. 

Now, as f a r as being commingled I'm not 

sure t h a t I --

0 Well --

A — am w i t h i n your d e f i n i t i o n of com­

mingled . 

Q Are any of these w e l l s t h a t are colored 

e i t h e r blue or green, are they productive from the — a zone 

other than the proposed u n i t i z e d zone? 
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A Let me say t h a t i t i s possible t h a t a 

v/ell here has been recompleted and i s now productive from 

the Eumont gas zone, which i s high, but t o my knowledge 

there was no wellbore to which I could s p e c i f i c a l l y p o i n t to 

to say t h a t the completion i n t e r v a l commingled, to use your 

phrase, the o i l zone and gas zone f o r any s i g n i f i c a n t i n t e r -

va 1. 

I'm not sure t h a t I f o l l o w your l i n e of 

questioning. 

0 Well, maybe I should ask the question, 

l e t me ask the question are any of these w e l l s t h a t you know 

of productive i n both the Queen and the Grayburg formation 

i n the same wellbore? 

A A l l r i g h t , i f I may, l e t me r e f e r to --

l e t me r e f e r you to cross s e c t i o n A-A, which I believe you 

may have i n your hand r i g h t t h e r e . 

And we can s t a r t down through these cross 

sectio n s , i f you'd l i k e . Perhaps the best example, I t h i n k , 

of what you may be asking i s found on cross s e c t i o n D-D f o r 

wellbore No. 17-1 has shown a completion i n t e r v a l t h a t cros­

ses from the Penrose up through the Queen and even above the 

Queen at some time i n i t l i f e . 

So t h a t i s a wellbore which e f f e c t i v e l v 

has crossed the i n t e r v a l . 

Q Let me ask, do you know whether the upper 

productive l i m i t s of t h a t w e l l are c u r r e n t l y producing t o 

where you could have m i g r a t i o n from the u n i t i z e d formation 
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A My only a v a i l a b l e i n f o r m a t i o n here i s 

t h a t w e l l i s c u r r e n t l y producing and i s c l a s s i f i e d as a Eu­

mont o i 1 wel1. 

Now I'm not sure t h a t I can say whether 

or not there i s mi g r a t i o n up i n t o the o v e r l y i n g gas zone 

based on the i n f o r m a t i o n which I have a v a i l a b l e i n f r o n t of 

me here. 

Q I n other words you don't know whether any 

of these -- any of the we l l s you've t e s t i f i e d about are pro­

ductive from other zones other than the u n i t i z e d , or pro­

posed u n i t i z e d formation. 

A Oh, yes, s i r , I do. In f a c t many of the 

wel l s which you — are shown here i n the cross section s , 

which i n d i c a t e a red bar across on them, I can say t h a t my 

in f o r m a t i o n i s t h a t they are productive from the Eumont gas 

zone, but they are not commingled. They've been plugged 

back f o r the most case t o the Eumont gas from the o i l zones, 

'whichever i t might have been, e i t h e r Eumont o i l or Eunice 

Monument o i 1 . 

C But you don't know 'whether the production 

i s a c t u a l l y commingled or not. You t h i n k t h a t the upper 

zone has been plugged back or the w e l l has been reworked i n 

some way t h a t they're not productive from two separate 

zones. 

A To my knowledge there are no wellbores 

which are commingle Eumont gas and Eunice Monument or Eu-
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mont o i l . That's not allowed according to r u l e s , but t o my 

knowledge t h a t commingling does not take place. 

There are w e l l s which are dualed out 

there which have the Eumont gas producing and the Eumont or 

Eunice Monument o i l producing i n the same wel l b o r e , but they 

are not commingled. 

Q You would agree w i t h me t h a t an operator 

i s allowed to seek commingling a u t h o r i t y f o r a w e l l given 

c e r t a i n standards. 

A To my knowledge an operator i s allowed to 

ask f o r such a u t h o r i t y . 

Q Is there a lease l i n e agreement on the 

western boundary of the proposed u n i t ? 

A No, s i r , there are no lease l i n e agree­

ments i n place f o r the proposed u n i t a t t h i s time. 

Q As I understand, you have an overlap of 

two d i f f e r e n t pools on the western edge of the pool — u n i t , 

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

A Under c u r r e n t d e f i n i t i o n , t h a t ' s t r u e . 

Q Assuming you w a t e r f l o o d the western part 

of the proposed u n i t , how would c o r r e l a t i v e r i g h t s be pro­

te c t e d f o r i n t e r e s t owners beyond the western boundary of 

the pool and/or i n other formations t o the west? 

A Let me answer t h a t by saying t h i s : We 

are not considering i n j e c t i o n on the western edge of t h i s 

u n i t up t o the boundary at t h i s time. There w i l l have to be 

cooperative agreement made between the u n i t and operators 
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outside t h a t western boundary before we can i n i t i a t e i n j e c ­

t i o n a t the l a s t row of w e l l s along t h i s l i n e . That i s the 

way, t o my understanding, t h a t you would p r o t e c t those cor­

r e l a t i v e r i g h t s between owners i n s i d e the u n i t and owners 

outside the u n i t who may have wellbores i n the same general 

formation t h a t we intend t o w a t e r f l o o d i n s i d e the u n i t . 

Q Well, on your E x h i b i t Number Ten you've 

shown, or Sixteen, I should say, i n j e c t i o n and we l l s w i t h a 

log. I t appears t o me t h a t you more or less intend to a l ­

te r n a t e i n j e c t i o n w e l l s along the western boundary of the 

u n i t . 

Is i t your testimony t h a t you're going to 

s t a r t i n j e c t i o n or u n i t operations closer to the center or 

t h a t you w i l l even develop towards the west u n t i l a l a t e r 

time? 

A I cannot t e l l you e x a c t l y what reference 

Mr. Hoffman used to a r r i v e at h i s base map -which he used to 

snow the cross s e c t i o n s . 

I can t e l l you t h a t i t i s not our i n t e n ­

t i o n to i n s t a l l i n j e c t i o n w e l l s along the western, and par­

t i c u l a r l y western and southern boundaries immediately u n t i l 

cooperative agreements are i n place. 

That would represent a f u l l y developed 

80-acre 5-spot f o r the e n t i r e u n i t area. F u l l y developed 

means t h a t you'd have t o have the necessary agreements be­

for e you could i n i t i a t e i n j e c t i o n at the boundary l i n e . 

Q Would t h a t mean then t h a t -- t h a t a t r a c t 
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on the western boundary of the u n i t , such as Tract 55, would 

not begin t o p a r t i c i p a t e u n t i l such an i n j e c t i o n w e l l would 

be completed? 

A No, s i r , i t does not, because those wells 

on Tract 55 w i l l e i t h e r be -- have replacements d r i l l e d f o r 

them i n the case of a s a l t water disposal w e l l or w i l l come 

i n t o the u n i t as producers along the western boundary. 

Our i n t e n t i s t o do the remedial work on 

those w e l l s on the western boundary e s p e c i a l l y which have 

been TA'd or not a v a i l a b l e t o make them producers u n t i l such 

time as we can a r r i v e at. the agreement t o then put i n j e c t i o n 

to the lease l i n e . 

Q Kow much time are we t a l k i n g about as f a r 

as developing the western p o r t i o n of the u n i t ? 

A I'm a f r a i d I can't I can't p i n t h a t 

down to an exact date. I'd estimate i t ' s going t o take some 

two t o three years t o get there w i t h i n j e c t i o n . 

Q Bow -- how would you b i l l on your c a p i t a l 

expenditures, how would you b i l l the various p a r t i e s ? Let's 

take the working i n t e r e s t owners i n Tract 55, how would 

they be b i l l e d f o r t h e i r p o r t i o n of c a p i t a l expenditures? 

A Their p a r t i c i p a t i o n i n the u n i t f o r 

sharing both revenues and expenses w i l l be determined by the 

p a r t i c i p a t i o n formula which has already been e s t a b l i s h e d . 

The b i l l i n g would be handled on t h a t bas­

i s . As expenditures are i n c u r r e d each owner w i l l be b i l l e d 

h i s p o r t i o n of t h a t expenditure based on h i s p a r t i c i p a t i o n 
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n the u n i t . 

0 How much -- do you have an immediate 

i l l i n g formula or some kind of a b i l l t h a t would immeditely 

e sent out upon approval of t h i s a p p l i c a t i o n ? 

A To be q u i t e honest w i t h you, I don't know 

he economics arrangements t h a t are being planned and they 

re being planned r i g h t now. So I do not have a b i l l i n g 

ate or anything of t h a t nature f o r you. 

Q Now, c o r r e c t me i f I'm wrong, but you've 

sed Gulf's economics i n c a l c u l a t i n g of the revenue 

stimates and expenditures i n t h i s p r o j e c t , i s n ' t t h a t — 

A Yes, s i r , as I s t a t e d , v/e used Gulf's 

r o p r i e t a r y economic appraised model, we c a l l i t . 

0 Ana you considered no other -- no one 

lse's economics. 

A No one else o f f e r e d any economics t h a t 

'm aware o f . 

Q Let roe go back t o your E x h i b i t Twenty-

our and I can understand your f r u s t r a t i o n i n reaching the 

op l i m i t of the proposed i n t e r v a l , but i s n ' t t h a t s t i l l 

a i r l y a r b i t r a r y from the standpoint of gas production and 

i l production? 

A No, s i r , I wouldn't say i t ' s a r b i t r a r y a t 

11. we have, as v/e pointed out here, reasonable d e f n i t i o n 

etween the o i l productive zones and the gas productive 

ones. I don't see how you can conclude t h a t t h a t ' s an 

r b i t r a r y d e c i s i o n we've made. 
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0 There's no reasonable basis upon which to 

separate the gas from the o i l zone, i s t h e r e , based upon a 

datum of 100 f e e t below sea l e v e l ? 

A Yes, s i r , there i s a reasonable basis and 

t h a t basis i s t h a t according t o our i n v e s t i g a t i o n of geolo­

g i c a l parameters as w e l l as the completion i n f o r m a t i o n which 

we had a v a i l a b l e t o us, t h a t the g a s / o i l contact does i n 

f a c t e x i s t somewhere between sea l e v e l and plus or minus 100 

f e e t , and we can't p i n i t down t o the exact f o o t , but we 

f e e l t h a t i t i s i n t h a t range. 

That's based on our i n v e s t i g a t i o n of the 

data. 

O Don't you have then a probably p o t e n t i a l 

w a t e r f l o o d i n g of the gas zone? 

A Mr. Hoffman t e s t i f i e d e a r l i e r t h i s morn­

ing t h a t over the m a j o r i t y of the f i e l d the gas zone and the 

o i l productive zone are b a s i c a l l y separated by a very dense 

dolomite, sand interspersed zone, and we f e e l t h a t t h a t i s 

p r o t e c t i o n from wholesale, i f you w i l l , communication of the 

o i l zone w i t h the gas zone. 

Q Well, page eleven of t h a t e x h i b i t doesn't 

n e c e s s r i l y show t h a t -- t h a t you wouldn't encounter a s i t u a ­

t i o n l i k e — or t h a t would e l i m i n a t e t h a t p o s s i b i l i t y . In 

other words, you have your 100 f o o t l i n e extending poten­

t i a l l y i n t o the Penrose zone. 

A Yes, s i r , and as Mr. Hoffman also t e s t i ­

f i e d t h i s morning, t h a t as the Penrose dips s l i g h t l y , and i t 
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i s a s l i g h t clip t o the west, t h a t i t loses i t s d i s t i n c t 

character having a sand zone, a dense dolomite zone, and 

then a dolomite s i m i l a r to the Grayburg because on the west­

ern edge i t becomes e s s e n t i a l l y a d o l o m i t i c m a t e r i a l which 

i s much l i k e the Grayburg, and we f e e l t h a t the -- t h a t the 

o i l column extends t o the west a mile or even more at the 

same basic datum, regardless of what you c a l l the formation, 

even though the formation may dip t o the west. 

Again t h a t ' s based on our i n v e s t i g a t i o n 

of completion i n t e r v a l s , of the geologic i n f o r m a t i o n we have 

a v a i l a b l e , and I might also mention t h a t during our studies 

we were able to f i n d one other, I would say b a s i c a l l y a 

q u a l i t a t i v e i f not p a r t i c a l l y q u a n t i t a t i v e study which had 

been made of the f i e l d , and i t ' s a study which was made i n 

1939 w h i l e the f i e l d i t s e l f was r e l a t i v e l y new and the data, 

as opposed t o today, would be r e l a t i v e l y good. 

This study was performed by the United 

States Department of I n t e r i o r . I t was e n t i t l e d The Reser­

v o i r C h a r a c t e r i s t i c s of the Eunice O i l F i e l d i n Lea County, 

and one of the major f i n d i n g s of t h a t study -- l e t me -- l e t 

me get to the summary here. 

One of the major f i n d i n g s of t h a t study, 

i t reads as t h i s : From an ana l y s i s of logs t h a t were made 

from examinations of c u t t i n g s from w e l l s and data concerning 

w e l l completions, i n i t i a l o i l p o t e n t i a l s , g a s / o i l r a t i o s , 

water encroachment i n the Eunice F i e l d , three major porous 

or common zones have been o u t l i n e d as shown i n Figure 6. 
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These zones must not be confused w i t h l i t h o l o g i c or geologic 

u n i t s as they may not be d i r e c t l y r e l a t e d t o geologic s t r u c ­

t u r e . 

That study which was done, and why we 

considered i t t o be the best data a v a i l a b l e on the f i e l d , 

c e r t a i n l y , the best data at the time, t e l l s us the same 

t h i n g t h a t we concluded here, t h a t the g a s / o i l contact i s a 

generalized g a s / o i l c o n t a c t , not confined t o the Grayburg 

nor confined t o the Penrose, but extending b a s i c a l l y over 

the f i e l d i n t h a t general area. 

The o i l productive zone i s r e l a t i v e l y 

c o n s i s t e n t i n s i d e the u n i t and outside the u n i t , p a r t i c u l a r ­

l y to the west. So I t h i n k we've done everything we can at 

t h i s p o i n t given the r e s e r v o i r i n f o r m a t i o n which i s a v a i l ­

able t o us to define a reasonable v e r t i c a l i n t e r v a l d e f i n i ­

t i o n . 

Q The l i m i t s of the pool t o the east, or 

the u n i t i z e d area, they don't end at — along the boundary 

l i n e , the western boundary l i n e , do they? 

A I'm s o r r y , you confused me th e r e . You 

said the l i m i t s of the pool to the east? 

Q The l i m i t s of the pool t o the east side. 

Let me be more s p e c i f i c . 

The Eunice Monument where -- where are 

the l i m i t s of the Eunice Monument? 

A Well, I don't b e l i e v e I can give you the 

s t a t u t o r y d e f i n i t i o n of the l i m i t s of the Eunice Monument 
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Generally can you t e l l ine? 

On the eastern edge, or boundary, or the 

western edge? 

Q Both. 

A On the western edge the l i m i t s are 

generally at the western boundary of the u n i t . On the 

sastern edge, I have -- I can't t e l l you. I don't know. 

Q Well, you have t h a t overlap on both sides 

3f the western boundary. 

A No, s i r , not -- not r e a l l y . On the 

eastern boundary you have a loss of production over t h e r e , 

rhere simply are not any more w e l l s . 

Q (Not audible.) 

A Yes, s i r . And on the western boundary v/e 

lave the overlap which you've alluded t o . 

MR. PADILLA: I bel i e v e t h a t ' s 

a l l I have, 

questions of t h i s witness? 

MR. STAMETS: Are there other 

MR. SPERLING: Yes, s i r . 

MR. STAMETS: Mr. Spe r l i n g . 

CROSS EXAMINATION 

3Y MR. SPERLING: 

Q Mr. Wheeler, would you please r e f e r t o 

/our E x h i b i t Twenty-one? And on page twenty i n t h a t e x h i b i t 
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i t appears t o correspond w i t h page three of the February 2, 

1982, Technical Committee meeting. Do you have t h a t before 

you? 

A Yes, s i r , I do. 

Cj Okay. Now, you have t e s t i f i e d t h a t c a l ­

c u l a t i o n s were made presumably subsequent t o t h i s meeting 

which r e s u l t e d i n the f i g u r e f o r the remaining primary r e ­

serves of 1 4 . 5 - m i l l i o n b a r r e l s as of October 1, 1982. 

A Yes, s i r , I b e l i e v e t h a t ' s c o r r e c t . 

Q And t h a t c a l c u l a t i o n was based upon the 

remaining primary reserves on each i n d i v i d u a l t r a c t ? 

A Yes, s i r . 

G Let me c a l l your a t t e n t i o n t o Item No. 5, 

which i s e n t i t l e d Ultimate Primary Reserves. I t gives a f i ­

gure there of 1 3 4 - m i l l i o n b a r r e l s and the r e p o r t states t h a t 

the c a l c u l a t i o n which r e s u l t e d i n the 1 3 4 - m i l l i o n b a r r e l s 

was based upon decline curves completed f o r each t r a c t . Was 

t h a t i n f a c t done? 

A Yes, s i r , d e c l i n e curves were c a l c u l a t e d 

on each t r a c t . 

Q You also t e s t i f i e d t h a t w i t h respect to 

secondary reserves, t h i s seems t o be a u n i v e r s a l l y accepted 

f i g u r e , secondary reserves of 6 4 . 2 - m i l l i o n b a r r e l s . 

A Yes, s i r , t h a t ' s approximately the calcu­

l a t i o n . 

Q Why i s i t i f you have made the c a l c u l a ­

t i o n s based upon i n d i v i d u a l t r a c t numbers f o r the purposes 
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of these other numbers t h a t you can't make a c a l c u l a t i o n f o r 

i n d i v i d u a l t r a c t s as t o secondary reserves? 

A I t becomes a matter of accuracy of data, 

s i r . I f I were an owner I want t o have the most accurate 

data possible i f I were going t o use secondary reserves as a 

parameter i n a parameter t a b l e . 

As I t e s t i f i e d , there i s a d i s t i n c t lack 

of modern logs which can be q u a l i t a t i v e l y analyzed or quan­

t i t a t i v e l y analyzed. There i s no core i n f o r m a t i o n a v a i l a b l e 

and i f there -- i f there were a few s c a t t e r e d cores from the 

f i e l d , we're dealing w i t h a very large area, 14,000 acres, 

and assigning secondary reserves t o i n d i v i d u a l t r a c t s would 

become a very not exact, i f you w i l l , c a l c u l a t i o n . 

Q Well, the c a l c u l a t i o n of secondary r e ­

serves i s anything but exact. 

A Yes, s i r . I would grant you t h a t . 

0 So why couldn't the same parameters apply 

to secondary reserve t r a c t p a r t i c i p a t i o n as applies so f a r 

as the r e s t of the parameters are concerned? 

A I t was the consensus of a number of the 

Technical Committee members t h a t we would not be able t o 

simulate secondary recovery. We would not be able t o a r r i v e 

at a d e f i n i t i v e and q u a n t i t a t i v e c a l c u l a t i o n of secondary 

reserves f o r each and every t r a c t on the u n i t . 

You can do i t f o r some t r a c t s on the 

u n i t . You need t o be able t o do i t f o r a l l t r a c t s on the 

u n i t so t h a t there i s e q u i t y i n the treatment of owners, and 
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f o r t h a t reason we could not a r r i v e a t a secondary reserve 

number f o r each i n d i v i d u a l t r a c t on t h i s . 

I f you -- i f you w i l l please, we also r e ­

member t h a t some t r a c t s were not even i n o i l production at 

the time. Some t r a c t s do not have c u r r e n t o i l production. 

There were no -- there i s no way, r e a l l y , to evaluate those 

t r a c t s as t o t h e i r -- t h e i r secondary reserves. 

O Did you make a c a l c u l a t i o n as t o which of 

-- or d i d you i d e n t i f y which of the t r a c t s you could not 

make the c a l c u l a t i o n f o r ? Did the Committee do th a t ? 

A I t h i n k I -- no, s i r , the Committee d i d 

not do t h a t . 

Q Did you? 

A No, s i r , I d i d not do t h a t . 

Q Have you made any attempt t o assign 

secondary reserves to i n d i v i d u a l t r a c t s ? 

A The Committee d i d not do t h a t . 

0 I n your opinion would t h a t have been ad-

viseable t o t e s t the accuracy of the formula which was even­

t u a l l y adopted? 

A No, s i r , i t would not have been advise-

able. 

Q "why? 

A Because there would have had to be too 

many assumptions made on the q u a l i t y of each i n d i v i d u a l 

t r a c t . There was not modern core nor log nor f l u i d a nalysis 

data a v a i l a b l e t o us to make those assumptions. So i t would 
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not have been adviseable, i n my o p i n i o n . 

Q Well, what assumption, what a d d i t i o n a l 

assumption would have had t o been made other than the ones 

t h a t you used f o r the purpose of e s t a b l i s h i n g remaining p r i ­

mary reserves, u l t i m a t e primary reserves, and secondary r e ­

serves? 

A Ultimate primary reserves can be c a l c u ­

l a t e d using a decline curve technique based on h i s t o r i c a l 

production on any given w e l l or any given lease or f o r t h a t 

matter, any given property. I t ' s a -- i t ' s a mathematical 

technique which can be applied t o a p l o t of production. 

That's u l t i m a t e primary. 

Remaining primary reserves becomes the 

d i f f e r e n c e between u l t i m a t e primary and the cumulative pro­

duction which you have c r e d i t e d t o a w e l l or a lease or a 

property at any given date. I t ' s a mathematical c a l c u l a ­

t i o n . 

Secondary reserves becomes a very r i g ­

orous c a l c u l a t i o n which cannot be done using what we would 

normally term wellhead parameters; those parameters bong 

production, production r a t e , things of t h a t nature. 

Q Well, do you see any r e l a t i o n s h i p at a l l 

between u l t i m a t e primary reserves and secondary reserves per 

t r a c t ? 

A Yes, s i r , I b e l i e v e there probably i s a 

r e l a t i o n s h i p on a per t r a c t b a sis. 

Q And what would t h a t be? 
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A In the matter of c o r r e l a t i n g our estimate 

of remaining primary reserves w i t h our estimate of cumula­

t i v e -- or o f , I'm s o r r y , of primary u l t i m a t e as opposed t o 

our estimate of secondary reserves, the r e l a t i o n s h i p i s 

simply t h a t we estimated t h a t there was approximately one-

h a l f b a r r e l of secondary reserves remaining f o r each b a r r e l 

of cumulative or remaining primary. I t ' s simply a mathema­

t i c a l analogy t h e r e . 

Q Which i s p r e c i s e l y where your 48 percent 

came from. 

A Yes, s i r , p r e c i s e l y . 

Q With respect t o the 48 percent, would you 

f i g u r e t h a t t o be a conservative f i g u r e or not, based upon 

your knowledge of other floods? 

A Well, as I s t a t e d , the normal range i s 

gen e r a l l y — t h a t we normally use as a r u l e of thumb i s 

something between 25 t o 100 percent, and I've seen both. I n 

my e s t i m a t i o n , t h i s i s probably a r e a l i s t i c number and I 

r e a l l y couldn't q u a n t i f y i t any more than t h a t . 

Q So i t ' s somewhat less than h a l f way i n 

between the 25 and 100. 

A Well, I would also p o i n t out t h a t there's 

some floods closer to zero, but I d i d n ' t analyze those 

f l o o d s . 

So I would say somewhere i n between, yes, 

s i r , you'd be c o r r e c t . 

Q Well, you wouldn't even consider zero i n 
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riew of your testimony t h a t t h i s f l o o d i s f e a s i b l e . 

A That's r i g h t , I would not. I bel i e v e i t 

_s f e a s i b l e . 

Q You t e s t i f i e d t h a t you reached the con­

t u s i o n t h a t the adoption of the wa t e r f l o o d program as pro­

posed would be p r o f i t a b l e . Did you make a c a l c u l a t i o n as t o 

i i f f e r e n t t r a c t s as t o whether i t would be p r o f i t a b l e f o r 

i l l the t r a c t s ? 

A No, s i r , we d i d not make a c a l c u l a t i o n on 

.ndividual t r a c t s as such, using our appraised model. 

0 Such a c a l c u l a t i o n i s pos s i b l e . 

A Yes, s i r , i t i s possible and also I have 

lentioned i n my testimony t h a t we encouraged each owner to 

ise h is own economic model, whatever i t was, and h i s own 

iconomic parameters and c o n s t r a i n t s t o evaluate his own pos-

etion. 

Q Was t h a t viewed i n the l i g h t of the w e l l -

)ore penalty f a c t o r versus the c o n t r i b u t i o n of wellbores 

/hich i s i n the u n i t operating agreement? 

A Yes, s i r , I would have t o say i t i s and 

ihe numbers which I presented today do have t h a t f a c t o r e d i n 

md t h a t the cost estimate r e f l e c t s those wellbore assess­

ments . 

Q Would i t s u r p r i s e you t o learn t h a t w i t h 

'espect to a number of smaller p a r t i c i p a t i o n t r a c t s t h a t i t 

-s uneconomic f o r those t r a c t s ? 

A I t h i n k i t would s u r p r i s e me t o learn 
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t h a t . 

Q Sir? 

A I bel i e v e i t would s u r p r i s e ne t o learn 

t h a t , s i r . 

Q Was c o n s i d e r a t i o n given by the Committee 

to the use of a usable wellbore as one of the parameters 

which applied t o the p a r t i c i p a t i o n f a c t o r ? 

A Yes, s i r , there was c o n s i d e r a t i o n given 

by the Technical Committee f o r t h a t . 

Q What d i s p o s i t i o n was made of t h a t consid­

e r a t i o n ? 

A We could not a r r i v e at a usable wellbore 

parameter as a t e c h n i c a l committee. 

Q You mean a d e f i n i t i o n of one or the value 

of one? 

A We could not a r r i v e at a c a l c u l a t i o n 

which we could t a b u l a t e , then c a l l a parameter f o r the para­

meter t a b l e . 

Q Well, how was the $100,000 f i g u r e a r r i v e d 

at? By agreement? 

A No, s i r . I f I r e c a l l , t h a t was a discus­

sion item i n the working i n t e r e s t owners meeting and we — I 

believe Gulf proposed t h a t $100,000 f i g u r e and I t h i n k Mr. 

B e r l i n , who i s going t o f o l l o w me, may have other words t o 

say about t h a t . 

Q Okay. Do you r e c a l l how many p a r t i c i p a ­

t i o n formulas were suggested t o the Technical 
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Committee by the working i n t e r e s t owners? 

A I bel i e v e nine, s i r . 

Q Nine? 

A I bel i e v e so. 

Q And as d i s t i n g u i s h e d from the committee, 

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

A In the working i n t e r e s t owners meeting 

which considered p a r t i c i p a t i o n formulas, the parameters, the 

formulas were suggested by various owners who were present 

on t h a t day. 

Q They were not generated by the committee. 

A No, s i r , they were not. The committee 

was not asked t o generate formulas. 

Q As a matter of i n f o r m a t i o n , do you know 

who suggested the parameter t h a t was f i n a l l y voted upon? 

A Yes, s i r . My handwritten notes from t h a t 

date i n d i c a t e t h a t Amoco was the company which suggested 

t h a t p a r t i c u l a r formula, which we — which v/e adopted. 

A c t u a l l y i t was a double suggestion. 

Amoco suggested the f i r s t time; then Conoco suggested the 

vo t i n g on t h a t formula. 

Q Well, there was no change i n the la n ­

guage, though. 

A No, s i r , there was not. 

MR. SPERLING: I t h i n k t h a t ' s 

a l l . 
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CROSS EXAMINATION 

BY MR. STAMETS: 

Q Mr. Wheeler, would you take a look at Ex­

h i b i t Twenty-four and t h a t D-D' cross section? 

A S i r , i s i t the "D" or the "E"? 

0 "D" as i n dog. 

A Oh, yes, s i r . 

Q Looking at Well 17-1 and 16-7, i n both 

cases we have an o i l column which extends more than 100 f e e t 

or i s more than -100 f e e t below sea l e v e l . 

How w i l l w e l l s under those c o n d i t i o n s be 

waterflooded? 

A S i r , each one of these w e l l s , and there 

are more than j u s t these two, i n f a c t i f you look at the 17-

19 on the same page, each one of these w e l l s w i l l have to 

evaluated on i t s own t o determine where the completion 

i n t e r v a l i s . 

Those w e l l s should have remedial a c t i o n 

which w i l l put them e f f e c t i v e l y i n t o the pool i n which 

they're producing. I would suggest from what l i t t l e I know 

about remedial procedures t h a t we'd want t o squeeze any i n ­

t e r v a l t h a t i s open i f i n f a c t t h a t w e l l remains open at 

t h a t i n t e r v a l which I've shown. This b a s i c a l l y i s an i n d i ­

c a t i o n of the o r i g i n a l completion i n t e r v a l , whatever i t may 

have been. 

16-7 i s a w e l l which has been p e r f o r a t e d 
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above the casing shoe, would need t o be squeezed. 

17-19, we have a problem there where we'd 

have -- we'd need t o run a production l i n e r of some kind t o 

confine the i n j e c t i o n and production i n t o the u n i t i z e d i n ­

t e r v a l , which we have proposed. 

There are some of these w e l l s , however, 

they're not numerically a very large number of w e l l s , to our 

knowledge. 

Q Based on what you have seen i n a l l of 

your committee work, i n s i t u a t i o n s l i k e t h i s are we dealing 

w i t h a continuous o i l column or an o i l column which i s d i s ­

continuous which w i l l allow you to do these squeeze jobs and 

carry on w a t e r f l o o d operations w i t h o u t a f f e c t i n g the o i l 

higher i n the hole? 

A We b e l i e v e t h i s i s a continuous o i l 

column, s i r , and one of the reasons I say t h i s i s t h a t i f 

you go through a l l the records y o u ' l l f i n d such i n f o r m a t i o n 

as the API g r a v i t y of a w e l l which i s completed high or low. 

The s i m i l a r i t i e s of the o i l i n d i c a t e t h a t 

these — t h i s i s the same o i l , whether i t i s c a l l e d f o r our 

purposes Eumont o i l or Eunice Monument o i l . 

We b e l i e v e t h a t we're deal i n g w i t h one 

continuous o i l column which happens t o transgress the top of 

the Grayburg as i t has been defined the top of the pool, 

which we don't be l i e v e i t i s . 

Q Based on the committee work would there 

be ob j e c t i o n s t o a l t e r i n g the pool l i m i t s on i n d i v i d u a l 
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w e l l so t h a t the e n t i r e o i l column could be produced on cer­

t a i n wells? 

A No, s i r , based on our committee work 

there would not be o b j e c t i o n . 

Q Is t h a t the s o r t of t h i n g t h a t Gulf, i n 

your o p i n i o n , should consider? 

A Changing the v e r t i c a l l i m i t -- I'm s o r r y , 

I missed a p a r t of the question. 

Q Well, being able t o change the v e r t i c a l 

l i m i t s on a w e l l by v/ell basis? 

A No, s i r . 

Q I n order t o take f u l l advantage of the 

o i l column and recover the maximum amount of o i l ? 

A I'm not sure t h a t I f o l l o w you on a v/ell 

by v/ell basis. I t h i n k we have t o --

Q Take Well No. 17-1, f o r example. 

A Yes, s i r . 

Q You i n d i c a t e d t h a t you'd get i n there and 

squeeze o f f the column of o i l about the -100 f o o t contour. 

A I would hasten t o p o i n t out here again 

t h a t t h i s i s a completion i n t e r v a l and at t h i s p o i n t I have 

no i n d i c a t i o n t h a t t h a t footage above -100 f e e t i s produc­

t i v e of e i t h e r o i l or gas. I t would have t o be considered 

on an i n d i v i d u a l basis here. 

Q Let's consider t h i s on an i n d i v i d u a l bas­

i s and assume t h i s i s a continuous o i l column. Under those 

circumstances why — what would be the b e n e f i t i n squeezing 
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o f f t h a t upper 80 f e e t or so from the r e s t of the wellbore? 

A There would be no b e n e f i t i f i t i s i n 

f a c t o i l productive. I f i t i s not o i l p r o d u c t i v e , the bene­

f i t would be to get i t w i t h i n a s t a t u t o r y d e s c r i p t i o n of the 

pool i n which we i n t e n d t o w a t e r f l o o d . 

Q Okay, would i t be Gulf's i n t e n t i o n , then, 

when you f i n d i n d i v i d u a l s i t u a t i o n s w i t h an o i l column above 

the -100 f o o t contour i n t e r v a l or above the Grayburg forma­

t i o n , whichever i s higher, t o seek an exception t o the pool 

l i m i t s to allow t h a t w e l l to be produced? 

A One of the things which we i n t e n d to do 

i n i n s t a l l i n g t h i s w a t e r f l o o d u n i t i s to conduct what's been 

missing here a l l along, and t h a t i s a r e s e r v o i r analysis 

based on newly d r i l l e d w e l l s and cores and logs and f l u i d 

a n a l y s i s , and I would assume t h a t as a prudent operator, i f 

i n the course of t h a t r e s e r v o i r analysis we discovered t h a t 

the d e f i n i t i o n needed adjustment and i f i t proved there was 

more o i l column than we o r i g i n a l l y thought i n place, t h a t we 

would i n f a c t come back as a prudent operator and t r y t o 

amend those l i m i t s t o include known o i l which could be swept 

under w a t e r f l o o d operations. 

Q Okay. Based on the work you've done, do 

you have an opi n i o n as t o why the o i l has migrated up the 

formation column i n p a r t s of the r e s e r v o i r ? 

A No, s i r , I'm — I cannot. 

Q Has the Committee looked, at the p o s s i b i l ­

i t y of d r i l l i n g i n f i l l w ells? 
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A At t h i s p o i n t i n time, no, s i r , we have 

not, and the reason being t h a t i n order t o evaluate i n f i l l 

d r i l l i n g , f o r example, on a 20-acre spacing, we need to have 

some p r o j e c t i o n of recovery i n order t o base your economics 

and there have been no w e l l s which we could c l a s s i f y as i n ­

f i l l v/ells d r i l l e d f o r t h a t e v a l u a t i o n . 

So we have not considered at t h i s p o i n t 

i n f i l l d r i l l i n g . 

Again I would r e f e r you t o what I hope to 

be a very good r e s e r v o i r study which would take place at 

u n i t i z a t i o n and continue through the l i f e of the u n i t . 

Q Do you bel i e v e t h a t considering i n f i l l 

d r i l l i n g would be an appropriate p a r t of t h i s study? 

A Yes, s i r , I believe i n my opinion i t 

would be an appropriate p a r t of the study, i f we i n f a c t 

gain t h a t data. 

Q And f o r v/hat period of time would such a 

study be made? 

A Well, as I mentioned, i t ought t o s t a r t 

w i t h the very f i r s t w e l l we can enter and d r i l l and i n my 

opinion i t ' s a c o n t i n u i n g t h i n g , a c o n t i n u i n g study through 

the l i f e of the w a t e r f l o o d , which would at f u t u r e dates en­

t a i l perhaps a study of i n f i l l d r i l l i n g or other enhanced 

recovery technigues or j u s t e v a l u a t i n g the w a t e r f l o o d which 

v/e would be operating t o maximum i t s recovery. 

Q Under normal operating c o n d i t i o n s when --

when do you t h i n k the operator should have some idea as t o 
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the l i k e l i h o o d of i n f i l l d r i l l i n g being a valuable recovery 

too 1 ? 

A I would t h i n k when we a r r i v e at some 

some p o i n t towards the f i l l - u p of the -- of the u n i t and 

we're able to e s t a b l i s h t h a t we have pat t e r n s of sweep i n 

the r e s e r v o i r and then at t h a t time are able t o evaluate an 

i n f i l l prospect, f o r example. 

Q How long would t h a t f i l l - u p take? 

A I estimate between f i v e and seven years. 

MR. STAMETS: Are there other 

questions of t h i s witness? 

MR. KELLAHIN: Yes, Mr. Chair­

man . 

REDIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. Wheeler, I'd l i k e t o f o l l o w up on a 

question t h a t Mr. P a d i l l a asked you t o make sure I have i t 

c l e a r . 

Mr. P a d i l l a was asking you, I b e l i e v e , 

w i t h regard t o Tract 55 when t h a t t r a c t would p a r t i c i p a t e i n 

revenues from the u n i t . 

My question i s would Tract 5 5 share i n 

i t s p r o p o r t i o n a t e percentage of the u n i t production from, the 

f i r s t date of u n i t operations or w i l l i t not p a r t i c i p a t e un­

t i l there i s a producing o i l w e l l on Tract 55? 

A I t w i l l p a r t i c i p a t e from the f i r s t day of 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

145 

e f f e c t i v e u n i t i z a t i o n . 

Q So the presence or absence of a producing 

w e l l on Tract 5 5 makes no d i f f e r e n c e i n whether t h a t t r a c t 

receives i t s p r o p o r t i o n a t e share of u n i t production. 

A No, s i r , not at t h i s p o i n t . 

Q Let me f o l l o w up on some questions t h a t 

Mr. S p e r l i n g asked you. 

When we t a l k about the Technical Commit­

tee's parameter t a b l e are we t a l k i n g about something d i f f e r ­

ent than the p a r t i c i p a t i o n formula t h a t was discussed and 

agreed upon by a m a j o r i t y of the working i n t e r e s t owners? 

A The parameter t a b l e i s a r e f l e c t i o n of 

each t r a c t ' s c h a r a c t e r i s t i c s under those parameters and 

those parameters are the one which we used t o b u i l d a p a r t i ­

c i p a t i o n formula. 

Q I n looking at the parameter t a b l e what 

are the three basic parameters t h a t were developed by the 

Technical Committee? 

There i s a cumulative o i l production num­

ber . 

A Correct. 

Q Then on page 41 of the Technical Commit­

tee t h a t i s the t h i r d column from the r i g h t . 

A Correct. 

Q The second column from the r i g h t i s the 

remaining primary reserves. 

A Correct. 
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Q And the l a s t one i s the cu r r e n t produc­

t i o n between two dates. 

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

Q A l l r i g h t . When the working i n t e r e s t 

committee t a l k s about the p a r t i c i p a t i o n formula, and Mr. 

Sperl i n g asked you, said there were some nine d i f f e r n t f o r ­

mulas, are we not t a l k i n g about the working i n t e r e s t owners 

t a k i n g various percentage from each of those columns and 

f i g u r i n g out what's equitable? 

A Yes, s i r , t h a t ' s c o r r e c t . 

Q A l l r i g h t . When we look a the parameter 

t a b l e i t s e l f and di s r e g a r d i n g the p a r t i c i p a t i o n formula and 

how those percentages are weighted one against the other, 

when we look a t t h a t t a b l e i t s e l f , was there any o b j e c t i o n 

by Exxon to the parameters i n the parameter table? 

A Mot t o my knowledge, s i r . 

Q Was there any o b j e c t i o n by Exxon to the 

secondary reserves c a l c u a l t e d f o r the u n i t ? 

A Not t o my knowledge. 

Q Did Exxon ever ob j e c t t o the f a c t t h a t 

the secondary reserve parameters were not conducted on an 

i n d i v i d u a l t r a c t by t r a c t basis? 

A Not to my knowledge. 

0 When we put aside the parameter t a b l e 

which was unanimously agreed upon by a l l working i n t e r e s t 

owners and look a t the p a r t i c i p a t i o n formulas, there appar­

e n t l y were b a l l o t s on some nine d i f f e r e n t formulas? 
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A Yes, s i r , t o the best of my r e c o l l e c t i o n 

there were nine. 

Q And the discussion i n the working i n t e r ­

est owner committee about how t o weight each one of those 

f a c t o r s i s the subject of Mr. B e r l i n ' s testimony t h a t f o l ­

lows here. 

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

MR. KELLAHIN: Nothing f u r t h e r , 

Mr. Chairman. 

MR. STAMETS: Any other ques­

t i o n s ? 

MR. SPERLING: I have j u s t one. 

RECROSS EXAMINATION 

BY MR. SPERLING: 

Q Mr. Wheeler, i n response t o Mr. K e l l a ­

hin's question, by the m a j o r i t y of the working i n t e r e s t 

owners you aren't speaking of the numerical m a j o r i t y , you 

were speaking of the m a j o r i t y p a r t i c i p a t i n g a t t h a t p a r t i c u ­

l a r time. 

A Could you help me w i t h the s p e c i f i c o u e s — 

t i o n t h a t he asked, s i r , I --

Q I t h i n k he asked you i f the parameters 

were not — were voted upon, ones selected were voted upon 

by a m a j o r i t y of the working i n t e r e s t owners and I'm asking 

you i n what sense d i d he use the word " m a j o r i t y " and i n what 

sense d i d you respond. 
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A At the working i n t e r e s t owners meeting 

the parameter t a b l e was presented as the basis f o r negotia­

t i o n of ownership and a l l working i n t e r e s t owners present at 

th a t meeting unanimously agreed t h a t the parameter t a b l e 

should be used as the basis f o r c a l c u l a t i n g a p a r t i c i p a t i o n 

f a c t o r . 

A l l present and I do not know e x a c t l y 

what working i n t e r e s t ownership present at t h a t date was, 

out i t was c e r t a i n l y over 90 percent. 

Q Okay, thank you. 

MR. STAMETS: Are there any 

other questions? The witness may be excused. 

MR. KELLAHIN: Mr. Chairman, 

before we take a recess, i f t h a t ' s appropriate at t h i s time, 

I b e l i e v e there's a r e p r e s e n t a t i v e from Shell t h a t i s not 

going t o be able to stay much longer and I bel i e v e he wanted 

to make a statement f o r the record, and I would appreciate 

the courtesy of the Commission extended to t h a t i n d i v i d u a l 

so he could make h i s statement and make h i s a i r p l a n e because 

we won't be here tomorrow and i t i s apparent t o me t h a t t h i s 

case i s going t o go to tomorrow. 

MR. STAMETS: I t h i n k you're 

r i g h t . We'll be happy t o l e t him speak. 

W i l l the r e p r e s e n t a t i v e of 

Shell make h i s statement a t t h i s time, please? 

MR. PFAU: My name i s Donald 

J. Pfau, Shell Western E&P out of Houston. 
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I have a statement I was going 

to read. Quite a b i t of i t would be r e p e t i t i o u s , so what I'd 

l i k e to do i s j u s t give i t t o the cour t r e p o r t e r , i f I 

could, and simply say t h a t we would support Gulf i n the pro­

posals t h a t they have made as being f a i r and e q u i t a b l e and 

reasonable as compromises of many i n t e r e s t s i n v o l v e d . 

And as a matter of i n t e r e s t , we 

made a proposed formula a t the working i n t e r e s t owners meet­

ing which was voted down and we voted f o r the one t h a t was 

successful on the second round of v o t i n g . 

We f e l t t h a t i t was a reason­

able compromise on what we were looking f o r , a reasonable 

compromise, and on t h a t basis we support i t . 

MR. STAMETS: Thank you, we ap­

pr e c i a t e t h a t . 

And w e ' l l take about a f i f t e e n 

minute recess. 

(Thereupon a recess was taken.) 

please come t o order. 

MR. STAMETS: The hearing w i l l 

You may c a l l your next witness. 

MR. KELLAHIN: Thank you, Mr. 

Chairman. 
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At t h i s time w e ' l l c a l l Dave 

B e r l i n . 

DAVE BERLIN, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. B e r l i n , t h i s morning when witnesses 

were sworn by the Commission were you also sworn? 

A Yes, I was. 

Q For the record would you please s t a t e 

your name and where you reside? 

A My name i s Dave B e r l i n and I l i v e i n 

Odessa, Texas. 

Q Mr. B e r l i n , by whom are you employed and 

i n what capacity? 

A I'm employed by Gulf O i l Corporation as 

the Manager of Enhanced Recovery Operations f o r the Western 

D i v i s i o n . 

Q Would you describe g e n e r a l l y f o r the Com­

mission what i t means when you say you're the Manager of En­

hanced Recovery Operations f o r the Western D i v i s i o n ? 

A B a s i c a l l y I'm responsible f o r a group of 

r e s e r v o i r engineers who do secondary and enhanced recovery 

studies and also t h a t includes general managerial respons-
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i b i l i t i e s f o r the t e c h n i c a l aspects of ongoing enhanced r e ­

covery and secondary recovery p r o j e c t s . 

Q When we t a l k about the Western D i v i s i o n 

of Gulf, what area are we t a l k i n g about? 

A We're t a l k i n g about the western United 

States beginning from the midpoint of Texas around F t . 

Worth, a l l the way to the west coast, i n c l u d i n g the State of 

C a l i f o r n i a . 

Q On behalf of Gulf have you been involved 

i n other secondary recovery p r o j e c t s ? 

A I have p a r t i c i p a t e d i n a number of them 

over my employment w i t h Gulf, t h a t ' s c o r r e c t . 

Q Would you describe f o r the Commission 

when and where you obtained your p r o f e s s i o n a l degree i n pet­

roleum engineering? 

A I graduated from the Colorado School of 

Mines w i t h a degree, a p r o f e s s i o n a l degree i n petroleum en­

gine e r i n g i n 1968 and since t h a t time I've spent the past 

s i x t e e n years i n various engineering p o s i t i o n s i n west Texas 

and New Mexico, i n c l u d i n g two and a h a l f years i n our Hobbs 

O f f i c e as Area Engineer where we were d i r e c t l y responsible 

f o r the operation of these p a r t i c u l a r p r o p e r t i e s . 

0 When we t a l k about the Eunice Monument-

South Unit Area, t h a t the working i n t e r e s t owners with Gulf 

as the operator propose to use f o r secondary recovery, would 

you describe f o r us how long you've been involved i n t h a t 

p r o j e c t ? 
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A I've been involved i n these study e f f o r t s 

from the very beginning which began f i v e and a h a l f years 

ago i n A p r i l of 1979. 

Q With regards t o the various committees 

t h a t were formed by the working i n t e r e s t owners to study, 

evaluate, and formulate t h i s u n i t , what, i f any, f u n c t i o n 

d i d you serve on behalf of Gulf? 

A A c t u a l l y , I was the Chairman of the Tech­

n i c a l Committee but also represented Gulf on the working i n ­

t e r e s t owners committee, serving as Chairman at times during 

t h a t process. 

MR. KELLAHIN: Mr. Chairman, we 

tender Mr. B e r l i n as an expert petroleum engineer. 

MR. STAMETS: He i s considered 

q u a l i f i e d . 

Q Mr. B e r l i n , I'd l i k e to d i r e c t your a t ­

t e n t i o n f i r s t of a l l to what has been introduced as E x h i b i t 

Number Twenty-one, which i s a compilation of the minutes 

from the t e c h n i c a l and working i n t e r e s t owners meetings. 

Do you have a copy of t h a t , s i r ? 

A Yes, I do. 

0 And w h i l e we're t a l k i n g about e x h i b i t s , 

Kr. B e r l i n , I ' l l show you what I have marked as Gulf E x h i b i t 

Kumber Twenty-one-A. 

Would you -- you c e r t a i n l y don't have to 

describe but simply i d e n t i f y f o r us what i s included i n the 

pages stapled together and marked as Gulf E x h i b i t Number 
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A Twenty-one-A i s a summary of the p a r t i c i ­

p a t i o n formulas and the votes on those formulas t h a t were 

taken during the working i n t e r e s t owners meeting o f , I be­

l i e v e , August 25th, 1983. 

Q A l l r i g h t , s i r , w e ' l l come back to the 

p a r t i c i p a t i o n formulas i n a minute. 

Mr. Wheeler spent some time t a l k i n g about 

the work of the u n i t i n t e r e s t s from the p o i n t of view of the 

Technical Committee. I w i l l ask you, s i r , t o describe f o r 

us from the working i n t e r e s t owners committee approach to 

the u n i t process. 

When d i d the working i n t e r e s t owners 

f i r s t got together i n a meeting i n order t o begin to study 

t h i s property as a possible candidate f o r secondary water-

flooding? 

A A c t u a l l y the f i r s t working i n t e r e s t 

owners meeting was c a l l e d by ARCO on May the 10th of 1979, 

at which time there was agreement t h a t a wa t e r f l o o d p r o j e c t 

was f e a s i b l e and i n f a c t they began the formation of a Tech­

n i c a l Committee and set out the charges to t h a t committee at 

t h a t meeting. 

Q From t h a t f i r s t meeting approximately how 

many companies were you deal i n g w i t h i n terms of working i n ­

t e r e s t ownership? 

A There are 42 working i n t e r e s t owners cur­

r e n t l y i d e n t i f i e d i n the u n i t nd not a l l of them were 
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known at the time. I t h i n k there were probably approximate­

l y 36, or so, t h a t were known owners at the time we were 

going through the Technical Committee work. 

Q And during t h i s period of the Technical 

Committee work, what percentage of the ownership was i n v o l ­

ved w i t h and p a r t i c i p a t e d i n t h i s u n i t work? 

A Well, as Mr. Wheeler t e s t i f i e d , over 85 

percent was present at a l l of the Technical Committee meet­

ings and i n f a c t we had a much greater percentage involved 

i n the Working I n t e r e s t Owners Committee meetings. 

Q Let me ask you i n i t i a l l y how the working 

i n t e r e s t owners handled t h e i r business i n terms of v o t i n g 

and v o t i n g percentages on any given motion. 

A I t was agreed i n the meeting of June the 

1st of 1983, which was the f i r s t meeting a f t e r the Technical 

Committee f i n i s h e d i t s r e p o r t and submitted i t to the work­

ing i n t e r e s t owners, i t was agreed at t h a t time t h a t a vote, 

an approval vote of 75 percent of the ownership would be r e ­

quired to pass a motion. 

Q One of the f i r s t t h i n g s t h a t Mr. Wheeler 

discussed t h a t the Technical Committee d i d was to make an 

examination of the u n i t boundary and make recommendations 

back t o the Working I n t e r e s t Owner Committee on a u n i t boun­

dary . 

My questions f o r you, s i r , i s what ac­

t i o n , i f any, d i d the committee take, the Working I n t e r e s t 

Owner Committee take w i t h regards t o the u n i t boundary? 
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A At the meeting of June 1st, 1983, there 

was a c t u a l l y a motion t o modify t h a t boundary by the i n c l u ­

sion of some a d d i t i o n a l acreage and t h a t acreage was r e ­

j e c t e d by the working i n t e r e s t owners p r i m a r i l y because i t 

was already i n the Amerada Hess study area and we d i d n ' t 

f e e l i t appropriate t o change the boundary t o add a d d i t i o n a l 

acreage at t h i s time. 

We also considered two requests, a c t u a l ­

l y , t o delete acreage from the u n i t , these being submitted 

by Mr. Doyle Hartman and Mr. James Rasmussen. 

These requests were also unanimously r e ­

j e c t e d by the working i n t e r e s t owners of the good secondary 

recovery p o t e n t i a l t h a t e x i s t e d on those t r a c t s and because 

of the adverse impact t h a t d e l e t i n g them would have on the 

secondary recovery on the t r a c t s surrounding those deleted 

t r a c t s . 

So i n f a c t we ended up accepting the 

Technical Committee recommendation on the u n i t boundary. 

Q Did any of the owners involved i n Mr. Pa­

d i l l a 's Tract 55 request the working i n t e r e s t owners t o de­

l e t e t h a t t r a c t from the u n i t ? 

A They d i d not. 

0 Did Exxon ever make any requests t h a t any 

of t h e i r t r a c t s be deleted from the u n i t ? 

A They d i d not. 

Q D i r e c t i n g your a t t e n t i o n t o the working 

i n t e r e s t owners actions concerning the v e r t i c a l l i m i t d e f i -
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n i t i o n , would you describe f o r us what the working i n t e r e s t 

owners d i d i n approving or disapproving the d e f i n i t i o n as 

proposed by the Technical Committee? 

A Yes. We considered a l l of the p o s s i b i l i ­

t i e s t h a t the Technical Committee re p r e s e n t a t i v e s consi­

dered, and i n f a c t d i d not f i n d any b e t t e r d e f i n i t i o n t h a t 

hadn't been a r r i v e d at by the Technical Committee, so the 

working i n t e r e s t owners agreed w i t h t h a t d e f i n i t i o n and i n 

f a c t accepted i t and incorporated i t i n t o the agreements. 

Q There was a working i n t e r e s t owners meet­

ing on August 25th, 1983, I b e l i e v e . 

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

0 A l l r i g h t , s i r , would you summarize f o r 

us the major t o p i c s of -- under c o n s i d e r a t i o n at t h a t meet­

ing? 

A At the August 2 5th meeting we considered 

the d e f i n i t i o n of usable wellbore and the monetary value 

t h a t a wellbore would have i n u n i t operations and these were 

i n f a c t agreed upon and v/e also discussed the parameter 

t a b l e t h a t had been submitted by the Technical Committee and 

as p r e v i o u s l y s t a t e d , i t was unanimously accepted by the 

working i n t e r e s t owners as the base f o r developing a p a r t i ­

c i p a t i o n formula, and we proceeded t o negotiate t h a t formula 

at the August 25th, 1983, meeting. 

9 3 percent of the owners were present at 

t h a t meeting and i t was — the parameter t a b l e was accepted 

unanimously by a l l of those owners as the basis f o r p a r t i c i -
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p a t i o n . 

Q What i s the purpose of the p a r t i c i p a t i o n 

formula, Mr. B e r l i n ? 

A Very simply the p a r t i c i p a t i o n formula i s 

used t o a l l o c a t e the o i l and gas production to the i n d i v i ­

dual t r a c t s and i n d i v i d u a l owners w i t h i n the u n i t and as the 

basis f o r sharing the investments and the operating costs of 

the u n i t . 

0 How was the p a r t i c i p a t i o n formula f o r 

t h i s u n i t determined? 

A At the August 25th, 1983 meeting there 

were several d i f f e r e n t formulas proposed and those formulas 

have been submitted as E x h i b i t Twenty-one-A. 

These formulas were proposed by d i f f e r e n t 

owners who were present and they were considered and voted 

upon and i n an attempt t o t r y t o get a consensus of owner­

ship on what i s an e q u i t a b l e formula. 

We d i d n ' t have anywhere near a consensus 

and you can go through these formulas t o determine t h a t , on 

what e q u i t y should, be i n the u n i t , what an e q u i t a b l e formula 

would be. 

We d i d n ' t have what we considered the r e ­

quired 75 percent on any of the formulas u n t i l Conoco agreed 

to compromise t h e i r p o s i t i o n and a c t u a l l y change t h e i r vote-

on Formula No. 2. They asked t h a t i t be resubmitted and 

they changed t h e i r vote which gave us the gr e a t e s t consensus 

t h a t we were able t o o b t a i n i n any of these p a r t i c u l a r f o r -
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rnu l a s . 

Q A l l r i g h t , l e t ' s look at P a r t i c i p a t i o n 

Formula No. 2, which i s the second page of E x h i b i t Twenty-

one-A . 

Is t h i s the p a r t i c i p a t i o n formula t h a t 

was f i n a l l y agreed upon by some 93 or 92 percent of the 

working i n t e r e s t owners? 

A This i s the formula. This i s the p a r t i ­

c u lar weighting. A c t u a l l y i t was — t h i s i s the vote on the 

o r i g i n a l submission of the formula. Later on y o u ' l l see i t 

resubmitted again on the same weighting and the same parame­

t e r s as Formula Two-A -- yeah, i t ' s on the f o l l o w i n g page, 

and. t h a t i s the p a r t i c u l a r formula t h a t was u l t i m a t e l y adop­

ted f o r the u n i t agreements and received the c u r r e n t percent 

of 92 percent of the ownership and 99-1/2 percent of the 

r o y a l t y ov/ners. 

O We t a l k e d about the b a l l o t i n g on t h a t 

formula. Would you go through f o r us and t e l l us how the 

three parameters have been weighted i n t h i s formula? 

A As you can see t h e r e , the weighting on 

the p a r t i c u l a r parameters i s 50 percent on cumulative 

production, 40 percent on remaining primary reserves, and 10 

percent on the c u r r e n t production parameter. 

So you can take those weightings and you 

can determine the p a r t i c i p a t i o n on any p a r t i c u l a r t r a c t by 

d i v i d i n g the t r a c t ' s cumulative production by the u n i t ' s 

cumulative production and m u l i t p l y i n g by 50 percent, t a k i n g 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

the remaining primary reserves of any t r a c t , d i v i d i n g by the 

t o t a l u n i t remaining primary reserves and m u l t i p l y i n g by 40 

percent, and f i n a l l y t a k i n g the c u r r e n t production from any 

i n d i v i d u a l t r a c t , d i v i d i n g by the t o t a l u n i t c u r r e n t produc­

t i o n and m u l t i p l y i n g by a weighting f a c t o r of 10 percent. 

The sum of those three products w i l l then 

be t h a t t r a c t ' s p a r t i c i p a t i o n i n the u n i t . 

0 A l l r i g h t , once you use t h i s formula f o r 

the p a r t i c i p a t i o n , how do you c a l c u l a t e a given t r a c t ' s 

i n t e r e s t then under the formula? 

A Well, i t ' s j u s t as I described. Once 

again, you would take the parameters on any i n d i v i d u a l 

t r a c t and d i v i d e by the t o t a l u n i t parameter and m u l t i p l y by 

the a p p r o p r i t e weighting f a c t o r and t h a t w i i l give you t h a t 

t r a c t ' s p a r t i c i p a t i o n . 

Q I s the p a r t i c i p a t i o n formula a method f o r 

a l l o c a t i n g the p a r t i c i p a t i o n omong the t r a c t s set f o r t h i n 

the u n i t agreement? 

A Yes, i t i s . That can be found on -- i n 

Section 15-A on page nine of the u n i t agreement. The u n i t 

agreement was p r e v i o u s l y submitted as E x h i b i t Number Three, 

I b e l i e v e . 

Q My copy of the u n i t agreement shows i t on 

page seven, Mr.Berlin. Let's make sure we're looking at the 

same p a r t i c i p a t i o n formula. 

A That's -- t h a t ' s c o r r e c t . 

Page seven i s c o r r e c t . 
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Q w i t h regards t o the p a r t i c i p a t i o n formula 

t h a t has been agreed t o by t h i s 9 3 percent of the working 

i n t e r e s t owners, do you have an opinion as to whether or not 

t h a t p a r t i c i p a t i o n formula a l l o c a t e s the production of the 

u n i t i z e d hydrocarbons to the separately owned t r a c t s i n the 

u n i t area so as t o be f a i r , reasonable, and equitable? 

A I t i s my op i n i o n t h a t i t i s e q u i t a b l e . 

There were only two working i n t e r e s t owners out of a t o t a l 

of 4 2 owners t h a t have ever voiced any concern about the 

p a r t i c i p a t i o n formula and indeed said they would not r a t i f y 

the agreements on t h a t basis. 

Those two companies were C i t i e s Service 

and Exxon. 

C i t i e s Service, and you can check the 

vote on 2, Formula Number 2 and Number 2-A, a c t u a l l y voted 

i n favor of the formula during the meeting, but they have 

subsequently changed t h e i r mind f o r some unknown reason. 

Exxon believes t h a t the formula i s 

weighted too h e a v i l y on the remaining primary parameter and 

not enough on the cumulative production parameter and t h e r e ­

fo r e they w i l l not receive an e q u i t a b l e share of the secon­

dary reserves. 

At the meeting of August 25th when we 

were n e g o t i a t i n g these formulas, or t h i s p a r t i c u l a r formula, 

v/e looked at d i f f e r e n t weightings of both of those para­

meters and i n f a c t the weighting on cumulative production 

ranged from 40 percent to as high as 70 percent. 
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The weighting on cumulative production of 

70 percent i s shown as Formula Number 3 and t h i s was a f o r ­

mula t h a t was favored by Exxon, as you can see by t h e i r 

vote. They voted i n favor of t h a t formula. 

Gulf, i n f a c t , also voted i n favor of 

t h a t formula, but you can see by the t a b u l a t i o n a t the bot­

tom, even w i t h Gulf's 30 percent t h a t p a r t i c u l a r formula was 

not believed t o be e q u i t a b l e by the m a j o r i t y of the owner­

ship . 

Q How d i d Gulf vote i n terms of a l l the 

various formulas proposed? 

A I t h i n k you w i l l see by thumbing through 

these p a r t i c u l a r votes t h a t we voted i n favor of every f o r ­

mula. We d i d t h i s i n the s p i r i t of compromise, knowing how 

important t h i s u n i t was t o us and t o a l l the p a r t i c i p a n t s 

and i n f a c t our p a r t i c i p a t i o n does not r e a l l y change t h a t 

much, so we were i n a r a t h e r unique p o s i t i o n , I t h i n k , of 

being able t o vote f a v o r a b l y on a l l of them. 

Q Let me ask you t h i s . I f the cumulative 

o i l production i s weighted at 70 percent as opposed to 

weighting at 40 percent, i s t h a t t o Gulf's economic advan­

tage one way or another on t h i s parameter table? 

A A c t u a l l y i t makes very l i t t l e d i f f e r e n c e 

t o Gulf. I t h i n k you can look at the weighting of 70 per­

cent and our p a r t i c i p a t i o n w i t h t h a t weighting would have 

been 30.115 percent and on the formula t h a t we have, I ' l l 

have to f i n d the 40 percent w e i g h t i n g , i t ' s shown as Formula 
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No. 5, our p a r t i c i p a t i o n would have been 30.82 percent, so 

there's very l i t t l e d i f f e r e n c e i n the e f f e c t t h a t the 

weighting would have had on Gulf's p a r t i c i p a t i o n . 

Q Mr. B e r l i n , I'd l i k e you t o give us some 

background and some reasons why i t ' s i n your opinion neces­

sary t o weight the d i f e r e n t parameters on d i f f e r e n t percent­

ages . 

What's the basis behind doing t h a t ? 

A The basis i s obviously t o a r r i v e a t a 

consensus of opinion as t o what's e q u i t a b l e , what's e q u i t ­

able i n terms of recoveries from the u n i t and sharing of ex­

penses . 

Vie t h i n k t h a t the weighting, and of 

course we're supported by the m a j o r i t y of the other owners 

t h a t t h i n k t h a t the weighting on the c u r r e n t formula, the 50 

percent f o r c u r r e n t production and 40 percent f o r remaining 

primary, i s i n f a c t e q u i t a b l e . I t takes i n t o c o n s i d e r a t i o n 

the near term b e n e f i t s t h a t w i l l accrue t o operators as w e l l 

as the long term b e n e f i t s . 

In order t o consider the near term bene­

f i t s you have to look at the r e l a t i v e value of primary r e ­

serves versus secondary reserves. Primary reserves are the 

reserves t h a t are produced f i r s t under u n i t operations and 

have the gre a t e s t present value. They have t h a t because 

they're produced f i r s t and they have — they're much less 

expensive t o produce than the secondary reserves. 

You have another f a c t o r t h a t needs t o 
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come i n t o play. There i s considerably less r i s k associated 

w i t h the primary reserves; there's p r a c t i c a l l y no r i s k , as a 

matter of f a c t . 

The secondary reserves on the other hand 

have a considerable amount of r i s k , and t h a t r i s k needs t o 

be taken i n t o c o n s i d e r a t i o n on the weighting also i n deter­

mining e q u i t y . 

Q Is there any i n f o r m a t i o n you can draw 

from the Technical Committee r e p o r t s t o you t h a t shows a 

reason or basis t h a t c l a s s i f i e s the weighting percentages 

t h a t were used i n Formula Number 3, i n terms of the r a t i o of 

secondary reserves f o r each b a r r e l of production? 

A Yes. You have t o consider the cumulative 

production parameter i n d e t a i l . I t i s not per se secondary 

reserves. I n f a c t , the cumulative parameter only represents 

h a l f a b a r r e l of secondary reserves. 

The remaining primary, on the other hand, 

represents one f u l l b a r r e l of reserves and i n f a c t repre­

sents another h a l f a b a r r e l of reserves f o r secondary, so 

t h a t means t h a t the remaining primaray, you're goin t o get 

1.1-1/2 b a r r e l s of u n i t reserves f o r only h a l f a b a r r e l of 

reserves based on cumulative production parameter. 

Q I f I asked you t h a t — 

A There's a d i f f e r e n c e of three times. 

Q I asked you t h a t i n terms of Formula Num­

ber 3 and I t h i n k I was r e a l l y asking you i n terms of For­

mula 2-A, the one adopted by the working i n t e r e s t owners. 
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A Tha t ' s c o r r e c t . Tha t ' s what I r e c i t e d , 

y e s . 

Q Let's t u r n t o the Technical Committee r e ­

p o r t , Mr. B e r l i n , and t o page 41 t h a t has the parameter 

t a b l e on i t . Do you have one of those a v a i l a b l e there? 

A I have the parameter t a b l e , yes. 

Q A l l r i g h t , s i r . 

I'd l i k e t o d i r e c t your comments t o page 

41. 

A I ' l l have t o have the parameter t a b l e . 

I've got i t . 

Q Okay. Looking a t the parameter t a b l e and 

i f we f i n d Exxon's i n t e r e s t on the parameter t a b l e . Under 

the u n i t p a r t i c i p a t i o n f o r the Exxon t r a c t s , what i s t h e i r 

percentage p a r t i c i p a t i o n ? 

A Well, you can't determine — 

Q No, s i r , not from the parameter t a b l e . 

A — from the t a b l e . 

Q -- but your other knowledge of Exxon's 

i n t e r e s t , what i s t h a t percentage? 

A Exxon's i n t e r e s t i n the u n i t w i l l be 4.86 

percent based on t h i s formula. 

Q Can you draw any comparison, Mr. B e r l i n , 

between Exxon's p a r t i c i p a t i o n i n the u n i t i n terms of what 

the Technical Committee has estimated f o r t h e i r remaining 

primary production from Exxon? 

A Yes. You can look a t the parameter t a b l e 
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and see t h a t the percentage of remaining primary t h a t Exxon 

was estimated t o recover under continued operations repre­

sented only two percent of the t o t a l , whereas under the par­

t i c i p a t i o n formula they're going t o receive 4.86 percent of 

the remaining primary reserves, over two and a h a l f times 

what the Committee estimated they would receive under con­

ti n u e d operations. 

Q I n your opinion i s t h a t a f a i r and e q u i t ­

able way i n which t o have Exxon's i n t e r e s t p a r t i c i p a t e i n 

the u n i t ? 

A I t h i n k i t ' s f a i r and e q u i t a b l e when you 

consider the f a c t t h a t these remaining primary b a r r e l s have 

a greater present worth and i n f a c t have a b s o l u t e l y or es­

s e n t i a l l y no r i s k associated w i t h t h e i r recovery. 

Q Are there any other working i n t e r e s t 

owners t h a t we can p o i n t t o on E x h i b i t Number — page 41 of 

E x h i b i t Number Twenty-two which are working i n t e r e s t s i n a 

s i m i l a r r e l a t i o n s h i p as Exxon i s ? 

A Yes, I b e l i e v e there are se v e r a l . Amer­

ada Hess i s the f i r s t one the l i s t t h a t comes t o mind. I f 

you look at t h e i r cumulative recovery percent versus t h e i r 

remaining primary percent, they have a much greater 

they're i n a very s i m i l a r p o s i t i o n t o Exxon. Their cumula­

t i v e parameter i s higher than t h e i r remaining primary. 

Amerada has r a t i f i e d the agreement. 

Q A l l r i g h t . 

A You can look f u r t h e r . 
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Q How about Getty? 

A Yes, Getty i s i n t h a t same p o s i t i o n . 

They have 9.5 percent of the remaining — excuse me, of the 

cumulative recovery parameter and less than h a l f of t h a t as 

remaining primary reserves and they also have r a t i f i e d the 

agreement. 

Q A l l , r i g h t , s i r , a couple of others. Do 

you see any others on the l i s t ? 

A I see Koch and L a n d r i t h are two of the 

smaller owners t h a t are i n a s i m i l a r p o s i t i o n , and both of 

them have also r a t i f i e d the agreements. 

Q what w i l l happen t o Exxon's c u r r e n t pro­

duct i o n w i t h and w i t h o u t u n i t i z a t i o n ? What happens to t h a t 

c u r r e n t production? 

A A c t u a l l y , because of the 4.86 p a r t i c i p a ­

t i o n t h a t they w i l l be given i n the u n i t t h e i r production on 

the e f f e c t i v e date of the u n i t w i l l a c t u a l l y increase, as 

w i l l t h e i r c u r r e n t income. 

Q When we look a t the u n i t operating expen­

ses and c a p i t a l investments, Mr. B e r l i n , how are those t o be 

a l l o c a t e d t o the various separately owned t r a c t s i n the 

u n i t ? 

A A r t i c l e X I I on page s i x t e e n , I b e l i e v e , 

of the u n i t operating agreement, which was introduced as Ex­

h i b i t Number Four, sets f o r t h the method of a l l o c a t i n g the 

costs of u n i t operation and t o summarize i t very b r i e f l y , 

each working i n t e r e s t owner's share of the c a p i t a l i n v e s t -
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merits and operating expense again w i l l be the same as t h e i r 

-- w i l l be based on t h e i r p a r t i c i p a t i o n i n the u n i t . 

Q A l l r i g h t , s i r , and do you consider t h a t 

method of a l l o c a t i n g the u n i t expenses t o f a i r , reasonable, 

and equitable? 

A Yes, I do. 

Q And also under the c o n t r a c t u a l arrange­

ments what i s t o be the method f o r c r e d i t s or charges made 

fo r such items as tanks, pumps, and machinery, and equipment 

c o n t r i b u t e d t o the u n i t operations? 

A Again, i n the u n i t agreement A r t i c l e x 

states t h a t a l l items c o n t r i b u t e d t o the u n i t operations by 

the working i n t e r e s t owners are t o be i n v e n t o r i e d by a com­

mittee of the owners and a value assigned immediately a f t e r 

the e f f e c t i v e date. 

Once t h i s i n v e n t o r y has been approved by 

the ownership, the u n i t w i l l , i n e f f e c t , purchase t h a t 

equipment from those owners. 

Now t h a t ' s done through an inv e n t o r y ad­

justment procedure where t h a t an owner who c o n t r i b u t e s more 

than h i s share of equipment w i l l a c t u a l l y receive a c r e d i t 

or a payment f o r h i s -- f o r the d i f f e r e n c e . 

On the other hand, i f an owner has not 

c o n t r i b u t e d h i s share of the t o t a l i n v e n t o r y , he w i l l r e ­

ceive a b i l l f o r the d i f f e r e n c e . 

Q I s there any disagreement among the work­

ing i n t e r e s t owners about the ope r a t i n g expenses, the c a p i -
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t a l investment and the method f o r a l l o c a t i n g the u n i t expen­

ses, such as tanks, pumps, machinery, e t cetera? 

A There has been none t o my knowledge. 

Q Let me ask you a question, Mr. B e r l i n , 

w i t h regards t o the p a r t i c i p a t i o n formula. We've t a l k e d 

about the one agreed t o by 93 percent of the working i n t e r ­

est owners, 40 percent weighted on the cumulative o i l . 

Let's assume t h a t the Commission changes 

t h a t p a r t i c i p a t i o n and r e q u i r e s i t , the p a r t i c i p a t i o n f o r ­

mula i s changed t o weight the cumulative o i l t o the 70 per­

cent number, which was the only one apparently Exxon agreed 

t o , what w i l l happen t o the u n i t process? 

A I t w i l l be considerable d i s r u p t i o n , t o 

say the l e a s t , i n the u n i t i z a t i o n process. 

F i r s t of a l l , i t ' s my b e l i e f t h a t the 

owners w i l l ask t h a t the parameters be updated. That means 

w e ' l l have t o go back t o the Technical Committee t o update 

the parameters, which means we're going t o s u f f e r a delay of 

probably a year or two years t o where we could get t o t h i s 

same p o i n t again. 

When we get t o t h i s same p o i n t , i t ' s my 

o p i n i o n , based on the n e g o t i a t i o n s t h a t I've seen take place 

i n the meetings and w i t h conversations w i t h the i n d i v i d u a l 

owners, when we got back t o t h i s p o i n t again we would have 

less of a consensus than we now have, considerably l e s s . 

Q I n your opinon a t t h a t p o i n t , a year or 

more from now, do you b e l i e v e t h a t you would have the m i n i -
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mum 75 percent consent of working i n t e r e s t owners i n order 

t o continue, then, w i t h the s t a t u t o r y u n i t i z a t i o n pro-cess? 

A I b e l i e v e i t would be questionable 

whether we could even get the 75 percent based on a formula 

weighted 70 percent. I n f a c t I know we could not, because 

Gulf probably would not support t h a t formula a t t h i s time. 

Q Let's t a l k about how the working i n t e r e s t 

owners addressed the problem or the concern of dealing w i t h 

wellbore values. You mentioned e a r l i e r t h a t the committee 

unanimously agreed t o the value — 

A Right. 

Q — placed on a w e l l b o r e . We're going t o 

t a l k about wellbores f o r some time t h i s afternoon. Let's 

t a l k about the v a l u a t i o n of t h a t w e l l b o r e , f i r s t of a l l , and 

have you describe what was discussed and what was a t issue. 

A I n determining the value of a usable 

wellbore we had t o consider o l d wellbores of 1930 vintage 

versus new wellbores t h a t might be d r i l l e d , and of course we 

estimated the cost t o d r i l l a new wellbore at about 

$250,000. We recognized t h a t you couldn't — t h a t the u t i l ­

i t a r i a n value of an o l d wellbore would not approach 

$250,000. So t h e r e f o r e the owners determined t h a t $100,000 

of value was more r e p r e s e n t a t i v e of the value of an o l d 

wellbore w i t h o u t logs, open hole completions, t h i n g s of t h a t 

nature, probably r e q u i r i n g a l o t of remedial work, c e r t a i n l y 

d i d not have the u t i l i t a r i a n value t h a t a new wellbore would 

have. 
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So we valued i t considerably less than 

the value of a new well b o r e . We valued i t at $100,000. 

There was no disagreement whatsoever i n 

the $100,000 value. 

Q Was t h a t an item t h a t was discussed when 

Exxon's rep r e s e n t a t i v e s were present at a working i n t e r e s t 

meeting? 

A Exxon was present a t t h a t meeting, yes, 

and they d i d not o b j e c t t o t h a t v a l u a t i o n . 

Q So when we t a l k about the v a l u a t i o n of 

the o l d wellbores, the $100,000 number i s not one t h a t ' s i n 

dis p u t e , i s t h a t c o r r e c t ? 

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

Q A l l r i g h t . Where i s the h a n d l l i n g and 

v a l u a t i o n of the wellbore s i t u a t i o n covered i n the operating 

agreement, Mr. B e r l i n ? 

A I t ' s covered i n A r t i c l e XI beginning on 

page 14 of the u n i t o p erating agreement. 

The reason, i f I may go on, the reason 

t h a t the owners f e l t l i k e we needed a p a r t i c u l a r a r t i c l e 

d e aling w i t h wellbore e q u i t y was the f a c t t h a t there were 

already 23 w e l l s plugged and abandoned. There were 48 w e l l s 

t h a t were t e m p o r a r i l y abandoned, and there were 52, or some 

odd others t h a t were plugged out of the Eunice Monument o i l 

producing i n t e r v a l back t o the Eumont Gas Pool. 

The owners f e l t t h a t i t was necessary t o 

create some kind of an i n c e n t i v e t o have operators c o n t r i ­

bute as many wellbores as possible toward the u n i t so t h a t 
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we might conduct operations and i n order t o balance the i n ­

e q u i t y t h a t would come about when u n i t owners d i d not con­

t r i b u t e a f u l l complement of w e l l s on every t r a c t . 

Q When we t a l k about the d e f i n i t i o n of a 

usable w e l l b o r e , was there any disagreement among the work­

ing i n t e r e s t owners about the d e f i n i t i o n ? 

A There was no s u b s t a n t i a l ; i t was discus­

sed a t length and I t h i n k there was general agreement 

on the d e f i n i t i o n of a usable w e l l b o r e . 

Q We've agreed upon a value; we've agreed 

upon a d e f i n i t i o n . I n determining how t o account t o the 

u n i t f o r the wellbore s i t u a t i o n , what were the various pos­

s i b i l i t i e s considered by the Working I n t e r e s t Committee? 

A We considered three p o s s i b i l i t i e s d ealing 

w i t h t h i s i n e q u i t a b l e s i t u a t i o n . The f i r s t — 

Q I can ask you i n d e t a i l about each one 

but t e l l me what the three are so we can keep t r a c k of them. 

A The f i r s t one was t o develop a usable 

wellbore plan f o r c o n s i d e r a t i o n i n the p a r t i c i p a t i o n f o r ­

mula. 

The second — 

Q I t ' s a parameter f o r a wellbore c o n t r i b u ­

t i o n t h a t goes i n t o the c a l c u l a t i o n on the p a r t i c i p a t i o n 

formula. 

A I t could have become a p a r t of the f o r ­

mula, yes. 

Q That's one p o s s i b i l i t y . 
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A That's a p o s s i b i l i t y . 

Q What's the second p o s s i b i l i t y ? 

A The second one was t o handle wellbores on 

an i n v e n t o r y basis, where an owner would be given c r e d i t f o r 

the wellbores c o n t r i b u t e d . 

And the t h i r d p o s s i b i l i t y i s t o deal w i t h 

i t on a wellbore assessment, where you a c t u a l l y assess a 

p o r t i o n of the cost of the replacement w e l l f o r the owner 

who does not c o n t r i b u t e wellbores. 

And t h a t t h i r d approach, as w e ' l l d i s ­

cuss, i s the one t h a t ' s been incorporated i n t o the agree­

ments and supported by the m a j o r i t y of the owners. 

Q A l l r i g h t , l e t me go back and ask you t o 

t e l l me now why i t ' s necessary t o have an i n c e n t i v e f o r the 

u n i t , an i n c e n t i v e f o r the working i n t e r e s t owners i n a u n i t 

to c o n t r i b u t e wellbores t o the u n i t . What's — what's the 

problem you're dea l i n g with? 

A Well, the problem i s t h a t these wellbores 

have value i n producing other i n t e r v a l s , and p a r t i c u l a r l y 

the EumonT Gas Pool. I f there i s not an i n c e n t i v e the own­

ers of the w e l l s could a c t u a l l y w i t h h o l d those w e l l s from 

the u n i t i n order t o u t i l i z e them as a completion i n the Eu­

mont Gas Pool, which would i n e f f e c t n e c essitate nearly the 

complete r e d r i l l i n g of the t o t a l u n i t . 

Q Would t h a t be reasonable i n terms of the 

u n i t operations f o r the secondary recovery? 

A The economics of the w a t e r f l o o d p r o j e c t 
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would not support t h a t k i n d of r e d r i l l i n g . No, i t ' s not 

reasonable. 

Q I n your o p i n i o n , then, i t ' s a b s o l u t e l y 

necessary f o r the success of the u n i t t o have a wellbore 

c o n t r i b u t i o n i n c e n t i v e . 

A Yes. 

Q A l l r i g h t , l e t ' s look a t the three ap­

proaches. What's the f i r s t one? 

A Once again, i t was discussed f a i r l y 

b r i e f l y but we considered the p o s s i b i l i t y of u t i l i z i n g a 

usable wellbore parameter. The Technical Committee, as Mr. 

Wheeler discussed, was not able t o develop t h i s p a r t i c u l a r 

parameter f o r use by the working i n t e r e s t owners. The 

reason t h a t they could not determine t h a t parameter was the 

f a c t t h a t the owners could not t e l l us how many w e l l s they 

would c o n t r i b u t e t o the u n i t u n t i l they knew the value of 

t h a t wellbore and what weighting i t would receive i n the 

p a r t i c i p a t i o n formula, and t h a t could not be know p r i o r t o 

a c t u a l l y determining a p a r t i c i p a t i o n formula. 

So i t was j u s t not possible t o develop a 

parameter on t h a t b asis. 

Another t h i n g t h a t we considered was the 

f a c t t h a t a parameter based on an item of cost, as a w e l l ­

bore would be, was not f a i r t o the r o y a l t y owners t o impact 

the p a r t i c i p a t i o n i n the formula, so on t h a t basis alone we 

r e j e c t e d the use of t h a t usable wellbore parameter. 

Q The i n c l u s i o n of a wellbore f a c t o r i n the 
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parameter has the e f f e c t of charging against a working i n ­

t e r e s t -- I mean a r o y a l t y owner i n t e r e s t c e r t a i n costs t h a t 

are normally borne by working i n t e r e s t owners. 

A That would be the e f f e c t i f i t had been 

included i n the p a r t i c i p a t i o n formula, yes. 

Q You said the second approach t h a t was 

examined by the working i n t e r e s t owners was t h i s i nventory 

v a l u a t i o n ? 

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

Q And I b e l i e v e t h i s i s the one t h a t Exxon 

has favored? 

A Exxon does favor t h i s approach. I t i s an 

approach t h a t was a c t u a l l y put f o r t h by Gulf a t the working 

i n t e r e s t owners meeting and, i f I might describe how t h i s --

Q A l l r i g h t , s i r . 

A -- would work. 

Q T e l l us how i t works. 

A Every wellbore t h a t would be c o n t r i b u t e d 

t o the u n i t under t h i s approach would receive $100,000 of 

value and l e t me, I guess, c i t e an example would be the best 

way t o e x p l a i n i t . 

I f you look at A r t i c l e X I , which i s the 

a r t i c l e d e a l i n g w i t h the requirement f o r wellbores, there 

w i l l be 344 w e l l s r e q u i r e d t o be c o n t r i b u t e d t o the u n i t . 

Now l e t ' s j u s t assume t h a t only 300 w e l l s 

are c o n t r i b u t e d t o the u n i t . The i n v e n t o r y value f o r those 

300 w e l l s then would be 300 times $100,000, or $30,000,000. 
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That would be the t o t a l i n v e n t o r y value of those wellbores. 

Now, l e t ' s look a t an a c t u a l example. 

Let's take the case of S h e l l . They have 15 wellbores t h a t 

they've produced from the u n i t i z e d i n t e r v a l . I f they were 

to c o n t r i b u t e every one of those w e l l s t o the u n i t , they 

would receive a c r e d i t toward t h a t i n v e n t o r y of 15 w e l l s 

times $100,000, or $1,500,000. 

Now under the i n v e n t o r y approach, even 

though Shell c o n t r i b u t e d a l l the wellbores t h a t they 

p o s s i b l y could and were r e q u i r e d t o , they would s t i l l have 

to pay an a d d i t i o n a l Half a M i l l i o n D o l l a r s t o the 

inv e n t o r y . 

Q How come? 

A Their p a r t i c i p a t i o n , which i s a l i t t l e 

over 6 percent, I b e l i e v e , times the t o t a l u n i t i n v e n t o r y 

comes out t o be $2,000,000, where they only receive c r e d i t 

f o r a M i l l i o n and a Half D o l l a r s . 

Q A l l r i g h t . 

A So there i s an e x t r a Half a M i l l i o n Dol­

l a r s t h a t they would have t o pay. 

On top of t h a t S hell would have t o pay 

f o r the r e d r i l l i n g of 44 w e l l s t h a t were not c o n t r i b u t e d by 

other owners and t h a t would amount t o another Three-quarters 

of a M i l l i o n D o l l a r s . 

We can look a t a s i m i l a r example on a 

smaller scale, a small working i n t e r e s t owner, t o see what 

the impact might be. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

176 

Look a t Tract 81. This i s a one-well 

t r a c t t h a t ' s operated by Apollo. 

Q Let me f i n d Tract 81. That's the t r a c t 

j u s t t o the no r t h of Exxon's acreage i n Section 10? 

A I t i s a f o r t y acre t r a c t . I believe 

t h a t ' s the c o r r e c t p o s i t i o n . 

Q A l l r i g h t . Describe f o r us what happens 

i f we use an i n v e n t o r y v a l u a t i o n f o r the wellbore as applies 

to someone l i k e Apollo i n Tract 81. 

A Okay. We'll take the same example as be­

f o r e , using 300 w e l l s c o n t r i b u t e d by the owners to the u n i t . 

Under t h i s s i t u a t i o n , w i t h Apollo's i n ­

t e r e s t , the three working i n t e r e s t owners i n t h a t w e l l would 

have t o pay i n t o the — toward the i n v e n t o r y , $30,000 even 

though they c o n t r i b u t e t h a t one and only w e l l t h a t they can 

poss i b l y c o n t r i b u t e on t h a t t r a c t . 

I n a d d i t i o n , as I c i t e d w i t h S h e l l , they 

w i l l have to bear t h e i r p r o p o r t i o n a t e cost of r e d r i l l i n g the 

44 w e l l s t h a t were w i t h h e l d by other operators. 

The ownership d i d not f e e l t h a t the i n ­

ventory approach was e q u i t a b l e f o r those reasons. 

Q When you t a l k about the ownership d i d not 

f e e l i t was e q u i t a b l e , can you describe f o r us what percent­

age of the working i n t e r e s t owners d i d not f e e l t h a t the i n ­

ventory approach was an e q u i t a b l e way t o t r e a t the wellbore 

problem? 

A I suppose the only t h i n g I can c i t e i s 
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the f a c t t h a t 9 2 percent of the owners do favor the agree­

ments t h a t i n c o r p o r a t e . There was never a vote taken on i n ­

cl u d i n g the inventory as the method, but on the opposite 

side of t h a t , 9 2 percent of the owners favor another ap­

proach, so by — you might surmise t h a t they d i d not sup­

p o r t the i n v e n t o r y approach. 

Q A l l r i g h t , s i r , the t h i r d approach i s the 

wellbore assessment approach? 

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

Q And t h a t ' s the one t h a t ' s included, i n the 

agreement? 

A Yes, as A r t i c l e X I , t h a t ' s r i g h t . 

Q A l l r i g h t , s i r , describe f o r us what t h a t 

approach i s . 

A This method, which we c a l l the wellbore 

assessment method, and which was approved by the m a j o r i t y 

ownership, i s simply t o have the owner who f a i l s t o c o n t r i ­

bute w e l l s pay a greater p o r t i o n of the replacement w e l l 

cost. 

For example, i f the cost of r e p l a c i n g a 

non-contributed w e l l i s $250,000, the owner t h a t does not 

c o n t r i b u t e t h a t w e l l pays the f i r s t $100,000 of value and 

the u n i t owners pay the remaining $150,000 cost. 

Q So even under the agreed upon wellbore 

assessment approach, the u n i t , working i n t e r e s t owners as a 

u n i t , are going to pick up the other $150,000 cost of the 

wel 1. 
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h They w i l l pay the greatest portion of the 

replacement well cost, that i s correct. 

Q Does the operating agreement provide for 

a s i t u a t i o n where a working i n t e r e s t owner does not pay his 

share cf u n i t expenses? 

A Yes, that's included as A r t i c l e XII.IV 

and i t basically says that i f an owner f a i l s to pay i s share 

of the expenses, that the — those expenses w i l l be deducted 

out of the sale of unitized substances accruing to that 

owner with i n t e r e s t at the rate, of prime plus two percent. 

Q Mr. B e r l i n , i n order to make a good f a i t h 

e f f o r t to secure voluntary agreement to the u n i t , has Gulf 

as the proposed u n i t operator made various of f e r s to the 

working i n t e r e s t owners, including Exxon, to acquire or pur­

chase t h e i r i n t e r e s t i n th i s unit i f they did not want to 

participat e cn a voluntary basis? 

A Yes, we were i n fact approached by some 

of the smaller owners who did not feel basically that they 

could l i v e with the long negative cash flow period that's 

about seven years. They asked us to i n fact make them an 

off e r for t h e i r property, which we d i d , and. v/e also f e l t 

that i f we're going to make some of the small owners an of­

fe r , we should go ahead and extend the same of f e r to at 

least a l l of the owners. 

We i n fact did that and as Mr. Vaden tes­

t i f i e d t h i s morning, we nave successfully, 1 think, con­

cluded the acquisition of approximately 14 owners who do not 
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wish t o p a r t i c i p a t e i n the u n i t , i n c l u d i n g Texaco, one of 

the major owners. 

Exxon also asked us t o make them an o f f e r 

f o r t h e i r p r o p e r t i e s . We o f f e r e d Exxon, I believe the num­

ber was $ 3 . 7 - m i l l i o n f o r t h e i r p r o p e r t i e s i n the u n i t . Ex­

xon d i d not accept t h a t p a r t i c u l a r o f f e r . 

Q When we t a l k about e q u i t y , Mr. B e r l i n , 

concerning Exxon's i n t e r e s t i n the u n i t , i s there any c o r r e ­

l a t i o n or j u s t i f i c a t i o n t o t i e i n the wellbore c o n t r i b u t i o n 

t o Exxon's percentage p a r t i c i p a t i o n i n the u n i t ? 

Is there any c o r r e l a t i o n t h a t you can see 

there? 

A I can't a r r i v e a t any c o r r e l a t i o n . The 

p a r t i c i p a t i o n t h a t ' s determined f o r any i n d i v i d u a l owner i s 

based on parameters such as cumulative p r o d u c t i o n , remaining 

primary reserves, and c u r r e n t o i l r a t e s . None of these, 

these are r e s e r v o i r parameters t h a t r e a l l y don't r e l a t e t o 

wellbores. You need wellbores no matter what the q u a l i t y of 

those wellbores. Obviously some t r a c t s are b e t t e r than 

other t r a c t s and have receive the proper c r e d i t i n the par­

t i c i p a t i o n formula f o r the q u a l i t y of the t r a c t s . The f a c t 

t h a t wellbores may be of d i f f e r e n t q u a l i t y also does not r e ­

l a t e t o the p a r t i c i p a t i o n i n my mind. 

We need t o have a wellbore on every 4 0-

acre l o c a t i o n regardless of the q u a l i t y of t h a t w ellbore. 

Q Let's t a l k about the mechanics of the 

wellbore c o n t r i b u t i o n as i t a p p l i e s t o Gulf and then as i t 
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applies t o Exxon, Mr. B e r l i n . 

When we look at Exxon, how many w e l l s do 

they have and what i s the p o s s i b i l i t y of not being able t o 

c o n t r i b u t e wellbores t o the u n i t ? 

A Well, when we ran — we t r i e d t o assess 

a l l of the i n d i v i d u a l owners, the e f f e c t of t h i s p a r t i c u l a r 

p r o v i s i o n on a l l the i n d i v i d u a l owners. We weren't able to 

do t h a t f o r the same reason t h a t the Technical Committee was 

not able t o develop a usable wellbore parameter. We don't 

know how many w e l l s an i n d i v i d u a l operator i s w i l l i n g or 

able t o c o n t r i b u t e to the u n i t . 

I n Exxon's case, f o r example, Exxon oper­

ates 29 w e l l s . They have 13 w e l l s t e m p o r a r i l y abandoned, 5 

w e l l s plugged back t o the Eumont Gas Zone, and 2 w e l l s t h a t 

have been permanently plugged and abandoned. 

We surmise from t h e i r correspondence t h a t 

they wish t o w i t h h o l d 7 wellbores from the u n i t , the 2 t h a t 

are plugged and abandoned and the 5 t h a t are plugged back t o 

the Eumont Gas Zone. The 5 t h a t are plugged back represents 

17 percent of t h e i r t o t a l w e l l s and the 2 t h a t are plugged 

and abandoned represents about 7 percent of t h e i r t o t a l 

w ellbores. 

I n Gulf's s i t u a t i o n , we operate 102 

w e l l s . We have 13 w e l l s plugged back t o the Eumont gas; 4 

w e l l s t e m p o r a r i l y abandoned; and 12 w e l l s plugged and aban­

doned . 

Our plugged and abandoned w e l l s represent 
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approximately 12 percent of our t o t a l w e llbores, which i s 

about twice as many plugged w e l l s as Exxon has. 

Our w e l l s plugged back t o the Eumont gas 

i s approximately 12 percent of our t o t a l w e l l b o r e , which i s 

about twice as many plugged w e l l s as Exxon has. 

Our w e l l s plugged back t o the Eumont gas 

i s about 13 percent of our t o t a l , which i s approximately the 

same magnitude percentawise as Exxon has. 

So we're, f r a n k l y , i n a worse p o s i t i o n 

than probably any other owner as f a r as wellbores and being 

able t o c o n t r i b u t e them t o the u n i t . 

Q With the i n c l u s i o n of the wellbore as­

sessment as agreed t o by the m a j o r i t y of the working i n t e r ­

est owners, and as you understand Exxon's p o s i t i o n t o be, 

w i l l Exxon's p a r t i c i p a t i o n i n the u n i t process s t i l l be pro­

f i t a b l e ? 

A I n my o p i n i o n , very d e f i n i t e l y . I t w i l l 

be extremely p r o f i t a b l e f o r Exxon as w e l l as the other work­

ing i n t e r e s t owners. 

Q Based upon your study and knowledge of 

t h i s p a r t i c u l a r s i t u a t i o n , Mr. B e r l i n , do you t h i n k i t ' s 

reasonably possible t o exclude Exxon and i t s acreage from 

the u n i t ? 

A I n my op i n i o n i t i s not possible t o ex­

clude Exxon and continue w i t h the u n i t i z e d o p e r a t i o n . The 

biggest problem t h a t w i l l a r i s e i s t h a t we won't be able t o 

a r r i v e a t e q u i t y across the lease l i n e s w i t h our c u r r e n t 
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There would be a d u p l i c a t i o n of f a c i l i t i e s t h a t would be r e ­

q u ired and i n order t o a r r i v e a t e q u i t y you would have t o do 

one of — w e l l , i n order t o a r r i v e a t e q u i t y across the 

lease l i n e t r a c t s between the r e s t of the u n i t and Exxon 

t r a c t s , you would have to d r i l l a d d i t i o n a l i n j e c t i o n w w e l l s 

to p r o t e c t those lease l i n e s . That r e s u l t s , of course, i n a 

d u p l i c a t i o n and probably i n e f f i c i e n c y since those w e l l s 

would not conform t o the p a t t e r n t h a t we've developed f o r 

the r e s t of the u n i t . 

Q Does the u n i t agreement and the o p e rating 

agreement, Mr. B e r l i n , provide f o r the designation and r e ­

moval of the u n i t operator? 

A Yes, i t does. Section 6 of the u n i t 

agreement and A r t i c l e VI of the u n i t o p e rating agreement de­

signate Gulf as the u n i t operator. 

A r t i c l e VI and Sections 7 and 8 of the 

u n i t agreement provide a procedure f o r the removal of the 

u n i t operator and the s e l e c t i o n of a successor operator. 

Q And does the u n i t o p e rating agreement 

provide f o r a method f o r v o t i n g on u n i t matters? 

A Yes, i t does. A r t i c l e IV of the u n i t 

o p e r ating agreement sets f o r t h v o t i n g procedures f o r v o t i n g 

on matters t o be decided by the working i n t e r e s t owners. 

Q I asked Mr. Vaden t h i s morning about the 

e f f e c t i v e date f o r the u n i t . I w i l l also ask you the same 

question, Mr. B e r l i n . 

what does the u n i t operating agreement 
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provide f o r p u t t i n g the u n i t i n t o e f f e c t and t e r m i n a t i n g i t ? 

A Yes. Section 24 of the u n i t agreement 

provides f o r p u t t i n g the u n i t i n t o e f f e c t . 

Q A l l r i g h t , and what i s the e f f e c t i v e date 

t h a t you're attempting t o use f o r the u n i t ? 

A December the 1st of 1984 i s the e f f e c t i v e 

date t h a t we have asked f o r . 

Q I n your o p i n i o n , Mr. B e r l i n , i s the 

g r a n t i n g of t h i s a p p l i c a t i o n or these a p p l i c a t i o n s by Gulf 

i n the best i n t e r e s t of conservation, the prevention of 

waste, and the p r o t e c t i o n of c o r r e l a t i v e r i g h t s ? 

A Ab s o l u t e l y . 

Q I n the event the s t a t u t o r y u n i t i z a t i o n i s 

not approved, can you f o r e c a s t f o r us what the l i k e l i h o o d i s 

of having a u n i t operation f o r t h i s i n t e r v a l i n t h i s area? 

A w e l l , we hope, of course, t h a t we're not 

going t o be faced w i t h t h a t s i t u a t i o n . We've devoted f i v e 

and a h a l f years of e f f o r t toward the formation of t h i s u n i t 

and very f r a n k l y , i t ' s becoming d i f f i c u l t t o j u s t i f y the 

amount of man-hours t h a t we as u n i t expeditor have devoted 

to the e f f o r t , which we don't f e e l l i k e we're adequately 

compensated f o r , not even considering a l l of the manpower 

hours t h a t have been devoted by the ownership of the t o t a l . 

Another important f a c t o r t o consider i s 

the ages of these wellbores. The age and c o n d i t i o n of these 

wellbores can only get worse as time goes on and we're 

going, i f the a p p l i c a t i o n s are not approved as submitted, 
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we're going t o be faced w i t h a considerably longer period t o 

get to t h i s p o i n t again. 

I've been involved i n the n e g o t i a t i o n s 

from the very beginning and I've seen the give and take. 

I've heard the pros and cons, the opposing p o i n t s of view, 

and I don't b e l i e v e we can ever get t o t h i s p o i n t again w i t h 

the consensus of opinion supporting our e f f o r t t h a t we now 

have. 

MR. KELLAHIN: At t h i s time, 

Mr. Chairman, we'd move the i n t r o d u c t i o n of Gulf E x h i b i t 

Number Twenty-one A. 

MR. STAMETS: E x h i b i t Twenty-

one A w i l l be admitted. 

MR. KELLAHIN: That concludes 

our examination of t h i s witness. 

MR. STAMETS: Are there ques­

t i o n s of t h i s witness? Mr. P a d i l l a . 

CROSS EXAMINATION 

BY MR. PADILLA: 

Q Mr. B e r l i n , i n answer t o a question t h a t 

Mr. K e l l a h i n asked you, I be l i e v e the question was whether 

or not any of the working i n t e r e s t owners had asked t o be 

el i m i n a t e d from the proposed u n i t area, and I bel i e v e your 

answer was no. 

A That i s not c o r r e c t . We had two owners 

t h a t asked t o be deleted. That was Mr. Hartman and Mr. Ras-
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mussen. We d i d not agree w i t h t h e i r request but have subse­

quently i n f a c t resolved t h a t s i t u a t i o n through an a c q u i s i ­

t i o n as we described. 

Q I t ' s s o r t of elementary at t h i s p o i n t t o 

ask t o be e l i m i n a t e d from the u n i t area. 

A We would c e r t a i n l y p r e f e r t o have a l l the 

p a r t i e s p a r t i c i p a t e i n t h e > u n i t w i t h us, yes. 

Q You wouldn't l e t any one of the u n i t s , or 

any one of the t r a c t s out at t h i s p o i n t , though? 

A We see no reason t o do t h a t , no. 

Q Let me d i r e c t your a t t e n t i o n t o page 41 

and the page of -- and the parameter t a b l e t h a t Mr. 

Kella h i n ' s been asking questions about. 

A A l l r i g h t . 

Q And at the same time I would d i r e c t your 

a t t e n t i o n t o the p a r t i c i p a t i o n formula and ask you w i t h r e ­

gards t o the Wilbanks t r a c t , which i s the second from the 

bottom of the page, the l a s t two columns on t h a t parameter 

t a b l e show zero f o r t h a t i n t e r e s t . 

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

Q How d i d — can you t e l l me how you ar­

r i v e d at zero f o r t h a t p a r t i c u l a r t r a c t f o r both those para­

meters? 

A There i s no c u r r e n t production from the 

Wilbanks t r a c t and so t h e r e f o r e , no remaining primary r e ­

serves . 

Q And t h a t ' s the basis f o r determining 
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production? 

A There was no production. I don't know 

when the production from t h a t t r a c t ceased r i g h t offhand, 

but i t ceased p r i o r t o the time t h a t we were e x t r a p o l a t i n g 

the d e c l i n e curves, and i f there i s no prod u c t i o n , you can­

not e x t r a p o l a t e a de c l i n e curve. 

Q Conceptually the p a r t i c i p a t i o n t h a t W i l ­

banks would have under Tract 55 would be 50 percent of A 

over B, i s t h a t c o r r e c t ? 

A That would be the cumulative production 

over t o t a l u n i t cumulative p r o d u c t i o n , t h a t i s c o r r e c t . 

Q So the 40 percent of C over D plus 10 

percent of E over F would not be a p p l i c a b l e i n t h a t t r a c t . 

A The m u l t i p l i c a t i o n i s zero, yes. 

Q Now i f we look a t the Apollo t r a c t which 

i s 40 acres and t h a t ' s the t h i r d from the bottom, they do 

have apparently c u r r e n t p r o d u c t i o n , and t h a t would e n t i t l e 

t h a t p a r t i c u l a r t r a c t t o greater p a r t i c i p a t i o n than the W i l ­

banks t r a c t . 

A They have remaining primary reserves and 

cur r e n t production, t h a t i s c o r r e c t . Not n e c e s s a r i l y , i t 

again depends on the we i g h t i n g . 

Q I understand. 

A They would get c r e d i t f o r those two fa c ­

t o r s because they do have remaining reserves and they do 

have c u r r e n t p r o d u c t i o n , t h a t i s c o r r e c t . 
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Q That does not take i n t o c o n s i d e r a t i o n 

t h a t there may be a wellbore problem or whether a w e l l can 

be recompleted t o o b t a i n c u r r e n t production. 

A I would assume t h a t t h e i r reserves could 

be recovered. An operator would do t h a t . That can be my 

only assumption, yes. 

Q Yet under the wilbanks t r a c t those 

working i n t e r e s t owners would be c o n t r i b u t i n g two wellbores. 

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

Q I n a d d i t i o n they would be assessed t h e i r 

p r o p o r t i o n a t e share of the costs of the p r o j e c t . 

A They would be assessed t h e i r 

p r o p o r t i o n a t e share of the cost of the p r o j e c t as determined 

by t h e i r p a r t i c i p a t i o n , yes. 

MR. PADILLA: I be l i e v e t h a t ' s 

a l l I have, Mr. Chairman. 

MR. STAMETS: Mr. Sp e r l i n g . 

MR. SPERLING: Yes, s i r . 

CROSS EXAMINATION 

BY MR. SPERLING: 

Q Mr. B e r l i n , would you agree w i t h me t h a t 

there could be two types of i n c e n t i v e , one being the c a r r o t 

approach, which i s the reward approach; the other being the 

s t i c k approach, which i s the punishment approach? 

A I agree three can be more than one type 

of i n c e n t i v e , yes. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

188 

Q I t h i n k you mentioned there were two 

reasons why — I t h i n k you mentioned t h a t there might be two 

p o s s i b i l i t i e s why wellbores would not be c o n t r i b u t e d under 

the arrangement suggested by the u n i t o p e rating agreement. 

One of those was, as I r e c a l l , some of 

these w e l l s may be plugged back t o the Eumont Gas se c t i o n 

and t h e r e f o r e the wellbores are i n use t o produce gas r e ­

serves . 

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

Q Would you q u a r r e l w i t h t h a t d e c i s i o n by 

an operator? 

A No, I don't q u a r r e l w i t h t h a t d e c i s i o n . 

As a matter of f a c t , we've plugged back several of them our­

selves . 

0 So t h a t s o r t of e l i m i n a t e s the opt i o n of 

c o n t r i b u t i n g t h a t w e l l b o r e , doesn't i t ? 

A No, s i r , i t does not. I n f a c t , i n Gulf's 

case we plan t o c o n t r i b u t e every one of our gas w e l l s to the 

u n i t . 

Q And how much i s the conversion going t o 

cost per we l l ? 

A I don't f o l l o w your question, conversion? 

Q Well, what are you going t o do w i t h the 

remaining gas reserves? 

A We're going t o — we're going t o squeeze 

the Queen i n t e r v a l i n t h a t p a r t i c u l a r wellbore and c o n t r i ­

bute i t t o the u n i t . 
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Our plans are t o r e d r i l l our Queen w e l l s 

i n order to a c t u a l l y improve the drainage of the Queen gas 

zone by l o c a t i n g w e l l s away from the o r i g i n a l completions. 

So t h a t i s the approach t h a t we're t a l k i n g w i t h our w e l l ­

bores . 

Q And you have determined t h a t t h a t i s eco­

nomic considering the Eumont gas reserves i n the area? 

A Yes, s i r , we have. I t i s our i n t e n t i o n . 

Q Another reason suggested by you as a pos­

s i b l e reason f o r w i t h h o l d i n g c o n t r i b u t i o n of a wellbore was 

t h a t i t had p r e v i o u s l y been plugged and abandoned. 

Now t h a t may or may not have been as a 

r e s u l t of some r e g u l a t o r y a c t i o n or management d e c i s i o n , i s 

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

A I have no knowledge of the reason f o r 

plugging or abandoning the w e l l s , yes. 

Q Could be one or the other? 

A Yes. 

Q So a t t h i s p o i n t i n time i f e i t h e r of 

those c o n d i t i o n s e x i s t , w i t h the exception t h a t you men­

tio n e d about r e d r i l l i n g the gas w e l l s , the owner of such 

we l l s at t h i s p o i n t i n time r e a l l y has no o p t i o n , does he, 

by way of c o n t r i b u t i o n ? 

A Yes, c e r t a i n l y they have options. They 

can c o n t r i b u t e the w e l l s and r e d r i l l them, as we plan to do. 

We also — 

Q I said w i t h the exception of t h a t . 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

190 

A We have options w i t h regard t o plugged 

and abandoned w e l l s a l s o . 

We plan t o re-enter our plugged and aban­

doned w e l l s and make them usable f o r the u n i t . 

Q I see, and have you a cost estimate on 

that? 

A We have made cost estimates, yes. 

Q Could you give me an approximate f i g u r e ? 

A That was done by our Area O f f i c e i n Hobbs 

and I do not have those numbers. 

Q I be l i e v e you pointed out t h a t the f o r ­

mula p a r t i c i p a t i o n under the Two-A parameter or the adoption 

of the Formula 3 percentage w i t h the i n a p p r o p r i a t e weighting 

as i n d i c a t e d on the e x h i b i t t h a t you produced, would make 

very l i t t l e d i f f e r e n c e i n s o f a r as Gulf i s concerned. 

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

Q E i t h e r of those formulas. 

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

Q Yet you say t h a t Gulf would not now sup­

p o r t the parameter suggested by Number 3 as opposed t o Num­

ber 2. Why? 

A The reason we wouldn't support i t i s be­

cause of the e f f e c t i t would have on our c u r r e n t status of 

u n i t i z a t i o n . We don't want t o have t o go back and spend two 

years t o get t o t h i s same p o i n t again and come t o hearing 

w i t h a lesser percentage than we would have under the cur­

r e n t formula. 
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I t ' s not t h a t i t a f f e c t s our p a r t i c i p a ­

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

Q You st a t e d t h a t the in v e n t o r y c r e d i t ap­

proach was considered and r e j e c t e d . 

Would you review f o r me again why t h a t 

was? 

A Yes, s i r . 

Q Why i t was t r e a t e d any d i f f e r e n t l y than 

the other approaches? 

A I would have t o go through the examples 

t h a t I c i t e d . Those were the kinds of t h i n g s t h a t were d i s ­

cussed among the working i n t e r e s t owners, the f a c t t h a t some 

owners might c o n t r i b u t e every one of the wellbores which 

they could p o s s i b l y c o n t r i b u t e and s t i l l s u f f e r a payment i n 

the i n v e n t o r y . That was the basic reason f o r r e j e c t i o n of 

t h a t approach by the m a j o r i t y of the owners. 

Q Well, d i d n ' t Texaco p o i n t out t o you or 

your company a l e t t e r o b j e c t i n g t o the use of t h a t approach, 

i l l u s t r a t i n g how they would be h u r t d r a s t i c a l l y by the ap­

p l i c a t i o n of what you had suggested? 

A I do r e c a l l the l e t t e r by Texaco i n which 

they objected t o t h i s approach. I don't r i g h t offhand r e ­

c a l l the s p e c i f i c s of t h a t l e t t e r . 

Q Would you q u a r r e l w i t h the f i g u r e s which 

suggest t h a t Texaco would be paying $581,324 as an i n v e s t ­

ment i n the u n i t or 52 percent more investment than the u n i t 

p a r t i c i p a t i o n would j u s t i f y ? 
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A I'd have t o know the basis f o r those num­

bers, whether I could accept them. 

Q w e l l , l e t me show you the l e t t e r and see 

i f t h a t refreshes your memory. 

A Well, I'd l i k e t o read one statement out 

of t h i s l e t t e r , i f I might. 

MR. KELLAHIN: Mr. Chairman, 

I'm going t o o b j e c t t o t h i s l i n e of qu e s t i o n i n g . The Texaco 

l e t t e r i s hearsay. I t h i n k i t ' s been t e s t i f i e d e a r l i e r by 

Mr. Vaden t h a t Texaco's i n t e r e s t has now been acquired by 

Gulf. 

Texaco's r e l a t i o n s h i p t o t h i s u n i t no 

longer i s r e l e v a n t and m a t e r i a l t o t h i s discussion and Mr. 

Sperling's attempt t o get i n some argument t h a t Texaco may 

have w r i t t e n i n correspondence t o Gulf over some issue i s no 

way r e l e v a n t t o t h i s case today. 

So i t ' s hearsay. I f Texaco i s i n t e r ­

ested, they may come and t e s t i f y . I f Mr. Sperling i s i n t e r ­

ested i n t h i s k i n d of testimony from Texaco, he could have 

subpoenaed them and had they come. 

But we b e l i e v e t h i s approach i s improper. 

MR. SPERLING: This i s a com­

munication acknowledged t o have been received by Gulf. I t 

provides a f a i r i nference as t o what i n c e n t i v e Texaco might 

have had f o r disposing of i t s i n t e r e s t and c e r t a i n l y bears 

upon the f a i r and e q u i t a b l e c o n s i d e r a t i o n which i s before 

the Commission. 
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MR. STAMETS: Mr. K e l l a h i n , 

we're going t o ove r r u l e your o b j e c t i o n and allow the witness 

to answer the question and the Commission w i l l give i t the 

weight which i t i s worth. 

A I'd l i k e t o make one p o i n t from t h i s l e t ­

t e r t h a t I see. I t says, "Texaco" -- Texaco i s r e f e r r i n g t o 

two plugged and abandoned w e l l s t h a t they plugged — Texaco 

had these w e l l s , and I quote, f o r possible secondary 

recovery u n t i l 1977 at which time they were P&A'd. 

Texaco recognized t h a t there was going t o 

be at some p o i n t i n time secondary recovery operations and 

they could have w i t h t h a t knowledge have plugged these w e l l s 

i n such a way t h a t they could r e - e n t e r . 

Texaco had some d i s c r e t i o n i n t h i s mat­

t e r and they d i d not exercise i t . 

Q Doesn't Texaco p o i n t out i n the f o r e p a r t 

of the l e t t e r t h a t t h i s p a r t i c u l a r area had been r i p e f o r 

secondary recovery f o r ten t o f i f t e e n years? 

A They c e r t a i n l y do. They should have r e ­

cognized t h a t as should any other owner who plugged and 

abandoned w e l l s i n the u n i t area. 

Q Well then why d i d n ' t the u n i t e f f o r t move 

forward sooner? 

A I have no knowledge of t h a t . 

Q Do you have an estimate as t o the period 

of time i n the f u t u r e i t would take t o recover the remaining 

primary? 
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A Yes, I'd r e f e r you t o the Technical Com­

mittee r e p o r t i n which they show a p r o j e c t i o n of t h a t con­

ti n u e d production and I --

Q Give us your best r e c o l l e c t i o n of what 

t h a t would be. 

A F i f t e e n years. F i f t e e n years remaining 

primary. The p r o j e c t i o n t h a t i t goes on f o r another f i f t e e n 

years. 

we simply have t o look i n the Technical 

Committee r e p o r t t o see when t h a t comes t o an end. 

Q I ' l l hand you what's been i d e n t i f i e d as 

E x h i b i t Twenty-two, the Technical Committee Report. I t h i n k 

you're much ore f a m i l i a r w i t h t h a t than I am. 

A Yes, s i r . On page 96 of t h a t r e p o r t i s 

the p r o j e c t i o n of primary production and i t goes on u n t i l 

the year 2014, according t o t h i s p r o j e c t i o n . 

Q 2014. 

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

Q Okay, and what about the recovery period 

f o r p r o j e c t e d secondary recovery, secondary reserves? 

A I t goes beyond t h a t date. 

Q So they w i l l c o - e x i s t f o r some period of 

time? 

A Yes, s i r . They w i l l c o - e x i s t except i n 

the f i r s t -- according to the p r o j e c t i o n s there w i l l be no 

secondary reserves produced f o r the f i r s t four or f i v e years 

of u n i t operations. 
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So they don't c o - e x i s t completely over 

the same time p e r i o d , but there i s a period t h a t they do co­

e x i s t . 

Q Do you r e c a l l a s p e c i f i c recommendation 

by Gulf at one p o i n t i n time t o the e f f e c t t h a t owners 

should receive a c r e d i t i n i n v e n t o r y f o r o p e r a t i o n a l w e l l ­

bores? 

A Yes, s i r , we put t h a t f o r t h f o r consider­

a t i o n by the u n i t owners, I b e l i e v e at — I be l i e v e i t was 

June 1st, 1983 working i n t e r e s t owners meeting. we d i d put 

t h a t proposal f o r c o n s i d e r a t i o n t o the owners, yes, s i r . 

Q But you subsequently changed your mind as 

to — 

A As a r e s u l t — 

Q — t o t h a t . 

A As a r e s u l t of the discussions which took 

place, we i n f a c t d i d change our mind, yes, s i r . 

MR. SPERLING: That's a l l . 

CROSS EXAMINATION 

BY MR. STAMETS: 

Q Mr. B e r l i n , d i d you i n d i c a t e t h a t your 

recompletion i n t o the Queen fo r m a t i o n , the d r i l l i n g of new 

wellbores, might enhance your reserves out of the gas reser­

v o i r ? 

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

Q On what basis would t h a t be? 
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A Well, again, I d i d n ' t make t h i s assess­

ment i n p a r t i c u l a r . This was an assessment made by our 

operating s t a f f i n Hobbs, but I be l i e v e the basis f o r t h a t 

assessment i s the f a c t t h a t the Queen i s a l e n t i c u l a r type 

r e s e r v o i r and t h a t the c u r r e n t spacing i s not nec e s s a r i l y 

d r a i n i n g the f u l l acreage. 

MR. STAMETS: Any other ques­

t i o n s of the witness? Mr. K e l l a h i n . 

REDIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. B e r l i n , I have a follow-up question 

t o Mr. Sperling's l a s t question t o you, Mr. B e r l i n . 

You r e f e r r e d t o a June 10th, 1983 working 

i n t e r e s t owners meeting minutes. The question was d i d not 

Gulf submit f o r c o n s i d e r a t i o n by the working i n t e r e s t owners 

the inventory approach t o the wellbore s i t u a t i o n , and your 

answer was yes, t h a t Gulf l a t e r changed i t s mind. Yes, you 

changed your mind. 

My question i s upon what reasons and 

basis d i d you change your mind on the in v e n t o r y approach to 

the wellbore assessment? 

A Well, i t ' s f o r the reasons t h a t I c i t e d 

before. The other owners pointed out t h a t i n f a c t an opera­

t o r could c o n t r i b u t e a l l of t h e i r w e l l s and s t i l l s u f f e r a 

payment t o the inve n t o r y under t h i s approach, and we d i d n ' t 

recognize t h a t a t the time and as t h a t was pointed out, we 
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recognized t h a t t h a t was indeed a problem and we would need 

to consider some other a l t e r n a t i v e , which we d i d and came 

back a t the next meeting and proposed the wellbore assess­

ment approach. 

Q Do you have an op i n i o n as t o whether or 

not using the inve n t o r y approach and s u b m i t t i n g t h a t t o vote 

would have r e s u l t e d i n the necessary minimum 75 percent 

working owners p a r t i c i p a t i o n i n t h i s u n i t ? 

A I'm s o r r y , would you r e s t a t e t h a t , 

please? 

Q Yes, s i r . 

A The in v e n t o r y approach? 

Q Using the in v e n t o r y approach do you be­

l i e v e t h a t you could have obtained the necessary percentage 

of the working i n t e r e s t owners p a r t i c i p a t i o n i n the u n i t , 

using t h a t approach? 

A As a r e s u l t of the discussions t h a t took 

place at t h a t meeting, my answer would be d e f i n i t e l y not. 

Q And the wellbore assessment approach i s 

the one t h a t some 9 3 percent then agreed t o . 

A Yes, s i r . 

MR. STAMETS: Are there any 

other questions of t h i s witness? He may be excused. 

Mr. K e l l a h i n , how long do you 

t h i n k your next witness w i l l take? 

MR. KELLAHIN: Mr. Chairman, we 

do a n t i c i p a t e t h a t Mr. Bohling's testimony on the C-108 re 
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quirements f o r the w a t e r f l o o d , h o p e f u l l y , are not controver­

s i a l . They are w e l l organized and I would expect t h a t he 

and I could make t h a t p r e s e n t a t i o n probably w i t h i n t h i r t y 

minutes. 

MR. STAMETS: How long do you 

a n t i c i p a t e your d i r e c t testimony t o take, Mr. Sperling? 

MR. SPERLING: I would expect 

at l e a s t one and a h a l f t o two hours. 

MR. STAMETS: We w i l l recess 

the hearing t h i s afternoon and w i l l reconvene the hearing a t 

8:30 tomorrow morning a t t h i s same l o c a t i o n . 

(Thereupon the evening recess was taken.) 
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