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1 EXAMINER EZEANYIM: At t h i s p o i n t , we go 

2 back on t o the record and continue w i t h the docket. And 

3 we're on the f i n a l page, page 5. These two cases, 

4 Numbers 19 and 20, we heard these cases l a s t time, but 

5 there's a problem. 

6 Case Number 14914 i s s t a t u t o r y u n i t i z a t i o n , 

7 and Case 14 915 i s enhanced recovery. We have heard t h a t 

8 case. I don't t h i n k we are going t o be hearing i t again 

9 today, unless you want t o present something." I t h i n k we 

10 are here t o do the s t a t u t o r y u n i t i z a t i o n . 

11 MR. BRUCE: That's mainly i t . But we do 

12 have our engineer here so t h a t you can ask any questions. 

13 EXAMINER BROOKS: We need t o get -- f o r 

14 some reason, Jaime could not f i n d the l o g on t h a t w e l l , 

15 the reference l o g w e l l on t h a t case, so --

16 MR. BRUCE: We can c e r t a i n l y get t h a t . 

17 EXAMINER BROOKS: I t h i n k i t ' s probably on 

18 our website, but I t h i n k there may be a problem about the 

19 w e l l number. 

20 MR. PARKHURST: We can always supply i t . 

21 EXAMINER BROOKS: We would appreciate 

22 t h a t . Because you can't c o r r e l a t e the zone unless you 

23 have the l o g . 

24 EXAMINER EZEANYIM: I t h i n k we can discuss 

25 i t when we are do ing Case Number 14914. But my p o i n t i s 
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1 t h a t unless I have any other questions I need t o ask you 

2 about the secondary enhanced recovery, I thought I asked 

3 a l l the questions at the time we heard i t before. Unless 

4 there i s something new t h a t you want t o present --

5 MR. BRUCE: I don't t h i n k there i s . We 

6 j u s t want t o t a l k about the u n i t i z e d i n t e r v a l today. 

7 EXAMINER BROOKS: Yeah, t h a t ' s the major 

8 t h i n g . 

9 EXAMINER EZEANYIM: I wanted t o set i t up 

10 f i r s t . I f you need t o say something about the other 

11 case, Case Number 14 915, you can say anything you want. 

12 I t ' s on the docket. But I thought we heard i t , and we 

13 have the t r a n s c r i p t . 

14 MR. BRUCE: I t was continued mainly 

15 because n o t i c e had not gotten out on time. 

16 EXAMINER EZEANYIM: Okay. So I w i l l c a l l 

17 both of them at the same time. F i r s t of a l l , give us the 

18 n o t i c e requirements on t h a t , and then w e ' l l proceed w i t h 

19 Case Number 14914. I s t h a t okay w i t h you? 

2 0 MR. PARKHURST: Very good. Yes. 

21 EXAMINER EZEANYIM: At t h i s time I w i l l 

22 c a l l these two cases. They w i l l be consolidated f o r the 

23 purposes of hearing. And t h i s i s Case Number 14 914, 

24 a p p l i c a t i o n of Celero Energy I I , LP, t o reopen Case 

25 Number 14914 f o r s t a t u t o r y u n i t i z a t i o n , Chaves County, 
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1 New Mexico. 

2 Arid tihen the second consolidated case i s Case 

3 Number 14915, a p p l i c a t i o n of Celero Energy I I , LP, t o 

4 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 and a t e r t i a r y recovery 

5 p r o j e c t f o r the North Caprock Celero Queen Unit Area, 

6 Chaves and Lea Counties, New Mexico. 

7 I w i l l f i r s t of a l l address Case 14915, and 

8 then ask f o r appearances on t h a t case. 

9 MR. BRUCE: Mr. Examiner, Jim Bruce, of 

10 Santa Fe, rep r e s e n t i n g the a p p l i c a n t . I do have one 

11 witness a v a i l a b l e f o r questioning, i f necessary. 

12 EXAMINER EZEANYIM: Any other appearances? 

13 Could you proceed w i t h t h a t case and give us 

14 what i s r e q u i r e d on Case Number 14915? 

15 MR. BRUCE: Simply put, on Case 915, 

16 submitted as E x h i b i t 7 i s the there was testimony i n 

17 the record as t o the p a r t i e s we had t o n o t i f y of the 

18 w a t e r f l o o d case, which was since Celero i s 100 percent 

19 working i n t e r e s t owner, the only other p a r t y t h a t needed 

20 t o be n o t i f i e d was the Commissioner of Public Lands. 

21 And E x h i b i t 7 i s my a f f i d a v i t of n o t i c e , 

22 showing t h a t n o t i c e was given t o the Commissioner of 

23 Public Lands. 

24 EXAMINER EZEANYIM: I f we are done w i t h j 

25 t h a t case, then we go t o Case 14914. 
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1 MR. BRUCE: And I enter an appearance i n 

2 t h a t case, and I have Mr. Parkhurst here t o t e s t i f y . 

3 EXAMINER EZEANYIM: Let me say something 

4 about t h a t case. Like we heard, we are t r y i n g t o w r i t e 

5 i t . We couldn't c o r r e l a t e the s t r a t i g r a p h y on what your 

6 u n i t i z i n g i n t e r v a l i s and where your i n j e c t i o n i n t e r v a l 

7 i s . 

8 So when we were l o o k i n g at i t , you have a very 

9 t i n y u n i t i z e d i n t e r v a l . However, your i n j e c t i o n i s 

10 beyond the zone of the i n j e c t i o n i n t e r v a l , so we couldn't 

11 c o r r e l a t e i t . A c t u a l l y , we are here t o be able t o 

12 c o r r e l a t e t h a t . 

13 When I was reading the case, I thought you 

14 guys d i d a good j o b . This i s what you d i d i n your 

15 a p p l i c a t i o n . That has been done. This i s i n the 

16 a p p l i c a t i o n when you said, on the s t r a t i g r a p h y , 50 f e e t 

17 above and 50 f e e t below. I f we had t h a t the f i r s t time, 

18 we shouldn't be here because of t h i s . As long as we have 

19 a l o g t o demonstrate those t h i n g s , t h a t gives me a leeway 

20 t o confine your u n i t i z e d i n t e r v a l and also your i n j e c t i o n 

21 i n t e r v a l . 

22 MR. BRUCE: We w i l l address t h a t b r i e f l y . 

23 EXAMINER EZEANYIM: Very good. You may 

24 proceed. 

25 
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1 DAVID PARKHURST 

2 Having been f i r s t d uly sworn, t e s t i f i e d as f o l l o w s : 

3 DIRECT EXAMINATION 

4 BY MR. BRUCE: 

5 Q. Please s t a t e your name f o r the record. 

6 A. David Parkhurst. 

7 Q. Where do you reside? 

8 A. Midland, Texas. 

9 Q. Who do you work f o r , and i n what capacity? 

10 A. Celero Energy,' and I am an engineer. 

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

12 D i v i s i o n as an engineer? 

13 A. Yes. 

14 Q. Were your c r e d e n t i a l s as an expert petroleum 

15 engineer accepted as a matter of record? 

16 A. Yes. 

17 Q. And are you f a m i l i a r w i t h the matters involved 

18 i n the u n i t i z a t i o n a p p l i c a t i o n today? 

19 A. Yes. 

2 0 MR. BRUCE: Mr. Examiner, I tender 

21 Mr. Parkhurst as an expert petroleum engineer. 

22 EXAMINER EZEANYIM: So q u a l i f i e d . 

23 Q. (By Mr. Bruce) Mr. Parkhurst, when we came 
24 here f o u r weeks ago, the proposed u n i t i z e d i n t e r v a l was 

25 about 14 f e e t t h i c k or 16 f e e t t h i c k ? 
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1 A. I t was 14 f e e t . 

2 Q. As we know, t h i s u n i t was an o l d u n i t t h a t 

3 expired, and there are some o f f s e t t i n g Queen u n i t s also. 

4 I n those u n i t s , the ones t h a t remained i n e f f e c t , and i n 

5 t h i s u n i t , was the u n i t i z e d i n t e r v a l always q u i t e narrow? 

6 A. Yes, very t h i n . 

7 Q. But when you were pres e n t i n g data on the 

8 i n i t i a l i n j e c t i o n w e l l , i t had a bigger i n t e r v a l than the 

9 14 f e e t ; i s t h a t correct? 

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

11 Q. Could you ex p l a i n why t h a t occurred and why 

12 t h a t -- and i s t h a t so throughout the proposed u n i t area? 

13 A. I t v a r i e s per w e l l . What you have here i s 

14 some -- the o r i g i n a l completions here were d r i l l e d down 

15 t o the top of the Queen, and then openhole -- they were 

16 cased, and then i t was d r i l l e d openhole through the Queen 

17 formation. So you had q u i t e a d i f f e r e n c e i n your depth 

18 from w e l l t o w e l l . 

19 Q. So even i n the o l d u n i t s , the e x i s t i n g ones 

20 and i n the expi r e d North Queen U n i t , when the p r i o r 

21 operator was i n j e c t i n g i n t o t h a t t h i n u n i t i z e d i n t e r v a l , 

22 i t was s t i l l a c t u a l l y i n j e c t i n g i n t o the openhole 

23 i n t e r v a l ; i s t h a t correct? 

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

25 Q. You are here t o propose a u n i t i z e d i n t e r v a l 
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1 t h a t would cover a l l of the exposed depths? 

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

3 Q. What i s E x h i b i t 1? 

4 A. E x h i b i t 1 i s a type l o g . There i s a map on 

5 the back t h a t shows where the type l o g f o r the w e l l i s 

6 loc a t e d w i t h i n the u n i t . This i s the o l d u n i t i z e d 

7 i n t e r v a l , the very t h i n i n t e r v a l . Like you said, we went 

8 50 f o o t above t h a t and 50 fe e t below t h a t . 

9 EXAMINER EZEANYIM: I s t h a t i n d i c a t e d i n 

10 the i s t h a t blue or green? 

11 THE WITNESS: I t ' s green. 

12 EXAMINER EZEANYIM: Pardon me. I'm c o l o r 

13 b l i n d . 

14 Does t h a t include 50 above and 50 below? 

15 THE WITNESS: Yes, s i r . 

16 EXAMINER EZEANYIM: And t h a t would be 

17 from what depth? 

18 THE WITNESS: 3,002 t o 3,116 f e e t . 

19 EXAMINER EZEANYIM: Okay. 

2 0 Q. (By Mr. Bruce) And Mr. Parkhurst, even though 

21 you've got t h i s bigger i n t e r v a l , the i n j e c t e d f l u i d s 

22 would s t i l l be contained w i t h i n t h i s Queen Formation? 

23 A. That's c o r r e c t . I f you look a t the 50 fe e t 

24 above and below the o l d u n i t i z e d i n t e r v a l , those are 

25 anhydrites and s a l t sections. There i s no r e s e r v o i r 
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1 q u a l i t y . They do have a l i t t l e b i t of p o r o s i t y , but no 

2 permeabilityt 

3 Q. So there w i l l be no movement of f l u i d between 

4 zones, and a l l the i n j e c t i o n f l u i d s w i l l remain w i t h i n 

5 the u n i t i z e d i n t e r v a l ? 

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

7 MR. BRUCE: Mr. Examiner, E x h i b i t 2 i s 

8 simply an amended -- the f i r s t page of the u n i t 

9 agreement, amended t o r e f l e c t the new u n i t i z e d i n t e r v a l . 

10 I t does give the reference w e l l , and we w i l l get a 

11 complete l o g f o r you or whatever Celero has a f t e r the 

12 hearing, a w e l l l o g t o you. 

13 EXAMINER EZEANYIM: Are you going t o get 

14 that? Because t h a t ' s what I am looking f o r . 

15 MR. BRUCE: This p a r t i s there, but we 

16 w i l l submit the e n t i r e l o g t o you. 

17 EXAMINER EZEANYIM: Very good. 

18 Q. (By Mr. Bruce) And Mr. Parkhurst, has the 

19 Commissioner of Public Lands agreed t o the new u n i t i z e d 

20 i n t e r v a l ? 

21 A. Yes. 

22 Q. And what i s E x h i b i t 3? 

23 A. E x h i b i t 3 i s j u s t a small economic summary. 

24 I know the l a s t time I was down here, Richard, 

25 you had asked t o see some economics. This i s a f a i r l y 
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1 simple look. We're going t o have nine i n j e c t o r s and four 

2 producers. We're going t o spend about two and a h a l f 

3 m i l l i o n d o l l a r s of c a p i t a l . 

4 We're hoping t h a t these w e l l s are going to 

5 probably average about seven t o ei g h t b a r r e l s a day, 

6 which doesn't sound l i k e a whole l o t . But they w i l l be 

7 on a very shallow d e c l i n e because i t ' s post waterflood. 

8 So t h i s p r o j e c t should generate something i n the 20 

9 percent r a t e of r e t u r n . 

10 Q. I f you had t o go back i n t o the proposed n o r t h 

11 u n i t and reconfigure the w e l l s so t h a t they were only 

12 i n j e c t i n g i n t o t h a t 14-foot i n t e r v a l , would i t make the 

13 p r o j e c t uneconomic? 

14 A. I t probably would i f we had t o come back i n 

15 and run l i n e r s across every one of those. That's a 

16 p r e t t y s u b s t a n t i a l cost. 

17 Q. E x h i b i t 3 was p r e v i o u s l y submitted t o the 

18 D i v i s i o n , but t h i s i s j u s t t o make i t an o f f i c i a l p a r t of 

19 the record? 

20 A. Yes, s i r . 

21 MR. BRUCE: And Mr. Examiner --

22 EXAMINER EZEANYIM: Let me ask a question 

23 on t h i s economics. I'm t r y i n g t o understand what you are 

24 t r y i n g t o do here. Your c a p i t a l i s 2.5 m i l l i o n ? 

25 THE WITNESS: Yes, s i r . 

-Jl 
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1 EXAMINER EZEANYIM: When you s t a r t t h i s 

2 p r o j e c t , you assume a 20 percent r a t e of return? 

3 THE WITNESS: Yes, s i r . 

4 EXAMINER EZEANYIM: I s t h a t necessarily 

5 what you get i n t h i s area? 

6 THE WITNESS: Yes, f o r a waterflood. 

7 EXAMINER EZEANYIM: What i s your 

8 incremental p r o f i t here? That's what I'm looking a t , t o 

9 see i f we can do t h i s . 

10 THE WITNESS: I d i d n ' t put any net present 

11 value. I put the incremental reserves of payout and a 

12 r a t e of r e t u r n , but I d i d not put --

13 EXAMINER EZEANYIM: No c a l c u l a t i o n on how 

14 much -- w e l l , I'm lo o k i n g at d o l l a r signs. You have t o 

15 make some assumptions and come up w i t h some d o l l a r signs, 

16 because t h a t would be p a r t of the S t a t u t o r y U n i t i z a t i o n 

17 Agreement, under the O i l and Gas Act, we need t o 

18 determine t o approve i t . I mean i f you're going t o lose 

19 money, why would you approve i t ? 

2 0 THE WITNESS: We wouldn't do the p r o j e c t 

21 i f we were l o s i n g money. 

22 EXAMINER EZEANYIM: Can I have t h a t 

23 c a l c u l a t i o n showing what your net p r o f i t would be? 

24 THE WITNESS: Yes, s i r . 

25 EXAMINER EZEANYIM: Okay. Go ahead. 
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1 MR. BRUCE: Mr. Examiner, t h a t ' s p r e t t y 

2 much i t f o r the witness: I would j u s t go through the 

3 remaining e x h i b i t s myself. 

4 E x h i b i t 4 simply contains copies of 

5 r a t i f i c a t i o n s from o v e r r i d i n g r o y a l t y i n t e r e s t owners i n 

6 the u n i t . 

7 E x h i b i t 5 i s r a t i f i c a t i o n s from record 

8 t i t l e -- lease record t i t l e owners i n the u n i t , which i s 

9 r e q u i r e d by the Commissioner of Public Lands. 

10 E x h i b i t 6 i s the l e t t e r and the c e r t i f i c a t e 

11 from the Commissioner of Public Lands approving the u n i t . 

12 This i s t h e i r f i n a l approval of the u n i t , e f f e c t i v e 

13 October 31. Of course, i t i s dependent on f i n a l D i v i s i o n 

14 approval of the u n i t . 

15 And as I said, E x h i b i t 7 i s j u s t the 

16 w a t e r f l o o d n o t i c e . And E x h i b i t 8 i s the n o t i c e -- I d i d 

17 give n o t i c e of the r e v i s e d u n i t agreement t o the i n t e r e s t 

18 owners i n the u n i t , and t h i s i s j u s t the n o t i c e 

19 a f f i d a v i t . 

2 0 I would note t h a t on the f i n a l page, there are 

21 two p a r t i e s t h a t d i d not -- I haven't g o t t e n green cards 

22 back. One of them i s Crown O i l Partners, which r a t i f i e d 

23 the u n i t , so I don't t h i n k t h a t ' s important. And the 

24 other one i s Black Crown Energy Partners, which I was 

25 informed yesterday i s a c t u a l l y merged i n t o Crown O i l 
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1 Partners. So n o t i c e was received by a l l of the i n t e r e s t 

2 owners i n the u n i t of the revised u n i t i z a t i o n i n t e r v a l . 

3 Q. (By Mr. Bruce) And Mr. Parkhurst, were 

4 E x h i b i t s 1 through 3 prepared by you or compiled from 

5 company business records? 

6 A. Yes. 

7 MR. BRUCE: Mr. Examiner, I've j u s t gone 

8 through the other e x h i b i t s , which are simply paperwork 

9 which has been submitted t o the Commissioner of Public 

10 Lands, and they have approved the u n i t . And I ' d move the 

11 admission of E x h i b i t s 1 through 8. 

12 EXAMINER EZEANYIM: E x h i b i t s 1 through 8 

13 w i l l be admitted. 

14 ( E x h i b i t s 1 through 8 were admitted.) 

15 MR. BRUCE: We w i l l get you the other i n f o 

16 you requested. 

17 EXAMINER EZEANYIM: Okay, 

18 EXAMINER BROOKS: No questions. 

19 EXAMINER EZEANYIM: Okay. Let's examine 

20 what we were l o o k i n g f o r , the economics. We are going t o 

21 examine the economics i n the order. 

22 EXAMINATION 

23 BY EXAMINER EZEANYIM: 

24 Q. On your a p p l i c a t i o n , on your f i r s t page, I 

25 want t o look at t h a t and see how you come up w i t h t h i s 50 
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1 f e e t above and 50 fe e t below. So we need t h a t l o g . 

2 A. Right: 

3 Q. I f we get t h a t l o g t o see how t o p o s i t i o n 

4 t h i s , we can see t h a t t h i s i s c o r r e c t and t h a t what you 

5 sa i d here i s c o r r e c t , and then we are i n business. 

6 What i s the i n j e c t i o n i n t e r v a l here now? I 

7 f o r g o t . What i s the i n j e c t i o n i n t e r v a l ? 

8 A. I be l i e v e from 3,002 t o 3,116 f e e t . 

9 Q. You are requesting from 3,002, okay, t o 3,100 

10 feet? 

11 A. 3,116 f e e t . 

12 EXAMINER BROOKS: I s t h a t the i n j e c t i o n 

13 i n t e r v a l i n the i n j e c t i o n well? 

14 THE WITNESS: Yes, s i r . 

15 MR. BRUCE: And any p o t e n t i a l f u t u r e 

16 i n j e c t i o n well? 

17 THE WITNESS: That's c o r r e c t . 

18 EXAMINER BROOKS: Because we had a 

19 question about the i n j e c t i o n i n t e r v a l i n the i n j e c t i o n 

20 w e l l versus the reference i n t e r v a l i n the -- or versus 

21 the i n t e r v a l i n the reference w e l l . 

22 MR. BRUCE: Yeah, and Mr. Parkhurst can 

23 answer t h i s . But I t h i n k i n the i n i t i a l i n j e c t i o n w e l l , 

24 i t ' s less than t h i s 114-feet i n t e r v a l t h a t you're 

2 5 requesting here today. 
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1 THE WITNESS: That's c o r r e c t . 

2 EXAMINER BROOKS: Go ahead. 

3 EXAMINER EZEANYIM: Ask your question 

4 again. 

5 EXAMINER BROOKS: I'm t r y i n g t o f i g u r e 

6 out -- maybe I ' d b e t t e r go over i t . What i s the 

7 i n j e c t i o n i n t e r v a l f o r the u n i t i z e d formation, as defined 

8 i n the reference well? 

9 MR. BRUCE: That would be on t h a t e x h i b i t 

10 r i g h t t here. 

11 THE WITNESS: I t ' s on E x h i b i t 1. 

12 EXAMINER BROOKS: This doesn't have 

13 footages on i t -- oh, 3,002 t o 3,116, but t h a t ' s the 50 

14 f e e t above and below. So these are the footages i n the 

15 reference w e l l , not the footages i n the i n j e c t i o n w e l l , 

16 r i g h t , the 3,002 and the 3,116? 

17 MR. BRUCE: That i s i n the reference w e l l . 

18 EXAMINER BROOKS: So the a c t u a l i n t e r v a l 

19 t h a t you're l o o k i n g a t , the pay i n t e r v a l , i s from 3,052 

20 t o 3,066; r i g h t ? Because the 3,002 t o 3,116 i s 50 above 

21 and 50 below. 

22 MR. BRUCE: F i f t y above and 50 below. 

23 EXAMINER BROOKS: And the i n j e c t i o n , where 

24 you're going t o go t o your i n j e c t i o n w e l l , t h a t would be 

25 the i n t e r v a l t h a t c o r r e l a t e s w i t h that? 
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1 MR. BRUCE: And I w i l l have Mr. Parkhurst 

2 confirm t h a t : But i n looking at the C-108 t h a t was 

3 submitted f o r the i n i t i a l i n j e c t i o n w e l l , i t ' s i n the 

4 upper p o r t i o n of t h a t . I t looks l i k e the bottom perf 

5 i s -- i n t h a t w e l l , the c o r r e l a t i v e i n t e r v a l i s 3,042 

6 f e e t , so i t ' s only about a 40-foot i n t e r v a l . 

7 EXAMINER BROOKS: Okay. Go ahead. I'm 

8 sorry I i n t e r r u p t e d . 

9 EXAMINER EZEANYIM: That's a good 

10 question, because I wanted t o get the answer t o t h a t . 

11 Let's examine now the economics and then the 

12 s t r a t i g r a p h i c map t h a t demonstrates what you j u s t 

13 i n d i c a t e d . We are going t o get that? Because f o r some 

14 reason, we can't get i t on l i n e . Do you have t h a t log? 

15 I was expecting t h a t you'd come i n w i t h t h a t l o g . 

16 THE WITNESS: We can send you t h a t l o g . 

17 I t would be the same log t h a t we p u l l e d up here. 

18 MR. BRUCE: We j u s t gave you the p o r t i o n 

19 of the l o g f o r the u n i t i z e d i n t e r v a l . We w i l l get you 

20 the e n t i r e l o g . And we w i l l give you the tops of 

21 p o t e n t i a l i n j e c t i o n w e l l s so you can see t h a t i t ' s 

22 c o r r e l a t i v e depths. 

23 EXAMINER EZEANYIM: That's e x a c t l y what we 

24 need t o do t o w r i t e t h i s order. 

25 So we're not going t o continue anything. 
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We're w a i t i n g t o -- once we get i t , then w e ' l l see what 

we can do. 

And then on the other case, 915, I don't have 

any more questions. I t h i n k I am convinced. 

Okay. Do you have anything more? 

MR. BRUCE: That's i t . 

EXAMINER EZEANYIM: Okay. Case Number 

14 914 and Case Number 14 915 w i l l be taken under 

advisement. 
* * * 

' /l«r«c>y C l i f f y Ihn* ih * 

a „ , . ' Via*, the foreao/no 
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