
Page 1 

1 STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

2 i OIL CONSERVATION DIVISION 

3 j IN THE MATTER OF THE HEARING CALLED 
| BY THE OIL CONSERVATION DIVISION FOR 

4 i THE PURPOSE OF CONSIDERING: 

ORIGINAL 
5 I APPLICATION OF CAZA OPERATING, LLC CASE NO. 15235 

FOR A LEASE PRESSURE MAINTENANCE 
6 PROJECT IN THE DELAWARE FORMATION, 

EDDY COUNTY, NEW MEXICO. 
7 

8 REPORTER'S TRANSCRIPT OF PROCEEDINGS 

9 EXAMINER HEARING 

10 November 20, 2014 

11 Santa Fe, New Mexico 

i i?. 
13 BEFORE: PHILLIP GOETZE, CHIEF EXAMINER ^ O 

GABRIEL WADE, LEGAL EXAMINER 3 
14 !o r n 

O 
15 ~0 
16 This matter came on f o r hearing before—the 

New Mexico O i l Conservation D i v i s i o n , P h i l l i p Goetze, 
17 Chief Examiner, and Gabriel Wade, Legal Examiner, on 

Thursday, November 20, 2014, at the New Mexico Energy, 
18 Minerals, and Natural Resources Department, Wendell Chino 

B u i l d i n g , 1220 South St. Francis Drive, Porter H a l l , 
19 Room 102, Santa Fe, New Mexico. 

20 

21 

22 REPORTED BY: Mary C. Hankins, CCR, RPR 
New Mexico CCR #20 

23 Paul Baca Professional Court Reporters 
500 4th Street, Northwest, Suite 105 

24 Albuquerque, New Mexico 87102 
(505) 843-9241 

25 

PAUL BACA PROFESSIONAL COURT REPORTERS 
500 FOURTH STREET NW - SUITE 105, ALBUQUERQUE, NM 87102 



Page 2 

1 APPEARANCES 

2 FOR APPLICANT CAZA OPERATING, LLC: 

3 JAMES G. BRUCE, ESQ. 
Post O f f i c e Box 1056 

4 • Santa Fe, New Mexico 87504 
(505) 982-2043 

5 j amesbruc@aol.com 

6 FOR THE NEW MEXICO STATE LAND OFFICE: 

7 KELLY BROOKS SMITH, ESQ. 
OFFICE OF GENERAL COUNSEL 

8 New Mexico State Land O f f i c e 
301 Old Santa Fe T r a i l 

9 Santa Fe, New Mexico 87501 
(505) 827-5872 

10 ksmith@slo.state.nm.us 

11 INDEX 
PAGE 

12 Case Number 15235 Called 3 

13 Caza Operating, LLC's Case-in-Chief: 

14 Witnesses: 

15 Jay Brown: 

16 Direct Examination by Mr. Bruce 4 
Cross-Examination by Examiner Goetze 5 

17 Redirect Examination by Mr. Bruce 22 

18 Anthony Sam: 

19 Direct Examination by Mr. Bruce 6 
Cross-Examination by Examiner Goetze 17 

20 
Proceedings Conclude 22 

21 
C e r t i f i c a t e of Court Reporter 23 

22 
EXHIBITS OFFERED AND ADMITTED 

23 
Caza Operating, LLC E x h i b i t Number 5 and 6 5 

24 
Caza Operating, LLC E x h i b i t Numbers 1 through 4 

25 and 7 and 8 17 

PAUL BACA PROFESSIONAL COURT REPORTERS 
500 FOURTH STREET NW - SUITE 105, ALBUQUERQUE, NM 87102 



Page 3 

1 (8:19 a.m.) 

2 EXAMINER GOETZE: As a r e s u l t of my 

3 co-examiner's previous p o s i t i o n , I have been asked to 

4 hear Case 15235, which i s the a p p l i c a t i o n of Caza 

5 Operating, LLC f o r a lease pressure maintenance p r o j e c t 

6 i n the Delaware Formation, Eddy County, New Mexico. 

7 Cal l f o r appearances. 

8 MR. BRUCE: Mr. Examiner, Jim Bruce 

9 representing the Applicant, and I have two witnesses. 

10 EXAMINER JONES: Any other appearances? 

11 MS. SMITH: K e l l y Brooks Smith w i t h the 

12 State Land O f f i c e . We f i l e d an objec t i o n , but we have 

13 worked through a s t i p u l a t i o n . 

14 EXAMINER GOETZE: Oh, t h i s i s a recent 

15 event. Do you want to enlighten us? 

16 MR. BRUCE: Yes, Mr. Examiner. 

17 EXAMINER GOETZE: Very good. I f that's the 

18 case, then would the witnesses please stand, state your 

19 name and be sworn in? 

20 MR. BROWN: Jay Brown. 

21 MR. SAM: Anthony Sam. 

22 (Mr. Brown and Mr. Sam sworn.) 

23 EXAMINER JONES: I f you wish, you may come 

24 up, since you had f i l e d an appearance, and please have a 

25 seat. 

PAUL BACA PROFESSIONAL COURT REPORTERS 
500 FOURTH STREET NW - SUITE 105, ALBUQUERQUE, NM 87102 



Page 4 

1 MS. SMITH: Thank you. 

2 EXAMINER GOETZE: Proceed, Mr. Bruce. 

3 MR. BRUCE: Okay, Mr. Examiner. F i r s t I ' d 

4 c a l l Mr. Brown j u s t b r i e f l y t o the witness stand. 

5 JAY BROWN, 

6 a f t e r having been previously sworn under oath, was 

7 questioned and t e s t i f i e d as f o l l o w s : 

8 DIRECT EXAMINATION 

9 BY MR. BRUCE: 

10 Q. Mr. Brown, where do you reside? 

11 A. I n the Woodlands, Texas. 

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

13 A. Caza Petroleum, Incorporated. I'm the land 

14 manager. 

15 Q. And i s Caza Operating, LLC the operating arm of 

16 Caza Petroleum? 

17 A. I t i s . 

18 Q. I n t h i s case we're seeking a pressure 

19 maintenance p r o j e c t . With respect t o the C-108 t h a t was 

20 prepared, d i d you examine or cause to be examined the 

21 appropriate s t a t e , f e d e r a l and county records t o 

22 determine who the surface owner was and the o f f s e t 

23 operators --

24 A. I d i d . 

25 Q. And what i s E x h i b i t 5? 
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1 A, I t ' s a l i s t of those owners. 

2 Q. And was notice given to a l l of those i n t e r e s t 

3 owners? 

4 A, i t was. 

5 Qs And i s th a t r e f l e c t e d i n E x h i b i t 6, my 

6 A f f i d a v i t of Notice? 

7 A, Yes, i t i s . 

8 Q* And a l l of these i n t e r e s t owners d i d receive 

9 actual notice of t h i s hearing; did they not? 

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

11 Qt Were Exhibits 5 and 6 compiled by you or under 

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

13 A, They were. 

14 MR. BRUCE: Mr. Examiner, I'd move the 

15 admission of Exhibits 5 and 6. 

16 EXAMINERjjp%€§\ Exhibits 5 and 6 are so 

17 entered. 

18 (Caza O p e r a t i n g , LLC E x h i b i t Numbers 5 and 

19 6 were o f f e r e d and a d m i t t e d i n t o e v i d e n c e . ) 

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

21 the w i t n e s s . 

22 CROSS-EXAMINATION 

23 BY EXAMINER GOETZE: 

24 Q. W e l l , l e t ' s s t a r t o f f w i t h a s imp le q u e s t i o n . 

25 What e x a c t l y are the l ands t h a t we ' r e l o o k i n g t o be 
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1 incorporated i n t o t h i s pressure maintenance p r o j e c t ? 

2 A. I t ' s two state leases. 

3 Q. Comprising how much acreage? 

4 A. Well, the lease i n Section 27 i s 480 acres, and 

5 that's the west h a l f i n the northeast quarter, and 

6 Section 22, the south h a l f . 

7 Q. And you f o l k s are -- Caza i s the sole operator 

8 we 1 re dealing w i t h i n these leases? 

9 A. Both t r a c t s , yes, s i r . 

10 Q. Very good. I have no f u r t h e r questions. 

11 MS. SMITH: I have no questions. 

12 ANTHONY SAM, 

13 a f t e r having been pr e v i o u s l y sworn under oath, was 

14 questioned and t e s t i f i e d as fo l l o w s : 

15 DIRECT EXAMINATION 

16 BY MR. BRUCE: 

17 Q. Mr. Sam, where do you reside? 

18 A. Midland, Texas. 

19 Q. And who do you work f o r and i n what capacity? 

20 A. I work f o r Caza Petroleum, Inc. as the VP of 

21 Operations. 

22 Q. Have you pre v i o u s l y t e s t i f i e d before the 

23 Division? 

24 A. I have not. 

25 Q. Would you please summarize your educational and 
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1• employment background f o r the Examiner? 

2 A. Yes. I received a B.S. i n petroleum j 

3 engineering technology from Oklahoma State U n i v e r s i t y i n j 

4 1982. In May of '82, I went on to work f o r Chevron i n j 

5 Midland, Texas f o r s i x years, became a consultant | 

6 independent a f t e r t h a t f o r s i x years and have formed 

7 three d i f f e r e n t e n t i t i e s , Caza being the l a t e s t 

8 operating company, a l l associated i n Midland, Texas w i t h 

9 the Permian Basin, d r i l l i n g and completion operations. 

10 Q. And are you f a m i l i a r w i t h the a p p l i c a t i o n f i l e d 

11 i n t h i s matter? 

12 A. Yes, s i r . 

13 Q. And have you prepared several e x h i b i t s f o r 

14 submission to the Examiner? 

15 A. I have. Yes, I have. 

16 MR. BRUCE: Mr. Examiner, I tender Mr. Sam 

17 as an expert petroleum engineer. 

18 EXAMINER GOETZE: Do you have any 

19 objections? 

20 MS. SMITH: I have no obje c t i o n s . 

21 EXAMINER GOETZE: He i s so q u a l i f i e d . 

22 Q. (BY MR. BRUCE) Mr. Sam, could you i d e n t i f y 

23 E x h i b i t 1 f o r the Examiner — and i t ' s a multipage 

2 4 geologic e x h i b i t and run through that? 

25 A. Yes. 
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1 Q. And what Caza i s attempting to do w i t h respect 

2 to the Forehand Ranch Number 4 well? • 

3 A. Absolutely. The 27-4 w e l l i s i n the southeast 

4 quarter of the northeast quarter of Section 27. That 

5 well's been d r i l l e d . We f r a c t u r e treated, stimulated 

6 the Delaware i n t e r v a l from 3,315 to 57, I believe i s the 

7 footage, and swabbed i t back. There were l i t t l e or no 

8 hydrocarbons. I th i n k we produced six b a r r e l s w i t h 300 

9 percent load recovered, so very l i t t l e -- we contend 

10 that we're at or near the o i l - w a t e r contact w i t h i n the 

11 Delaware section. 

12 We previously had d r i l l e d and completed the 

13 27-5, which i s j u s t northwest w i t h i n the same quarter 

14 section. That well i s completed i n the Delaware section 

15 and has produced i n economic q u a n t i t i e s over 3,200 

16 barrels to date. 

17 Our next w e l l t h a t we d r i l l e d was the 22-1, 

18 which you can see there, and tha t p a r t i c u l a r w e l l i s on 

19 what we are contending i s a channel system, and there i s 

20 a permeability b a r r i e r . That w e l l was completely wet i n 

21 the same Delaware section t h a t the 27-5 i s producing 

22 from and t h a t the 27-4 i s also perforated i n . 

2 3 We have shown, through c o n t r o l , t h a t there 

24 i s a s t r u c t u r a l high here w i t h a s t r a t i g r a p h i c element. 

25 And i t ' s our proposal t h a t we maintain pressure w i t h 
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1 continued i n j ection i n t o the 27-4 w e l l -- we have three 

2 permitted locations updip s t r u c t u r a l l y -- and jto 
i 

3 maintain t h a t p a r t i c u l a r pressure w i t h i n the r e s e r v o i r 

4 and to recover the ul t i m a t e reserves t h a t we cjontend are 

5 here. I 

6 We've met wit h the SLO yesterday, and we 

7 have also -- which i s not shown on t h i s p a r t i c u l a r map, 

8 but we're i n the process of staking and p e r m i t t i n g a 

9 w e l l i n the northeast of the northeast of 27, which t h a t 

10 w e l l w i l l be c a l l e d the Forehand Ranch 27 Number 6. And 

11 i t w i l l also be a Delaware w e l l , TD at 4,000 f e e t , and 

12 perforated and treated i n the same i n t e r v a l t h a t we're 

13 i n j e cting i n t o . 

14 We have several cross sections here you can 

15 see running through -- more important on page 3 -- where 

16 we show the channel cut image from the logs that we took 

17 through the 27-4 and the image log th a t came from the 

18 27-1. 

19 I need to back up j u s t a second. The 

20 i n i t i a l w e l l d r i l l e d i n t h i s p a r t i c u l a r area was our 

21 h o r i z o n t a l Forehand 27-1, which i s a 2nd Bone Spring 

22 producer. I t runs from the north to the south on the 

23 east h a l f of the section. I t i s a i t i s a 14 to 

24 15 barrel-a-day w e l l . I t produces approximately 100, 

25 150 barrels of water. I t varies from 6 to 8 percent cut 

PAUL BACA PROFESSIONAL COURT REPORTERS 
500 FOURTH STREET NW - SUITE 105, ALBUQUERQUE, NM 87102 



Page 10 

1 on i t . 

2 The wells t h a t -- the producing w e l l , the 

3 27-5 has about a 5 percent o i l cut on i t i , and you can 

4 see the i n t e r v a l there, t h a t we're 3,35(j t o 70 t h a t was 

5 represented there w i t h i n the w e l l . | 

6 And the l a s t e x h i b i t I'm showing here, you 

7 can see j u s t north of us, i n Section 13, Endurance 

8 Operating has a s i m i l a r s i t u a t i o n . They have a 

9 saltwater disposal w e l l i n the east h a l f t h a t ' s 

10 i n j e c t i n g i n t o the Delaware section, and they have a 

11 producer updip t h a t I have shown under what we c a l l the 

12 Endurance binder. That p a r t i c u l a r w e l l t h a t they 

13 converted t o saltwater disposal, i t ' s been through three 

14 d i f f e r e n t operators, but you can see when i t s t a r t e d 

15 i n j e c t i o n , t h a t the o f f s e t w e l l was making less than a 

16 h a l f b a r r e l per day. 

17 (Mr. Wade e x i t e d the room.) 

18 Q. Hold on a minute. 

19 A. A l l r i g h t . I'm sorry. You don't have t h a t 

20 one? 

21 MR. BRUCE: What he's r e f e r r i n g t o i s 

22 marked E x h i b i t 2, Mr. Examiner. 

23 EXAMINER GOETZE: A l l r i g h t . Very good. 

24 Thank you. 

25 (Mr. Wade e n t e r s the room.) 
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1 THE WITNESS: And Endurance has been 

2 i n j e c t i n g i n t o t h a t well i n a downdip p o s i t i o n . The 
i 

3 Forehand 2 w e l l , which i s west of the i n j e c t o r , i s 

4 updip. Previous production was at jor about a h a l f 

5 b a r r e l per day, shown from records.! Once they saw the 

6 response from the downdip i n j e c t i o n , they produced 

7 nearly s i x b a r r e l s a day. So there was a f i v e to s i x 

8 barrel-a-day incremental increase due to the downdip. 

9 My p r e d i c t i o n i s a 5 percent exponential decline based 

10 on the w e l l h i s t o r y from 2002 through 2014. You can see 

11 that i n d i c a t i o n . 

12 I have support data j u s t showing where they 

13 perforated. I t ' s also shown on the e x h i b i t , the l a s t 

14 page of the e x h i b i t , the geology showing the cross 

15 section. I also j u s t submitted the OCD information 

16 showing when they converted t h a t to a saltwater disposal 

17 w e l l and then the change of operatorship from 

18 i n d i v i d u a l s , T r i t e x back i n t o Endurance. 

19 Our modeling, w i t h i n what we're discussing 

20 f o r economics --

21 MR. BRUCE: And t h a t i s marked E x h i b i t 3, 

22 Mr. Examiner, which Mr. Sam i s speaking about. 

23 THE WITNESS: E x h i b i t 3. The f i r s t curve 

24 i s what we have a c t u a l l y produced to date i n the 

25 Forehand 27-5. I t ' s been completed as a Cass Draw 
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1 Delaware producer. There's my estimated hyperbolic 

2 decline going o f f at an exponential i f there were no 

3 pressure maintenance core associated w i t h t h a t 

4 p a r t i c u l a r w e l l . j 

5 And the secondjpage j u s t represents an 

6 economic value t o us, along w i t h the estimated reserves 

7 of near 40,000 b a r r e l s without pressure maintenance. 

8 The t h i r d page shows t h a t -- my p r e d i c t i o n 

9 th a t we're going t o have a f i v e barrel-a-day incremental 

10 increase a f t e r approximately s i x months of i n j e c t i o n , 

11 and includes [ s i c ] the downdip w e l l of 27-4. A f t e r 

12 t h a t , we'11 go on a 5 percent exponential d e c l i n e . 

13 And t h a t present worth value has more than 

14 doubled from what we would get from the w e l l without 

15 pressure maintenance, and we're looking at a two to one 

16 recovery, an &Q000 b a r r e l p o t e n t i a l recovery versus 

17 40,000 b a r r e l s . 

18 And t a k i n g i n t o account the other three 

19 wells we have updip and now there w i l l be a f o u r t h 

20 p o t e n t i a l l y , my pr e d i c t e d performance i s shown on the 

21 next page f o r the f i r s t w e l l , and b a s i c a l l y 30 b a r r e l s a 

22 day f o r the peak month, hyperbolic o f f and get a 

23 response of i n j e c t i o n w i t h i n a six-month period of being 

24 d r i l l e d and s t a r t i n g at 15 b a r r e l s a day, going o f f of a 

25 5 percent exponential. 
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1 The next e x h i b i t j u s t shows, w i t h a 

2 six-month continuous d r i l l i n g program, how we propose 

3 developing the pressure maintenance area, and you can 

4 see the gross reserves .j There w i l l be another -- a 

5 p o t e n t i a l f o u r t h w e l l involved i n t h i s p r o j e c t , a f t e r 

6 our discussions w i t h the SLO yesterday. 

7 I t i s our contention t h a t we would s t a r t 

8 i n j e c t i o n i n t o the pressure maintenance w e l l and monitor 

9 c l o s e l y , obviously, the 27-5. I f we see response w i t h i n 

10 s i x , e i g h t months, we've a c t u a l l y t a l k e d about coming 

11 back and discussing i t at a year poin t to continue 

12 development of the p r o j e c t area. And so th a t ' s our plan 

13 to date. 

14 Q. (BY MR. BRUCE) Mr. Sam, based on the Endurance 

15 w e l l j u s t a mile and a h a l f , two miles t o the north, do 

16 you believe t h a t i n s t i t u t i n g a pressure maintenance 

17 p r o j e c t on these s t a t e leases w i l l enhance the recovery 

18 from the leases? 

19 A. Yes, I do. 

20 Q. And t h i s w e l l -- the i n j e c t i o n w e l l w i l l also 

21 serve another purpose; w i l l i t not? I t w i l l dispose 

22 of -- there i s quite b i t of produced water out there? 

23 A. Yes, s i r . We have over 500 b a r r e l s of t o t a l 

24 produced water o f f the lease from the three producing 

25 wells now t h a t we have on the lease, and i t w i l l help 
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1 economic development on the property. 

2 Q. So i f you had to dispose o f f - s i t e or you have 
i 

3 to continue disposing o f f - s i t e , t h a t would be much more 

4 expensive and increase operating costs? 

5 A. Absolutely, anywhere from 3 to $5 per b a r r e l i n 

6 disposal fees. 

7 Q. There are a couple of other e x h i b i t s I've given 

8 to the Examiner, E x h i b i t s 7 and 8. What are those? 

9 A. E x h i b i t s 7 and 8 represent a f t e r - f r a c k 

10 p o s t - s t i m u l a t i o n reports f o r the 27-4 and the 27-5 w e l l 

11 t h a t were c a l c u l a t e d from the d i g i t s of the actual f r a c k 

12 treatment i n the Delaware system. And w i t h the 

13 c a l c u l a t i o n s t h a t are associated w i t h rock mechanic 

14 stress rates and c a l c u l a t e d c o n d u c t i v i t i e s w i t h f r a c k 

15 lengths and heights, we f e e l l i k e we performed, as 

16 designed, treatments f o r each p a r t i c u l a r w e l l over the 

17 proposed i n t e r v a l production and should be able to 

18 maintain i n j e c t i o n w i t h i n those i n t e r v a l s . 

19 Q. And i f you could t u r n to E x h i b i t 4 of the 

20 C-108 --

21 A. Yes. 

22 Q. - - and I ' v e numbered some o f t he pages. I f you 

23 c o u l d f i r s t go t o pages 4 and 5 w h i c h I ' v e numbered and 

24 d e s c r i b e the s t a t u s o f the w e l l and how you p l a n t o 

25 c o n v e r t i t t o i n j e c t i o n . 
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1 A. The current status of the w e l l i s i t was 

2 o r i g i n a l l y d r i l l e d t o 4,710 f e e t . The w e l l was 
j 

3 pe r f o r a t e d at 3,315 to 37, and the f r a c t u r e stimulated, 

4 as r e f e r r e d jto w i t h i n the model, was submitted. 

5 J We c u r r e n t l y have a p l a s t i c - l i n e d packer 

6 set at 3,275,. w e l l w i t h i n 100 feet of the top pe r f , and 

7 we have two seven-eighths J-55 plas t i c - c o v e r e d tubing i n 

8 place. And a f t e r s t i m u l a t i o n , we -- as submitted w i t h i n 

9 the e x h i b i t , I have shown a step-rate t e s t t h a t was 

10 performed by our f i e l d operator on t h a t p a r t i c u l a r w e l l . 

11 Q. Is the w e l l completed such t h a t i t w i l l prevent 

12 the movement of any i n j e c t e d f l u i d s i n t o another zone? 

13 A. Yes, s i r . 

14 Q. And the i n j e c t i o n water w i l l simply be 

15 formation water, correct? 

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

17 Q. And I believe at pages --

18 A. 32? 

19 Q. -- 20 through 24, there are some water 

2 0 analyses, correct? 

21 A. Correct. 

22 Q. And so t he w a t e r s h o u l d o b v i o u s l y be 

23 c o m p a t i b l e ? 

24 A. They are c o m p a t i b l e . Yes, s i r . 

25 Q. Were t h e r e any p lugged-and-abandoned w e l l s 
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1 w i t h i n the h a l f - m i l e radius of the i n j e c t i o n well? 

2 A. j No, s i r , there were not. 
i 

3 Q. | And the only other wells t h a t are shown out 

4 here aije C a z a - d r i l l e d and -operated w e l l s , correct? 

5 A. I That's c o r r e c t . 

6 Q. And i s there any f a u l t i n g or any other issue 

7 l i k e t h a t t h a t would lead t o disapproval of t h i s 

8 ap p l i c a t i o n ? 

9 A. No, s i r , not to my knowledge. 

10 Q. And you don't see any c o n n e c t i v i t y between the 

11 proposed i n j e c t i o n i n t e r v a l and any e x i s t i n g sources of 

12 d r i n k i n g water? 

13 A. No, s i r , we do not. 

14 Q. And based on the cross sections t h a t you've 

15 submitted, w i l l the i n j e c t e d water be contained i n t o the 

16 producing zones t h a t you're t a l k i n g about? 

17 A. Yes, s i r . I t should be contained w i t h i n the 

18 Delaware system t h a t i s p e r f o r a t i n g the -- the cross 

19 section. 

20 Q. And were E x h i b i t s 1 through 4 and 7 and 8 

21 e i t h e r prepared by you or under your supervision or 

22 compiled from company business records? 

23 A. Yes, they were. 

24 MR. BRUCE: Mr . Examiner , I ' d move t he 

25 admis s ion o f E x h i b i t s 1 t h r o u g h 4 and 7 and 8. 
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1 MS. SMITH: No o b j e c t i o n . 

2 j EXAMINER GOETZE: E x h i b i t s 1 through 4 and 

3 E x h i b i t s 7 and 8 are so entered. 

4 | {Caza Operating, LLC E x h i b i t Numbers 1 

5 ! through 4 and 7 and 8 were o f f e r e d and 

6 admitted i n t o evidence.) 

7 Q. (BY MR. BRUCE) And, Mr. Sam, i n your opinion, 

8 i s the granti n g of t h i s a p p l i c a t i o n i n the i n t e r e s t of 

9 conservation and the prevention of waste? 

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

11 MR. BRUCE: I pass the witness. 

12 MS. SMITH: I have no questions. 

13 EXAMINER GOETZE: Very good. 

14 Mr. Bruce, the 108 t h a t was submitted, i s 

15 t h a t s i m i l a r t o the one that was put i n i n the 

16 ap p l i c a t i o n ? 

17 MR. BRUCE: I t i s i d e n t i c a l . 

18 EXAMINER GOETZE: I d e n t i c a l . No changes. 

19 Very good. 

2 0 CROSS-EXAMINATION 

21 BY EXAMINER GOETZE: 

22 Q. Then l e t ' s do a b i t o f g e o l o g y . B a s i c a l l y 

23 y o u ' r e i n t he Che r ry Canyon F o r m a t i o n . Y o u ' r e up 

24 a g a i n s t a C a p i t a n Reef . Has any c o n s i d e r a t i o n been 

25 g i v e n t o i t s p r o x i m i t y and any c o r r e l a t i o n o f t h i s u n i t 
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1 i n t o the reef? Are we below? Above? Next to? 

• 2 A. We are below the Capitan, I believe, i n t h i s 
i 

|3 area. From a geological standpoint -- our ge o l o g i s t 

|4 wasn't able to attend, so I'm going --

|5 Q. You're going t o wing i t ? Okay ( l a u g h t e r ) . 

6 A. (Laughter.) 

7 Q. Okay. We1d ask you to give t h a t consideration. 

8 A. Okay. 

9 Q. I t looks i n i t i a l l y as i f there i s not a 

10 s i t u a t i o n of communication where you are i n the se c t i o n . 

11 So we have formation water i s going t o 

12 be r e i n j e c t e d . Do we have a s i t u a t i o n where we're going 

13 to have any makeup water requirements? 

14 A. No, we should not. I a n t i c i p a t e one to 

15 one-and-a-half b a r r e l s maximum rat e , somewhere at or 

16 around 1,000 b a r r e l s a day max. We're c u r r e n t l y at 500. 

17 But w i t h i n -- the distance w i t h i n the two wells we're 

18 t a l k i n g about, the i n i t i a l producers and the pressure 

19 maintenance w e l l , I a n t i c i p a t e i t ' s very s i m i l a r t o 

20 what we've seen j u s t one mile north of 15. With 

21 those -- at or around those volumes, we should see some 

22 so r t of response w i t h i n s i x to eight months. 

23 Q. Okay. So you do not a n t i c i p a t e adding any 

2 4 water t o the system? 

25 A. No, s i r . 
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1 Q. Very good. 

2 We're c u r r e n t l y looking at a perf i n t e r v a l 

3 i n your i n j e c t o r , State 4, of 3,315 to 3,337, so we're 

4 looking at about 20 feet of i n t e r v a l t h a t you're going 

5 t o be p e r f i n g i n t o ? 

6 A. Yes, s i r . 

7 Q. We are a n t i c i p a t i n g an i n j e c t i o n pressure based 

8 on an a d m i n i s t r a t i v e gradient of .2? 

9 A. .2, yes, s i r . Much less than t h a t . Under our 

10 step-rate t e s t t h a t we performed, at the one b a r r e l per 

11 minute, we were i n j e c t i n g at approximately 190 p s i on 

12 the surface. 

13 Q. And the r e s u l t s of the SRT are not q u i t e c l e a r . 

14 Did we get a formation p a r t i n g pressure f o r --

15 A. We d i d get a formation p a r t i n g pressure, and i t 

16 was a frack gradient of .73. 

17 Q. Okay. So you're very f a r up on the scale? 

18 A. Yes. 

19 Q. Now, wou ld you d i s c u s s a l i t t l e b i t - -

20 EXAMINER GOETZE: Now I ' l l ask counse l f o r 

21 t he s t a t e t o c l a r i f y . We have an a d d i t i o n a l w e l l b e i n g 

22 p roposed . 

23 MS. SMITH: Yes. 

24 EXAMINER GOETZE: And t h a t i s t o t he 

25 n o r t h e a s t - n o r t h e a s t ? 
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1 THE'WITNESS: Yes, s i r . 

2 MS. SMITH: Yes. 

3 Q. {BY EXAMINER GOETZE) And t h a t w i l l be a r e l i e f 

4 w e l l f o r production and capture o f f the str u c t u r e ? 

5 A. Yes. That w e l l w i l l represent — once response 

6 i s seen w i t h i n the e x i s t i n g 27-5 w e l l or thereabouts, we 

7 w i l l d r i l l i n the northeast-northeast to p r o t e c t the 

8 t r u s t i n t e r e s t w i t h i n our leasehold. 

9 Q. And Section 26, we have an open operator on 

10 t h a t side? 

11 A. We do. That i s A l l a r Operating. 

12 Q. And have they completed i n the same i n t e r v a l ? 

13 A. They do not c u r r e n t l y have any production on 

14 t h a t leasehold. 

15 EXAMINER GOETZE: Well, the D i v i s i o n has a 

16 l i t t l e disadvantage here. So i s i t the State's i n t e n t 

17 t h a t we include the proposed w e l l i n the 

18 northeast-northeast as a co n d i t i o n of agreement and 

19 r e t r a c t i o n of your protest? 

20 MS. SMITH: Yes. 

21 EXAMINER GOETZE: No other cond i t i ons t h a t 

22 you f e e l are necessary? 

23 MS. SMITH: The only o ther c o n d i t i o n would 

24 be c o n s u l t a t i o n w i t h the State Land O f f i c e w i t h i n a year 

25 and cont inued c o n s u l t a t i o n to analyze how much i s being 
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1 produced. And that's only i n case we need to do a water 

2 pledge [ s i c ] u n i t i n order t o incorporate other acreage. 

3 So I guess consu l t a t i o n w i t h the State Land O f f i c e , at a 

4 minimum, w i t h i n a year. 

5 EXAMINER GOETZE: They should be f o l l o w i n g 

6 a plan of operation, c o r r e c t , so --

7 MS. SMITH: Yes. 

8 EXAMINER GOETZE: Well, I have no f u r t h e r 

9 questions f o r t h i s witness. 

10 MR. BRUCE: I have nothing f u r t h e r , 

11 Mr. Goetze. 

12 EXAMINER GOETZE: Well, I have one 

13 question, Mr. Bruce. In my anxiousness, d i d we q u a l i f y 

14 your f i r s t witness as an --

15 MR. BRUCE: Oh, I for g o t . I'm a l i t t l e 

16 scattered today. 

17 EXAMINER GOETZE: Let's b r i n g the gentleman 

18 back up and get him his paycheck. 

19 (Laughter.) 

20 MR. BROWN: I'm f o r t h a t . 

21 JAY BROWN, 

22 a f t e r having been previously sworn under oath, was 

23 r e c a l l e d , questioned and t e s t i f i e d as fo l l o w s : 

24 

25 
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REDIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Brown, have you previously t e s t i f i e d before 

the Division? 

A. I have. 

Q. And were your credentials as an expert 

petroleum landman accepted as a matter of record? 

A. They were. 

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

involved i n t h i s application? 

A. I am. 

MR. BRUCE: That's i t . 

MS. SMITH: No obje c t i o n . 

EXAMINER GOETZE: Very w e l l . You are so 

q u a l i f i e d . 

And you may go. Thank you. 

THE WITNESS: Thank you. 

EXAMINER GOETZE: Very w e l l . Case 15235 i s 

taken under advisement. 

And we w i l l take a ten-minute break here. 

(Case Number 15235 concludes, 8:45 a.m.; 

break taken, 8:45 a.m. to 9:00 a.m.) 

I 
, - H-H the forasemg e* 

foe Bxo^ner n^Stf-
r t j Kv me on 
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