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1 MR. EZEANYIM: We'll go back i n t o the 

2 record. These two cases, I would l i k e t o combine them 

3 f o r purposes of testimony. 

4 MR. BRUCE: Yes. 

5 MR. EZEANYIM: At t h i s time we c a l l two 

6 cases, Case Number 14353, a p p l i c a t i o n of Chi Energy, 

7 Inc., f o r approval of a secondary recovery p r o j e c t and to 

8 q u a l i f y the p r o j e c t f o r the Recovered O i l Tax Rate, Eddy 

9 County, New Mexico, and Case Number 14354, a p p l i c a t i o n of 

10 Chi Energy, Inc., f o r s t a t u t o r y u n i t i z a t i o n , Eddy County, 

11 New Mexico. Ca l l f o r appearances. 

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

13 Santa Fe representing the ap p l i c a n t . I have three 

14 witnesses. 

15 MR. EZEANYIM: Any other appearances? 

16 MS. MACQUESTEN: Mr. Examiner, G a i l 

17 MacQuesten f o r the O i l Conservation D i v i s i o n . We have 

18 entered an appearance only i n Case Number 14353, which i s 

19 Chi's a p p l i c a t i o n f o r a secondary recovery p r o j e c t . 

2 0 MR. EZEANYIM: I don't know how t o say i t . 

21 We are co n s o l i d a t i n g the case f o r purposes of testimony. 

22 Is i t important f o r you t o present your case i n t h a t 

23 waterflood p r o j e c t before we continue? 

24 MS. MACQUESTEN: Yes. 

2 5 MR. EZEANYIM: I s t h a t okay w i t h you? 
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1 MR. BRUCE: Yeah. Mr. Examiner, j u s t t o 

2 ex p l a i n on the record, there's the underlying u n i t i z a t i o n 

3 on wate r f l o o d cases, and I do have three witnesses, and 

4 those cases were f i l e d i n the name of Chi Energy, Inc. , 

5 which i s one of the working i n t e r e s t owners i n those 

6 cases. Ms. MacQuesten has a f i l e d pre-hearing statement 

7 concerning c e r t a i n compliance issues of Chi Operating, 

8 Inc., which i s a separate corporate e n t i t y , but i t i s the 

9 operator -- the operating e n t i t y f o r these w e l l s . 

10 But Ms. MacQuesten has informed me th a t she's 

11 not i n t e r e s t e d i n the underlying u n i t i z a t i o n and other 

12 t e c h n i c a l matters, and she would l i k e t o present these 

13 compliance issues. That's f i n e . She can s t a r t w i t h Mr. 

14 Sanchez and we have b r i e f r e b u t t a l t o t h a t . Once t h a t I s , . 

15 done, I believe Ms. MacQuesten Would l i k e to' vacate the '' 

16 premises and we can go about w i t h the underlying cases. 

17 MR. EZEANYIM: Okay. Go ahead. 

18 MS. MACQUESTEN: I f you don't mind, Mr. 

19 Examiner, I'd l i k e t o explain why we have entered an 

20 appearance i n t h i s case before we present testimony. 

21 MR. EZEANYIM: Okay. At t h i s p o i n t , a l l 

22 the witnesses w i l l have to stand, s t a t e t h e i r names and 

2 3 be sworn i n . Everybody stand up and st a t e your name. 

24 MR. SANCHEZ: Daniel Sanchez. 

25 MR. QUALLS: John Quails. 
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1 MR. SHATZER: David Shatzer 

2 MR. WOMACK: Gary Womack. 

3 (The witnesses were sworn.) 

4 MR. EZEANYIM: Okay. You may proceed. 

5 MS. MACQUESTEN: Mr. Examiner, the O i l 

6 Conservation has entered i t s appearance i n Case 14353 t o 

7 a l e r t the Examiners t o a p o t e n t i a l problem w i t h the 

8 applicant's compliance h i s t o r y . 

9 As Mr. Bruce i n d i c a t e d , Chi Energy, Inc., has 

10 applied f o r a secondary recovery p r o j e c t . I t ' s 

11 i n t e r e s t i n g , though, t h a t the operator of the wells i s 

12 Chi Operating, Inc. I t i s Chi Operating, Inc., t h a t w i l l 

13 need the permit and a u t h o r i t y from you t o proceed. And 

14 the problem i s t h a t Chi Operating, Inc., i s out of. .. 

15 compliance w i t h Part 5.9. • ' • iU 

16 Our i n j e c t i o n r u l e , Rule 26.8, provides t h a t 

17 the OCD may grant a permit f o r i n j e c t i o n only t o an 

18 operator who i s i n compliance w i t h Part 5.9. Chi 

19 Operating, Inc., the operating e n t i t y f o r these w e l l s , i s 

20 out of compliance w i t h Part 5.9 i n two respects. I t has 

21 too many i n a c t i v e w e l l s , and i t doesn't have the proper 

22 f i n a n c i a l assurances i n place. 

23 I f you look at Part 5.9, 5.9(A)(4) i s the 

24 p r o v i s i o n t h a t deals w i t h i n a c t i v e w e l l s . I t says that 

25 an operator i s out of compliance w i t h 5.9 i f i t has more 
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1 than a c e r t a i n number of wells out of compliance w i t h 

2 19.15.25.8, the i n a c t i v e w e l l r u l e . For an operator of 

3 Chi's size, the magic number i s f i v e . Chi can have no 

4 more than f i v e w e l l s out of compliance w i t h the i n a c t i v e 

5 w e l l r u l e . 

6 , 5.9(A)(1) i s the p r o v i s i o n t h a t deals w i t h 

7 f i n a n c i a l assurances. I t says t h a t the operator must 

8 meet the f i n a n c i a l assurance requirements of 19.15.8. 

9 That r u l e provides t h a t a s t a t e or fee w e l l i n a c t i v e f o r 

10 more than two years must have a s i n g l e w e l l f i n a n c i a l 

11 assurance, even i f the operator already has a blanket 

12 f i n a n c i a l assurance i n place. 

13 You have attached t o the pre-hearing statement 

14 i n t h i s case a l e t t e r t h a t was sent t o Chi a l e r t i n g , them 

15 t o the i n a c t i v e w e l l r u l e v i o l a t i o n s and the f i n a n c i a l 1 ' 

16 assurance v i o l a t i o n s . We found 10 w e l l s t h a t appear t o 

17 be i n v i o l a t i o n of the i n a c t i v e w e l l r u l e . Seven of 

18 those wells also appear to need si n g l e w e l l f i n a n c i a l 

19 assurances. 

20 Now, you won't f i n d those v i o l a t i o n s of the 

21 i n a c t i v e w e l l r u l e or the f i n a n c i a l assurance r u l e i n the 

22 r e p o r t s t h a t the OCD has online of i n a c t i v e w e l l 

23 v i o l a t i o n s and f i n a n c i a l assurance v i o l a t i o n s . That's 

24 because our computer system only looks at the compliance 

25 of w e l l s t h a t have reported production or i n j e c t i o n at 

PAUL BACA PROFESSIONAL COURT REPORTERS 
3f065f85-fb36-4832-a0d7-9db4616a83a1 



Page 8 

1 some point i n time. That i s a p r a c t i c a l problem t h a t we 

2 have w i t h our computer system. Our computer system 

3 simply cannot t e l l the d i f f e r e n c e between a w e l l t h a t ' s 

4 been granted an APD but never d r i l l e d and a w e l l t h a t has 

5 a c t u a l l y been d r i l l e d and been i n a c t i v e f o r a period of 

6 time but never reported production and i n j e c t i o n , so t h a t 

7 a p r a c t i c a l problem w i t h our l i s t s . 

8 However, 5.9 doesn't r e l y on l i s t s . I t r e l i e s 

9 on the r u l e v i o l a t i o n s themselves. I t r e f e r s t o wells 

10 being i n v i o l a t i o n of the i n a c t i v e w e l l r u l e and the 

11 f i n a n c i a l assurance r u l e . What we d i d i n t h i s case was 

12 research the w e l l f i l e s of a l l the wells t h a t Chi 

13 operates t h a t never reported production or i n j e c t i o n , and 

14 we found wells t h a t were, i n fact., d r i l l e d , but never 

15 reported production or injection 1atid have not been ^ r--

16 plugged and released. Now, i f a w e l l has been d r i l l e d 

17 and i t ' s i n a c t i v e , our ru l e s require i t t o be plugged and 

18 released. I f t h a t w e l l i s a s t a t e or a fee w e l l and i t ' s 

19 been i n existence f o r more than two years, i t needs a 

20 s i n g l e w e l l f i n a n c i a l assurance. 

21 Those are the issues we're dealing w i t h here. 

22 We put Chi on notice of those v i o l a t i o n s by l e t t e r . We 

23 have a copy of tha t l e t t e r attached t o the pre-hearing 

24 statement. What we are here today to do i s t o a l e r t you 

25 t h a t those problems s t i l l e x i s t , and we ask you not to 
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1 approve any i n j e c t i o n a u t h o r i t y f o r Chi u n t i l they come 

2 i n t o compliance w i t h 5.9 as t o those wells t h a t we have 

3 brought to your a t t e n t i o n . 

4 MR. EZEANYIM: Thank you. Mr. Bruce? 

5 MR. BRUCE: Mr. Examiner, I t h i n k a number 

6 of these wells are i n compliance and Chi i s i n process of 

7 completing the other ones, and I would r a t h e r l e t my 

8 witness t e s t i f y as t o the status of the w e l l s , r a t h e r 

9 than make any f u r t h e r argument. 

10 MR. EZEANYIM: C a l l your f i r s t witness. 

11 MS. MACQUESTEN: I c a l l Daniel Sanchez. 

12 J. DANIEL SANCHEZ 

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

14 DIRECT EXAMINATION 

15 BY MS. MACQUESTEN: I i - 1 • • 

16 Q. Would you please s t a t e your name f o r the 

17 record. 

18 A. Daniel Sanchez. i 

19 Q. Where are you employed? 

20 A. With the O i l Conservation D i v i s i o n . 

21 Q. What i s your t i t l e ? 

22 A. Compliance and enforcement manager. 

23 Q. Do your duties include supervising the 

24 compliance and enforcement a c t i v i t i e s of the OCD? 

25 A. Yes. 
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1 Q. Did you research Chi's compliance w i t h 5.9 f o r 

2 t h i s case? 

3 A. Yes, I d i d . 

4 Q. How d i d you conduct t h a t research? 

5 A. I looked at -- I went through the w e l l f i l e s , 

6 the w e l l l i s t s , and j u s t t r i e d t o i d e n t i f y those th a t 

7 were reported -- w e l l , looked at the wells t h a t never 

8 reported production or i n j e c t i o n and p u l l e d those w e l l 

9 f i l e s t o see i f the wells were a c t u a l l y d r i l l e d and i f 

10 they were plugged and released. 

11 Q. Are the r e s u l t s of your i n v e s t i g a t i o n set out 

12 i n E x h i b i t A? 

13 A. Yes, they are. 

14 Q. Is tha t a l e t t e r t h a t .was sent t o Mr. ..Jim 

15 Bruce on October 15, 2009, informing Chi of the • 

16 v i o l a t i o n s t h a t you found? 

17 A. Yes, i t was. 

18 Q. Does t h i s l e t t e r summarize what you found i n 

19 your research? 

20 A. Yes, i t does. 

21 Q. Could you b r i e f l y summarize that f o r us? 

22 A. Sure. There were 10 wells that appeared to be 

23 out of compliance w i t h the i n a c t i v e w e l l r u l e . They were 

24 d r i l l e d but not plugged and released. Some of those 

25 wells were also out of compliance w i t h the f i n a n c i a l 
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1 assurance r u l e because they were e i t h e r s t a t e or fee 

2 wells and they had been i n a c t i v e f o r more than two years, 

3 didn't have a s i n g l e w e l l f i n a n c i a l assurance on them. 

4 There were 10 tha t we were looking a t , the 

5 Elkan Number 2, the Elkan 2Y, the Footjoy 14 State Number 

6 1, the I n Bounds Com Number 1, the Munchkin Federal 

7 Number 7, the Nicols 3 0 State Com Number 2, the Oxy Marsh 

8 Hawk State Number 2, Salado Federal Number 1, S i l v e r 

9 B u l l e t Number 1, and the WC 4 Number 1. 

10 Q. I s E x h i b i t B a copy of Chi's w e l l l i s t ? 

11 A. Yes, i t i s . I t was p r i n t e d out November 10th, 

12 and i t shows them having 116 we l l s t o t a l . 

13 Q. I s t h i s how you s t a r t e d your research by 

14 looking at t h i s l i s t and determining which wells .have 

15 never reported production or irijje^cftiorr? - " ' 1 • ' - J ~* 

16 A. Yes. 

17 Q. And you looked at each one of those wells i n 

18 the w e l l f i l e t o see the status of the well? 

19 A. Yes. 

20 Q. What i s the s i g n i f i c a n c e of the h i g h l i g h t i n g ? 

21 There are some wells that are h i g h l i g h t e d i n yellow and 

22 some also have green h i g h l i g h t i n g . 

23 A. The ones h i g h l i g h t e d i n yellow were the w e l l s 

24 t h a t we found were out of compliance w i t h the -- they 

2 5 hadn't plugged or abandoned or converted them. Anything 
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w i t h green next t o i t i s also out of compliance w i t h the 

2 a d d i t i o n a l f i n a n c i a l assurance. 

3 Q. Let me ask you, of the we l l s t h a t were i n 

4 v i o l a t i o n of the i n a c t i v e w e l l r u l e , are there some w e l l s 

5 where the wellbore i s plugged but the s i t e needs t o be 

6 cleaned up? 

7 

8 

A. There were several w e l l s . 

Q. And there are some we l l s t h a t the wellbore has 

9 not been plugged at a l l ? 

10 A. Yes. 

11 Q. To determine on the f i n a n c i a l assurance 

12 v i o l a t i o n s t o determine whether Chi had a si n g l e w e l l 

13 f i n a n c i a l assurance i n place f o r the wells t h a t needed 

14 i t , i s E x h i b i t C a c o l l e c t i o n of p r i n t o u t s , of the 

15 f i n a n c i a l assurance i n f o r m a t i o n ' f o r those well's that, you 

16 i n d i c a t e d s t i l l need a si n g l e w e l l bond? 

17 A. Yes, i t i s . I t does show the type of bond f o r 

18 each one of these was j u s t a blanket bond. No a d d i t i o n a l 

19 assurance was added t o these. 

20 Q. This was taken from the w e l l search feature on 

21 the OCD online? 

22 A. Yes. 

23 Q. And the f i n a n c i a l assurance in f o r m a t i o n i s , on 

24 most of these, about halfway down the page under, 

25 "Financial assurance"? 
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1 A. Yes. Correct. 

2 Q. I t i n d i c a t e s that a blanket bond i s i n place, 

3 but i t does not i n d i c a t e any s i n g l e w e l l f i n a n c i a l 

4 assurance covering t h a t p a r t i c u l a r well? 

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

6 Q. Your l e t t e r t o Chi informing them of the 

7 v i o l a t i o n s mentioned th a t some of these wells were the 

8 subject of previous L e t t e r s of V i o l a t i o n t o Chi. Are 

9 E x h i b i t s D and E copies of those L e t t e r s of V i o l a t i o n ? 

10 A. Yes, they are. E x h i b i t D was issued back i n 

11 March, on March 18, '08, i t was on Elkan 2Y and the Elkan 

12 2. And the other l e t t e r , E x h i b i t E, was issued August 

13 6th of '09, and t h a t was on Munchkin Federal Number 7. 

14 Q. Just t o be clear on the i n a c t i v e w e l l .. .. 

15 v i o l a t i o n s , a w e l l would not be 1 i r i v i o l a t i o n o f the'""' '• 

16 i n a c t i v e w e l l r u l e under Part 5.9 i f i t were under an 

17 agreed compliance order; r i g h t ? 

18 A. That's r i g h t . 

19 Q. Are any of these wells under an agreed 

20 compliance order? 

21 A. No. 

22 Q. Are any of these wells i n approved temporary 

23 abandonment status? 

24 A. No. 

25 Q. Did Chi respond to the letter informing them 

. — i 
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1 of these Part 5.9 v i o l a t i o n s ? 

2 A. Yes, they d i d . 

3 Q. Is Exhibit: F a copy of the l e t t e r to the OCD 

4 received i n response? 

5 A. Yes, i t i s . 

6 Q. And could you summarize Chi's response? 

7 A. B a s i c a l l y , t h e i r response was th a t they were 

8 working on a l l of them t o some degree and t o t r y t o b r i n g 

9 them back i n t o compliance. On one of them, the Nicols 30 

10 State Com Number 2 was able to a c t u a l l y see an a d d i t i o n a l 

11 sundry submitted i n the w e l l f i l e showing a noti c e of 

12 i n t e n t t o plug, and th a t was approved by the d i s t r i c t 

13 o f f i c e w i t h a completion date of December 15th, 2009. 

14 Q. Now t h a t ' s an i n t e n t : t o plug? 

15 A. That's c o r r e c t . I • r • "" ' -

16 Q. Did you see a sundry i n d i c a t i n g t h a t plugging 

17 had been completed? 

18 A. Not at t h i s p o i n t . Part of the l e t t e r would 

19 show t h a t t h e i r w e l l i s i n l i n e f o r plugging at t h i s 

20 p o i n t by Chi. They do have a r i g a v a i l a b l e and ready t o 

21 go. 

22 Q. You have reviewed the w e l l f i l e s f o r these 

23 w e l l s recently? 

24 A. Yes, w i t h i n the l a s t week at l e a s t . 

25 Q. And as a r e s u l t of your most recent review, 
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1 d i d you f i n d t h a t any of the wells mentioned i n the OCD's 

2 l e t t e r should not be t r e a t e d as i n v i o l a t i o n ? Have any 

3 of them been returned to compliance? 

4 A. Not t h a t I've seen as of t h i s morning. Like I 

5 said, they are working on some of them. Notice of i n t e n t 

6 t o plug does not make i t i n compliance, but i t does show 

7 th a t they are working towards compliance. 

8 Q. I f a w e l l needs t o be plugged and released, do 

9 we require an approved sundry from the d i s t r i c t o f f i c e 

10 i n d i c a t i n g t h a t the s i t e has been released? 

11 A. Yes. 

12 Q. At t h a t p o i n t , the w e l l i s coded as plugged 

13 and abandoned and then i t i s i n compliance w i t h the 

14 i n a c t i v e w e l l rule? 

15 A. That's c o r r e c t . I ": 7 r;" ' 

16 Q. I f i t ' s i n compliance w i t h the i n a c t i v e w e l l 

17 r u l e by being plugged and released, we wouldn't need 

18 f i n a n c i a l assurance? 

19 A. No, we would not. 

20 Q. But r i g h t now we're s t i l l i n a s i t u a t i o n t h a t 

21 although Chi i s working on these w e l l s , none of them have 

22 been returned t o compliance at t h i s time? 

23 A. No, not at t h i s time. 

24 Q. There was one w e l l t h a t Chi in d i c a t e d had 

25 never been d r i l l e d . I t ' s the WC 4 Number 1. I believe 
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1 i n our l e t t e r we had some questions from the w e l l f i l e as 

2 to what the status of the w e l l was and whether i t , i n 

3 f a c t , had been d r i l l e d . I f Chi believes the w e l l has 

4 never been d r i l l e d , do they need t o get the APD 

5 cancelled? 

6 A. Yes. 

7 Q. And i s t h a t done through the d i s t r i c t o f f i c e ? 

8 A. I believe i t i s . 

9 Q. Has th a t been done? 

10 A. Not t h a t I'm aware of. 

11 Q. I t s t i l l shows up on our l i s t ? 

12 A. Yes, i t does. 

13 Q. Okay. Under Part 5.9, an operator -- l e t me 

14 back up. Under the r u l e regarding i n j e c t i o n permits, an 

15 operator needs to be in compliance with Part 5:9 before '• 

16 an i n j e c t i o n permit can be issued; i s t h a t r i g h t ? 

17 A. That's co r r e c t . 

18 Q. I s i t the OCD's p o s i t i o n t h a t Chi i s not i n 

19 compliance w i t h 5.9 at t h i s point? 

2 0 A. As of now, yes. 

21 Q. And when they e v e n t u a l l y do come i n t o 

22 compliance, then 5.9 would not p r o h i b i t them from g e t t i n g 

23 an i n j e c t i o n permit i f they're otherwise e n t i t l e d to i t ? 

24 A. That's correct. 

2 5 MS. MACQUESTEN: At t h i s p o i n t I would 
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1 move f o r the admission of E x h i b i t s A through F. 

2 MR. EZEANYIM: Any objection? 

3 MR. BRUCE: No o b j e c t i o n . 

4 MR. EZEANYIM: E x h i b i t s A through F w i l l 

5 be admitted. 

6 ( E x h i b i t s A through F were admitted.) 

7 MS. MACQUESTEN: I have no other questions 

8 f o r Mr. Sanchez. 

9 MR. BRUCE: Just a few questions. Mr. 

10 Examiner. 

11 CROSS-EXAMINATION 

12 BY MR. BRUCE: 

13 Q. Mr. Sanchez, on the WC 4 Well Number 1, do you 

14 know when t h a t was permitted? . . . . 

15 A. Back i n 2003 . j " " • r;- •' ' 

16 Q. How long are permits good for? 

17 A. I'm t h i n k i n g i t ' s a two-year time frame. 

18 Q. Wouldn't t h a t have a u t o m a t i c a l l y expired? 

19 A. I t would have expired, but there was also 

20 another piece of paper i n the w e l l f i l e t h a t show that 

21 there was an a p p l i c a t i o n f o r a closure on a d r i l l i n g p i t 

22 on t h a t s i t e back i n '07, so th a t was another concern 

23 t h a t we had, i f there was a p i t t h a t had been closed and 

24 has the paperwork been f i l e d on t h a t . 

25 Q. Have you spoken w i t h Mike Bratcher i n the 
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1 A r t e s i a o f f i c e about any of Chi Operating's wells? 

2 A. Not re c e n t l y . 

3 Q. And, again, Chi -- based on the number of 

4 wells Chi has, Chi Operating operates i n New Mexico, 

5 they're allowed t o have f i v e w e l l s out of compliance; i s 

6 t h a t correct? 

7 A. That's correct. 

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

9 Examiner. 

10 MR. BROOKS: No questions. 

11 MR. EZEANYIM: Okay. No questions. 

12 MS. MACQUESTEN: May I ask two follow-up 

13 questions? 

14 MR. EZEANYIM: Okay. 

15 REDIRECT EXAMINATION 

16 BY MS. MACQUESTEN: 

17 Q. Mr. Bruce asked i f an operator could have f i v e 

18 w e l l s out of compliance and s t i l l be i n compliance w i t h 

19 5.9. That r e l a t e s s t r i c t l y to i n a c t i v e w e l l s , does i t 

20 not? 

21 A. Yes. I should have c l a r i f i e d t h a t . 

22 Q. I f an operator i s out of compliance i n any way 

23 w i t h the f i n a n c i a l assurance requirements, t h a t puts them 

24 out of compliance w i t h 5.9? 

25 A. That's correct. 
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1 Q. Even as t o the sin g l e well? 

2 A. Yes. 

3 Q. And Mr. Bruce asked about APDs being cancelled 

4 a u t o m a t i c a l l y a f t e r the two years has expired. Have you 

5 ever seen a s i t u a t i o n where an operator has d r i l l e d a 

6 w e l l but f a i l e d t o f i l e the paperwork showing that the 

7 w e l l has been d r i l l e d ? 

8 A. Yes. 

9 Q. And they've d r i l l e d w i t h i n the two-year time 

10 period? 

11 A. Yes. 

12 Q. So does the d i s t r i c t keep the APD i n place 

13 u n t i l some i n v e s t i g a t i o n can be done or the operator 

14 requests t h a t the APD be cancelled? 

15 A. That, I'm not qu i t e sure about. I t h i n k 

16 t h a t ' s how they would handle i t , yes. 

17 MS. MACQUESTEN: I have no f u r t h e r 

18 questions. 

19 MR. EZEANYIM: Based on t h a t , I do have 

20 some questions. 

21 EXAMINATION 

22 BY MR. EZEANYIM: 

23 Q. How many wel l s now need the s i n g l e w e l l 

24 f i n a n c i a l assurance? 

25 A. I believe there were seven. 
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1 Q. But t h e y have a b l a n k e t p l u g g i n g bond? 

2 A. They do have a b l a n k e t bond, but t h a t i s n ' t 

3 s u f f i c i e n t i n t h e case o f w e l l s t h a t have been out o f 

4 compliance o r i n a c t i v e f o r more t h a n two years i f t h e y ' r e 

5 a s t a t e o r fee w e l l . 

6 Q. Yeah. According t o Rule 17, i t ' s a s i n g l e 

7 w e l l f i n a n c i a l assurance? 

8 A. Yes. 

9 MR. EZEANYIM: Okay. N o t h i n g more. 

10 MS. MACQUESTEN: I f I may ask t h i s as a 

11 p r a c t i c a l q u e s t i o n on how we shou l d proceed i n t h i s case, 

12 as we haven't had v e r y many, I'm not sure how you want t o 

13 handle them. Maybe I should w a i t u n t i l a f t e r you f i n i s h 

14 your p r e s e n t a t i o n . I'm s o r r y , Mr. Bruce. 

15 MR. EZEANYIM: Maybe you shou l d ask t h e 

16 q u e s t i o n now. 

17 MS. MACQUESTEN: I f you determine t h a t Chi 

18 i s i n v i o l a t i o n o f Part 5.9, and we're n o t ready t o make 

19 t h a t d e t e r m i n a t i o n because we haven't heard Mr. Bruce's 

20 case, b u t i f you determine t h a t t h e y are i n v i o l a t i o n o f 

21 P a r t 5.9 and t h a t a p e r m i t can't be i s s u e d u n t i l t h e y 

22 come i n t o compliance, I wondered what process you wanted 

23 t o f o l l o w t o determine whether t h e y were i n compliance. 

24 Would t h e p e r m i t be si m p l y denied and t h e y would have t o 

25 r e - f i l e , o r would you h o l d t h e case open u n t i l we can 
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1 determine they were i n compliance? Again, you don't have 

2 t o answer t h a t question u n t i l you reach the po i n t t h a t --

3 MR. BROOKS: Well, ge n e r a l l y speaking, the 

4 d i r e c t i o n s we've been given are t h a t these cases are not 

5 t o be set u n t i l the issue of compliance i s determined. 

6 Obviously t h a t was not followed i n t h i s case. So i t 

7 seems t o me t h a t we came t o th a t determination as a 

8 r e s u l t of some cases t h a t we had i n the past where we 

9 took them under advisement and then the noncompliance was 

10 subsequently determined. 

11 Though, i t should not be considered as a 

12 precedent f o r f u t u r e cases i n the event t h a t we -- i n the 

13 event t h a t i t appears Chi i s out of compliance i n t h i s 

14 case, since the witnesses are here, i t would seem .. . 

15 appropriate t o go ahead and hear the case, but n o t 'enter ••• 

16 an order unless and u n t i l compliance i s demonstrated. Of 

17 course t h a t has a disadvantage th a t a f t e r some po i n t i n 

18 time -- we can't j u s t carry those cases i n d e f i n i t e l y . 

19 A f t e r some p o i n t i n time i t w i l l be necessary, i f we 

20 haven't gotten a demonstration of compliance, to go ahead 

21 and dismiss t h a t case without prejudice. 

2 2 MR. BRUCE: Mr. Examiner, I believe we 

23 address most of those issues here. 

24 MR. BROOKS: Like I say, I t h i n k t h a t 

25 given where we are at t h i s p a r t i c u l a r point i n time, I 
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1 t h i n k t h a t ' s a good -- i f Mr. Ezeanyim agrees, I t h i n k 

2 th a t ' s a good way t o dispose of t h i s case. Obviously, 

3 i t ' s not going t o be our normal p o l i c y and we don't 

4 consider th a t as precedent f o r other f u t u r e cases. 

5 MR. EZEANYIM: I agree w i t h e x a c t l y what 

6 you said. I'm surprised t h a t t h i s case came t o hearing 

7 today, you know, f o r a l l we do. I f there i s 

8 noncompliance issues, that has t o be f i g u r e d out before 

9 i t goes i n t o the docket. 

10 MR. BROOKS: Our p o l i c y w i l l be i n the 

11 f u t u r e t h a t i f an issue of noncompliance i s raised, the 

12 case w i l l be taken o f f the docket on the merits u n t i l the 

13 issue of noncompliance i s solve, e i t h e r by the operator 

14 coming back i n t o compliance, or we have a hearing .on 

15 compliance and determine t h a t they are, i n fact;, - f i r ' • -r-

16 compliance. That way we avoid g e t t i n g i n s i t u a t i o n s 

17 where we have cases under advisement t h a t can't be 

18 disposed of. But since we already have the witnesses 

19 here, I r e a l l y don't want t o send them home and t e l l them 

2 0 t o come back some other day. 

21 MR. EZEANYIM: I agree w i t h t h a t . What we 

22 should have done i s continue the case i n d e f i n i t e l y u n t i l 

23 we get those issues resolved, but since the witnesses are 

24 here, we are going t o hear the case and decide what we're 

25 going t o do a f t e r the case i s heard. So you may proceed. 
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1 Do you have any other comment? 

2 MS. MACQUESTEN: No, I don't. Thank you. 

3 JOHN QUALLS 

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

5 DIRECT EXAMINATION 

6 BY MR. BRUCE: 

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

8 A. John Quails. 

9 Q. Where do you reside? 

10 A. Midland, Texas. 

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

12 A. Chi Energy, Inc., landman. 

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

14 D i v i s i o n as a landman? . . . 

15 A. - • - Yes. I i r- ~ 

16 Q. And were your c r e d e n t i a l s as an expert 

17 accepted as a matter of record? 

18 A. Yes. 

19 Q. Are you f a m i l i a r w i t h the land matters 

20 involved i n these applications? 

21 A. Yes. 

22 Q. Are you also f a m i l i a r w i t h the compliance 

23 issues r a i s e d i n Mr. Sanchez's l e t t e r dated October 15th? 

24 A. Yes. 

2 5 MR. BRUCE: Mr. Examiner, I tender Mr. 

. :;v.««;.::>̂ ~.:aui!iii.:. . , *..Sv:«x .< .xiiiiiiiN .-
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1 Quails as an expert petroleum landman. 

2 MR. EZEANYIM: Mr. Quails i s so q u a l i f i e d . 

3 Q. (By Mr. Bruce) Mr. Quails, you reviewed Mr. 

4 Sanchez's l e t t e r and a l l the data w i t h respect t o the 10 

5 wells he l i s t e d i n h i s l e t t e r ; correct? 

6 A. Yes. 

7 Q. We're going t o submit documents today, but 

8 w i t h respect t o the submission of a l l documents showing 

9 compliance f o r a number of these w e l l s , i s there an issue 

10 w i t h respect t o the person at Chi who gene r a l l y makes 

11 these f i l i n g s ? 

12 A. Yeah. Right now she's having some health 

13 problems and i s i n the process of coming back t o work. 

14 Q. So she's been out of the o f f i c e o f f and on f o r 

15 a while? i •• 

16 A. (Witness nods head.) 

17 MR. EZEANYIM: Mr. Quails, could you 

18 please speak up so we hear what you're saying? For the 

19 court r e p o r t e r and f o r ourselves here, speak up a l i t t l e 

20 b i t , Mr. Quails. 

21 THE WITNESS: Okay. 

22 Q. (By Mr. Bruce) Now, Mr. Quails, l e t ' s s t a r t 

23 w i t h the Elkan Number 2 and Number 2Y wells which were 

24 l i s t e d on Mr. Sanchez's l e t t e r . I r e f e r you t o Ex h i b i t 

25 A, which t o lead you a l i t t l e b i t , i s the L e t t e r of 
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1 V i o l a t i o n from the OCD regarding these w e l l s , or at l e a s t 

2 the f i r s t page of t h a t l e t t e r ; correct? 

3 A. Um-hum. Yes. 

4 Q. Yeah. You've got t o say yes or no f o r the 

, 5 record. 

6 A. A l l r i g h t . 

7 Q. Those wells were plugged and abandoned; 

8 correct? 

9 A. Yes. 

10 Q. And under the OCD rules you also have t o do 

11 subsequent cleanup t o the s a t i s f a c t i o n of the OCD? 

12 A. Yes. 

13 Q. Has t h a t work been done? 

14 A. Yes. 

15 Q. Have you been i n touch w i t h the 'OCD d i s t r i c t 

16 o f f i c e regarding t h a t work? 

17 A. Yes. 

18 Q. I see there's a note on E x h i b i t A about, "work 

19 has been done." Have you been i n touch w i t h Mike 

20 Bratcher or the people at the D i v i s i o n o f f i c e regarding 

21 these wells? 

22 A. Mark Meadows has. He's t a l k e d t o Bratcher and 

23 the people i n Hobbs. 

24 Q. Mark Meadows i s employed by Chi Operating w i t h 

25 respect t o these enforcement issues? 
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Yes . 

2 Q. So even though you don't have the paperwork at 

3 t h i s p o i n t because of the h e a l t h issues of your employee, 

4 a l l of the work required i n Mr. Sanchez's l e t t e r has been 

5 done? 

6 A. Yes. 

7 Q. Let's move on, going down the l i s t . The 

8 Footjoy 14 State Number 1, t h a t i s w a i t i n g on a plugging? 

9 A. Yes, a r i g t o plug i t . 

10 Q. Do you have any idea of the time frame of the 

11 plugging? 

12 A. I'm not sure. I'd say w i t h i n the next 3 0 days 

13 w e ' l l be able t o plug both these two wells on t h i s l i s t . 

14 Q. So the Footjoy 14 State Number 1? 

15 A. And the Nicols 30 State Com Number 1. ?•• ' • 

16 Q. Should both be plugged w i t h i n 30 t o 45 days? 

17 A. Yes. 

18 Q. Now, the In Bounds Com Number 1, based on Mr. 

19 Sanchez's l e t t e r , t h a t s t i l l shows up as being operated 

20 by Chi Operating. I s t h a t any longer operated by Chi 

21 Operating? 

22 A. No. 

23 Q. What i s E x h i b i t B? 

24 A. E x h i b i t B i s a Change of Operator from Chi 

25 Operating t o Chesapeake Operating. 
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1 Q. And t h i s shows, besides the Form C-104A, some 

2 emails and faxes between Chi and the D i v i s i o n and 

3 Chesapeake regarding t h i s well? 

4 A. Yes. 

5 Q. A l l i n e a r l y August of 2008? 

6 A. Yes. 

7 Q. And the very l a s t page, which i f you look a t 

8 the lower right-hand corner, i s dated August 4, 2008, i s 

9 th a t i n f o r m a t i o n from the OCD's website showing t h a t the 

10 w e l l -- t h a t operatorship was changed t o Chesapeake 

11 Operating? 

12 A. Yes. 

13 Q. But you understand at t h i s p o i n t t h a t Chi 

14 Operating s t i l l shows up according t o Mr. Sanchez as the,.., 

15 operator? I ' 

16 A. Yes. 

17 Q. But you assigned -- Chi Operating and Chi 

18 Energy assigned t h e i r r i g h t s t o Chesapeake? 

19 A. Yes. 

2 0 Q. And you don't know why t h i s doesn't show up as 

21 Chesapeake's well? 

2 2 A. No idea. I t shows up on the website. 

23 Q. I t showed up on the website immediately a f t e r 

24 the w e l l was transferred? 

25 A. Yes. 
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1 Q. Then the Munchkin Federal Number 7, and i t ' s 

2 i n the Di v i s i o n ' s f i l e s , t h a t w e l l was d r i l l e d as -- how 

3 long ago was t h a t w e l l d r i l l e d ? 

4 A. I believe t h a t w e l l was d r i l l e d I'm not 

5 sure exactly what year. I t ' s been about three years. 

6 Q. What type of t e s t was i t ? 

7 A. I t was a Delaware t e s t . 

8 Q. Was i t successful? 

9 A. No. 

10 Q. What does Chi propose t o do w i t h t h a t well? 

11 A. We're going t o come up the hole and t r y t o 

12 complete the Yates Zone. 

13 Q. And has Chi f i l e d -- t h a t w e l l i s at an 

14 unorthodox location? 

15 A. Yes. i 

16 Q. And Chi has f i l e d an unorthodox l o c a t i o n 

17 applic a t i o n ? 

18 A. Yes. 

19 Q. That w e l l i s on f e d e r a l land? 

20 A. Yes. 

21 Q. Has i t taken you q u i t e sometime t o get BLM 

22 approval f o r the recompletion attempt? 

23 A. I t ' s taken about a year. 

2 4 Q. Okay. Once the unorthodox l o c a t i o n approval 

25 i s obtained, what i s the time frame of obtaining - - o r 
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recompleting t h a t well? 

2 A. We'll be ready t o s t a r t any time. 

3 Q • Okay. The next w e l l i s the Nicols 30 State 

4 Com Number 2, and I've submitted as E x h i b i t C a not i c e of 

5 i n t e n t t o plug and abandon; correct? 

6 A. Right. 

7 Q. That shows t h a t i t was submitted i n l a t e June 

8 of t h i s year? 

9 A. Right. 

10 Q. What happened t o t h a t f i l i n g ? 

11 A. We're not sure. 

12 Q - I t was approved by the OCD, was i t not? 

13 A. Right. 

14 Q. But i t doesn't show up on the website? 

15 A. No. I t was misplaced or something, so we 

16 r e - f i l e d i t on October 12th. 

17 Q • And i t was r e - f i l e d and i t does show up on the 

18 OCD's website now w i t h the l a t e r f i l i n g ? 

19 A. Yes. 

20 Q- So even before you got the l e t t e r from Mr. 

21 Sanchez even based on the l a t e r f i l i n g , t h a t was October 

22 14th of 2009, so you had already taken steps t o plug and 

23 abandon that well? 

24 A. Yes, s i r . 

25 Q. The next one i s the Oxy Marsh Hawk State 
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1 Number 2. That w e l l has been plugged? 

2 A. Yes. 

3 Q. Has i t been cleaned up? 

4 A. According t o my knowledge, i t has been, yes. 

5 Q. Again, what you're looking f o r there i s t o 

6 confirm the paperwork w i t h the person i n your o f f i c e who 

7 takes care of that? 

8 A. Right. 

9 Q. Then, again, the Salado Federal Number 1, 

10 what's the status of that? 

11 A. That w e l l was plugged and the l o c a t i o n was 

12 cleaned up and a l l the paperwork was hand d e l i v e r e d t o 

13 the Hobbs d i s t r i c t o f f i c e . 

14 Q. What about the S i l v e r B u l l e t Number 1? . . 

15 A. That w e l l l o c a t i o n was* cleaned up I belli eve 

16 two or three years ago, and Mike Bratcher was involved i n 

17 t h a t , and he was g e t t i n g a l l the paperwork on t h a t . 

18 Q. Okay. And, again, j u s t t o r e i t e r a t e , what's 

19 the status of the WC 4 Well Number 1? 

20 A. I t was never d r i l l e d . The permit expired. I 

21 know we had t o get i t p u l l e d back. I f i g u r e d i t was l i k e 

22 a fe d e r a l permit where a f t e r two years i t j u s t 

23 a u t o m a t i c a l l y expired. 

24 Q. Now, once we confirm a l l the paperwork i s 

25 f i l e d , what t h a t leaves you w i t h i s the Footjoy 14 State 
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1 Number 1, which needs t o be plugged; correct? 

2 A. Right. 

3 Q. The Nicols 30 State Com Number 2, which needs 

4 t o be plugged and cleaned up? 

5 A. Right. 

6 Q. And then the Munchkin Federal Number 7? 

7 A. Right. 

8 Q. And I r e a l i z e there's some question about the 

9 status of the paperwork, but what t h a t means i s there are 

10 only three wells out of compliance i n your opinion? 

11 A. Right. 

12 Q. And one of them -- hold on the Footjoy 14 

13 State Number 1 would need a bond. On the other hand, 

14 t h a t i s scheduled f o r plugging i n the near distant-

15 f u t u r e ; r i g h t ? ' 'i r • - ; 

16 A. Yes, i t i s . 

17 Q. Again, I ask you, i s Chi Energy, Inc., a 

18 separate corporate e n t i t y from Chi Operating, Inc.? 

19 A. Yes. 

20 Q. Are you an o f f i c e r of Chi Operating, Inc.? 

21 A. Yes. 

22 Q. Mr. Quails, were E x h i b i t s A through C compiled 

23 from Chi's business records? 

24 A. Yes. 

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

PAUL BACA PROFESSIONAL COURT REPORTERS 
3f065f85-fb36-4832-a0d7-9db4616a83a 1 



Page 32 

1 admission of E x h i b i t s A through C. 

2 MR. EZEANYIM: Okay. Any objection? 

3 MS. MACQUESTEN: No. 

4 MR. EZEANYIM: Ex h i b i t s A through C w i l l 

5 be admitted. Cross-examine? 

6 (Ex h i b i t s A through C were admitted.) 

7 CROSS-EXAMINATION 

8 BY MS. MACQUESTEN: 

9 Q. Mr. Quails, what i s your time estimate f o r Chi 

10 being i n compliance w i t h Part 5.9? 

11 A. I can't hear you. 

12 Q. When can Chi be i n compliance w i t h Part 5.9? 

13 How long w i l l i t take? 

14 A. What we've j u s t gone over was -- the paperwork 

1.5 has been! f 11 ed; on a l o t of these .1 5 I dia?' tr-know' where" i t ' "I 

16 i s , but i t was f i l e d w i t h the o f f i c e i n Hobbs and i n 

17 A r t e s i a on the Elkan 2, Elkan 2Y. We've got to plug the 

18 Footjoy 14 and the Nicols 30. These are the only ones 

19 t h a t I can see th a t there's an issue w i t h . I s tha t what 

20 you're asking? 

21 Q. Yes. B a s i c a l l y , I'm asking when can you have 

22 a l l the paperwork done, a l l the issues resolved, any 

23 w e l l s t h a t need t o be plugged, plugged, and that one w e l l 

24 t h a t you want t o re-enter and you need an unorthodox 

25 l o c a t i o n --
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1 MR. BRUCE: The Munchkin Federal Number 7. 

2 MS. MACQUESTEN: Right. 

3 Q. (By Ms. MacQuesten) How much time do you 

4 t h i n k i t w i l l take t o get t h a t approval f o r the 

5 unorthodox location? 

6 A. I'm not sure how long i t ' s going t o take t o 

7 get t h a t . That was f i l e d a week and a h a l f ago, two 

8 weeks ago. 

9 MR. BRUCE: I t h i n k i t was j u s t f i l e d here 

10 i n the l a s t week. 

11 MR. BROOKS: I t ' s not proper f o r the 

12 Examiner t o t e s t i f y , but I can give you some in f o r m a t i o n 

13 on t h a t . That order was w r i t t e n yesterday. I t ' s i n the 

14 D i r e c t o r ' s in-box f o r signature. 

15 A. As soon as we get i t ) w e ' l l get ?starte*d ; orr - - -~ 

16 t h a t . And as soon as we get a u n i t t o plug those two 

17 w e l l s , w e ' l l get s t a r t e d on t h a t . I'd say w i t h i n 30 t o 

18 45 days, those wells w i l l be plugged. 

19 Q. (By Ms. MacQuesten) Okay. Let me go through 

20 these. On the Elkan w e l l s , I understand t h a t you knew 

21 the wellbore was plugged, but your testimony today i s 

22 t h a t the cleanup has also been done? 

23 A. Um-hum. 

24 Q. Have you t a l k e d t o the d i s t r i c t o f f i c e about 

25 g e t t i n g the s i t e s released? 
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1 A. The paperwork has been submitted t o the 

2 d i s t r i c t o f f i c e , and we c a l l e d . I had Mark Meadows check 

3 l a s t week. They couldn't f i n d where they had i t . So we 

4 resubmited i t t o them again. 

5 Q. Have you c a l l e d the d i s t r i c t o f f i c e ? 

6 A. He has. I haven't. 

7 Q. Have you c a l l e d t o arrange f o r a s i t e 

8 inspection t o get those s i t e s released? 

9 A. Yeah. I t h i n k he d i d a l l th a t before. 

10 Q. You t h i n k he d i d that? 

11 A. I t h i n k so. 

12 Q. Did he get a date? 

13 A. I'm not sure. I'd have t o check w i t h Mark on 

14 t h a t . 

15 Q. On the Footjoy w e l l , 'that's one 'that heeds' t d 

16 be plugged Have you contacted a plugging company? 

17 A. Yes. 

18 Q. And have they given you a date? 

19 A. I'm not sure. You have t o ask Gary t h a t . I 

20 don't know i f there's an exact date yet. We have two 

21 wells t o plug, and when they get i n l i n e , w e ' l l plug both 

22 of them. 

23 Q. The 30 t o 45 days, i s tha t a f t e r they are 

24 a v a i l a b l e , or i s t h a t time period how much time you t h i n k 

25 i t ' s going t o take t o get a r i g out there? 
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1 A. I'd say we could have i t done i n 3 0 t o 4 5 

2 days. I t j u s t depends on how busy they are and where 

3 they are and when they can get over t o our l o c a t i o n and 

4 plug the we l l s . 

5 Q. Does tha t include cleaning the si t e ? 

6 A. No. 

7 Q. So we need a d d i t i o n a l time t o get the s i t e 

8 released and approval from the d i s t r i c t o f f i c e of the 

9 s i t e release? 

10 A. I t h i n k some of the work has already been done 

11 on the s i t e , but I've got t o check w i t h Mark t o make 

12 sure. 

13 Q. But some f i n a l cleanup would have t o be done 

14 a f t e r plugging? 
I 

15 A. Yes. i 

16 Q. So when you're saying 3 0 t o 4 5 days f o r them 

17 t o plug, t o a c t u a l l y get the s i t e released i s going to 

18 take longer than that? 

19 A. Probably. 

2 0 Q. The I n Bounds Well you say i s not operated by 

21 Chi, but i t s t i l l appears under Chi's name on the w e l l 

22 l i s t . 

2 3 A. I don't know why. 

24 Q. Have you contacted anyone t o f i n d out what the 

25 s i t u a t i o n i s and get i t fixed? 
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1 A. No. I t shows up on the website t h a t 

2 Chesapeake i s the operator of the w e l l . That's the f i r s t 

3 I seen of t h a t l a s t week. 

4 Q. Do you have any plans t o contact e i t h e r the 

5 d i s t r i c t o f f i c e or Dorothy P h i l l i p s t o 

6 A. We can. I didn't know i t was my 

7 r e s p o n s i b i l i t y . We can. 

8 Q. You understand t h a t as long as the w e l l i s on 

9 t h i s w e l l l i s t as Chi being the operator of record, we're 

10 going t o assume t h a t Chi i s the operator? 

11 A. Even though i t says they're not? 

12 Q. Yeah. This says there are. There's a 

13 discrepancy t h a t needs t o be cleared up. And you may be 

14 r i g h t t h a t Chesapeake i s the appropriate operator, but 

15 what I'm asking you i s have you'done anything t o ;c fear up ": 

16 your records? 

17 A. I ' l l j u s t send a copy of t h i s t o Dorothy or 

18 whoever I need t o and j u s t t e l l them take i t o f f our 

19 l i s t . 

2 0 Q. Okay. The Munchkin Well, t h a t ' s the one t h a t 

21 you're proposing t o recomplete and w a i t i n g f o r the order. 

22 I believe you t e s t i f i e d as soon as you get the order, you 

23 can take a c t i o n on t h a t well? 

24 A. Um-hum. 

25 Q. The N i c o l s , t h e r e ' s a n o t i c e o f i n t e n t t o 

PAUL BACA PROFESSIONAL COURT REPORTERS 3f065f85-fb36-4832-a0d7-9db4616a83a1 



1 
Page 37 

plug, but i t ' s not plugged yet. I t ' s one th a t needs 

2 plugging? 

3 A. Right. 

4 Q. Oxy Well i s plugged and you t h i n k i t ' s been 

5 cleaned up? 

6 A. Yes. 

7 

8 

Q. Have you done anything t o make sure a sundry 

notice was f i l e d and an inspection was done t o release 

9 the well? 

10 A. No. I'm going t o check on t h a t . 

11 Q. The Salado, another s i t u a t i o n where you t h i n k 

12 the w e l l has been cleaned up, but have you made any 

13 arrangements t o have the s i t e inspected and released? 

14 A. I t was a l l done. Everything was hand , . 

15 d e l i v e r e d t o the Hobbs o f f i c e . ' We ' re ^trying- to *"f irrd oii-t 

16 where they are at t h i s p o i n t . 

17 Q. Since i t became an issue a month ago when you 

18 got the l e t t e r saying you have these v i o l a t i o n s , have you 

19 done anything f u r t h e r t o move i t along? 

20 A. We're t r y i n g t o f i n d out where the paperwork 

21 i s . I t ' s already been given t o them. 

22 Q. Are you c a l l i n g them? Are you t a l k i n g t o 

23 anybody? 

24 A. Yeah. Um-hum. j 

25 Q. Same s i t u a t i o n w i t h the S i l v e r B u l l e t . I t ' s 
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cleaned up, but we need t o get the paperwork done and the 

s i t e released? 

A. We need t o f i n d out where i t was. I t was 

given t o Mike Bratcher three years ago. 

Q. And the WC 4 1 i s the one th a t was not 

d r i l l e d ? 

A. No. 

Q. Have you t a l k e d t o the d i s t r i c t o f f i c e about 

canceling the APD? 

A. No, but I w i l l . 

MS. MACQUESTEN: That's a l l I have. Thank 

you. 

MR. EZEANYIM: Redirect? 

MR. BRUCE: I have nothing f u r t h e r f o r the 

witness on t h i s . He can stay up 'there because o f 'the v 

subsequent testimony. 

MR. BROOKS: No questions. 

MR. EZEANYIM: Okay 

MR. BRUCE: 

MacQuesten asked about t h 

Mr. Examiner, i f I could, Ms. 

i s . I t h i n k a l o t of t h i s work 

has been taken care of orj w i l l be s h o r t l y , and I would 

ask I mean, a f t e r we put on the t e c h n i c a l evidence, 

i t ' s s t i l l going t o take 

t r a n s c r i p t and a. hearing 

a number of weeks t o get the 

order issued, and I would 

suggest t h a t i f the case could be continued a f t e r t h i s 
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1 hearing t o the December 17th hearing, j u s t so we could 

2 update the D i v i s i o n w i t h the compliance data t o show what 

3 has been taken care of. 

4 MR. EZEANYIM: Okay. Yeah. I wanted t o 

5 make a comment before you do t h a t , because I t h i n k there 

6 i s a misunderstanding here. Correct me i f I'm wrong. 

7 Plugged and abandoned i s not the same as plugged and 

8 released. That's how I understand i t . So you may plug 

9 and abandon a w e l l . I t ' s not released. I t ' s not going 

10 t o show, unless you do the remediation and then get your 

11 sundry t o the d i s t r i c t t o release the w e l l . So when you 

12 plug and abandon, don't assume i t ' s released; i s t h a t 

13 correct? U n t i l you get the sundry before i t ' s released; 

14 r i g h t ? 

15 MS. MACQUESTEN: i The concept i s correct-. 

16 Normally we t a l k about a w e l l being plugged and not 

17 released, meaning t h a t the wellbore plugged but the s i t e 

18 hasn't been cleaned up. What the r u l e requires f o r a 

19 w e l l t o be plugged and released or plugged and abandoned, 

20 i s f o r everything t o be done on the w e l l and a l l the 

21 paperwork submitted, the d i s t r i c t inspects the s i t e , 

22 makes sure i t ' s cleaned up, and then the w e l l i s 

23 released. Once a w e l l i s plugged and released, i t ' s not 

24 going t o show up on the w e l l l i s t at a l l . I t w i l l show 

25 up i n RBDMS f o r h i s t o r i c a l purposes, but i t won't be on 
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1 the operator's w e l l l i s t anymore. 

2 MR. BROOKS: To c l a r i f y a l i t t l e f u r t h e r , 

3 i t i s my understanding that i t ' s not i n v i o l a t i o n of the 

4 i n a c t i v e w e l l r u l e once the wellbore i s plugged u n t i l one 

5 year has past, because they have one year t o get the s i t e 

6 released. So the wells t h a t are i n P&R status, f o r the 

7 f i r s t year they're not i n v i o l a t i o n of the i n a c t i v e w e l l 

8 r u l e . But on the other hand, they also do require -- i f 

9 they've been i n a c t i v e f o r more than two years, they 

10 require a sin g l e w e l l bonding. 

11 MS. MACQUESTEN: That's r i g h t . 

12 MR. BRUCE: And, Mr. Examiner, Chi i s 

13 aware of those. I didn't have Mr. Quails t e s t i f y . He 

14 could comment on i t , but they have had somebody out there . 

15 b a s i c a l l y f u l l time, ta k i n g care o f these issues on a l l - - t-

16 of t h e i r wells f o r some eight or nine months. So they 

17 are aware of those rules and they are t r y i n g t o take care 

18 of i t . 

19 MR. EZEANYIM: I f you have no more 

2 0 comment, can you make your request again? I forgot what 

21 your request was. 

22 MR. BRUCE: I would ask th a t a f t e r we 

23 present the te c h n i c a l evidence on the u n i t i z a t i o n and the 

24 waterflood, t h a t the case be continued t o the December 

25 17th hearing so th a t we can -- l i k e Mr. Quails has 
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1 t e s t i f i e d , due t o some hea l t h issues of the person who 

2 takes care of t h i s . There has been an absence of being 

3 able t o get a hold of the paperwork, and I believe we 

4 could submit a l o t of the data and show what has been 

5 taken care of and answer a l o t of the questions of the 

6 D i v i s i o n . 

7 MR. EZEANYIM: On December 17? 

8 MR. BRUCE: Yes. 

9 MS. MACQUESTEN: Mr. Examiner, I have no 

10 o b j e c t i o n t o th a t process i n t h i s case. I would l i k e t o 

11 point out, though, that we need t o look at what processes 

12 we're going t o f o l l o w i n t h i s s o r t of case i n the f u t u r e , 

13 because i t has taken a l o t of time and money f o r the 

14 D i v i s i o n t o make i t s point i n t h i s case. .I. have had t o 

15 be a v a i l a b l e on c a l l a l l day today- f o r t e s t i f y i n g . 'Mr. 

16 Sanchez has had t o research these w e l l s both f o r the 

17 o r i g i n a l l e t t e r and then t o see whether the work had been 

18 done t o prepare f o r t h i s case. We're going t o have to go 

19 through the whole t h i n g a l l over again a second time when 

20 t h i s i s set f o r December 17th. 

21 I f operators are encouraged t o get t h i s a l l 

22 done before the hearing, i t would save the D i v i s i o n a l o t 

23 of money. I t ' s $5 a page f o r t r a n s c r i p t s . 

24 MR. BROOKS: My understanding i s the 

25 p o l i c y i s t o be th a t the noncompliance should be raised 
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1 at the e a r l i e s t possible date, and once i t ' s brought t o 

2 the a t t e n t i o n of the Examiners, then the case would be 

3 removed from the docket, unless the operator requests a 

4 p r e l i m i n a r y hearing on the compliance issues. We put the 

5 monkey on the operator t o do t h a t , because normally when 

6 an operator i s out of compliance, there aren't any issues 

7 t o be resolved. I t ' s j u s t a question of them g e t t i n g i n 

8 compliance. 

9 I f there aire issues t h a t have t o be heard, 

10 then we have t o have a p r e l i m i n a r y hearing on whether 

11 they're i n compliance or not, otherwise we j u s t postpone 

12 the hearing u n t i l they can make a demonstration of 

13 compliance. 

14 MR. BRUCE: Mr. Examiner, I also, as I 

15 u s u a l l y do i n these cases -- once again, these cases were -

16 f i l e d under the name of Chi Energy, Inc., which i s the 

17 working i n t e r e s t owner. And c e r t a i n l y i f i t came down --

18 i f they were i n compliance, i f Chi Operating, the 

19 separate operating arm i s out of compliance, then 

20 c e r t a i n l y the D i v i s i o n could refuse approval t o re-enter 

21 w e l l s , convert them t o i n j e c t i o n , d r i l l i n j e c t i o n w e l l s . 

22 But as I always do, I always f i l e these a p p l i c a t i o n s i n 

23 the name of the working i n t e r e s t owner. And, you know, I 

24 believe we're e n t i t l e d to move forward because t h i s i s a 

2 5 working i n t e r e s t owner. 
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1 MR. BROOKS: I t h i n k we've agreed -- I 

2 t h i n k Mr. Ezeanyim and I both said we're going t o move 

3 forward i n t h i s case, but we don't but th a t i s not t o 

4 be the p o l i c y f o r f u t u r e cases. And the question i s 

5 going t o be how does t h i s f a c t get communicated to the 

6 Examiners. 

7 I n t h i s case, i t probably wouldn't be a 

8 problem because of the f a c t t h a t i f Chi Energy was on the 

9 docket, i t would probably a l e r t people t o the f a c t t h a t 

10 Chi Operating was probably going t o be involved. But we 

11 do need t o know about i t . That's my understanding and 

12 t h a t ' s the declared p o l i c y , t h a t we get these -- f l e s h 

13 out these compliance issues at the e a r l i e s t possible 

14 date, have a p r e l i m i n a r y hearing d f necessary. I f .not ., 

1 15 necessary, simply postpone the case u n t i l such time as 

16 the operator i s i n compliance. That's not j u s t me 

17 t a l k i n g . That's been the p o l i c y t h a t ' s been resolved as 

18 the D i v i s i o n p o l i c y . I t ' s j u s t a question of how do we 

19 get i t done. 

20 When you a l l become aware t h a t there i s a 

21 compliance issue, then you should f i l e something w i t h us 

22 as a p r e l i m i n a r y t o l e t us know there i s , so we can 

] 

23 implement t h a t p o l i c y . I f we don't become aware of i t 

24 u n t i l the case i s c a l l e d f o r hearing, of course that's 

25 another matter. 
^ 1 
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1 MS. MACQUESTEN: Mr. Examiner, i n t h i s 

2 case, we a c t u a l l y n o t i f i e d the Examiners immediately. 

3 When the a p p l i c a t i o n was f i l e d , we entered an appearance 

4 s p e c i f i c a l l y to a l e r t the Examiners t o the f a c t t h a t they 

5 were out of compliance w i t h 5.9. At th a t p o i n t a l l we 

6 had done i s look at the l i s t s and found t h a t a w e l l 

7 showed up on the f i n a n c i a l assurance l i s t . I t wasn't 

8 u n t i l l a t e r , when the case didn't go away f o r months and 

9 months and we s t a r t e d t o look at i t , we r e a l i z e d there 

10 was a bigger problem. We d i d n o t i f y -- t h i s case was 

11 f i l e d i n June. We n o t i f i e d the Examiners as soon as 

12 possible and i t ' s been continued month a f t e r month. 

13 MR. BROOKS: I t h i n k the reason t h a t the 

14 appropriate a c t i o n d i d not get taken i n t h i s case was . ..., 

15 because of the d i f f e r e n c e between Chi 'Energy and fCh;i - ' ' ••••• 

16 Operating. That's probably our f a u l t . 

17 MS. MACQUESTEN: That brings us t o another 

18 important procedural question, because f o r 5.9 t o work, 

19 we have t o know who we're dealing w i t h . I t ' s our 

20 p o s i t i o n t h a t the permit gets issued t o the applicant and 

21 only the applicant should be able t o use t h a t permit. 

22 But we have s i t u a t i o n s l i k e t h i s where the working 

23 i n t e r e s t owner f i l e s the a p p l i c a t i o n . Before 5.9, th a t 

24 probably wasn't a b i g problem, but now i t i s because the 

2 5 working i n t e r e s t owner --we want t o know who the 
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1 operator i s . I n t h i s case i t was r e l a t i v e l y easy because 

2 the names are so s i m i l a r , but i t doesn't have t o be t h a t 

3 way. I t could be ABC company as the working i n t e r e s t 

4 owner and XYZ i s the operator of the w e l l s . 

5 MR. BRUCE: Except i n t h i s case, the 

6 documents do show t h a t Chi Operating, Inc., w i l l be the 

7 operator. 

8 MR. BROOKS: There are a v a r i e t y of issues 

9 here, which I don't t h i n k we can solve today. I t h i n k we 

10 d i d make a mistake here, and w e ' l l t r y t o avoid i t i n the 

11 f u t u r e . 

12 MR. EZEANYIM: I f you go t o OCD on l i n e , 

13 there's nothing l i k e Chi Energy -- i t ' s not a licensed 

14 operator i n New Mexico, u n t i l you -go to Chi Operating. 

15 That's when you s t a r t seeing things. ''Like I *-said,v-f- = -

16 t h i n k t h i s case should not have been on the docket. I f 

17 you know th a t there i s some question about compliance --

18 MR. BROOKS: I t would a c t u a l l y be h e l p f u l 

19 t o us and I t h i n k t o your c l i e n t s , too, i f you and the 

20 other lawyers b r i n g i n g these cases on behalf of the 

21 applicants t r y t o a l e r t us to these issues, because the 

22 sooner you get them resolved, the b e t t e r i t ' s going to be 

23 f o r your c l i e n t s , as w e l l as everybody else. 

24 MR. EZEANYIM: That's what I was about t o 

25 say. Once you see a compliance issue, the p o l i c y i s i t ' s 
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1 not even going t o go on the docket. So i f you want t o 

2 b r i n g them anytime, make sure they are i n compliance w i t h j 

3 everything before i t goes i n t o the docket. 

4 MR. BRUCE: I w i l l say t h a t , yes, t h i s 

5 case was f i l e d months ago, and the D i v i s i o n d i d ra i s e a j 
6 couple of issues. One which I t h i n k was about two w e l l s , 

7 one which Chi took care of at the time, and another one 

8 where they said Chi was out of compliance, but i t was a 

9 w e l l -- they said i t hadn't been pro p e r l y plugged and 

10 abandoned, and i t a c t u a l l y had been pr o p e r l y plugged and 

11 abandoned, and released about f i v e years ago from a p r i o r 

12 operator. Those matters were taken care of. 

13 MR. BROOKS: I f I may i n t e r j e c t at t h i s 

14 moment, i t ' s g e t t i n g l a t e i n the afternoon, and there's,, 

15 no dispute between the p a r t i e s about trhe - d i s p o s i t i o n of" <• >• 

16 t h i s case, so maybe we should resolve the issues f o r how 

17 we're going t o handle f u t u r e cases at some other time. 

18 MR. EZEANYIM: That's a good p o i n t . 

19 MR. BRUCE: The r e s t of our case i s 

20 a c t u a l l y p r e t t y s t r a i g h t f o r w a r d . 

21 MR. BROOKS: I assumed t h a t . 

2 2 MR. EZEANYIM: Okay. At t h i s p o i n t , we 

23 are going t o take a five-minute break and then go w i t h 

24 the case. 

25 MR. BROOKS: With understanding th a t i t 

—. rr-^r r^-, = ... . ... .„ • .. . ^ Jl 
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1 w i l l be continued a f t e r the -- rat h e r than taken under 

2 advisement. 

3 MR. EZEANYIM: Any objection? 

4 MS. MACQUESTEN: No o b j e c t i o n . May we be 

5 released? 

6 MR. EZEANYIM: Yes 

7 MS. MACQUESTEN: Thank you. 

8 (A recess was taken.) 

9 MR. EZEANYIM: We w i l l go back i n t o the 

10 record and continue these two cases. 

11 MR. BRUCE: Mr. Examiner, I'm keeping Mr. 

12 Quails up. He's the landman. I've handed you a set of 

13 land e x h i b i t s . 

14 Q. (By Mr. Bruce) Mr. Quails, b r i e f l y what does 

15 Chi seek in these two cases? i v . c • ' • ; — t-

16 A. We are seeking t o s t a t u t o r i l y u n i t i z e a l l the 

17 i n t e r e s t i n the p o r t i o n of the Delaware formation 

18 underlying 560 acres of fede r a l land i n Case 14354. I n 

19 Case 14353, we seek approval of a secondary recovery 

20 p r o j e c t f o r the u n i t and c e r t i f i c a t i o n of the p r o j e c t f o r 

21 the Recovered O i l Tax Rate. 

22 Q. What i s the proposed u n i t i z e d i n t e r v a l ? 

23 A. U n i t i z e d i n t e r v a l i s the Brushy Canyon member 

24 of the Delaware formation underlying the u n i t area. The 

25 v e r t i c a l l i m i t s are described as the s t r a t i g r a p h i c 
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1 i n t e r v a l from 4,370 t o 5,500 fee t subsurface as shown on 

2 the density neutron log f o r the Munchkin Federal Well 

3 Number 9, located 990 from the nor t h l i n e , 300 from the 

4 east l i n e of Section 11, 19 South, 30 East. 

5 Q. Would you i d e n t i f y E x h i b i t 1 and describe i t 

6 f o r the Examiner? 

7 A. Ex h i b i t 1 i s a land p l a t which o u t l i n e s the 

8 proposed u n i t area and i d e n t i f i e s the separate t r a c t s 

9 which comprise the u n i t area. Attached t o the p l a t i s a 

10 d e s c r i p t i o n of the e n t i r e u n i t area. There are seven 

11 t r a c t s i n the u n i t , and Chi operates a l l these t r a c t s . 

12 Q. Now, what i s E x h i b i t 2? 

13 A. Ex h i b i t 2 i s a proposed u n i t agreement. The 

14 u n i t agreement i s a standard form used by the State Land .-

15 O f f i c e modified t o r e f l e c t t h a t i Oinly federa ;l "lands -are • : 

16 involved. I t i s s i m i l a r t o agreements approved 

17 pr e v i o u s l y by the D i v i s i o n . The u n i t agreement describes 

u t i z e d tsjj~&&a-cre~5 
18 the u n i t area and u n i t i z e d formation. Un: 

19 include a l l o i l and gas produced from the u n i t i z e d 

20 formation. Designated u n i t operator i s Chi Operating, 

21 Inc. 

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

23 A. E x h i b i t 3 i s a p roposed u n i t o p e r a t i n g 

24 agreement . I t s e t s f o r t h t he a u t h o r i t i e s and d u t i e s o f 

25 t h e u n i t o p e r a t o r , as w e l l as t h e a p p o r t i o n m e n t o f 
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1 expenses between the working i n t e r e s t owners. 

2 Q. Does the u n i t operating agreement contain a 

3 p r o v i s i o n f o r c a r r y i n g working i n t e r e s t owners? 

4 A. Yes, i n A r t i c l e 11. 

5 Q. Does i t also provide a penalty against 

6 nonconsent working i n t e r e s t owners? 

7 A. Yes. 

8 Q. Now, l e t ' s discuss the ownership of t r a c t s i n 

9 the u n i t area. Would, you j u s t b r i e f l y describe t r a c t 

10 ownership and how you. determined the names of the working 

11 i n t e r e s t and 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 the 

12 u n i t area? 

13 A. A l l the working i n t e r e s t owners are the same 

14 throughout the u n i t area. The o v e r r i d i n g r o y a l t y owners 

15 vary and are set out on the next exhibit . - = ,: ~ •' " • r - •• <• 

16 Q. E x h i b i t 4? 

17 A. Yes. 

18 Q. And E x h i b i t 4 i s simply E x h i b i t B t o the u n i t 

19 agreement, i s i t not? 

2 0 A. Yes. 

21 Q. And the BLM requires separate t r a c t s where 

22 there i s any type of dif f e r e n c e i n working r o y a l t y , 

23 o v e r r i d i n g r o y a l t y ownership i n a t r a c t ? 

24 A. Yes. 

25 Q. Again, i t ' s a l l f e d e r a l land? 
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1 A. Yes. 

2 Q. Uniform r o y a l t y i n t e r e s t ? 

3 A. Yes. 

4 Q. And uniform working i n t e r e s t throughout? 

5 A. Yes. 

6 Q. And there i s some -- the only s l i g h t 

7 d i f f e r e n c e i s i n the o v e r r i d i n g r o y a l t i e s ? 

8 A. Yes. 

9 Q. Are a l l of the t r a c t s i n the u n i t producing at 

10 t h i s point? 

11 A. Yes, except f o r 2A. 

12 Q. So other than Tract 2A, a l l of the other 

13 t r a c t s are producing? 

14 A. Yes. , , - . ,, . 

15 Q. How many interest owners are there in i-t he ! - • 

16 proposed un i t ? 

17 A. There are 11 working i n t e r e s t owners, one 

18 r o y a l t y owner, and ei g h t 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 

19 owners. 

20 Q. Now, what about the working i n t e r e s t owners. 

21 Have a l l the working i n t e r e s t owners j o i n e d i n the u n i t ? 

22 A. Yes, s i r . 

23 Q. And what i s E x h i b i t 5? 

24 A. E x h i b i t 5 i s the r a t i f i c a t i o n of the u n i t 

25 operating agreement, and a l l the working i n t e r e s t owners 
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1 signed i t , r a t i f i e d i t . 

2 Q. Now, l e t ' s discuss the o v e r r i d i n g r o y a l t y 

3 owners. What i s the status of t h e i r v o l u n t a r y j.oinder of 

4 the u n i t agreement? 

5 A. On the r a t i f i c a t i o n of the u n i t agreement, 

6 everybody signed i t , except I don't have Crescent 

7 Porter Hale Foundation. They have agreed t o i t , but they 

8 have not sent i t . i n yet. 

9 Q. They have agreed t o sign i t ? 

10 A. Yes. 

11 Q. So even though t h i s was set up as s t a t u t o r y 

12 u n i t , at t h i s p o i n t 100 percent of the o v e r r i d i n g r o y a l t y 

13 owners have signed or stated they w i l l agree t o the u n i t 

14 agreement? 

15 A. Yes. 'i • f-

16 Q. And does E x h i b i t 6 contain copies of the 

17 r a t i f i c a t i o n of the u n i t agreement by a l l working and 

18 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? 

19 A. Yes. 

2 0 Q. And, again, the only r o y a l t y owner i s the 

21 f e d e r a l government? 

22 A. Yes. 

23 Q. Have you met w i t h the BLM t o discuss the 

24 u n i t i z a t i o n ? 

25 A. Yes. We had a meeting w i t h them Monday, down 
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1 i n Carlsbad and went through everything w i t h them. They 

2 gave us p r e l i m i n a r y approval. 

3 Q. They v e r b a l l y p r e l i m i n a r i l y approved i t . You 

4 don't have a l e t t e r of p r e l i m i n a r y approval? 

5 A. No. 

6 MR. BRUCE: Mr. Examiner, we w i l l submit 

7 the BLM's l e t t e r when we receive t h a t . 

8 Q. (By Mr. Bruce) So counting the BLM and 

9 whenever you receive Crescent Porter Hale Foundation's 

10 r a t i f i c a t i o n , 100 percent of the r o y a l t y and o v e r r i d i n g 

11 r o y a l t y owners w i l l have r a t i f i e d the u n i t ? 

12 A. Yes. 

13 Q. I guess i t ' s k i n d of superfluous at t h i s 

14 p o i n t , but discussing e f f o r t s about the voluntary 

15 u n i t i z a t i o n , f i r s t of a l l , are v i r t u a l l y a l l of the* 

16 i n t e r e s t owners, other than the BLM, your i n t e r n a l 

17 partners? 

18 A. Yes. 

19 Q. When d i d you f i r s t begin looking at 

20 u n i t i z a t i o n of t h i s acreage? 

21 A. Started around the middle of 2008. 

22 Q. And w i l l the engineering witness f o r Chi 

23 discuss the parameters of the u n i t i z a t i o n ? 

24 A. Yes. 
25 Q. What i s E x h i b i t 7, Mr. Quails? 
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1 A. E x h i b i t 7 contains copies of correspondence 

2 sent t o the i n t e r e s t owners i n the u n i t area. 

3 Q. This l e t t e r was only sent out about a month 

4 and a h a l f ago, but you have been i n constant contact 

5 w i t h a l l of these i n t e r e s t owners f o r q u i t e some time? 

6 A. Yes. Everybody has been aware of everything 

7 we've been t r y i n g to do since we s t a r t e d t h i s back i n 

8 2008 . 

9 Q. I n your opinion, has Chi made a good-faith 

10 e f f o r t t o secure voluntary u n i t i z a t i o n ? 

11 A. Yes. 

12 Q. Was w r i t t e n notice of the u n i t i z a t i o n 

13 a p p l i c a t i o n given t o a l l 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 

14 and working i n t e r e s t owners? 

15 A. Yes . ' ' 1 - r v 

16 Q. Is t h a t r e f l e c t e d i n E x h i b i t 8? 

17 A. Yes. 

18 Q. And a l l of these addresses were current, and 

19 everybody received n o t i c e ; i s t h a t correct? 

20 A. Yes. 

21 Q. Now, regarding notice of the i n j e c t i o n 

22 p r o j e c t , which the engineer w i l l discuss, was no t i c e of 

23 t h a t a p p l i c a t i o n given t o a l l the p e r t i n e n t p a r t i e s ? 

24 A. Yes. 

25 Q. What i s Ex h i b i t 9? 
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1 A. E x h i b i t 9 i s a l i s t i n g o f the o f f s e t o p e r a t o r s 

2 i n t h e Delaware f o r m a t i o n w i t h i n o n e - h a l f m i l e o f t h e 

3 i n j e c t i o n w e l l s . 

4 Q. So the f i r s t page h i g h l i g h t s i n b l u e t he 

5 proposed u n i t area? 

6 A. Yes. 

7 Q. And page 2 j u s t l i s t s a l l of the o f f s e t 

8 o p e r a t o r s o r wo r k i n g i n t e r e s t owners w i t h i n a h a l f a m i l e 

9 o f t h e i n i t i a l proposed i n j e c t o r s ? 

10 A. Yes. 

11 Q. I s E x h i b i t 10 s i m p l y an a f f i d a v i t o f n o t i c e t o 

12 a l l o f these o f f s e t o p e r a t o r s ? 

13 A. Yes. 

14 Q. Again, everybody was l o c a t a b l e so everybody 

15 r e c e i v e d a c t u a l n o t i c e ? - • . . . . 

16 A. Yes. 

17 Q. I n your o p i n i o n , w i l l t h e g r a n t i n g o f these 

18 a p p l i c a t i o n s be i n t h e i n t e r e s t o f c o n s e r v a t i o n and t h e 

19 p r e v e n t i o n o f waste? 

20 A. Yes. 

21 Q. And were E x h i b i t s 1 t h r o u g h 10 prepared by 

22 you, under your d i r e c t i o n o r compiled from company 

23 business records? 

24 A. Yes. 

2 5 MR. BRUCE: Mr. Examiner, I move t h e 
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1 admission of E x h i b i t s 1 through 10. 

2 MR. EZEANYIM: E x h i b i t s 1 through 10 w i l l 

3 be admitted. 

4 ( E x h i b i t s 1 through 10 were admitted.) 

5 MR. BRUCE: I have no f u r t h e r questions of 

6 the witness. 

7 MR. BROOKS: No questions. 

8 MR. EZEANYIM: No questions. 

9 MR. BRUCE: I next c a l l Mr. Shatzer t o the 

10 stand, g e o l o g i s t . 

11 DAVID SHATZER 

12 Having been f i r s t duly sworn, t e s t i f i e d as fo l l o w s : 

13 DIRECT EXAMINATION 

14 BY MR. BRUCE: 

15 Q. Would you please s t a t e your name and c i t y of 

16 residence. 

17 A. David Shatzer, Midland, Texas. 

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

19 A. Chi Energy, geologist. 

20 Q. Have you previously t e s t i f i e d before the 

21 Division? 

22 A. Yes. 

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

24 geologist accepted as a matter of record? 

25 A. Yes, they were. 
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1 Q. Are you f a m i l i a r w i t h the geologic matters 

2 involved i n these cases? 

3 A. Yes. 

4 MR. BRUCE: Mr. Examiner, I tender Mr. 

5 Shatzer as an expert petroleum geologist 

6 MR. EZEANYIM: He i s so q u a l i f i e d . 

7 MR. BRUCE: Mr. Examiner, Mr. Shatzer has 

8 prepared a number of e x h i b i t s . I t h i n k i t may be best i f 

9 you kept E x h i b i t 13, the. cross-section, i n f r o n t of you 

10 as he's going through the f i r s t two e x h i b i t s . 

11 MR. EZEANYIM: Number 13? 

12 MR. BRUCE: Yes, the cross-section. As 

13 he's going through the f i r s t two e x h i b i t s , i t may help 

14 f o r him t o p o i n t out a few -- maybe also have E x h i b i t s 11 

15 and 12, or a least Exhibit 11. > ; -- "; <• - 1 <- - v 

16 Q. (By Mr. Bruce) Anyway, Mr. Shatzer, s t a r t i n g 

17 w i t h E x h i b i t 11 and comparing i t t o E x h i b i t 13, could you 

18 discuss those e x h i b i t s and the geology of t h i s p o r t i o n of 

19 the Delaware formation i n t h i s area? 

20 A. Yes. Ex h i b i t 11 i s a Delaware s t r u c t u r e map. 

21 I t ' s based on the s t r u c t u r e of a p a r t i c u l a r sand w i t h i n 

22 the o v e r a l l package tha t we have production. So I t h i n k 

23 probably the easiest t h i n g would be f o r me t o f i r s t r e f e r 

24 t o the producing i n t e r v a l t h a t ' s on the cross-section, 

25 and t h a t i s -- t h i s cross-section i s a s t r u c t u r a l 
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1 cross-section, and we have three general i n t e r v a l s t h a t 

2 are o i l productive i n t h i s f i e l d , and the p e r f o r a t i o n s i n 

3 the given wells are e i t h e r shown i n red or i n green. 

4 And so, b a s i c a l l y , there's a lower i n t e r v a l 

5 that's c a l l e d the Munchkin Sand I n t e r v a l . This was the 

6 i n t e r v a l we discovered f i r s t . Then there's a sand 

7 i n t e r v a l t h a t ' s designated the Mike Sand I n t e r v a l . I t ' s 

8 i n the middle p o r t i o n . So some of the r e s t of t h a t 

9 Delaware sand above and below the Mike Sand I n t e r v a l i s 

10 not productive. Then we have productive sands at the top 

11 ^ ^ h a t are j u s t below the base of the Delaware sand., a-nd 

12 JJ^Yczonformity. So we have three i n t e r v a l s . I f you're 

13 wondering, the blue markings on the side are the o v e r a l l 

14 intended i n t e r v a l s where we want t o i n j e c t water. 

15 Obviously i n j e c t i n g water i n t o those interval's t h a t are 

16 o i l productive t o sweep the o i l . 

17 B a s i c a l l y , our i n t e r v a l -- our producing 

18 i n t e r v a l r e a l l y ranges from 4,500 t o 5,100 feet 

19 subsurface, and we've asked f o r u n i t i z a t i o n s l i g h t l y more 

20 than th a t t o compensate f o r any s t r u c t u r a l things t h a t 

21 might happen on f u t u r e w e l l s . But, b a s i c a l l y , 4,500 t o 

22 5,100 i s the i n t e r v a l t h a t we're t a l k i n g about. For 

23 purposes of the s t r u c t u r e map, t h a t was a map that was 

24 done on the top of the Mike Sand I n t e r v a l and that 

25 i n t e r v a l i s shown i n purple. 

i . |] 
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1 MR. EZEANYIM: What i s the u n i t i z e d 

2 i n t e r v a l ? I thought Mr. Q u a i l s mentioned t h e u n i t i z e d --

3 what i s t h e u n i t i z e d i n t e r v a l ? 

4 THE WITNESS: The u n i t i z e d i n t e r v a l i s 

5 s l i g h t l y more th a n t h a t , because we wanted t o take i n t o 

6 c o n s i d e r a t i o n i f a w e l l was e x t r e m e l y h i g h o r low. I'm 

7 s a y i n g t h a t g e n e r a l l y t he p r o d u c t i o n i s between 4,500 and 

8 5,100. I t h i n k we asked f o r , what, 4,300 t o 5,500? 

9 MR. BRUCE: Mr. Examiner, i n the u n i t 

10 agreement i t ' s 4,370 t o 5,500 f e e t , as found i n t h e 

11 Munchkin Federal Number 9 W e l l . 

12 MR. EZEANYIM: That's what everybody 

13 agreed to? 

14 MR. BRUCE: Yes., 

15 MR. EZEANYIM: Bub 'you mentioned 4,500- to > 

16 5,100. 

17 THE WITNESS: G e n e r a l l y , t h a t ' s t h e 

18 g e n e r a l i n t e r v a l . That u n i t i z a t i o n i n t e r v a l was j u s t 

19 made w i t h a l i t t l e b i t of e x t r a boundaries i n case o f 

20 d i f f e r e n c e s i n t h e w e l l s we d r i l l e d . 

21 Q. (By Mr. Bruce) Mr. Shatzer, I t h i n k maybe you 

22 d i d mention i t , b u t you mentioned t h e Mike Sand and 

23 Munchkin Sandstone. 1 Those are i n t e r n a l names; c o r r e c t ? 

24 A. Yes. Those are i n t e r n a l names t h a t we've 

25 used. The Delaware sandstone group i s made up o f a 
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1 m u l t i p l e amount of sands, not a l l of which are 

2 productive, and these, are the sands tha t we focused on 

3 t h a t are o i l productive. So t h i s s t r u c t u r e map was made 

4 on the top of the Mike Sand i n purple on your 

5 cross-section, but you can see i t ' s a f a i r l y t i g h t 

6 s t r u c t u r e . The conto,ur i n t e r v a l i s 50 f e e t . We have a 

7 p r e t t y strong dip t o the east, f a i r l y strong also i n the 

8 south and west d i r e c t i o n s , so t h a t we have a loss of 

9 p o r o s i t y i n these producing sands as we go up dip, q u i t e 

10 a b i t of closure, also. But i t ' s a p r e t t y t i g h t o i l 

11 r e s e r v o i r t h a t i s trapping the o i l and, hence, also w i l l 

12 be a good, t i g h t feature t o sweep f o r water i n j e c t i o n i n 

13 secondary recovery. 

14 Q. The s t r u c t u r e i s one f a c t o r t h a t went I n t o the 

15 d e l i n e a t i o n of the u n i t boundaries, i s i t not? <~-F 

16 A. Yes. ; 

17 Q. Then, also, move on t o your E x h i b i t 12 and 

18 discuss how t h a t i n t e r p l a y s w i t h the s t r u c t u r e and the 

19 formation of the u n i t boundaries. 

20 A. Right. That's the E f f e c t i v e Pay Isopach map 

21 t h a t I drew, and, b a s i c a l l y , what t h a t i s not i n g i s t h a t 

22 i s the e f f e c t i v e pay greater than 18 percent p o r o s i t y on 

23 the logs i n these producing i n t e r v a l s t h a t are o i l 

24 t a r g e t s . I n the 18 percent, there can be some o i l 

25 productive at s l i g h t l y less than 18 percent, but 18 
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1 percent r e a l l y high-graded and showed where our o i l 

2 p r o d u c t i v i t y was, and so t h a t t a k i n g those p o i n t s -- and 

3 i t ' s a combination of the s t a t i s t i c a l f i g u r e of a l l t h r e e 

4 p o r o s i t y zones' net pay greater than 18 percent added 

5 together. 

6 So t h i s cumulative isopach then i s shown here 

7 i n Figure 12, and i t ' s a contour i n t e r v a l of 10 f e e t , and 

8 shows r e a l l y t h a t the best rock i s , f o r the most p a r t , 

9 highest on the s t r u c t u r e . We have some production out t o 

10 the northeast, at the Munchkin 1 s i t e , but most of the 

11 best rock and the best production comes from the 

12 northwest of 12, the northeast of Section 11, and, hence, 

13 corresponds f a i r l y w e l l w i t h the s t r u c t u r a l o u t l i n e , and, 

14 again, k i n d of helps us define what we -- the 560 ..acres , 

15 t h a t we put i n t o the waterflood! uMit and what we're'' •" 

16 applying f o r today. 

17 Q. Is the u n i t o u t l i n e j u s t i f i e d from a geologic 

18 standpoint? 

19 A. Yes. 

20 Q. Would you a n t i c i p a t e t h a t a l l t r a c t s i n the 

21 u n i t w i l l be productive from the Delaware? 

22 A. Yes. 

23 Q. And has the r e s e r v o i r been adequately defined 

24 by development? 

25 A. Yes. 
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1 Q. F i n a l l y , i s the Delaware r e s e r v o i r continuous 

2 across the u n i t area? 

3 A. Yes. These three sands -- at least some of 

4 these three sands are productive across the whole area. 

5 The uppermost sands are not as productive i n the 

6 northeast corner, l i k e around the Munchkin 1 where I have 

7 a small f i g u r e , t h a t j u s t comes from the thickness at the 

8 Munchkin Sand l e v e l . But the sum amount of these sands 

9 tha t we're applying f o r are productive over the e n t i r e 

10 i n t e r v a l . 

11 Q. Are there any f a u l t s connecting any fres h 

12 water zone w i t h the i n j e c t i o n zone? 

13 A. No. 

14 Q. F i n a l l y , you have E x h i b i t 14. Just b r i e f l y , 

15 what i s that? ! v. - i • • •• •. ~ 

16 A. That's a production map. I t j u s t shows the 

17 production t h a t ' s a l i t t l e b i t -- probably about two 

18 months out of date, but shows t h a t the best wells are 

19 gen e r a l l y the Munchkin 6, Munchkin 9, those types of 

20 wells t h a t have the best thicknesss and r e l a t i v e l y high 

21 on s t r u c t u r e . 

22 Q. Were E x h i b i t s 11 through 14 prepared by you or 

2 3 under your d i r e c t i o n ? 

2 4 A. Yes, they were. 

25 Q. I s the gra n t i n g of these a p p l i c a t i o n s i n the 
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1 i n t e r e s t o f c o n s e r v a t i o n and t h e p r e v e n t i o n o f waste? 

2 A. Yes. 

3 MR. BRUCE: Mr. Examiner, I move t h e 

4 admission o f E x h i b i t s 11 t h r o u g h 14. 

5 MR. EZEANYIM: E x h i b i t s 11 t h r o u g h 14 w i l l 

6 be a d m i t t e d . 

7 ( E x h i b i t s 11 t h r o u g h 14 were ad m i t t e d . ) 

8 MR. BRUCE: I have no more q u e s t i o n s o f 

9 the w i t n e s s . 

10 MR. BROOKS: No q u e s t i o n s . 

11 EXAMINATION 

12 BY MR. EZEANYIM: 

13 Q. L e t ' s s t a r t w i t h your l a s t e x h i b i t here, 14. 

14 A. Yes. 

15 Q. T h i s i s your i n j e c t i o n p e r m i t ; r i g h t ? T 

16 A. The inte n d e d i n j e c t i o n w e l l s are shown i n t h e 

17 p u r p l e t r i a n g l e s . 

18 Q. Are you going t o have the h i g h e s t p o s s i b l e 

19 i n j e c t i o n p e r m i t ? Maybe I can ask t h e engineer who 

20 designed i t . 

21 MR. BRUCE: I t would be the eng i n e e r . 

22 THE WITNESS: Yes. 

23 Q. (By Mr. Ezeanyim) On your c r o s s - s e c t i o n here, 

24 the Mike Sand, i t ' s not a g e o l o g i c name. I t ' s j u s t a 

25 name t h a t you use i n t e r n a l l y ? 
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1 A. Yes, j u s t an i n t e r n a l name. 

2 Q • And the Munchkin, too? 

3 A. Yes . 

4 Q. I don't see those i n the --

5 A. They're not i n the s t r a t i g r a p h i c s tate record. 

6 Q. Just f o r i d e n t i f i c a t i o n purposes; r i g h t ? 

7 A. Yes . 

8 Q. Where i s the most production from, which sand? 

9 A. I would say q u a n t i t a t i v e l y , probably the most 

10 production comes out of the Mike Sand I n t e r v a l . 

11 Q- And the net p o r o s i t y i s greater than 18 

12 percent? 

13 A. Yes . 

14 Q- And I believe these are the wells, i n that u n i t 

15 i n t e r v a l s ? ' 1 ' ~ -' 

16 A. Yes. 

17 Q. Are some of these going t o be converted i n t o 

18 i n j e c t i o n wells? 

19 A. I don't t h i n k any of wait a minute. We 

20 might -- are we doing the 13 as an i n j e c t i o n w e l l , maybe? 

21 We might. But r i g h t now these are producers, and I'm not 

22 sure what our plans would be. Right now we've j u s t shown 

23 the intended i n j e c t i o n w e l l s and the other conversions 

24 have yet to be seen. 

25 Q. So those i n j e c t i o n w e l l s would have t o be 
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1 d r i l l e d ? 

2 A. Yes. I b e l i e v e t h e r e ' s two co n v e r s i o n s we're 

3 g o i n g t o do, b u t every o t h e r i n j e c t o r a t t h i s t i m e would 

4 have t o be d r i l l e d . 

5 MR. EZEANYIM: Okay. Thank you v e r y much. 

6 GARY WOMACK 

7 Having been f i r s t d u l y sworn, 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. Please s t a t e your name f o r t h e r e c o r d . 

11 A. Gary Womack. 

12 Q. Where do you r e s i d e ? 

13 A. Midland, Texas. 

14 Q. Who do you work f o r and i n what c a p a c i t y ? 

15 A. Chi Energy, p e t r o l e u m "'engineer. •• •' r x 

16 Q. Have you p r e v i o u s l y t e s t i f i e d b e f o r e t h e 

17 D i v i s i o n ? 

18 A. Yes. 

19 Q. Were your c r e d e n t i a l s as an e x p e r t p e t r o l e u m 

2 0 engineer accepted as a m a t t e r o f record? 

21 A. Yes. 

22 Q. Are you f a m i l i a r w i t h t h e e n g i n e e r i n g m a t t e r s 

23 r e l a t e d t o these a p p l i c a t i o n s ? 

24 A. Yes. 

2 5 MR. BRUCE: Mr. Examiner, I t e n d e r t h e 
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1 witness as an expert petroleum engineer. 

2 MR. EZEANYIM: Mr. Womack i s so q u a l i f i e d . 

3 Q. (By Mr. Bruce) Would you please r e f e r t o your 

4 f i r s t e x h i b i t , E x h i b i t 15 and b r i e f l y discuss the 

5 production and the r e s e r v o i r that we're concerned w i t h 

6 today? 

7 A. This i s an overview of the Benson Delaware 

8 f i e l d . The f i r s t production was i n February of 2001. 

9 Just production numbers summarized here, o r i g i n a l o i l i n 

10 place c a l c u l a t e d at 31 m i l l i o n b a r r e l s . Cumulative 

11 production as of June 2009 as roughly 1.3 m i l l i o n 

12 b a r r e l s , 941 m i l l i o n cubic f e e t , and roughly 1,800 

13 m i l l i o n b a r r e l s of water. 

14 Q. How many ac t i v e producers are there at t h i s 

15 point? : 

16 A. Eight. 

17 MR. EZEANYIM: Eight producing 515? 

18 THE WITNESS: Excuse me? 

19 MR. EZEANYIM: Eight producers producing 

20 a l l together 515 a day? 

21 THE WITNESS: Yes. 

2 2 Q. (By Mr. Bruce) Let's move to E x h i b i t 16, and 

23 b r i e f l y describe the production from the pool. 

24 A. Which e x h i b i t ? 

25 Q. 16. 
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1 A. Okay. This i s a decline curve. I t shows the 

2 production w i t h j u s t a decline drawn on there, which 

3 r e s u l t s i n a projected u l t i m a t e recovery, primary 

4 recovery, f o r the o i l and gas. 

5 Q. And the estimated u l t i m a t e i s shown on E x h i b i t 

6 15; i s i t not? 

7 A. Yes. 

8 Q. What i s E x h i b i t 17? 

9 A. E x h i b i t 17 i s a summary of the production from 

10 the f i e l d . 

11 Q- This i s j u s t from an independent --

12 A. I t ' s p u b l i c data. 

13 Q - Public data? 

14 A .„;.s:|a> Yes, as reported to ,1j:he. NM OCD. .-. ;. , j. 

15 Q. Was the secondary recovery p r o j e c t proposed as 

16 method of extending the l i f e of the reservoir? 

17 A. Yes . 

18 Q- Now, pool production i s s t i l l f a i r l y 

19 s u b s t a n t i a l . These are not s t r i p p e r wells? 

20 A. No. 

21 Q. I suppose i t ' s more i n the nature of a 

22 pressure maintenance p r o j e c t or something l i k e that? 

23 A. Yes . 

24 Q. What i s the d r i v e mechanism of the pool? 

25 A. Solu t i o n gas. 
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And I t h i n k , Mr. Womack, you kept E x h i b i t 14 

2 i n f r o n t of you --

3 A. Yes. 

4 Q. -- Mr. Shatzer's e x h i b i t ? 

5 A. Yes. Okay. 

6 Q • And I t h i n k , more or less, the same t h i n g i s 

7 shown on E x h i b i t 18. Could you discuss the i n j e c t i o n 

8 pattern? 

• 
9 A. I t ' s a modified f i v e - s p o t , b a s i c a l l y , t o take 

10 advantage of the pinch-out t o the northwest. 

11 Q. And how many i n i t i a l i n j e c t o r s w i l l there be? 

12 A. Nine i n i t i a l i n j e c t o r s . 

13 Q- Now, a l l of the i n j e c t o r s are going t o be new 

14 w e l l s , i n i t i a l l y ? ( . , «•. . ..-, .: .. . . 

15 A. Yes. i ••• ' •' •• •-• 

16 Q • Do you intend t o produce them f o r a while 

17 before you convert them t o i n j e c t i o n ? 

18 A. Yes. 

19 Q. So u l t i m a t e l y , do you t h i n k there w i l l be nine 

20 i n j ectors o v e r a l l ? 

21 A. Yes . 

22 Q. And Mr. Shatzer was asked t h i s question. I s 

23 there a chance t h a t any of the producers could be 

24 converted t o i n j e c t i o n i n the future? 

25 A. Possibly. 
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I t j u s t depends on the production? 

2 A. Yes . 

3 Q. How many a d d i t i o n a l b a r r e l s of o i l do you 

4 a n t i c i p a t e recovering as a r e s u l t of the waterflood 

5 project? 

6 A. Secondary reserves are estimated at 4.62 

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

8 Q. And was a study conducted t o ca l c u l a t e 

9 reserves t o be recovered by t h i s i s secondary project? 

10 A. Yes . 

11 Q. Is the report summary submitted as E x h i b i t 19? 

12 A. Yes. 

13 Q. Does t h i s report summary also contain 

14 economics f o r the project? , •. ... ,, ,, . k. 

15 A. Yes. ••<'• •• 

16 Q- What type of secondary recovery are you 

17 p r o j e c t i n g f o r the project? 

18 A. The t o t a l number of barrels? 

19 Q - Or the r a t i o of the secondary --

20 A. 1.3 t o 1. 

21 Q. What i s estimated l i f e of the project? 

22 A. I t ' s over 35 years. 

23 Q. What a d d i t i o n a l f a c i l i t i e s w i l l be necessary 

24 f o r the p r o j e c t besides the nine i n j e c t i o n wells? 

25 A. There w i l l be an i n j e c t i o n f a c i l i t y gathering 
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p o i n t established, which w i l l include tanks and pumps and 

2 f i l t r a t i o n system. 

3 Q. What i s the t o t a l p r o j e c t cost? 

4 A. Total p r o j e c t i s 11.5 m i l l i o n . 

5 Q. W i l l the p r o j e c t be economic? 

6 A. Yes . 

7 Q- What i s E x h i b i t 20? Does t h a t show proposed 

8 f u t u r e production? 

9 A. Yes. This i s a curve t h a t shows the increase 

10 i n o i l production as a r e s u l t of the water i n j e c t i o n . 

11 Q. Is the p o r t i o n of the pool being u n i t i z e d 

12 s u i t a b l e f o r secondary recovery? 

13 A. Yes. 

14 Q. Is the p r o j e c t area i n such a st a t e t h a t ; i t ' s 

15 prudent t o apply an enhanced recovery-program'at-this -

16 time? 

17 A. Yes, i t i s . 

18 Q. Is the p r o j e c t economically and t e c h n i c a l l y 

19 feasible? 

20 A. Yes. 

21 Q- W i l l the value of the o i l and gas recovered by 

22 u n i t operations exceed the u n i t costs, plus a reasonable 

23 p r o f i t ? 

24 A. Yes. 

25 Q • W i l l secondary recovery operations r e s u l t i n 
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1 the recovery of s u b s t a n t i a l l y more hydrocarbons from the 

2 pool t h a t would otherwise be recovered? 

3 A. Yes. 

4 Q. W i l l u n i t i z a t i o n and secondary recovery 

5 b e n e f i t the working i n t e r e s t and r o y a l t y owners i n the 

6 unit? 

7 A. Yes. 

8 Q. I s u n i t i z e d management and operation of the 

9 Delaware r e s e r v o i r reasonably necessary t o carry on 

10 waterflood operations? 

11 A. Yes. 

12 Q. Because of the estimated a d d i t i o n a l 

13 production, do the wells i n the proposed u n i t , depending 

14 on pri c e s , q u a l i f y f o r the Recovered O i l Tax Rate.?.. r= : . \ 

15 A. Yes. « • - . 

16 Q. Now, i n the u n i t area, what i s the t r a c t 

17 a l l o c a t i o n ? I f you look at the u n i t agreement, i s i t 

18 simply on an acreage basis? 

19 A. Yes. 

20 Q. I n your opinion, i s t h i s formula -- does t h i s 

21 formula a l l o c a t e produced and saved hydrocarbons t o each 

22 t r a c t on a f a i r , reasonable and equitable basis? 

23 A. Yes. 

24 Q. As Mr. Quails t e s t i f i e d , v i r t u a l l y a l l of the 

25 i n t e r e s t owners have agreed to t h i s t r a c t a l l o c a t i o n , 
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1 have they not? 

2 A. Yes. 

3 Q. Throughout the u n i t , working r o y a l t y and 

4 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 are f a i r l y common, are they 

5 not? 

6 A. Yes. 

7 Q. So i n your opinion, t h i s p a r t i c i p a t i o n 

8 formula, although unusual i n a secondary recovery 

9 operation, i s f a i r i n t h i s instance? 

10 A. Yes. f j 

11 Q. Are there any aaa-1-og.fsTs, Delaware, on 

12 secondary recovery projects? 

13 A. Yes. 

14 Q. Where might they be?, . , .• 

15 A. There's a c t u a l l y three t h a t we i d e n t i f i e d . 

16 The Parkway-Delaware, the Shugart-Delaware and the 

17 Avalon-Delaware. 

18 Q. And have those been successful secondary 

19 recovery projects? 

2 0 A. Yes. 

21 Q. Are they a l l -- t h i s i s a Brushy Canyon; 

22 correct? 

23 A. Yes. 

24 Q. I believe the Avalon i s more of a Cherry 

2 5 Canyon? 
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1 A. Yes. 

2 Q. Are the others Brushy Canyon? 

3 A. Yes, and analogous t o t h i s f i e l d . A c t u a l l y , 

4 t h i s s i t s i n between the two fl o o d s . 

5 Q. Oh, i t does? Okay. Have they had s i m i l a r 

6 secondary recovery, primary recovery r a t i o s , t h a t you're 

7 t a l k i n g about here? 

8 A. Yes. 

9 Q. F i n a l l y , l e t ' s go t o the C-108, the i n j e c t i o n 

10 a p p l i c a t i o n . There's a l o t of data i n here, and I don't 

11 know t h a t we need t o go over every b i t of i t , Mr. Womack, 

12 but g e n e r a l l y how w i l l the i n j e c t i o n wells be completed? 

13 A. I n j e c t i o n w e l l s w i l l be completed i n the 

14 c o r r e l a t i v e i n t e r v a l s t h a t the producer's s t i m u l a t i o n 

15 would consist of- a small ac i d j©b 'and vsmall sand fractu-re" :-

16 treatment. 

17 Q. And w i l l a l l of the i n j e c t i o n wells be d r i l l e d 

18 and completed i n such a fashion as t o prevent any 

19 movement of f l u i d between zones? 

20 A. Yes. 

21 Q. How many wells are i n the area of review? 

22 A. Total wells? I don't know i f you mean a 

23 h a l f - m i l e radius or --

24 Q. Yeah, the h a l f - m i l e radius. 

25 A. I'm not sure how many are i n t h a t . 
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Q. Are any o f those w e l l s P&A'd? 

2 A. Yes. 

3 Q. And i s t h e p l u g g i n g and abandonment data on 

4 those w e l l s i n the area o f review c o n t a i n e d i n E x h i b i t 

5 21? 

6 A. Yes, i t i s . 

7 

8 

Q. And have those w e l l s been p r o p e r l y plugged and 

abandoned so as t o p r e v e n t any movement o f f l u i d s ? 

9 A. Yes. 

10 Q. Does E x h i b i t 21 not o n l y c o n t a i n data on t h e 

11 w e l l s i n t h e area of re v i e w , b u t does i t a l s o c o n t a i n 

12 t h e i r data on when t h e y were d r i l l e d and w e l l 

13 c o n s t r u c t i o n ? 

14 A. Yes. , - ^ 

15 Q. What about t h e i n j e c t i o n o p e r a t i o n s ? vwhat 

16 t y p e o f i n j e c t i o n r a t e s are you l o o k i n g at? 

17 A. I n j e c t i o n r a t e s are e s t i m a t e d t o be 2 t o 400 

18 b a r r e l s per day, per w e l l . 

19 Q. And what w i l l be t h e i n i t i a l i n j e c t i o n 

20 pressure? 

21 A. I n i t i a l i n j e c t i o n p r e s s u r e w i l l be based on 

22 t h e .2 p s i per f o o t r u l e . 

23 Q. And i f h i g h e r i n j e c t i o n p r e s s u r e s are needed, 

24 w i l l Chi conduct s t e p - r a t e t e s t s i n accordance w i t h 

25 D i v i s i o n r u l e s ? 
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1 A. Yes. 

2 Q. Are there any sources of fr e s h water i n t h i s 

3 area? 

4 A. Yes. 

5 Q. And i n looking at t h i s data, none of them are 

6 w i t h i n a mile of the i n j e c t o r s , are they? 

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

8 Q. What i s the source of the i n j e c t i o n water? 

9 A. Capitan Reef. 

10 Q. And i t ' s not produced water? 

11 A. I t ' s produced water from the Capitan Reef. 

12 Q. Does the C-108 contain data on the 

13 c o m p a t i b i l i t y of the i n j e c t i o n water w i t h the formation 

14 water? . . . 

15 A. Yes. I . L. \ • . 

16 Q. Are there any c o m p a t i b i l i t y problems? 

17 A. No. 

18 MR. BRUCE: Mr. Examiner, when you look 

19 through t h i s , the way i t was the C-108, i t was 

20 prepared f o r each proposed i n j e c t i o n w e l l . You can see a 

21 l i s t i n g of the wells i n the area of review, so a f t e r each 

22 proposed i n j e c t i o n w e l l , you w i l l see a l i s t i n g of 4, 5, 

23 6, 7 w e l l s , some of which overlap. So when you're 

24 looking through t h a t , y o u ' l l see m u l t i p l e charts 

25 regarding the wells i n the area of review. 
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1 Q. (By Mr. Bruce) I n your o p i n i o n , i s t h e 

2 g r a n t i 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 o f 

3 c o n s e r v a t i o n and t h e p r e v e n t i o n o f waste? 

4 A. Yes. 

5 Q. And were E x h i b i t s 15 t h r o u g h 21 e i t h e r 

6 pr e p a r e d by you or under your s u p e r v i s i o n o r compiled 

7 from company business records? 

8 A. Yes. 

9 MR. BRUCE: Mr. Examiner, I move t h e 

10 admission o f Chi 1s E x h i b i t s 15 t h r o u g h 2 1 . 

11 MR. EZEANYIM: E x h i b i t s 15 t h r o u g h 21 w i l l 

12 be a d m i t t e d . 

13 ( E x h i b i t s 15 t h r o u g h 21 were a d m i t t e d . ) 

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

15 t h e w i t n e s s . i ••• 

16 MR. EZEANYIM: Any qu e s t i o n s ? 

17 EXAMINATION 

18 BY MR. BROOKS: 

19 Q. Would you c h a r a c t e r i z e t h e p r o d u c t i o n o f t h e 

20 e x i s t i n g w e l l s as b e i n g i n an advanced stage o f 

21 d e p l e t i o n ? I t doesn't l o o k l i k e i t t o me. 

22 A. The curve i s somewhat m i s l e a d i n g j u s t l o o k i n g 

23 a t i t , because, o f course, a l l t he w e l l s have been 

24 d r i l l e d over a p e r i o d o f e i g h t y e a r s , so you can see 

2 5 w e l l s b e i n g added. 
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1 Q. I t looks l i k e i t ' s down very l i t t l e from the 

2 peak production, though, that you had back i n '07. 

3 A. A c t u a l l y , we were producing r i g h t at about a 

4 thousand b a r r e l s a day i n '07, and now we're at 515 

5 b a r r e l s a day. 

6 Q. You said the source of the fre s h water -- the 

7 source of the i n j e c t i o n water i s from the Capitan Reef. 

8 What i s the q u a l i t y of th a t water? 

9 A. I t ' s brownish water. 

10 Q. Do you have analysis reports on i t i n here? 

11 A. Well, you know, the ac t u a l water w i l l come 

12 from a source t h a t we haven't, you know, i d e n t i f i e d 

13 exactly, other than i t would be from the Capitan Reef, 

14 produced water. 

15 Q. You don't know who you w i l l be purchasing'it ' 

16 from? 

17 A. Not at t h i s p o i n t . 

18 MR. BROOKS: That's a l l . 

19 EXAMINATION 

2 0 BY MR. EZEANYIM: 

21 Q. Let's stay w i t h the water, the source of 

22 water, because I have questions on t h a t . Are you going 

23 t o be purchasing t h a t Capitan Reef water from somewhere? 

24 Are you going t o d r i l l wells t o get the water? How are 

25 you going to get the Capitan Reef waters? 
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By p i p e l i n e . 

2 Q. You are going t o be purchasing i t from 

3 someone? 

4 A. I t w i l l be a purchase, r i g h t . 

5 Q • You haven't done any water analysis on t h a t , 

6 the type of water you are going t o purchase? 

7 A. Not at t h i s p o i n t . 

8 Q. Did you do any water analysis on native water 

9 you're going t o be i n j e c t i n g into? 

10 A. Yes. We have water analyses on our produced 

11 water from the Delaware zone. 

12 Q. You need t o have a water analysis f o r the 

13 water you' re going t o be i n j e c t i n g because you need t o 

14 compare. 

15 A. Absolutely. i • • ~> ;.••••< i • 

16 Q. So i t ' s one t h i n g t h a t I would make sure t h a t 

17 you - -

18 MR. BRUCE: We w i l l provide t h a t . 

19 MR. EZEANYIM: Yeah. Water analysis f o r 

20 the Capitan Reef. 

21 THE WITNESS: Um-hum. 

22 Q. (By Mr. Ezeanyim) Okay. Currently, how many 

23 wells would be i n j e c t o r s ? How many wells? 

24 A. We're proposing nine w e l l s , as in d i c a t e d on 

25 t h i s e x h i b i t . 
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1 Q. Nine wells? Then you have the area -- you 

2 have the schematics here, how you are going t o con s t r u c t 

3 those wells? 

4 A. Yes. They are l i s t e d i n the C-108. 

5 Q. And the way you're going t o construct them? 

6 A. The casing programs, the wellbore diagrams. 

7 Q. For a l l the i n j e c t o r s ? 

8 A. Correct. 

9 Q. For those nine i n j e c t o r s , you have t o generate 

10 area review w e l l s , how many do you have t o t a l of area 

11 review w e l l s f o r the nine i n j e c t o r s ; do you know that? 

12 A. I don't know i f I understand your question. 

13 Q. How many wells are w i t h i n the area of review? 

14 The area of review being h a l f a mile from each of those. , 

15 nine w e l l s . i i -> . 

16 A. How many wells are i n t h i s i n t e r v a l ? 

17 Q - No. I n the area of review. 

18 A. I don't know how many t o t a l w e l l s . j 

19 Q- You should know. That's one of the things you 

20 have to know. You have t o know how many wells -- f o r 

21 each of those i n j e c t o r s , you have t o draw h a l f a mile, 1 

22 and then see how many wells are w i t h i n that --

23 A. Yes. 

24 Q. Some of them may repeat -- l i k e your counsel 

25 said, you know, you draw another h a l f a mile f o r Well j 
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1 Number 1, I n j e c t o r Number 2, up t o nine, and then l i s t 

2 a l l the area of review, what t h e i r status i s , whether 

3 they are producing or plugged and abandoned or 

4 temporarily abandoned. We need t o review a l l those 

5 we l l s . 

6 A. They have been reviewed. They are l i s t e d i n 

7 the C-108. I didn't understand your question. 

8 Q. So a l l of them are here f o r a l l the nine 

9 we11s ? 

10 A. Yes. 

11 Q. Are a l l the plugged and abandoned wells given 

12 to us? Are there plugged and abandoned wells? 

13 A. There are two plugged and abandoned w e l l s . 

14 Q- And there are sketches i n here? 

15 A. Yes. . ' ! " ' . ' 

16 Q- Okay. Good. Then the other w e l l s , they are 

17 e i t h e r producing or - -

18 A. They're producing w e l l s . 

19 Q. Some of them i n the area are producing? 

20 A. I n the area of review, yes. 

21 Q. As f a r as you know, only two wells are plugged 

22 and abandoned i n the area of review of the nine wells? 

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

24 Q. So a l l the in f o r m a t i o n i s here; r i g h t ? 

25 A. Yes . 
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So l e t me see i f I can see t h i s . Okay. "Well 

2 type, a c t i v e o i l w e l l , " okay. This t a b l e t form i s 

3 r e l a t e d t o one i n j e c t o r ; r i g h t ? 

4 A. Yes. That area of review f o r tha t i n j e c t o r . 

5 Q- Okay. Good. As you said before, there i s a 

6 water analysis f o r the Delaware formation; r i g h t ? 

7 

8 

A. 

here. 

Yes. We w i l l submit t h a t . I don't see i t 

9 Q. Okay. Then I w i l l w r i t e i t as something you 

10 need t o submit. You're going t o submit the water 

11 a n a l y s i s f o r the Capitan Reef and also f o r the --

12 A. For the Delaware produced water. 

13 Q. Yes, two items. 

14 A. Okay. 

15 Q • None of these wells are. involved i n the 

16 compliance issues we t a l k e d about previously? None of 

17 these wells here? None of the we l l s i n t h i s waterflood? 

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

19 Q. Okay. I want t o make sure t h a t ' s c o r r e c t . 

20 You said i t 1 s a s o l u t i o n gas drive? 

21 A. Yes . 

22 Q. Does i t have a gas cap? 

23 A. No. 

24 Q. Don't have a gas cap? 

25 A. No. 
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1 Q. I s i t producing below the bubble point? 

2 A. Yes, i t i s below the bubble p o i n t . 

3 Q. Do you know what the bubble p o i n t is? 

4 A. No. I don't have i t l i s t e d here. I can 

5 provide t h a t t o you. 

6 Q. Do you know what the current r e s e r v o i r 

7 pressure is? 

8 A. Current r e s e r v o i r pressure i s roughly 1,800 

9 pounds. 

10 Q. Right now? 

11 A. Yes. I don't have any pressure surveys at 

12 t h i s p o i n t . I could supply one i f that's required. 

13 Q. I'm going t o have t o ask you, what i s your 

14 t r a c t a l l o c a t i o n formula? We need t o have -.- what i s i t ? 

! 15 Is i t contained i n your u n i t operating agreement? 

16 A. I t ' s j u s t based on the cumulative production 

17 here as l i s t e d on the pr e v i o u s l y submitted --

18 MR. BRUCE: I t ' s a c t u a l l y j u s t based on 

19 acreage. 

20 Q. So you a l l o c a t e j u s t based on acreage? 

21 A. Yeah. Due t o the uniform ownership. 

22 Q. And 100 percent of the working i n t e r e s t have 

23 agreed t o th a t formula? 

24 A. Yes. 

25 MR. BRUCE: Yes, s i r . Within a week or 
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1 two, i t w i l l be 100 per c e n t o f t h e r o y a l t y i n t e r e s t s , 

2 a l s o . 

3 MR. EZEANYIM: Okay. 

4 Q. (By Mr. Ezeanyim) You mentioned t h e r e a re 

5 t h r e e o t h e r p r o j e c t s , t h e Parkway-Delaware, t he Avalon 

6 and t h e Shugart p r o j e c t s ? 

7 A. Yes. 

8 Q. Do you have any idea o f t h e o r d e r number t h a t 

9 e s t a b l i s h e d those p r o j e c t s ? 

10 A. The c u r r e n t s t a t u s o f them? 

11 Q. No, not t h e s t a t u s . Do you have any 

12 i n f o r m a t i o n on t h e r e l i k e t h e o r d e r numbers t h a t 

13 e s t a b l i s h e d those p r o j e c t s ? 

14 MR. BRUCE: I c o u l d g e t t h a t f o r you. . 

15 A. It's also discussed in the first exhibit,.^ '< i < 

16 E x h i b i t 19. I f you go back t o --

17 Q. So I can f i n d i t and w r i t e t h e numbers down. 

18 A. R i g h t . I t ' s page 4. 

19 Q. Page 4? 

20 A. Page 4 of E x h i b i t 19. 

21 MR. BRUCE: I can g e t t h a t f o r you, Mr. 

2 2 Examiner. The Avalon-Delaware was t h e s u b j e c t o f a 

2 3 Supreme Court appeal. 

24 MR. EZEANYIM: I see East Shugart. Okay. 

25 So i f you can g i v e me t h a t , l e t me take a l o o k a t t h a t 
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1 waterflood. 

2 Q. (By Mr. Ezeanyim) How many miles away are 

3 they apart? 

4 A. Five miles. 

5 Q. But they're a l l i n the Delaware? 

6 A. Yes. Also, on page 5 of tha t same e x h i b i t , 

7 the water source i s also discussed there. I r e a l i z e you 

8 do need a sample, but. t h a t source of the water i s 

9 discussed. 

10 Q. The whole system i s a closed system? 

11 A. Yes. 

12 Q. Let's go back t o the f i r s t e x h i b i t . You asked 

13 about whether the p r o j e c t i s going t o be p r o f i t a b l e , and 

14 you said. That doesn't help me u n t i l I see the numbers. 

15 Well, I see how much i t ' s goingltib- cost you, but- Thnie&di'-*' i 

16 t o know what you p r o j e c t t o be your b e n e f i t . Your 

17 counsel said, " I s i t going t o be p r o f i t a b l e , " and you 

18 said yes. How do I know i t ' s yes? Let's go back t o t h a t 

19 E x h i b i t 19. 

20 A. Yeah, page 5 of E x h i b i t 19. 

21 Q. Go back t o t h a t t a b l e , Table 5. Maybe tha t 

22 might help us. What do you c a l l i t , Benson F a c i l i t y 

23 c a p i t a l ? 

24 A. Yes, Benson F a c i l i t y c a p i t a l . This i s f o r - -

25 the a c tua l f a c i l i t y costs are l i s t e d , and t h a t t o t a l 
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number comes t o $1,578 m i l l i o n , and t h e n t he 11 w e l l s a t 

$900,000 each. 

Q. 900,000? 

A. Yes. The grand t o t a l i s 11.478 m i l l i o n . 

Q. That's what i t ' s g o i n g t o c o s t you; r i g h t ? 

A. That's the e s t i m a t e d c o s t . 

Q. What i s the e s t i m a t e d revenue? 

A. Es t i m a t e d revenue i s on page 5, the second s e t 

of economics. The pr e s e n t w o r t h a t 10 p e r c e n t , e s t i m a t e d 

a t $56.2 m i l l i o n . 

Q. Okay. Are you u s i n g a r a t e o f r e t u r n 40 

percent? 

A. 

Q. 

A. 

Q. 

Rate o f r e t u r n , 40 p e r c e n t . 

I s t h a t t y p i c a l ? i ̂ . . . L 

Yes. M s • i. \ .. 

You were asked b e f o r e , these w e l l s are s t i l l 

p r o d u c i n g v e r y w e l l . Each of them average --

A. Average o f about 50 -- over 50 b a r r e l s a day. 

Q. And why are you i n a haste t o s t a r t t h e 

w a t e r f l o o d o p e r a t i o n ? 

A. We f e e l i t ' s prudent j u s t by r e s e r v o i r 

e n g i n e e r i n g standards t o implement t h e water i n j e c t i o n 

b e f o r e the f i e l d reaches the bubble p o i n t p r e s s u r e . You 

can see from t he p r o d u c t i o n curve t h a t i t hasn't. The 

GOR i s s t i l l r e l a t i v e l y s t a b l e . 
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1 Q. Even though I approve of what you say, the 

2 rul e s say you have to be advanced stage of depletion. 

3 You can study a waterflood and t h a t would give you more 

4 o i l , and maybe you - - so I don't disagree w i t h your 

5 p r o p o s i t i o n here, because i t doesn't matter whether 

6 they're i n an advanced stage. But they t h i n k once i t ' s 

7 i n advanced stage, then you can implement i t . But you 

8 might implement i t before i t goes i n t o advanced stage and 

9 recover more o i l than you would have, but tha t ' s not 

10 going t o be something t h a t ' s going t o count against 

11 somebody anyway. 

12 So a l l these c a l c u l a t i o n s are done by m a t e r i a l 

13 balance? 

14 A. I t was done w i t h two d i f f e r e n t methods. .The 

15 ac t u a l numbers t h a t are l i s t e d thlere are 1 done' by-decline 

16 curve a n a l y s i s . 

17 Q. Did you do anything by mater i a l balance? 

18 A. Yes. I t was a l i t t l e d i f f i c u l t t o use 

19 m a t e r i a l balance here because there i s not one sand t h a t 

2 0 we're d e a l i n g w i t h here. We're dealing w i t h three 

21 d i f f e r e n t sands and the thickness varies q u i t e a b i t i n 

22 each i n d i v i d u a l w e l l . So decline curve analysis was we 

23 f e l t l i k e the most accurate way t o determine the 

24 reserves. 

2 5 Q. Okay. Because you have the Mike Sand and 
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and - -

2 A. Right. 

3 Q. Okay. Let me see i f I have more questions. I 

4 requested t h a t you submit about three t h i n g s . 

5 MR. BRUCE: Mr. Examiner, I've l i s t e d a 

6 couple of thing s , the water analyses from the Capitan 

7 Reef and the Delaware, number one. The bubble point 

8 pressure, and then the order numbers f o r the other 

9 Delaware waterfloods. 

10 MR. EZEANYIM: Yeah. Okay. 

11 Q. (By Mr. Ezeanyim) Do you have any idea the \ 

12 depth of the f r e s h water i n t h i s area? 

13 A. No. 

14 Q. Are there d r i n k i n g water sources i n t h i s area? / 

15 A. • Not in this area. I'm not aware- of aity>t i'> • 1 

16 drinkable water. ^ ^ ^ ^ 

17 MR. EZEANYIM: Okay. I f I can get more 

18 a d d i t i o n a l data, maybe w e ' l l s t a r t l o o k i n g at them and we 

19 might f i n d something else we might ask you to give us. 

20 But your request i s t o continue t h i s case 

21 u n t i l December 17th, f o r you t o do what? 

22 MR. BRUCE: Besides g e t t i n g you the data, 

23 and we'11 get you that before the hearing, i s to report 

24 on the compliance issues. 

25 MR. EZEANYIM: Okay. I t h i n k that's good. 
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1 Anymore q u e s t i o n s ? 

2 MR. BROOKS: No more q u e s t i o n s . 

3 MR. EZEANYIM: Okay. That's good. At 

4 t h i s p o i n t we're g o i n g t o c o n t i n u e these two cases, Case 

5 Number 14353 and 14354 t o December 17. Thank you. 

g * * * 

9 

10 

11 

12 

13 

14 

1 5 i i 

16 

1 7 | hereby certify that th* forgoing t$ 
1 8 ca com^.c .-ccrr * of ihe proceedings 

the Exa r •» h ^ l n p of C 8 S ^ ° ' [ ^ 

19 

20 

2 1 

22 

23 

24 

25 

PAUL BACA PROFESSIONAL COURT REPORTERS 
3f065f85-fb36-4832-a0d7-9db4616a83a1 



Page 88 

1 REPORTER'S CERTIFICATE 

2 

3 

4 I , JACQUELINE R. LUJAN, New Mexico CCR #91, DO 

5 HEREBY CERTIFY t h a t on November 12, 2009, proceedings i n 

6 the above captioned case were taken before me and th a t I 

7 d i d report i n stenographic shorthand the proceedings set 

8 f o r t h herein, and the foregoing pages are a true and 

9 cor r e c t t r a n s c r i p t i o n t o the best of my a b i l i t y . 

10 I FURTHER CERTIFY tha t I am n e i t h e r employed by 

11 nor r e l a t e d t o nor contracted w i t h any of the p a r t i e s or 

12 attorneys i n t h i s case and tha t I have no i n t e r e s t 

13 whatsoever i n the f i n a l d i s p o s i t i o n of t h i s case i n any 

14 court. 

15 WITNESS MY HAND t h i s 24ith day of November, -;. ; : 

16 2 0 0 9 . 

17 

18 

19 

20 a J a c q u e l i n e I R . L u j a n , 
2 1 E x p i r e s : M . 2 / 3 1 / 2 0 0 9 

22 

23 

24 

25 

PAUL BACA PROFESSIONAL COURT REPORTERS 
3fO65f85-fb36-4832-a0d7-9db4616a83a1 


