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EXAMINER STOGNER: Hearing w i l l come t o order. 

C a l l Case Number 11,088, which i s t h e A p p l i c a t i o n 

of Marathon O i l Company f o r an unorthodox gas w e l l l o c a t i o n 

i n Eddy County, New Mexico. 

At t h i s I ' l l c a l l f o r appearances. 

MR. KELLAHIN: Mr. Examiner, I'm Tom K e l l a h i n of 

the Santa Fe law f i r m of K e l l a h i n and K e l l a h i n , appearing 

on behalf of the Ap p l i c a n t , and I have two witnesses t o be 

sworn. 

EXAMINER STOGNER: Are th e r e any other 

appearances i n t h i s matter? 

W i l l the witnesses please stand t o be sworn? 

(Thereupon, the witnesses were sworn.) 

EXAMINER STOGNER: Mr. Kel l a h i n ? 

MR. KELLAHIN: Mr. Examiner, our f i r s t witness i s 

a geologic expert from marathon. His name i s Curt M i l l e r . 

Mr. Examiner, we're d e a l i n g w i t h the I n d i a n 

Basin- Upper Penn gas pool. I t ' s a p r o r a t e d gas p o o l , on 

640 gas spacing. 

This case i s t o approve a replacement w e l l f o r 

the o r i g i n a l w e l l on the s e c t i o n , which i s now 

s u b s t a n t i a l l y depleted. The new w e l l w i l l be a t an 

up s t r u c t u r e unorthodox l o c a t i o n . 

I t has been the custom and p r a c t i c e i n t h e l a s t 

few years i n t h i s r e s e r v o i r t h a t when t h e r e were 
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nonstandard l o c a t i o n cases, the o f f s e t t i n g operators would 

discuss w i t h each other an appropriate p e n a l t y . 

There has been such a discussion i n t h i s case, 

and w h i l e i t i s my opinion t h a t t h i s w e l l would not deserve 

a p e n a l t y , we have acguiesced i n t o the p r a c t i c e of the 

operators i n the pool t o accept a pen a l t y on t h i s well.We 

have ne g o t i a t e d t h a t penalty w i t h the o f f s e t operator, 

Apache. 

I t i s a two-part formula which we w i l l discuss, 

but i t 1 s got an acreage encroachment and a p r o d u c t i v e 

acreage component. And t h a t w i l l be our p r e s e n t a t i o n . 

We have a geologic witness t o show you the 

necess i t y of the l o c a t i o n and an engineering witness t o 

t a l k about the need f o r a replacement w e l l and t o go 

through the penalty. 

EXAMINER STOGNER: Thank you, Mr. K e l l a h i n . 

As i n several of these instances where a pen a l t y 

has been assessed v o l u n t a r i l y — I t h i n k we have i n many 

cases taken s e v e r a l , but I appreciate your going i n t o 

d e t a i l , l e t t i n g me know how you a r r i v e a t t h a t p e n a l t y , not 

— because i t i s v o l u n t a r y , not t h a t i t w i l l a f f e c t i t , but 

as f a r as my own i n f o r m a t i o n — 

MR. KELLAHIN: Yes, s i r . 

EXAMINER STOGNER: — i n how a pe n a l t y i s 

assessed. 
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MR. KELLAHIN: Our engineering witness has 

studied those matters, and he w i l l present th a t t o you. 

CURT MILLER. 

the witness herein, a f t e r having been f i r s t duly sworn upon 

his oath, was examined and t e s t i f i e d as follows: 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. M i l l e r , f o r the record, s i r , would you please 

state your name? 

A. Curt M i l l e r . 

Q. And where do you reside? 

A. Midland, Texas. 

Q. And what i s your occupation? 

A. I'm a geologist f o r Marathon O i l Company. 

Q. On past occasions, Mr. M i l l e r , have you t e s t i f i e d 

before the agency as a petroleum geologist? 

A. Yes, I have. 

Q. I n f a c t , you t e s t i f i e d i n one of the wells w i t h i n 

t h i s p a r t i c u l a r section that's involved i n t h i s case, i s i t 

not? 

A. That i s true. 

Q. You provided the geologic testimony f o r the 

o r i g i n a l w e l l i n t h i s section? 

A. Yes. That's the Indian Basin "C" Number 1. 

Q. And i n Section 26. That was intended o r i g i n a l l y 
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t o be a h o r i z o n t a l w e l l , was i t not? 

A. Yes, i t was o r i g i n a l l y . The l a s t time we were 

here, we were proposing d r i l l i n g a s h o r t - r a d i u s h o r i z o n t a l 

out of t h a t wellbore. 

Q. And you subseguently e l e c t e d t o not d r i l l i t 

h o r i z o n t a l l y , a f t e r i t was being d r i l l e d , I believe? 

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

Q. A l l r i g h t , as p a r t of your geologic study, have 

you made a c o n t i n u i n g study of the f a c t s and circumstances 

about how best t o recover the gas t h a t u n d e r l i e s Section 

26? 

A. Yes, I have. And we b e l i e v e another w e l l l o c a t e d 

u p s t r u c t u r e w i t h i n our s e c t i o n would help t o recover the 

reserves on our s e c t i o n . 

Q. Are the conclusions you're about t o express — 

those conclusions, are they personal t o you? Does t h i s 

represent your personal work? 

A. Yes, i t does. 

MR. KELLAHIN: We tender Mr. M i l l e r as an expert 

g e o l o g i s t . 

EXAMINER STOGNER: Mr. M i l l e r i s so g u a l i f i e d . 

Q. (By Mr. K e l l a h i n ) To o r i e n t t he Examiner, Mr. 

M i l l e r , l e t ' s t u r n t o E x h i b i t 1 and have you i d e n t i f y t h a t 

f o r us. 

A. This i s a l o c a t i o n map showing the proposed 
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location of the Indian Basin "C" Number 2 within Section 26 

in relationship with the rest of the fields. 

As you can see, i t i s l o c a t e about t h r e e or f o u r 

m iles south of the south Dagger Draw f i e l d . 

Q. Well, l e t ' s show t h a t . I t h i n k i t can be 

i l l u s t r a t e d on the d i s p l a y . 

I f y o u ' l l go n o r t h i n your township, t h e r e i s a 

row of sections on the n o r t h end of your township t h a t are 

s h o r t s e c t i o n s , i f you w i l l , i r r e g u l a r size? Do you see 

th a t ? 

A. Right. That i s Township 20-1/2 South, 23 East. 

Q. And then j u s t n o r t h of t h a t i s a v e r t i c a l row of 

wells? 

A. Right, t h a t i s South Dagger Draw Pool. 

Q. A l l r i g h t . When we move t o the west of your 

proposed l o c a t i o n , g e n e r a l l y the gas w e l l s t h a t are shown 

i n t h a t western area, i n what pool do they produce? 

A. I n d i a n Basin-Upper Penn Pool. 

Q. As we move t o the south and east of your 

l o c a t i o n , are we s t i l l i n I n d i a n Basin-Upper Penn? 

A. Yes, we are. Several miles t o the east and 

southeast t h e r e i s the I n d i a n Basin Associated p o o l . 

Q. Let's t u r n now t o E x h i b i t No. 2 and look more 

s p e c i f i c a l l y a t the immediate area. 

Would you i d e n t i f y E x h i b i t 2 f o r us? 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

9 

A. This i s a s t r u c t u r e map of the Upper Penn, which 

i s a producing formation i n the I n d i a n Basin f i e l d , w i t h 

t h e s t r u c t u r e map i n c l u d i n g the s e c t i o n where we're 

proposing our unorthodox l o c a t i o n i n Section 26. 

Q. A l l r i g h t , l e t ' s f o r g e t a s t r u c t u r e map f o r a 

moment and discuss some of the i n f o r m a t i o n shown on t h a t 

d i s p l a y . 

F i r s t of a l l , l e t ' s look a t the o f f s e t operators. 

Does t h i s map show the c u r r e n t operators of the o f f s e t t i n g 

spacing u n i t s towards which t h i s w e l l would encroach? 

A. Yes, i t does a t the top of each s e c t i o n . Those 

are l a b e l e d . 

Q. What i s the meaning of the i n d i c a t i o n "MW 

Petro."? 

A. MW Petroleum, or also Apache Petroleum would be 

the same company. 

Q. A l l r i g h t . 

A. They are the operator of Section 35, which i s 

o f f s e t t i n g our s e c t i o n . 

Q. The s p e c i f i c reguested w e l l l o c a t i o n f o r your "C" 

2 w e l l i s what, s i r ? 

A. The l o c a t i o n of t h a t i s 990 f e e t from t h e south 

l i n e and 660 f e e t from the west l i n e . 

I t o f f s e t s our operated s e c t i o n 27, and i t 

o f f s e t s the MW Petroleum s e c t i o n t o the south. 
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Q. Under the pool r u l e s f o r t h i s p o o l , what would be 

a standard w e l l l o c a t i o n ? 

A. 1650 f e e t from s e c t i o n l i n e s . 

Q. W i t h i n Section 26, i s the r e an o r i g i n a l w e l l 

l o c a t e d i n the s e c t i o n f o r t h i s pool? 

A. Yes, the r e i s , the I n d i a n Basin "C" Number 1 i n 

the northwest g u a r t e r of t h a t s e c t i o n . 

Q. Describe f o r us what — as a g e o l o g i s t what 

causes you t o want t o replace the "C" 1 w i t h t h e proposed 

"C" Number 2? 

A. The In d i a n Basin "C" 1 i s s t i l l capable of 

producing small amounts of gas w i t h water, and we b e l i e v e 

i t i s very close t o the gas-water contact. And we b e l i e v e 

i f we get updip t o t h a t w e l l , we w i l l be able t o produce 

reserves s t i l l remaining i n the updip p o r t i o n of t h a t 

s e c t i o n . 

And we've seen — or i t ' s been a p r a c t i c e i n t h i s 

f i e l d t o do t h a t w i t h i n other sections operated by Marathon 

and other operators. 

Q. Give us a geologic sense of how the r e s e r v o i r i s 

p o s i t i o n e d , p a r t i c u l a r l y w i t h regards t o Section 26. 

A. We be l i e v e we have a contour i n t e r v a l here of 100 

f e e t , and we be l i e v e we can get approximately 100 f e e t high 

t o t he I n d i a n Basin "C" Number 1. 

Q. Why i s t h a t s i g n i f i c a n t t o you as a ge o l o g i s t ? 
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A. Getting further above the gas-water contact, we 

f e e l w e ' l l be able to produce essentially water-free at the 

beginning of the l i f e of that w e l l . 

Q. There's a dashed blue l i n e on your display? 

A. Yes, that's an estimated gas-water contact, based 

on information from our "C" Number 1 Well, and we believe 

t h a t i s a good indi c a t i o n of the remaining p o t e n t i a l 

productive acreage w i t h i n our section. 

Q. Give us a short summary of how you i n t e r p r e t the 

location of t h a t l i n e , not only through Section 26 but the 

other sections over which that l i n e crosses. 

A. Okay. Well, i n the Indian Basin "C" Number 1, i n 

our w e l l , we ran a production log on that w e l l l a s t year, 

and we had about a ten-foot i n t e r v a l where a l l the gas and 

water was coming from, that s p e c i f i c i n t e r v a l . 

At that point we thought we had channeling of 

water from behind pipe from below that zone. We sgueezed 

th a t o f f . We think we had a successful squeeze. 

We're s t i l l capable of producing gas and water 

from th a t zone. So we believe that b a s i c a l l y t h a t 

producing i n t e r v a l of ten feet i s the gas-water contact i s 

w i t h i n t h a t i n t e r v a l . That projects to minus 3475, the top 

of the Upper Penn. 

The shut-in wells are indicated, and the 

producing wells are indicated with appropriate symbols on 
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the map. 

Most of the w e l l s , or almost a l l the w e l l s 

downdip of t h a t blue l i n e are shut i n a t t h i s time. Most 

of the w e l l s updip of t h a t l i n e are s t i l l a c t i v e producers. 

Q. Give us a quick summary i n Section 35 t o the 

south of what has been the d e p l e t i o n s t r a t e g y , i f you w i l l , 

f o r t h a t s e c t i o n . 

A. They o r i g i n a l l y d r i l l e d a w e l l t h e r e i n the 

northwest q u a r t e r of t h a t s e c t i o n . I t began t o produce 

water w i t h i n the l a s t few years. 

And they ran a production l o g on t h a t , which was 

presented i n a previous hearing, where they had a gas — 

they had two p e r f o r a t e d i n t e r v a l s , w i t h one i n t e r v a l a t the 

top producing gas and an i n t e r v a l below t h a t producing 

mostly or s i g n i f i c a n t q u a n t i t i e s of water. 

Our i n f o r m a t i o n i s t h a t they attempted a squeeze 

of t h a t water i n t e r v a l and were apparently unsuccessful, 

although i t was s t i l l capable of producing gas from the 

uppermost set of p e r f o r a t i o n s . 

At t h a t p o i n t they decided t o d r i l l a w e l l updip 

a t an unorthodox l o c a t i o n i n the southwest q u a r t e r of t h a t 

s e c t i o n , i n d i c a t e d on the map. And t h a t i s now a producing 

gas w e l l . 

Q. Do you have a geologic o p i n i o n as t o whether 

approval of your proposed l o c a t i o n w i l l p rovide an 
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opportunity t o Marathon to recover i t s remaining share of 

recoverable gas w i t h i n i t s spacing u n i t by t h i s well? 

A. We f e e l the only way at t h i s point t o recover the 

remaining reserves on our section i s to d r i l l the w e l l at 

an updip location that can drain the remaining reserves. 

Q. I f that well i s not d r i l l e d , what happens t o your 

remaining reserves? 

A. We w i l l not be able to recover the remaining 

reserves on the section. 

Q. Why not? What happens to them? 

A. Well, the C-l at t h i s point, although i t ' s 

capable of making a small amount of gas, w i l l be — i s shut 

i n at t h i s time. 

Q. W i l l the gas remain l o s t i n the reservoir, 

or i s i t going to migrate somewhere? 

A. I t should migrate updip. 

Q. And where w i l l i t go? 

A. Much of i t w i l l go to Marathon updip locations i n 

Section 27 and 34, and some w i l l also — That's where most 

of the gas should go. 

The we l l i n the northwest quarter of Section 35, 

being shut i n , would not recover reserves from th a t area. 

Q. What's the significance of the hatched l i n e s 

running i n Section 26? 

A. That i s our estimate of the remaining productive 
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acreage w i t h i n our section. And that i s , as noted i n the 

legend below the map, an estimated 415 acres w i t h i n t h a t 

area. And t h a t was a number used had i n coming up with our 

proposed penalty factor. 

Q. You and Mr. Stewart, the engineer f o r Marathon, 

i n collaboration with each other formulated a penalty using 

t h i s acreage component? 

A. That i s true. 

Q. And you and he agreed upon an estimated 415 

productive acres remaining w i t h i n your spacing unit? 

A. Correct. 

Q. And part of that work represented your geologic 

input? 

A. Correct. 

Q. Let's turn now to your Exhibit Number 3. 

I d e n t i f y i t f o r us, and then l e t ' s t a l k about what i t 

shows. 

A. This i s a log display of information on our 

Indian Basin "C" Number 1, which i s the w e l l i n the 

northwest quarter of Section 26, a sonic log on the l e f t , 

w i t h a production log on the r i g h t . The production log was 

run on 12-15-93. 

Essentially what i t shows, on the sonic log, the 

top of the Upper Penn at 7340 feet, the top of dolomite, 

which i s the top of the producing porosity, at 7406. 
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Perforations go down to 7416 feet. 

The producing i n t e r v a l on the p r o d u c t i o n l o g , as 

i n d i c a t e d by the spinner, i s from 7406 t o 7416. That i s 

t h a t dolomite pay. We be l i e v e t h a t t h a t i n t e r v a l i s where 

a l l of our gas and water has been produced or i s p r o d u c i b l e 

out of t h a t w e l l b o r e . And t h a t ' s — we f e e l the gas-water 

contact i s e s s e n t i a l l y w i t h i n t h a t i n t e r v a l . 

Q. This w e l l was o r i g i n a l l y p e r m i t t e d as a hi g h 

a n g l e / h o r i z o n t a l well? 

A. I t was r e c e n t l y p e r m i t t e d as a s h o r t - r a d i u s 

h o r i z o n t a l w e l l . 

Q. Okay. I've shown the Examiner a copy of Order 

R-10,083, f o r which the h o r i z o n t a l technology was approved 

f o r a p p l i c a t i o n i n the d r i l l i n g of t h a t w e l l . 

Give us a quick summary of what happened. 

A. Well, we had i n d i c a t i o n from t h i s p r o d u c t i o n l o g 

t h a t channeling behind pipe from a deep h o r i z o n , down about 

7455, below the base of the p e r f o r a t i o n s , t h a t we were 

channeling water up from t h e r e . 

We attempted t o squeeze — I t h i n k Rod Stewart, 

the engineer might go i n t o a l i t t l e more d e t a i l on the 

operations of t h a t — we attempted t o squeeze o f f t h a t 

water. We b e l i e v e we had a successful polymer squeeze. 

And a f t e r t h a t squeeze j o b , we were able t o 

produce approximately 73 00 MCF a day and 100 b a r r e l s of 
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water flowing i n June of '94. 

We f e l t at that time that since we did not 

eliminate a l l of the water production, t h a t we did not want 

t o go out h o r i z o n t a l l y w i t h i n that i n t e r v a l , due to the 

encroachment of water. 

Q. The r i s k i n t r y i n g t o d r i l l h o r i z o n t a l l y would 

have been too great a risk? 

A. Yeah. We f e e l t h a t , as i t was s t i l l making 

water, that the r i s k of a s i g n i f i c a n t amount of water 

production i n the horizontal was too high. 

We f e l t i f , on the other hand, we had squeezed 

o f f a l l the water and were able t o get a f a i r l y good 

flowing gas well essentially water free, then at t h a t point 

we would have d r i l l e d out h o r i z o n t a l l y . 

Q. Let's have you turn t o the production p o r t i o n of 

the display and have you make your point about where you 

believe you're getting water entering t o the wellbore. 

A. Well, we — A l l we could r e a l l y say i s the water 

entry i s coming i n between 7406 and 7416, and we've chosen 

the gas-water contact at 7414 feet, which projects t o a 

minus 3475 on the top of the Upper Penn, assuming the 

porosity comes i n at the same l e v e l below the top of the 

Upper Penn w i t h i n our section. 

And that's how we arrived at the productive 

acreage w i t h i n that area. 
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Q. Your proposed unorthodox location, then, gives 

you an upstructural position w i t h i n your spacing u n i t at 

which t o d r i l l a replacement we l l and hopefully recover the 

remaining recoverable gas to which t h i s spacing u n i t i s 

en t i t l e d ? 

A. That i s our in t e n t i o n . 

MR. KELLAHIN: That conclusion my examination of 

Mr. M i l l e r . 

We move the introduction of his Exhibits 1, 2 and 

3. 

EXAMINER STOGNER: Exhibits 1, 2 and 3 w i l l be 

admitted i n t o evidence at t h i s time. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. I n your testimony, Exhibit Number 2, the hatched 

marks tha t you had mentioned i n Section 2 6 i s , the way I 

understand i t , the undrained area? 

A. Yeah, we believe that the area updip of the gas-

water contact would s t i l l be producible acreage, and our 

w e l l , the "C" Number 1 i s s t i l l capable of some production. 

I t ' s r i g h t on the edge of basically t h a t producible l i m i t . 

Q. Am I to assume that — or can I assume — This 

shows i t on your — on the p a r t i c u l a r proration u n i t i n 

question, but can I show everything back t o the south and 

west of the gas-water contact as being a hatch mark or 
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unproduced or unproducible area? 

A. That i s very close t o being accurate. There are 

a couple of wells that are s l i g h t l y updip of t h a t blue l i n e 

t h a t have been shut i n . 

There 1s one i n the very southwest corner of 

Section 3 6 which i s about 15 feet updip of i t . That w e l l , 

though, was perforated s l i g h t l y above the gas-water 

contact. I t was i n a very t h i c k , porous i n t e r v a l and 

appears t o maybe have coned water up w i t h i n t h a t i n t e r v a l . 

That's an in t e r p r e t a t i o n . 

There's also a well i n Section 12, at the very 

southeast corner of the map there, that's again very 

s l i g h t l y updip of that blue l i n e . And tha t w e l l , they 

perforated a large i n t e r v a l which went below the gas-water 

contact as shown, and i t would be expected t o make water. 

A l l the other wells outside of the w e l l i n the 

northwest guarter of Section 35 are producible wells. 

The one i n Section 35, i n the northwest corner, 

t h a t w e l l , as evidenced by the production log which MW 

Petroleum showed i n a previous testimony, did have a zone 

which was capable of producing gas, but they were unable t o 

squeeze o f f water i n another zone that had been perforated 

below t h a t . 

So yes, that's a close approximation of the 

producible acreage throughout the area. 
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Q. I n l o o k i n g a t E x h i b i t Number 3, something t h a t 

jumps out a t me i s the top of the dolomite and your 

gas-water contact, i t being somewhat i n the same v i c i n i t y 

t h e r e . 

Does t h a t have any e f f e c t , or i s t h a t gas-water 

contact — i s i t going t o come on up i n t o the limestone and 

shale w i t h o u t being i n h i b i t e d ? 

A. Well, e s s e n t i a l l y the limestone and shale path 

t h e r e , which i s approximately 66 f e e t , on t h a t order, the 

limestone out here i s a very t i g h t limestone, nonporous, 

and w i l l not produce any f l u i d , as evidenced had by the 

f a c t t h a t we have t h a t i n t e r v a l p e r f o r a t e d i n the w e l l but 

the spinner shows no flow from t h a t zone a t a l l . 

We b e l i e v e t h a t b a s i c a l l y the top of t h e dolomite 

t h e r e , being very close t o the gas-water c o n t a c t , t h a t our 

w e l l , the "C11 Number 1, i s e s s e n t i a l l y r i g h t a t t h e 

gas-water contact. 

But as we go updip from t h a t and get t o the top 

of the dolomite, up higher from t h a t p o i n t , i t should be 

gas-productive and should not make water. 

Q. Okay. You t e s t i f i e d t h a t the w e l l i n Section 35, 

up i n the n o r t h h a l f of t h a t , i t began t o produce water. 

Has t h a t been plugged and abandoned, or i s t h a t w e l l s t i l l 

producing? 

A. I b e l i e v e t h a t w e l l i s shut i n . I don't b e l i e v e 
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i t was plugged and abandoned. I'm not r e a l l y sure of t h a t , 

but I know i t has been shut i n . 

Q. Now, t h a t one i s w e l l away from the gas-water 

con t a c t . What happened there? Do you have any idea or — 

A. Yes, I do. We have a — Excuse me, we have a 

prod u c t i o n l o g t h a t MW Petroleum showed had before the 

Commission i n May of 1993. 

That production l o g was run on t h a t w e l l , and 

they had two zones p e r f o r a t e d . 

A lower zone was where a l l the water was coming 

from. 

They had an upper zone where major gas e n t r y came 

i n t o the well b o r e . That zone, we b e l i e v e , was above 

gas-water contact and s t i l l i s . 

They were mechanically unsuccessful i n squeezing 

o f f t h e water production from the lower set of 

p e r f o r a t i o n s , and t h a t i s our i n t e r p r e t a t i o n . 

So we be l i e v e the reason t h a t w e l l i s not 

producing i s more of a mechanical nature than the f a c t of 

where i t i s w i t h i n the s t r u c t u r a l p o s i t i o n . 

EXAMINER STOGNER: Okay. Any other questions of 

t h i s witness? 

He may be excused. 

Mr. Kellahin? 

MR. KELLAHIN: Mr. Stewart? C a l l a t t h i s time 
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Mr. Rod Stewart. 

ROD STEWART. 

the witness h e r e i n , a f t e r having been f i r s t d u l y sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. For the record, Mr. Stewart, would you please 

s t a t e your name and occupation? 

A. My name i s Rod Stewart. I'm a petroleum engineer 

w i t h Marathon O i l company. 

Q. And where do you r e s i d e , s i r ? 

A. I n Midland, Texas. 

Q. On p r i o r occasions, have you t e s t i f i e d as a 

r e s e r v o i r engineer before the Di v i s i o n ? 

A. Yes, I have. 

Q. Pursuant t o your employment i n t h a t c a p a c i t y , 

have you made a c o n s t i t u t i o n of the f a c t s and circumstances 

around t h i s case? 

A. Yes, I have. 

Q. And based upon t h a t study, do you have c e r t a i n 

engineering opinions and conclusions? 

A. Yes, I do. 

MR. KELLAHIN: We tender Mr. Stewart as an 10 

expert r e s e r v o i r engineer. 

EXAMINER STOGNER: Mr. Stewart i s so q u a l i f i e d . 
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Q. (By Mr. Kellahin) Let's s t a r t with the 

production h i s t o r y on the o r i g i n a l w e l l i n Section 26. 

I t ' s the Indian Basin "C" 1 w e l l , Mr. Stewart. 

I f y o u ' l l turn t o what i s marked as Marathon 

Exhibit 4, i f y o u ' l l i d e n t i f y the p l a t f o r us and then 

describe the information f o r us on that display. 

A. Exhibit Number 4 i s a h i s t o r i c a l production p l o t 

of the Indian Basin "C" Number 1, which was the o r i g i n a l 

w e l l on the section i n guestion. 

The well was basically producing as a t y p i c a l 

Indian Basin gas well up u n t i l 1990. I t started making 

water i n 1990. 

Water production continue t o increase t o over 100 

barrels a day e a r l i e r t h i s year. As Curt t e s t i f i e d t o , we 

f e l t l i k e there was some mechanical i n t e g r i t y questions 

with the cement i n that w e l l . 

Prior t o being able t o move on the we l l and d r i l l 

a short-radius l a t e r a l , the well died. I t loaded up with 

water and was unable t o produce gas because of the water 

production. 

Q. Do you see any opportunity t o s u b s t a n t i a l l y 

prolong the l i f e of t h i s well and recover any more gas from 

t h i s reservoir? 

A. We did do a Palmer sgueeze on the channel, as 

Curt alluded t o . We f e l t l i k e we placed the Palmer and the 
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Palmer set in the channel behind pipe. 

We brought the well back on. I t was making 

approximately 700 MCF a day and about 100 barrels of water 

on t e s t , so i t wasn't 16 going i n t o any gas gathering 

system. I t was basically vented to the atmosphere. 

Q. Show us at what time on the — the point i n time 

on the display that you're describing. 

A. That would be about one month past the l a s t point 

on the p l o t . 

Q. Okay. Please continue. 

A. So the well i s actually capable of producing, but 

not i n economic quantities, much less i n t o the gathering 

system i n Indian Basin. 

Q. Have you determined i t ' s appropriate f o r t h i s 

section t o replace, then, the "C" Number 1 we l l with 

another well? 

A. Yes. 

Q. How did you go about deciding where t o locate the 

replacement well? 

A. Essentially, we looked at the structure of the 

Upper Penn, and we wanted t o move upstructure. We didn't 

want t o get too close t o the lease l i n e s f o r penalty 

reasons, and at the same time we wanted t o be f a r enough 

upstructure where we could recover the majority of the 

reserves on the section. 
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Q. Have you found such a location w i t h i n Section 26 

tha t accomplishes those objectives? 

A. Yes, we have. 

Q. And what i s the footage location f o r t h a t well? 

A. I t would be 990 feet from the south l i n e , and 660 

feet from the west l i n e of the said section. 

Q. A l l r i g h t . Let's look at Exhibit 5. Would you 

i d e n t i f y that f o r us? 

A. Exhibit 5 i s a nine-section map showing the wells 

on the adjacent sections to the proposed w e l l . 

By each well i s a hundred l i s t of the current gas 

rates i f the w e l l i s s t i l l productive, and the cumulative 

production from the wells as of — I believe t h i s i s 

through December of l a s t year. 

Q. Are there examples on t h i s display of the 

circumstance that has arisen i n Section 26? 

A. There i s actually two examples on t h i s display i n 

Section 35, operated by Apache, and i n Section 36, operated 

by Oryx. 

Q. Describe those f o r us, s t a r t i n g w i t h Section 35. 

A. I n Section 35, Apache, MW Petroleum, o r i g i n a l l y 

had the Number 1 we l l . I t produced roughly 35 BCF before 

they had the problems alluded to by Mr. M i l l e r . 

They r e d r i l l e d the Number 2 well i n the southwest 

corner. I t ' s currently producing about 6.3 m i l l i o n cubic 
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feet of gas a day and has cum'd roughly 1.5 BCF. 

I t h i n k t h a t w e l l was d r i l l e d i n — I t came on 

l i n e about November of l a s t year. 

Q. How about Section 36? 

A. I n Section 36, once again, the f i r s t w e l l i n the 

n o r t h h a l f of the s e c t i o n cum'd about 16 BCF. I t ceased t o 

produce i n June of 1985. 

They r e d r i l l e d the Number 2 w e l l i n the very 

southwest corner of the s e c t i o n . I t produced about 2 BCF 

before i t was depleted i n November of '91. 

Q. Are th e r e other examples w i t h i n the pool where 

the operators have been successful i n r e p l a c i n g t h e 

o r i g i n a l w e l l w i t h an updip replacement w e l l ? 

A. Yes. I f you look a t E x h i b i t Number 2, which i s 

Mr. M i l l e r ' s s t r u c t u r e map, th e r e i s not only the w e l l s i n 

Section 35 and 36, but as you move south i n Section 1 and 

i n Section 12, along t h a t row of secti o n s . Also i n Section 

13, which i s one more l o c a t i o n south, t h e r e was a s i m i l a r 

p l a y . 

Q. Have you summarized t h i s i n f o r m a t i o n i n the form 

of a t a b u l a t i o n ? 

A. Yes, I have. 

Q. Let's t u r n t o E x h i b i t 6 and look a t t h a t summary. 

A. E x h i b i t 6 i s a l i s t of the f i v e updip replacement 

w e l l s t h a t were d r i l l e d i n unorthodox l o c a t i o n s i n the 
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immediate v i c i n i t y of the C2. 

As I , you know, pointed out on the s t r u c t u r e map, 

these are the f i v e w e l l s I pointed out. 

B a s i c a l l y what you see from t h i s e x h i b i t i s t h a t , 

one, the new w e l l s do recover a d d i t i o n a l gas reserves, but 

those a d d i t i o n a l reserves are nowhere near on the order of 

the reserves the o r i g i n a l w e l l recovered. 

The Section 36 Lowe State Number 2, the 

replacement w e l l recovered roughly 1.9 BCF, has a two-year 

l i f e , as compared t o the o r i g i n a l w e l l i n t h a t s e c t i o n 

which produced l i k e 17 BCF. 

Q. Have you discussed w i t h the o f f s e t operator, 

Apache, the penalty f a c t o r or the allowable f a c t o r t h a t 

would be app l i e d f o r your well? 

A. Yes, I have. 

Q. Have you reached a s t i p u l a t i o n w i t h Apache 

concerning a p e r s o n a l i t y l e v e l f o r your l o c a t i o n ? 

A. Yes, we have. 

Q. Describe f o r us the method by which you went 

about r e a l i z i n g an u l t i m a t e penalty f o r the w e l l . 

A. We b a s i c a l l y looked a t our p r o d u c t i v e acreage 

t h a t Mr. M i l l e r showed on h i s s t r u c t u r e map, and we also 

looked a t Apache s t r u c t u r e maps, which are very s i m i l a r i n 

character as f a r as the contouring. And we came up w i t h an 

acreage f a c t o r of .65 t h a t Apache was agreeable t o . 
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Q. All right. Just so we keep the arithmetic 

c o r r e c t , t h a t would be a 35-percent penalty? 

A. Right. 

Q. A l l r i g h t . And so, s u b t r a c t i n g from 100 you get 

a .65 acreage f a c t o r f o r t h i s w e l l t h a t goes i n t o i t s 

p o r t i o n of the p r o r a t i o n schedule, and i t would be able t o 

produce, then, 65 percent of the allowable? 

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

Q. I n a d d i t i o n t o a productive acreage component, 

were t h e r e any other f a c t o r s or components used i n the 

c a l c u l a t i o n ? 

A. We looked a t drainage areas. The assumption we 

made b a s i c a l l y was t h a t the s t a t e has agreed t h a t a 1650-

f o o t o f f s e t i s reasonable t o p r o t e c t c o r r e l a t i v e r i g h t s . 

And so we looked a t , i f you had a 1650-foot 

drainage area, how much of t h a t f a l l s o u t s i d e of the 

section? And i t comes out i n the .65 range a l s o . 

Q. A l l r i g h t . So you've t r i e d v a r i ous components, 

f a c t o r s and m u l t i p l i e r s , and you get somewhere i n the range 

of .65 as the allowable? 

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

Q. And i s t h a t g e n e r a l l y c o n s i s t e n t w i t h t h e 

methodology a p p l i e d by the D i v i s i o n i n a r r i v i n g a t other 

p e n a l t i e s f o r w e l l s t h a t are a t nonstandard l o c a t i o n s i n 

t h i s pool? 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

28 

A. I n general, I t h i n k p r o d u c t i v e acreage has been 

the o v e r r i d i n g f a c t o r i n the cases I've looked a t . 

Q. Okay. And you and Apache have s t i p u l a t e d t o t h i s 

a l l o w a b l e or acreage f a c t o r f o r t h i s w e l l ? 

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

Q. And has t h a t been reduced t o w r i t i n g ? 

A. Yes, i t has. 

Q. Let's t u r n t o E x h i b i t 7. Does t h a t represent the 

s t i p u l a t i o n ? 

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

Q. And i s t h i s a s t i p u l a t i o n t h a t was executed by 

you on behalf of your company? 

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

Q. And then there's a sig n a t u r e , a concurrence l i n e , 

a t the second page. And who i s t h a t signed by? 

A. That's signed by Sissy Leonard. 

Q. And Miss Leonard i s r e p r e s e n t i n g t h a t she's 

s i g n i n g on behalf of her company? 

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

Q. I n your o p i n i o n , w i l l approval of t h i s 

A p p l i c a t i o n , w i t h t h i s s t i p u l a t i o n of the p e n a l t y , provide 

Marathon the o p p o r t u n i t y t o recover i t s share of the 

remaining recoverable gas i n t h i s spacing u n i t and do so i n 

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

A. That's c o r r e c t . 
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MR. KELLAHIN: That concludes my examination of 

Mr. Stewart. 

We move the introduction of his e x h i b i t s , and 

they are numbered 4 through 7. 

EXAMINER STOGNER: Exhibits 4 through 7 w i l l be 

admitted i n t o evidence. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Mr. Stewart, again, elaborate t o me why a 

location at 1650-1650 wouldn't accomplish what you're 

t r y i n g t o do with t h i s p a r t i c u l a r w e l l . 

That's 1650 from the south and 1650 from the 

west — 

A. Right. 

Q. — which would be the closest standard location, 

correct? 

A. That's correct. 

As the water encroaches from the east towards the 

west, you know, the water i s moving through the formation 

and leaving trapped gas reserves behind. 

A location of 1650-1650, even though based on Mr. 

M i l l e r ' s structure map i t would gain you some structure, at 

the time that waters out i t would probably not have 

recovered a l l the reserves l e f t on that lease, or a 

reasonable amount of them. 
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In lieu of drilling a location at 1650-1650, you 

know, we're asking f o r an unorthodox l o c a t i o n so t h a t we 

have a b e t t e r chance w i t h o u t having t o d r i l l a t h i r d w e l l 

on t h e lease t o capture those reserves. 

And I t h i n k t h a t the E x h i b i t Number 6 shows t h a t 

these replacement w e l l s are not barn-burner w e l l s , i n 

general. And they're not — You know, you're not r e a l l y 

impinging or i n f r i n g i n g upon o f f s e t lease operators as f a r 

as drainage. 

Q. Now, the w e l l Number 1, i s t h a t shut i n , plugged 

and abandoned? 

A. Yes, i t ' s c u r r e n t l y shut i n . 

Q. I s Marathon going t o plug and abandon t h a t w e l l 

before t h i s one i s d r i l l e d , or what's the plans f o r i t ? 

A. Generally, we don't plug and abandon the w e l l s . 

The w e l l would go on a te m p o r a r i l y abandoned s t a t u s . 

Q. W i l l i t ever come back on production? 

A. I doubt i t . 

Q. Okay. 

A. I t may be — You know, th e r e may be other u t i l i t y 

i n t he f u t u r e f o r t h a t w ellbore. 

Q. Okay. So you're proposing a 65-percent acreage 

f a c t o r f o r the p r o r a t i o n u n i t and not j u s t f o r t h i s 

p a r t i c u l a r w e l l ? 

A. That i s c o r r e c t . 
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EXAMINER STOGNER: Okay. I have no other 

questions of t h i s witness. You may be excused. 

MR. KELLAHIN: I be l i e v e I handed you a copy of 

the c e r t i f i c a t e of n o t i c e . I t should be marked as E x h i b i t 

8. I f not, I w i l l mark one. I t ' s my c e r t i f i c a t e . 

And the only p a r t y t o n o t i f y was Apache, and they 

obviously have p a r t i c i p a t e d and have agreed t o the 

s t i p u l a t i o n . 

EXAMINER STOGNER: E x h i b i t 8 w i l l be admitted 

i n t o evidence also. 

MR. KELLAHIN: That concludes my p r e s e n t a t i o n , 

Mr. Examiner. 

EXAMINER STOGNER: Mr. K e l l a h i n , I have an 

a d m i n i s t r a t i v e question f o r you. 

MR. KELLAHIN: Yes, s i r . 

EXAMINER STOGNER: What i s your o p i n i o n of Order 

Number R-10,083 as f a r as i t s ef f e c t i v e n e s s ? 

Would t h a t need t o be e s s e n t i a l l y h e l d i n 

abeyance, or j u s t l e t i t go as is? That was the h o r i z o n t a l 

w e l l approval f o r the Number 1. 

MR. KELLAHIN: I must t e l l you, I don't know what 

the — I would assume the d i s t r i c t would have received some 

type of sundry n o t i c e t o change procedures f o r the w e l l and 

would have a t l e a s t approved or would show i n t h e i r f i l e 

some k i n d of change i n operation. 
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I don't know t h a t you have t o act on t h e 

h o r i z o n t a l . 

EXAMINER STOGNER: The reason, I was t h i n k i n g — 

I mean, the h o r i z o n t a l a p p l i c a t i o n i s s t i l l approved out 

t h e r e . — some modern mi r a c l e , the Number 1 w e l l was t o be 

d r i l l e d h o r i z o n t a l , would t h a t have any e f f e c t on the 65-

percent acreage f a c t o r assigned t o the p r o r a t i o n u n i t ? 

MR. KELLAHIN: I ' l l have t o speak w i t h Marathon. 

I suspect t h a t they're going t o t e l l me I can advise you i n 

w r i t i n g t h a t there's no reason t o keep t h a t order i n place, 

and we might simply enter a supplemental order v a c a t i n g i t , 

i f you want t o . 

EXAMINER STOGNER: Or place i t i n abeyance. I f 

i t should come up i n the f u t u r e , then we can look a t i t 

a p p r o p r i a t e l y a t t h a t time. I would appreciate something 

i n w r i t i n g from you a l l on t h a t . 

MR. KELLAHIN: I ' l l check i n t o i t . 

EXAMINER STOGNER: Anything f u r t h e r i n case 

11,088? 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: This case w i l l be taken under 

advisement. 

* * * 
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