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Department, Porter H a l l , 2040 South Pacheco, Santa Fe, New 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

11:05 a.m.: 

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

I ' l l c a l l next case, Number 11,837. 

MR. CARROLL: A p p l i c a t i o n of B u r l i n g t o n Resources 

O i l and Gas Company f o r compulsory p o o l i n g , Eddy County, 

New Mexico. 

EXAMINER STOGNER: 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 App l i c a n t . 

EXAMINER STOGNER: Any other appearances? 

Please stand up — I n f a c t , why don't you come up 

here and take one of these seats? 

MR. STONESTREET: My name i s Stonestreet, 

Hardeman L., Kerry Petroleum and KP A c q u i s i t i o n 

Corporation. 

EXAMINER STOGNER: I'm s o r r y , repeat your name 

again? 

MR. STONESTREET: My name? 

EXAMINER STOGNER: Yes, s i r . 

EXAMINER STOGNER: Hardeman, H-a-r-d-e-m-a-n, 

Stonestreet, S-t-o-n-e-s-t-r-e-e-t. 

MR. CARROLL: And who — On behalf of what 

companies? 

STEVEN T. BRENNER, CCR 
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MR. STONESTREET: Kerry, K-e-r-r-y, Petroleum and 

KP A c q u i s i t i o n Corporation. 

MR. CARROLL: And those are your corporations? 

MR. STONESTREET: KP, and Kerry i s a c o r p o r a t i o n 

t o o . 

MR. CARROLL: They're both your corporations? 

MR. STONESTREET: Yeah, I'm... 

MR. CARROLL: You're the p r i n c i p a l o f f i c e r or 

owner? 

MR. STONESTREET: I'm not an owner. O f f i c e r . 

MR. CARROLL: The second one was KP what? 

MR. STONESTREET: A c q u i s i t i o n . 

MR. CARROLL: A c q u i s i t i o n . 

Mr. Stonestreet, are you going t o be t e s t i f y i n g ? 

MR. STONESTREET: I w i l l i f you want me t o . 

MR. CARROLL: Yeah, w e ' l l swear you i n a t the 

same time as the other witnesses. 

MR. STONESTREET: Okay. 

EXAMINER STOGNER: Are the r e any other 

appearances besides Mr. Stonestreet and Mr. K e l l a h i n ? 

Okay. W i l l a l l the witnesses please stand t o be 

sworn a t t h i s time? 

(Thereupon, the witnesses were sworn.) 

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

MR. KELLAHIN: Thank you, Mr. Examiner. 
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Mr. Examiner, my f i r s t witness i s Rick Gallegos. 

Mr. Gallegos i s a landman who resides i n Midland, and he's 

employed by B u r l i n g t o n Resources O i l and Gas Company. 

RICK GALLEGOS. 

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. Mr. Gallegos, f o r the record, s i r , would you 

please s t a t e your name and occupation? 

A. My name i s Rick Gallegos and I'm a landman. 

Q. Where do you re 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 before the 

D i v i s i o n ? 

A. No, I have not. 

Q. Summarize f o r us your education and your 

employment experience. 

A. I am a graduate of the U n i v e r s i t y of Colorado. 

I've got a minerals land management degree. 

Q. I n what year, s i r ? 

A. I n 1987. I have worked as a landman f o r P h i l l i p s 

Petroleum Company f o r over f i v e years and as a landman w i t h 

B u r l i n g t o n Resources f o r t h r e e years. 

Q. A l l r i g h t . Have you assumed the r e s p o n s i b i l i t i e s 

STEVEN T. BRENNER, CCR 
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i n t h i s p o r t i o n of Lea County, New Mexico, on behal f of 

your company, having taken over t h i s area from Leslyn 

Swierc? 

A. Yes, I have, and i t ' s Eddy County, New Mexico. 

Q. I'm so r r y , Eddy County, New Mexico. 

As p a r t of your e f f o r t s , have you become f a m i l i a r 

w i t h the t i t l e opinions and the d i v i s i o n of i n t e r e s t w i t h i n 

t h e proposed spacing u n i t t h a t you're t r y i n g t o form here? 

A. Yes. 

Q. I n a d d i t i o n , have you assumed her d u t i e s of 

n e g o t i a t i n g w i t h the various working i n t e r e s t owners i n an 

e f f o r t t o o b t a i n t h e i r v o l u n t a r y agreement? 

A. Yes. 

Q. Have you been the p r i n c i p a l landman r e s p o n s i b l e 

f o r t h i s p r o j e c t since Leslyn was t r a n s f e r r e d t o other 

dut i e s ? 

A. Yes, I have. 

MR. KELLAHIN: We tender Mr. Gallegos as an 

expert petroleum landman. 

EXAMINER STOGNER: Mr. Gallegos i s so q u a l i f i e d . 

Q. (By Mr. K e l l a h i n ) Let me have you t u r n your 

a t t e n t i o n , s i r , t o what we've marked as B u r l i n g t o n E x h i b i t 

1. Let's u n f o l d the map area. 

When we're looking a t t h i s p o r t i o n of t h e 

p r o p e r t i e s involved i n Eddy County, New Mexico, what's the 
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s i g n i f i c a n c e of the area shaded i n yellow? 

A. The yellow represents B u r l i n g t o n Resource 

leasehold, e i t h e r p a r t i a l or 100-percent leasehold. And 

the red o u t l i n e there i s the o u t l i n e f o r the proposed u n i t , 

which i s composed of the n o r t h h a l f of Section 23. 

Q. This i s i d e n t i f i e d as B u r l i n g t o n ' s proposed E l 

Paso 2 3 Federal Well Number 2? 

A. Yes, i t i s . 

Q. This i s a w e l l t h a t i s proposed t o be a 

m u l t i l a t e r a l d i r e c t i o n a l w e l l b o r e ; i s t h a t not true? 

A. Yes, s i r . 

Q. The proposed t a r g e t i n t e r v a l , as you understand 

i t , i s t o be p r i n c i p a l l y the Wolfcamp formation? 

A. Yes, s i r . 

Q. And w i t h i n the Wolfcamp for m a t i o n i t ' s what we 

ch a r a c t e r i z e as the Wolfcamp A? 

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

Q. A l l r i g h t . Also shown on t h i s d i s p l a y are 

l o c a t i o n s f o r other w e l l s . Do you know i f these are 

d i s p l a y i n g w e l l s below 11,000 feet? 

A. Yes, t o my knowledge they are. 

Q. A l l r i g h t . Let's set aside the l o c a t o r map f o r a 

moment. 

When you look w i t h i n the area t o be i n v e s t i g a t e d 

by you, were you u t i l i z i n g — i n order t o t a b u l a t e t he 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

10 

v a r i o u s i n t e r e s t owners, were you u t i l i z i n g t i t l e opinions? 

A. Yes, I was. I was u t i l i z i n g a t i t l e o p i n i o n done 

by the law f i r m of Turner and Davis. 

Q. What's the approximate of t h a t t i t l e opinion? 

A. That opini o n was dated December 18th, 1996. 

Q. At t h a t time, what percentage i n t e r e s t had 

B u r l i n g t o n acquired or accumulated when we look a t working 

i n t e r e s t s ? 

A. Right a t 52.5 percent. 

Q. Do you remember or r e c a l l what i s the approximate 

cost of t h i s well? 

A. I t i s a — T o t a l t o d r i l l and complete was about 

$1,987 m i l l i o n . 

Q. When you received, B u r l i n g t o n r e c e i v e d , the t i t l e 

o p i n i o n i n December of 1996, approximately how many recor d 

t i t l e owners and working i n t e r e s t owners had an i n t e r e s t 

below the Bone Springs formation? 

A. Eighteen. 

Q. On J u l y 29th, 1997, the compulsory p o o l i n g 

A p p l i c a t i o n was f i l e d ; i s t h a t not true? 

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

Q. By t h a t time, had you obtained v o l u n t a r y 

agreement of any of these working i n t e r e s t owners? 

A. Yes, I had. By t h a t time I had obtained a 

v o l u n t a r y agreement of seven of the working owners, which 
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represented 64 percent of the working i n t e r e s t i n t h e u n i t . 

Q. So i n c l u d i n g B u r l i n g t o n , you had, d u r i n g the 

course of t h a t p e r i o d of time, increased the committed 

i n t e r e s t up t o about 64 percent? 

A. That's c o r r e c t . And i n c l u d i n g B u r l i n g t o n , i t 

would have been e i g h t p a r t i e s . 

Q. As of l a s t week on August 15th, what was the 

s t a t u s of your e f f o r t s t o o b t a i n v o l u n t a r y agreement? 

A. As of l a s t week, I had obtained the v o l u n t a r y 

agreement of 13 p a r t i e s t o t a l — t h a t ' s e x c l u s i v e of 

B u r l i n g t o n — representing approximately a 74-percent 

working i n t e r e s t i n the u n i t . 

Q. Let's t u r n t o E x h i b i t 2 f o r a moment and have you 

i d e n t i f y f o r the record what i s t a b u l a t e d on these two 

pages. 

A. What i s t a b u l a t e d on these two pages i s t h e 

va r i o u s working owners t h a t hold a working i n t e r e s t i n 

t h e i r u n i t . Also, i t ' s t h e i r working i n t e r e s t ownership 

w i t h i n such u n i t . 

And the p a r t i e s t h a t have an a s t e r i s k by them, 

t h a t a s t e r i s k represents the p a r t i e s which have e l e c t e d t o 

p a r t i c i p a t e . And you can see, of the p a r t i e s i n v o l v e d 

we've got 14 p a r t i e s t h a t have e l e c t e d t o p a r t i c i p a t e , an 

overwhelming m a j o r i t y . 

Q. A l l r i g h t , l e t me make sure I understand the 

STEVEN T. BRENNER, CCR 
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d i s p l a y . The working i n t e r e s t percentage i s the working 

i n t e r e s t i n r e l a t i o n t o the spacing u n i t , t he 320 acres? 

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

Q. And i f we read down the l i s t and we f i n d an 

a s t e r i s k , i t i n d i c a t e s t h a t t h a t company has agreed t o 

p a r t i c i p a t e ? 

A. Yes, s i r . 

Q. As we look a t the names w i t h a s t e r i s k s , i n what 

ways have they elected t o p a r t i c i p a t e ? 

A. They've elected t o p a r t i c i p a t e i n two ways. 

They've e l e c t e d t o p a r t i c i p a t e by executing our AFE, and i n 

a d d i t i o n t o t h a t they've signed our o p e r a t i n g agreement. 

Q. Have any of these i n t e r e s t owners thus f a r 

committed t h e i r i n t e r e s t i n any other way, such as a term 

assignment, a farmout agreement, a sale? 

A. No. 

Q. So when we look a t p a r t i c i p a t i n g here, we're 

l o o k i n g a t a p a r t i c u l a r category i n which everyone thus f a r 

has agreed t o pay t h e i r share of the w e l l and p a r t i c i p a t e 

as a working i n t e r e s t owner? 

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

Q. Of a l l those i n t e r e s t owners t h a t have signed 

your o p e r a t i n g agreement, has anyone objected t o the terms 

of t h e ope r a t i n g agreement? 

A. No, they haven't, and th e r e has been no 
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a l t e r a t i o n s t o our operating agreement. Each one of those 

p a r t i e s has signed our operating agreement as i t was 

presented t o them. 

Q. Okay. Under the terms of your o p e r a t i n g 

agreement, what are you proposing and what have they agreed 

t o f o r overhead rates? 

A. What we're proposing i s an overhead r a t e of $650 

producing w e l l r a t e and $5500 d r i l l i n g w e l l r a t e . 

Q. Okay. Have any of those p a r t i e s , p r i o r t o 

s i g n i n g your AFE, objected t o any of the costs s e t f o r t h i n 

t h a t AFE? 

A. No, they have not. 

Q. The AFE submitted t o them was one t h a t d e t a i l e d 

the proposed plan t o take t h i s as a h o r i z o n t a l m u l t i l a t e r a l 

wellbore? 

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

Q. What i s the st a t u s of your approvals of the 

h o r i z o n t a l m u l t i l a t e r a l d i r e c t i o n a l w e l l , pursuant t o 

D i v i s i o n Rule 111? 

A. We have received those approvals. 

Q. Okay. When we go down the l i s t here, g i v e us a 

sh o r t summary on where we stand w i t h those p a r t i e s t h a t are 

not y e t committed, s t a r t i n g w i t h the f i r s t e n t r y on E x h i b i t 

2, the Geodyne Nominee Corporation. 

A. Geodyne Norn- — Geodyne, I've had se v e r a l 

STEVEN T. BRENNER, CCR 
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conversations w i t h them, and t h e i r l a s t response t o me was 

t h a t u n t i l such time t h a t we push them i n t o making a 

d e c i s i o n one way or the other, i t r e a l l y wasn't worth t h e i r 

time t o evaluate, and they weren't going t o be able t o get 

t h e i r management's response u n t i l such time as the y ' r e 

f o r c e d t o make such an e l e c t i o n . 

The second p a r t y , Ralph E. Williamson, we've 

spoke w i t h him and I've also sent him a l e t t e r , and we're 

— a t t h i s p o i n t we're not the r e on the terms. He's 

wanting one term, and we're o f f e r i n g another. 

Q. Now, as t o the Geodyne i n t e r e s t , your 

understanding i s , they — you're going t o need a f o r c e -

p o o l i n g a p p l i c a t i o n i n order t h a t i n t e r e s t ? 

A. Yes, i t i s . 

Q. A l l r i g h t . And as t o Ralph E. Williamson, what's 

the p o s i t i o n there? 

A. That's — I'm t a k i n g the same p o s i t i o n t h e r e . 

Q. A l l r i g h t . As we f l i p t o the next page, then, we 

get down t o Finwing Corporation? 

A. Yes. 

Q. What's the st a t u s of t h a t e f f o r t ? 

A. I've spoke w i t h Mr. John Stark on s e v e r a l 

occasions, and h i s r e p l y t o me was t h a t he d i d n ' t want t o 

be the l a s t one. I f i t was j u s t him we were f o r c e - p o o l i n g , 

he would make an agreement w i t h us based on the terms t h a t 
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we've o f f e r e d . However, he wants t o go ahead and — We're 

l e a v i n g t h i s open, our o f f e r open t o these p a r t i e s , t o give 

them a chance t o take our o f f e r w h i l e t h i s p o o l i n g process 

i s ongoing, and he said e i t h e r way, t h a t he would e i t h e r 

take our o f f e r or go under the p o o l i n g order. He j u s t k i n d 

of wanted t o w a i t and have a l i t t l e more time t o t h i n k 

about i t . 

Q. When we get down t o the next two e n t i t i e s , they 

are separated on t h i s spreadsheet as KP A c q u i s i t i o n 

Corporation and then Kerry Petroleum Company, Inc . At the 

time you began n e g o t i a t i o n s and e f f o r t s , w i t h whom were you 

d e a l i n g on behalf of both of those i n t e r e s t s ? 

A. My i n i t i a l t a l k s were w i t h Lynn Scharek, a 

g e o l o g i s t , and then I also spoke w i t h Mr. Hardeman 

Stonestreet. 

Q. Okay. Let's go back, then, and look a t the t i t l e 

i n f o r m a t i o n t h a t you have a s s i m i l a t e d and f o r which you can 

express opinions. As of J u l y 25th, then, of 1997, describe 

f o r us what i s the t o t a l f e d e r a l lease burden on the n o r t h 

h a l f of 23. 

A. On the n o r t h h a l f of 2 3 the f e d e r a l lease burden 

i s one-eighth. 

Q. A l l r i g h t , so i t ' s 12.5 percent? 

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

Q. When we look a t the KP/Kerry i n t e r e s t , t h a t 
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c o l l e c t i v e i n t e r e s t , were there burdens on t h a t i n t e r e s t i n 

terms of o v e r r i d i n g burdens? 

A. Yes, there were. I n a d d i t i o n t o the one-eighth 

r o y a l t y — now, t h i s i s j u s t d e a l i n g w i t h the KP 

A c q u i s i t i o n Corporation i n t e r e s t — t h e r e i s als o a one-

s i x t h r o y a l t y t h a t a l l the p a r t i e s i n the u n i t have. 

And unique t o KP A c q u i s i t i o n ' s i n t e r e s t i s an 

a d d i t i o n a l 3-percent o v e r r i d e . So there's a one-eighth 

r o y a l t y , then a one-sixth r o y a l t y , and an a d d i t i o n a l 3.25-

percent r o y a l t y . 

Q. When we t r a n s l a t e these i n t o percentages, the 

northwest q u a r t e r of 23 f o r the KP/Kerry i n t e r e s t has an 

un d e r l y i n g o v e r r i d i n g r o y a l t y burden of 6.2 5? Did I get 

t h a t r i g h t ? 

A. No, i t has an un d e r l y i n g burden of — t h a t would 

be ~ 

Q. 9.25? 

A. Nine — Yeah. 

Q. Of which 3 percent represents an o v e r r i d i n g 

r o y a l t y burden shared among c e r t a i n i n t e r e s t owners of KP 

and Kerry Petroleum? 

A. I can't speak t o Mr. W i l l i a m — and I don't know 

i f I'm pronouncing t h i s r i g h t — Ahern — 

Q. Ahern. 

A. — and CT. Richmond, but the other r o y a l t y 
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o v e r r i d i n g i s t o Mr. Stonestreet — 

Q. A l l r i g h t . 

A. — a o n e - t h i r d of t h a t 3 percent. 

Q. I n a d d i t i o n , what i n v e s t i g a t i o n s have you 

concluded t o determine i f the KP i n t e r e s t had any 

a d d i t i o n a l kinds of burdens? 

A. We've checked the f e d e r a l records and we checked 

the county records, and i n the county records we found a 

net proceeds i n t e r e s t t h a t was attached t o t h i s i n t e r e s t . 

I t ' s a 50-percent net proceeds i n t e r e s t . And we f i n d t h a t , 

based on our review of the county records, t h a t t h i s 

i n t e r e s t i s i n f o r c e and e f f e c t . 

Q. A l l r i g h t , l e t ' s go back and summarize t h i s , 

then. When we look a t Kerry Petroleum's i n t e r e s t a t t h i s 

time, what i s t h e i r percentage of net revenue? What's 

t h e i r net revenue i n t e r e s t i n the spacing u n i t ? 

A. KP Petroleum's — 

Q. No, the other one, Kerry Petroleum. 

A. Okay, Kerry Petroleum, they have a one-eighth 

r o y a l t y and a one-sixth r o y a l t y attached t o t h e i r i n t e r e s t . 

So t h e i r net revenue would be — I t would be 81.25 percent. 

Q. Okay, t h a t would give — 

A. On and 8/8 basis. 

Q. A l l r i g h t . So they're d e a l i n g w i t h an 81.25-

percent net working i n t e r e s t , i s the way I would describe 

STEVEN T. 
(505) 

BRENNER, CCR 
989-9317 



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 

18 

t h a t . 

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

Q. Okay. 

A. While KP i s d e a l i n g w i t h a 78.25 percent. 

Q. A l l r i g h t . And the reason the KP i n t e r e s t i s 

s l i g h t l y less i s , there's an a d d i t i o n a l 3-percent 

o v e r r i d i n g r o y a l t y burden, of which 1 percent Mr. 

Stonestreet c o n t r o l s ? 

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

Q. A l l r i g h t . 

A. And i n a d d i t i o n t o t h a t the net proceeds 

i n t e r e s t , 50 percent. 

Q. A l l r i g h t . Let's go through the sequence of 

correspondence so t h a t you can describe f o r me Ms. Swierc's 

e f f o r t s and your e f f o r t s t o o b t a i n v o l u n t a r y agreement, 

s t a r t i n g w i t h what we've i d e n t i f i e d as E x h i b i t Number 3. 

I d e n t i f y and describe t h a t document. 

A. E x h i b i t Number 3, dated June 2nd, 1997, i s our 

o r i g i n a l w e l l proposal t h a t we sent out t o the p a r t i e s t h a t 

we i d e n t i f i e d as having a working i n t e r e s t w i t h i n the u n i t . 

Q. Okay. Attached t o t h i s proposal t o p a r t i c i p a t e 

i n t h i s w e l l i s an AFE? 

A. Yes, i t ' s an AFE i n the amount of $1,987,3 00. 

And t h i s same AFE i s the one t h a t we've had p a r t i e s , 

t h i r t e e n other p a r t i e s , execute and r e t u r n t o us. 
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Q. A l l r i g h t , l e t ' s s t a r t w i t h your e f f o r t s t o 

n e g o t i a t e an agreement w i t h KP and Kerry. I c o l l e c t i v e l y 

r e f e r t o them together because t h a t ' s how you n e g o t i a t e d 

them, i s i t not? 

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

Q. So f o l l o w i n g June 2nd, 1997, and p r i o r t o J u l y 

21st of 1997, which i s your next l e t t e r , summarize f o r me 

how many conversations you had, who you had them w i t h , and 

what r e s u l t e d . 

A. I spoke w i t h Mr. Lynn Scharek — and I don't know 

i f I'm pronouncing t h a t one r i g h t e i t h e r — on probably 

t h r e e d i f f e r e n t occasions, and t h i s was p r i o r t o J u l y 14th. 

He then — My i n i t i a l conversations w i t h him were t o see 

whether or not they were going t o p a r t i c i p a t e or not. He 

s a i d they were lo o k i n g a t i t . 

Then I c a l l e d him back a few weeks l a t e r t o bump 

him, t o see where he was. He i s i n the Midland o f f i c e . He 

then r e f e r r e d me t o Mr. Stonestreet, who I reached a t a 

S a l t Lake number or — I t ' s Area Code 801, a Utah number. 

And I spoke w i t h Mr. Stonestreet on J u l y 14th. 

Q. Summarize your conversation w i t h Mr. Stonestreet 

concerning your n e g o t i a t i o n s i n an e f f o r t t o get h i s 

commitment of h i s i n t e r e s t , the KP/Kerry i n t e r e s t , t o t h i s 

p r o j e c t . 

A. I b a s i c a l l y o f f e r e d , as I've o f f e r e d a l l t h e 
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p a r t i e s — I o f f e r e d them a l l the same t h i n g , t h a t we would 

be w i l l i n g t o purchase t h e i r i n t e r e s t f o r $250 an acre or 

take a net — or take a farm-in, which would d e l i v e r t o us 

a 78-percent net revenue i n t e r e s t , p r o p o r t i o n a t e l y reduced. 

This 78 percent i s the l e v e l which enables us t o r e a l i z e a 

p r o f i t s - t o - i n v e s t m e n t r a t i o of 10 percent. 

And Mr. Stonestreet had countered t o me he wanted 

t o d e l i v e r t o us a 75-percent net revenue i n t e r e s t , s u b j e c t 

t o a 50-percent back-in, p r o p o r t i o n a t e l y reduced. 

Q. Were you authorized or allowed t o accept h i s 

c o u n t e r o f f e r ? 

A. A bsolutely not. 

Q. I t was below t h i s threshold? 

A. I t was below the t h r e s h o l d . Not only was t h a t 

below the t h r e s h o l d , but then when you b r i n g on t h a t net 

p r o f i t s i n t e r e s t t h a t i s attached t o t h a t i n t e r e s t , i t was 

very uneconomic a t t h a t p o i n t . 

Q. A l l r i g h t . Did you continue t o o f f e r t o Mr. 

Stonestreet the o p p o r t u n i t y t o pay h i s share and 

p a r t i c i p a t e i n the w e l l — 

A. Yes, we d i d . 

Q. — as an option? 

A. That has always been an o p t i o n and s t i l l i s an 

o p t i o n . 

Q. On J u l y 21st, d i d you communicate i n w r i t i n g t h i s 
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v e r b a l proposal on p a r t i c i p a t i o n or a c q u i s i t i o n of h i s 

i n t e r e s t by a farm-in? 

A. On J u l y 21st, I sent a l e t t e r out where I d i d 

o f f e r t o e i t h e r purchase the i n t e r e s t f o r $250 per net acre 

or farm i t i n on a 78-percent net revenue b a s i s . 

Q. Let's have you i d e n t i f y and describe E x h i b i t 4, 

then. 

A. E x h i b i t 4 i s the l e t t e r dated J u l y 21st, 1997, 

and on t h a t l e t t e r were a l l those p a r t i e s t h a t had not 

e l e c t e d t o p a r t i c i p a t e a t such time as the l e t t e r went out. 

I o f f e r e d an o p p o r t u n i t y t o e i t h e r s e l l t h e i r i n t e r e s t or 

farm out t h e i r i n t e r e s t . 

Q. On August 8th of 1997, d i d you r e c e i v e a copy of 

Mr. Stonestreet's w r i t t e n o p p o s i t i o n t o the A p p l i c a t i o n ? 

A. Yes, I d i d . 

Q. And d i d you execute an a f f i d a v i t on behalf of 

your company on August 15th, which was f i l e d w i t h the 

D i v i s i o n as p a r t of i t s prehearing statement i n response t o 

Mr. Stonestreet's a f f i d a v i t ? 

A. Yes, s i r . 

MR. KELLAHIN: A l l r i g h t . Mr. Examiner, I don't 

know i f t h a t ' s a v a i l a b l e i n f r o n t of you as p a r t of the 

case f i l e , but I have an a d d i t i o n a l copy here. I t should 

be attached — There i t i s . 

Q. (By Mr. K e l l a h i n ) The items i n Mr. Stonestreet's 
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o p p o s i t i o n was a request t o have a continuance i n order t o 

continue w i t h f u r t h e r n e g o t i a t i o n s w i t h you on behal f of 

h i s company; t h a t was one of the items he was concerned 

about. 

Are you w i l l i n g t o continue n e g o t i a t i o n s w i t h 

him, d e s p i t e the f a c t we're a t a p o o l i n g hearing today? 

A. Yes, I'm w i l l i n g t o continue n e g o t i a t i o n s . I 

don't foresee t h a t — I t h i n k we've o f f e r e d our best d e a l , 

and Mr. Stonestreet has o f f e r e d what h i s company, I guess, 

can a u t h o r i z e him t o o f f e r , but we — our o f f e r i s open, 

and i t w i l l stay open. 

Q. A l l r i g h t . You're unable t o improve the o f f e r 

t h a t you've made t o him; you've made your best o f f e r ? 

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

Q. At t h i s p o i n t do you b e l i e v e t h a t i t ' s necessary 

t o have a f o r c e - p o o l i n g order issued i n order t o have h i s 

i n t e r e s t committed so t h a t he can e i t h e r p a r t i c i p a t e under 

a p o o l i n g order, or t o go nonconsent under t h a t p o o l i n g 

order? 

A. Yes, I do. 

Q. I n a d d i t i o n , Mr. Stonestreet r a i s e s some 

questions about having the a v a i l a b i l i t y of 3-D seismic 

i n f o r m a t i o n . Are you allowed t o release t o Mr. Stonestreet 

any of your 3-D seismic data? 

A. No, I am not. 
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Q. I n a d d i t i o n , Mr. Stonestreet i s concerned about 

marketing h i s share of gas as a working i n t e r e s t owner. 

Have you made any i n v e s t i g a t i o n s i n determining whether or 

not he has reasonable access t o a gas market? 

A. Yes, I have. The gas t h a t w i l l come from t h a t 

w e l l w i l l most l i k e l y , as the — There's a w e l l t h a t ' s 

l o c a t e d i n the same se c t i o n t h a t ' s dedicated t o the Sid 

Richardson Gasoline Plant, some of the pr o d u c t i o n from 

t h a t . That's a market r i g h t there i n i t s e l f , t h e Sid 

Richardson Gasoline Plant. 

I n the event t h a t you d i d n ' t want s e l l t o Sid 

Richardson, a t the t a i l g a t e of Sid Richardson i s an E l Paso 

Na t u r a l Gas main l i n e . And I've spoke w i t h E l Paso N a t u r a l 

Gas. They w i l l take as l i t t l e as 15 MCF per day on t h a t 

l i n e . However, there i s a market w i t h no l i m i t i n g 

c o n s t r a i n t s t h e r e t o the Sid Richardson Pl a n t . 

Q. Do you have an opinion, Mr. Gallegos, as t o 

whether or not you've exhausted g o o d - f a i t h o p p o r t u n i t i e s t o 

ne g o t i a t e v o l u n t a r y agreements w i t h a l l of these remaining 

i n t e r e s t owners who are not y e t committed? 

A. Yes, I f e e l I have. 

MR. KELLAHIN: Mr. Examiner, we submit t o you Mr. 

Gallegos's e x h i b i t s , which have been marked as E x h i b i t s 1 

through 4. 

EXAMINER STOGNER: E x h i b i t s 1 through 4 w i l l be 
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admitted i n t o evidence. 

MR. KELLAHIN: That concludes my examination of 

Mr. Gallegos. 

EXAMINER STOGNER: Mr. Stonestreet, do you want 

t o — ? 

EXAMINATION 

BY MR. STONESTREET: 

Q. Yes, do you remember our f i r s t conversation? 

A. We've had a couple, but I b e l i e v e I do. 

Q. During t h a t conversation, d i d you mention a t a l l 

t h a t i f we can't go along w i t h , don't go along w i t h , t h a t 

you would j u s t go t o the Commission and have us f o r c e -

pooled and get 3 00-percent penalty? Did you ever say 

anything l i k e t h a t ? 

A. I d i d mention t h a t we would t r y t o work a deal , 

but a t l a s t r e s u l t , i f we cannot a r r i v e a t a de a l , we w i l l 

have t o go t o the fo r c e - p o o l i n g . 

Q. Why d i d you say th a t ? 

A. I b a s i c a l l y s a i d i t t h a t f i r s t we want t o giv e 

you the o p p o r t u n i t y . I r e i t e r a t e d i t i n w r i t i n g . But the 

reason I s a i d t h a t was, we have — We've got c e r t a i n time 

c o n s t r a i n t s t o get t h i s w e l l d r i l l e d under, and t h a t was 

p a r t of the reason. 

Q. But why d i d you say i t ? 

A. Just t o advise you t h a t we were probably going t o 
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be f i l i n g such an a p p l i c a t i o n . 

Q. Were you attempting t o hold a c l u b over my head? 

A. No, I don't f e e l I was. 

Q. I f you can't get what you want from us t h i s way, 

you can get i t from the Commission here, the D i v i s i o n ? 

A. With you and the other working i n t e r e s t owners 

t h a t e l e c t e d not t o p a r t i c i p a t e , t h a t a t a c e r t a i n p o i n t we 

n e g o t i a t e i n good f a i t h , and when we're able t o come t o 

terms, t h a t i s our l a s t o u t l e t . 

Q. I guess we don't agree on n e g o t i a t i o n s i n good 

f a i t h , Mr. Gallegos. 

You made an o f f e r , we countered, and on the phone 

you refused t o go along or even t a l k about anything i n 

between; i s t h a t r i g h t ? 

A. I made my best f i r s t , t h a t i s c o r r e c t . 

Q. Have you bought any pr o p e r t y up t h e r e i n the l a s t 

year or two i n t h i s area? 

A. Yes, we — I have. 

Q. What do you pay an acre f o r i t ? 

A. We pay anywhere from a range of $150 t o $500 an 

acre. I t v a r i e s . 

Q. What k i n d of burdens? 

A. I t — At the sale, i f we go p i c k i t up a t a 

f e d e r a l sale, i t ' s a one-eighth burden. 

And those burdens also vary. We'll see anywhere 
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from — they vary anywhere — I've seen them from 75 

percent t o 87.5 percent. 

Q. We're not t a l k i n g about buying them from t h e 

f e d e r a l government or winning the lease; we're t a l k i n g 

about buying them from some p a r t y who may own t h e lease, 

and h e ' l l s e l l i t t o you f o r X amount, reserve an o v e r r i d e 

or whatever. Have you done any of t h a t ? 

A. No, I have not, because I've worked the area two 

months, and I have not bought from any other p a r t y . 

Q. Do you know anybody i n your company or anywhere 

who's bought i t and what they had t o pay f o r i t , t he 

c o n s i d e r a t i o n , cash, o v e r r i d e or anything? 

A. The considerations t h a t I've seen are around 

t h a t . They're around $250 an acre f o r an 80-percent net 

revenue i n t e r e s t d e l i v e r e d . 

Most of the HBP leases out t h e r e do have 

o v e r r i d e s , but they're not as h e a v i l y burdened as I see 

here. 

Q. Do you consider i t , or does B u r l i n g t o n consider 

t h i s w e l l , the 2-23, a w i l d c a t , development, or what have 

you? 

A. We consider i t a w i l d c a t , an e x p l o r a t o r y w e l l . 

Q. I n your AFE i t ' s shown as a development w e l l . I 

j u s t wondered how t h a t . . . 

A. And I w i l l — 
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Q. I t says development w e l l , so you have a d i f f e r e n t 

o p i n i o n , which i s f i n e . But the people who made the AFE up 

show i t as a development w e l l , I b e l i e v e . 

A. And t h a t w i l l be addressed — 

MR. KELLAHIN: Mr. Examiner, we have t h e man t h a t 

wrote the AFE and other experts t o address these concerns. 

Q. (By Mr. Stonestreet) Do you remember another 

conversation we had, on the telephone? 

A. Yeah, I remember. We had a couple. 

Q. And what were you asking me t o do i n the second 

conversation? 

A. I was asking f o r the same t h i n g , t h a t we were 

w i l l i n g t o purchase your i n t e r e s t or take i t on the basis 

of t he 78-percent net revenue i n t e r e s t . 

Q. Do you remember asking us t o go ahead and s i g n 

the o p e r a t i n g agreement but not j o i n i n the w e l l , and we'd 

get a l l the i n f o r m a t i o n on the w e l l as i t was d r i l l e d , 

because you're going t o get 3 00 percent from the O i l and 

Gas D i v i s i o n anyway? 

A. Yes, we d i d say and I d i d represent t h a t i f you 

s i g n the operating agreement and p a r t i c i p a t e i n i t , you 

would get a l l w e l l i n f o r m a t i o n ; t h a t i s c o r r e c t . 

And t h a t i s c o r r e c t f o r any other p a r t y t h a t ' s 

signed our operating agreement t o p a r t i c i p a t e i n t h i s w e l l : 

You w i l l get a l l the — We w i l l g ive the w e l l i n f o r m a t i o n . 
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However, we w i l l not give w e l l i n f o r m a t i o n t o a 

p a r t y t h a t does not p a r t i c i p a t e i n the w e l l . 

Q. I n your e a r l i e r testimony, you i n d i c a t e d you 

would be w i l l i n g t o neg o t i a t e , quote, unquote, f u r t h e r on 

t h i s deal? 

A. Negotiate f u r t h e r — 

Q. What does t h a t mean? 

A. That means w e ' l l be — t h i s o f f e r stands open, 

the o f f e r made by — i n w r i t i n g by l e t t e r dated J u l y 21st, 

1997, w i l l stay open. I t ' s got a date t i l l — I t w i l l 

e x p i r e on October 1st of 1997, and I guess we're w i l l i n g t o 

leave t h a t open. 

But when I say negot i a t e f u r t h e r , I do not mean 

b e t t e r terms than the 78-percent net revenue d e l i v e r e d t o 

B u r l i n g t o n . 

Q. Does "negotiate" mean give and take? 

A. I — Yeah, "negotiate" means " n e g o t i a t e " , and I 

t h i n k what we d i d i s , we s t a r t e d and we o f f e r e d our best 

terms t h a t we can and s t i l l have an economically v i a b l e 

p r o j e c t . 

MR. STONESTREET: That's a l l I have. 

EXAMINER STOGNER: Thank you, Mr. Stonestreet. 

Mr. K e l l a h i n , any r e d i r e c t ? 

MR. KELLAHIN: No questions. 

EXAMINER STOGNER: Mr. C a r r o l l ? 
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EXAMINATION 

BY MR. CARROLL: 

Q. I n o t i c e i n the June 2nd l e t t e r , t he attached 

l i s t of i n t e r e s t owners sent the proposal, Kerry i s not 

l i s t e d but KP is? 

A. At t h a t — Yeah, a t t h a t time the t i t l e o p i n i o n 

t h a t we had d i d not show Kerry Petroleum w i t h an i n t e r e s t . 

I do have an updated t i t l e o p i n i o n t h a t was updated i n J u l y 

of t h i s year t h a t does show Kerry w i t h an i n t e r e s t . 

However, a t t h a t time, t h a t t i t l e o p i n i o n d i d not. 

Q. Okay. And i n your n e g o t i a t i o n s w i t h KP and 

Kerry, w i t h Mr. Stonestreet, you d i d n ' t back o f f your 

i n i t i a l o f f e r . Did Mr. Stonestreet o f f e r — make another 

o f f e r besides h i s o f f e r ? 

I guess my question i s , you both — There's been 

an o f f e r and c o u n t e r o f f e r . Have e i t h e r of your budged o f f 

each of your — 

A. That's c o r r e c t , we d i d not back o f f and n e i t h e r 

d i d Mr. Stonestreet. 

And I would l i k e t o p o i n t out here t h a t we're 

l o o k i n g a t an i n t e r e s t t h a t has, i n a d d i t i o n , a 50-percent 

net proceeds i n t e r e s t attached t o i t . 

We are going t o be taken — At a 78-percent net 

revenue i n t e r e s t , i f we take t h a t deal t h e r e and then you 

a t t a c h the 50-percent net-proceeds i n t e r e s t — which i s 
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only unique t o KP 1s i n t e r e s t , t o no other p a r t i e s i n the 

u n i t — t h a t i s — t h a t i n i t s e l f i s uneconomical. And 

we're w i l l i n g t o take t h a t and take i t a t a lo s s t o get 

t h i s w e l l d r i l l e d . 

Q. You're w i l l i n g t o take what? 

A. The i n t e r e s t of KP A c q u i s i t i o n Corporation i s 

su b j e c t t o a 50-percent net-proceeds i n t e r e s t . And the way 

I i n t e r p r e t t h i s net-proceeds i n t e r e s t i s t h a t 50 percent 

of your p r o f i t s goes t o another p a r t y , the holder of t h a t 

net-proceeds i n t e r e s t . 

So t h i s 4 percent, the approximately 3.9-percent 

working i n t e r e s t of KP's, even i f we're d e l i v e r e d a 78-

percent net revenue i n t e r e s t farmout, w e ' l l be uneconomical 

on a stand-alone basis. 

Q. Maybe I heard you i n c o r r e c t l y . I t sounds l i k e 

you're w i l l i n g t o accept Mr. Stonestreet's c o u n t e r o f f e r . 

A. No, our o f f e r i s the 78 percent. We've o f f e r e d 

t o farm i n t o h i s i n t e r e s t , having them d e l i v e r t o us 78-

percent net revenue i n t e r e s t . 

MR. KELLAHIN: Mr. C a r r o l l , i f I may i n t e r r u p t , 

Mr. Stonestreet wants t o r e t a i n a f t e r payout a 50-percent 

working i n t e r e s t o p t i o n , which i s a d i f f e r e n t c r i t t e r — 

MR. CARROLL: Oh, than the net proceeds — 

MR. KELLAHIN: — than the 50-percent — 

THE WITNESS: Yes. 
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MR. KELLAHIN: — net proceeds p a i d t o a t h i r d 

p a r t y , not — 

THE WITNESS: Yeah, I'm so r r y — 

MR. CARROLL: And he also wants t o r e t a i n an 

MR. KELLAHIN: Just — 

THE WITNESS: Yeah, t h a t — 

MR. CARROLL: — a d d i t i o n a l 3-percent — 

MR. KELLAHIN: Rick — 

THE WITNESS: F i f t y — Okay. 

MR. KELLAHIN: — one a t a time. Let him 

f i n i s h — 

MR. CARROLL: Okay. 

MR. KELLAHIN: — h i s question. What's the 

question? 

Q. (By Mr. C a r r o l l ) Okay, I t h i n k I understand. 

And he also wants t o r e t a i n an a d d i t i o n a l 3-percent 

override? 

A. Yes, and i n a d d i t i o n t o a 50-percent back-in, or 

th e r e i s t h a t net-proceeds i n t e r e s t hanging out t h e r e . 

MR. CARROLL: Okay. 

MR. STONESTREET: May I say something? 

MR. CARROLL: Sure, go ahead. 

MR. STONESTREET: We want t o reserve an 

o v e r r i d i n g r o y a l t y w i t h e l e c t i o n t o exchange the o v e r r i d e 

f o r a working i n t e r e s t a t payout. 
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This 50-percent net proceeds — I don't know who 

d i d your t i t l e o p i n i o n — i s not c o r r e c t . I t ' s not t o t a l l y 

c o r r e c t . I t doesn't apply. 

THE WITNESS: Well, we f i n d i t of r e c o r d when we 

run the records, and there i s nothing i n the County records 

t o say t h a t i s no longer v a l i d . That's based on the 

evidence we have — 

MR. STONESTREET: There's other instruments t o 

look a t . 

THE WITNESS: There may be, but they may not be 

of r e c o r d . And t h a t ' s what we found of record, based on 

the t i t l e o p i n i o n we had done. 

Q. (By Mr. C a r r o l l ) Mr. Gallegos, do you know the 

r e l a t i o n s h i p between KP and Kerry? Kerry i s the parent 

company of KP? 

A. They have — They've got the same address, and 

Mr. Stonestreet represents both of them. The exact 

r e l a t i o n s h i p , I don't know. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Mr. Kerry, what i s the — 

MR. CARROLL: Mr. Stonestreet. 

Q. (By Examiner Stogner) Mr. Stonestreet, I'm 

s o r r y . What i s the r e l a t i o n s h i p between KP and Kerry? 

A. Kerry owns approximately 80, 81 percent of KP. 
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But we have c o n t r o l and a u t h o r i t y over KP. 

EXAMINER STOGNER: I'm going t o c a l l about a 

fi v e - m i n u t e recess a t t h i s p o i n t . 

(Thereupon, a recess was taken a t 11:42 a.m.) 

(The f o l l o w i n g proceedings had a t 11:52 a.m.) 

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

Mr. C a r r o l l ? 

FURTHER EXAMINATION 

BY MR. CARROLL: 

Q. Mr. Gallegos, j u s t f o r c l a r i f i c a t i o n , w i l l you 

lead us through an example of what e x a c t l y B u r l i n g t o n 

o f f e r e d as t o t h a t i n t e r e s t and what Mr. Stonestreet 

counteroffered? The 78-percent net revenue i n t e r e s t 

s u b j e c t t o the 50-percent net proceeds, and then t h e 

c o u n t e r o f f e r from Mr. Stonestreet? 

A. Okay, our o f f e r t o them was t o e i t h e r , one, 

purchase t h e i r i n t e r e s t f o r $2 50 an acre or, two, take a 

farm - i n of t h e i r i n t e r e s t where they would d e l i v e r t o us a 

78-percent net revenue i n t e r e s t , p r o p o r t i o n a t e l y reduced t o 

t h e i r working i n t e r e s t . 

MR. KELLAHIN: With no back-in? 

THE WITNESS: Yeah, w i t h no back-in. And t h a t , 

according t o the County records, would be s u b j e c t t o a 50-

percent net p r o f i t s i n t e r e s t t h a t we would have t o bear, 

B u r l i n g t o n Resources. 
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Q. (By Mr. C a r r o l l ) Okay — 

A. Mr. — 

Q. — how does t h a t work, then? Give an example of 

some revenue f i g u r e s . 

A. Okay, I ' l l g ive you an example, j u s t assuming 

t h a t KP A c q u i s i t i o n owned 100 percent of the working 

i n t e r e s t . 

Q. Okay. 

A. They would d e l i v e r t o us a 78-percent net revenue 

i n t e r e s t , so we'd be g e t t i n g 78 percent of the stream. 

And then they would reserve an o v e r r i d e , being 

the d i f f e r e n c e between burdens, e x i s t i n g burdens, and t h a t 

78 percent. 

Q. Okay, and then how i s the 50-percent net p r o f i t s 

i n t e r e s t , how i s t h a t affected? 

A. Okay, how t h a t would a f f e c t i t — and t h i s i s 

based on my reading of the net proceeds instrument i s t h a t 

from day one when our w e l l s t a r t s producing, i f we make 

$200 p r o f i t s , a f t e r we paid a l l the r o y a l t i e s and everybody 

el s e and pa i d a l l our expenses, then whatever's p r o f i t , we 

give 50 percent of t h a t t o the p a r t y t h a t holds the net 

proceeds i n t e r e s t . 

Q. Okay. 

A. So e s s e n t i a l l y we'd be g i v i n g away 50 percent of 

our p r o f i t s . 
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Q. And B u r l i n g t o n i s w i l l i n g t o accept t h a t burden? 

A. Yes, we are. We would not be w i l l i n g t o i f we 

were doing t h i s and had 100-percent working i n t e r e s t . I t 

would be an unecon- — i t would be nonviable p r o j e c t f o r 

us. 

But i n t h i s circumstances, since we're only 

d e a l i n g w i t h about 3.9-percent working i n t e r e s t , we're 

w i l l i n g t o do so t o get the w e l l d r i l l e d . 

Q. Okay, and Mr. Stonestreet's c o u n t e r o f f e r i s 

d e l i v e r i n g you a 75-percent net revenue i n t e r e s t — 

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

Q. — w i t h a r i g h t of conversion t o 50 percent — 

A. That would — a t payout, a t such time t h a t we 

p a i d out 100 percent of our costs. 

Q. Okay, and t h a t ' s not acceptable? 

A. That i s unacceptable. That alone, as a stand

alone proposal goes below our economic parameters. That 

doesn't even include adding on t h a t 50-percent net proceeds 

i n t e r e s t . 

Q. Uh-huh. 

A. I t would be l u d i c r o u s f o r us t o take such a r i s k 

t o d r i l l a w e l l and then give h a l f of i t away a t payout and 

d u r i n g the whole time be g i v i n g h a l f away — away h a l f of 

th e p r o f i t s . 

I t j u s t — We wouldn't stay i n business long, 
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doing t h a t . 

EXAMINER STOGNER: Anything f u r t h e r ? 

You may be excused. 

Mr. Kellahin? 

KEITH WINFREE, 

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. Mr. Winfree, f o r the record would you please 

s t a t e your name and occupation? 

A. My name i s K e i t h Winfree and I'm a g e o l o g i s t . 

Q. Where do you r e s i d e , s i r ? 

A. Midland, Texas. 

Q. And by whom are you employed? 

A. B u r l i n g t o n Resources. 

Q. Have you t e s t i f i e d on p r i o r occasions before the 

D i v i s i o n ? 

A. No, I have not. 

Q. Summarize f o r us your education and employment. 

A. I received a bachelor's degree i n geology i n 1981 

from LaMar U n i v e r s i t y , received a master's degree i n 

geology from the U n i v e r s i t y of Wisconsin i n 1983, and i n 

1983 I began employment as a g e o l o g i s t w i t h Exxon, and 

resigned from Exxon approximately two months ago and came 
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t o work f o r B u r l i n g t o n Resources. 

Q. As p a r t of your p r e p a r a t i o n f o r today's hearing, 

have you made a review of the Wolfcamp geology t h a t i s the 

t a r g e t p o r t i o n of t h i s wellbore? 

A. Yes, I have. 

Q. And wh i l e you're r e c e n t l y i n v o l v e d i n the 

p r o j e c t , have you reviewed the work product of others t h a t 

was developed i n a geologic sense f o r your preparation? 

A. Yes, I have. 

Q. Have you s a t i s f i e d y o u r s e l f t h a t you have 

s u f f i c i e n t data upon which t o express opinions? 

A. Yes, I do. 

MR. KELLAHIN: We tender Mr. Winfree as an expert 

g e o l o g i s t . 

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

MR. KELLAHIN: Mr. Examiner, we have a number of 

e x h i b i t s . We're not going t o spend much time on each one. 

The b u i l t - i n sequence t o give you a general p i c t u r e o f what 

B u r l i n g t o n ' s s t r a t e g y i s i n t h i s Wolfcamp p l a y , the f i r s t 

p a r t of the puzzle, obviously, i s Mr. Winfree, and then 

w e ' l l f o l l o w him up by Mr. Doug Seams who i s t h e r e s e r v o i r 

engineer. 

Q. (By Mr. K e l l a h i n ) A l l r i g h t , Mr. Winfree, l e t ' s 

t u r n t o what i s marked as E x h i b i t Number 5 and have you 

i d e n t i f y and describe t h i s d i s p l a y . 
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A. This i s the Wolfcamp completion zone map. The 

scale i s one inch equals 2 000 f e e t . The ye l l o w i n d i c a t e s 

the B u r l i n g t o n leasehold i n the area, whether i t be a 

p a r t i a l i n t e r e s t or a f u l l i n t e r e s t . 

Q. At t h i s p o i n t , regardless of the c o l o r code of 

these various dots, those represent producing Wolfcamp 

w e l l s i n one or more of the three Wolfcamp zones? 

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

Q. And you have i d e n t i f i e d f o r the D i v i s i o n t h r e e 

Wolfcamp zones, w i t h the higher one being l a b e l e d the "A", 

the lower the "B", and f i n a l l y the deepest i s the "C"? 

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

Q. A l l r i g h t . When we look a t the B u r l i n g t o n 

acreage, but f o r your i n t e r e s t i n the southwest of 23 w i t h 

t h a t E l Paso w e l l , you do not yet have producing Wolfcamp 

w e l l s on your acreage; d i d I read t h a t r i g h t ? 

A. That's c o r r e c t t o the best of my knowledge. 

Q. A l l r i g h t . Part of the e x p l o r a t i o n s t r a t e g y , 

then, f o r the development of Wolfcamp on your acreage i s t o 

commence w i t h a w e l l i n the n o r t h h a l f of 23? 

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

Q. A l l r i g h t . The plan f o r t h i s w e l l b o r e i s f o r i t 

not t o be a v e r t i c a l w e l l but f o r i t t o be a d i r e c t i o n a l 

w e l l , i n s o f a r as i t w i l l be d r i l l e d v e r t i c a l l y t o a p o i n t 

t o i n t e r s e c t the top of the Wolfcamp A, and then you're 
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going t o have two l a t e r a l s t h a t would access t h e Wolfcamp 

A, r i g h t ? 

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

Q. A l l r i g h t . Let's set t h i s aside and go t o the 

next d i s p l a y . 

I n the southwest quarter of 23, you've got a 

Wolfcamp well? 

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

Q. And E x h i b i t 6 i s the type l o g f o r t h a t w e l l ; i s 

i t not? 

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

Q. I d e n t i f y f o r us how you have separated the 

Wolfcamp i n t o these three d i f f e r e n t i n t e r v a l s . 

A. The e n t i r e Wolfcamp s e c t i o n c o n s i s t s of 

limestones interbedded w i t h shales. The limestones have a 

r e l a t i v e l y low gamma ray, and we can recognize them on t h i s 

compensated neutron formation d e n s i t y l o g . The shales have 

a r e l a t i v e l y high gamma-ray. 

And as you can see, what we've color e d i n blue 

are t h r e e t h i c k limestone l a y e r s , or t h r e e limestone l a y e r s 

of v a r y i n g thickness. The uppermost of those i s c a l l e d the 

"A", the second i s the "B", and the t h i r d i s the "C". And 

you can see t h a t the "A" i s the t h i c k e s t and the "B" and 

"C" are not as t h i c k . 

Q. A l l r i g h t . Does B u r l i n g t o n operate t h i s w e l l ? 
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A. Yes. 

Q. Give us a short h i s t o r y of the sequence i n which 

t h i s w e l l was produced i n the Wolfcamp i n t e r v a l . 

A. I t was f i r s t completed i n the Wolfcamp B and i t 

produced approximately 2 00 m i l l i o n cubic f e e t , and then 

depleted, and i t ' s subsequently been recompleted i n the 

Wolfcamp A j u s t r e c e n t l y . The IP was approximately 2 

m i l l i o n a day. And we b e l i e v e the EUR t o be approximately 

1.6 BCF. 

Q. You're l o o k i n g f o r f u r t h e r o p p o r t u n i t i e s i n the 

Wolfcamp i n t h i s v i c i n i t y i n which you have acreage 

p o s i t i o n ? 

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

Q. The l o g i c a l place t o look i s an o p p o r t u n i t y i n 

t h e n o r t h h a l f of 23? 

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

Q. Which p o r t i o n of the Wolfcamp w i l l you attempt t o 

access w i t h t h i s w e l l t h a t ' s the su b j e c t of t h i s case? 

A. The i n i t i a l completion w i l l be i n t h e A, as we 

mentioned before, w i t h the h o r i z o n t a l l a t e r a l s . 

Q. Okay. Do you have a s e r i e s of d i s p l a y s where we 

can f i r s t of a l l see the s t r u c t u r a l component o f the 

Wolfcamp? 

A. Yes, I do. 

Q. Let's s t a r t w i t h t h a t . I f y o u ' l l t u r n t o E x h i b i t 
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7, l e t ' s look a t your i n t e r p r e t a t i o n of the s t r u c t u r e . 

The type of w e l l s i d e n t i f i e d on the d i s p l a y are 

what, s i r ? 

A. These are the w e l l s i n the area t h a t have t o t a l 

depths g r e a t e r than 11,000 f e e t . 

Q. And t h i s l o g data was a v a i l a b l e t o you? 

A. Yes. 

Q. You constructed a s t r u c t u r e map? 

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

Q. Any importance t o s t r u c t u r e i n determining t h e 

l o c a t i o n of the well? 

A. No. 

Q. Does s t r u c t u r e a f f e c t decisions about r i s k f o r 

d r i l l i n g i n the Wolfcamp i n t h i s immediate v i c i n i t y ? 

A. No. 

Q. A l l r i g h t , s i r , l e t ' s set t h a t aside and go t o 

E x h i b i t 8. 

E x h i b i t 8 represents t o be a Wolfcamp "A" 

limestone isopach, r i g h t ? 

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

Q. When you're isopaching t h i s "A" i n t e r v a l i n 

r e l a t i o n t o the type l o g , are you isopaching t h e e n t i r e 

Wolfcamp limestone i n t e r v a l shown on the type log? 

A. That's c o r r e c t , the Wolfcamp "A". 

Q. So i t would be a gross number, i f you w i l l , i n 

STEVEN T. 
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the Wolfcamp "A"? 

A. Yes. 

Q. A l l r i g h t , s i r . You had c e r t a i n data p o i n t s t h a t 

went i n t o t h a t e f f o r t , and the data p o i n t s are the l o g 

i n f o r m a t i o n shown on w e l l s t h a t are i l l u s t r a t e d on t h i s 

d i s p l a y ? 

A. That i s c o r r e c t . The a c t u a l t hickness value i s 

posted j u s t t o the r i g h t of the w e l l symbol, w i t h the blue 

numbers. 

Q. There's a green cro s s - s e c t i o n , A-A'. I f you use 

t h a t as a reference p o i n t and look a t e v e r y t h i n g n o r t h and 

east of t h a t reference p o i n t , you have a t o t a l absence of 

Wolfcamp w e l l c o n t r o l , don't you? 

A. That i s t r u e . 

Q. I s t h i s an isopach computer-generated, or d i d you 

hand-draw t h i s ? 

A. I t was generated by the computer. 

Q. So what does the computer do i f you put i n t h i s 

minimal number of data p o i n t s , how does the computer, by 

i t s program, draw the contours? 

A. I t e x t r a p o l a t e s away from the w e l l c o n t r o l t o 

areas where th e r e are no w e l l c o n t r o l , using the w e l l 

c o n t r o l as a guide, b a s i c a l l y , and i t does i t i n a very 

s p e c u l a t i v e manner, obviously, since there's no data up 

t h e r e . I t ' s a pure e x t r a p o l a t i o n . 
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Q. A l l r i g h t , s i r . You're not r e p r e s e n t i n g t o us, 

then, t h a t you're going t o r e l y on t h i s w i t h your e x p e r t i s e 

t o determine thickness of the Wolfcamp "A" using t h a t 

computer-generated isopach, are you? 

A. Well, I can't r e a l l y speculate what the exact 

value w i l l be a t t h a t p o i n t . I t ' s too s p e c u l a t i v e . I 

i n t e r p r e t t h e r e could be a range of values a t t h a t p o i n t . 

Q. A l l r i g h t . I t ' s simply a general i n d i c a t i o n of 

where you might go w i t h another w e l l l o c a t i o n ? 

A. Right. 

Q. A l l r i g h t , i t ' s not intended t o represent t h a t 

t h a t i s going t o be a w e l l located where i t ' s going t o have 

75 f e e t of Wolfcamp "A"? 

A. I would never t e s t i f y t h a t I could guarantee 

t h a t . 

Q. A l l r i g h t . How do you then decide f o r y o u r s e l f 

what i s the l i k e l y s i z e and shape of a Wolfcamp "A" 

r e s e r v o i r ? 

A. There's a process where you look a t a range of 

values and you assess the r i s k , based on your data p o i n t s , 

and you e s s e n t i a l l y take an average value. 

Q. A l l r i g h t . I s the next step i n the sequence, 

then, t o determine the p o t e n t i a l s i z e and shape of these 

r e s e r v o i r s , i s t o look a t some cross-sections? 

A. That's t r u e . 
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Q. Before we leave the isopach, though, can you 

demonstrate f o r us, a t l e a s t i n the v i c i n i t y of Section 15 

t o t h e south and west, the magnitude of range of t h i c k n e s s 

of the Wolfcamp even w i t h i n t h a t section? 

A. Yes, as you can see, i f you f o l l o w the cross-

s e c t i o n l i n e , B-B' on the map, as you move away from the 

type l o g i n the southwest of Section 23, which has 78 f e e t , 

the next w e l l , which would be i n the next p r o r a t i o n u n i t , 

only has 48 f e e t . And then the next w e l l — That was the 

F l o r i d a E x p l o r a t i o n Number 8 Ross Draw. The next w e l l down 

t h e r e , i n d i c a t e d as the Baxter Number 5 Ross Draw u n i t , 

only had 15 f e e t of limestone. 

So i t ' s easy t o conclude t h a t any one given w e l l 

does not guarantee you're going t o have a s i m i l a r - l o o k i n g 

w e l l i n the adjacent p r o r a t i o n u n i t . 

Q. Let's take a quick look a t your s e r i e s of cross-

s e c t i o n s so we can get an i l l u s t r a t i o n of how t h i s i s 

d e p i c t e d i n a v e r t i c a l sense. I f y o u ' l l take E x h i b i t 9, 

which i s the A-A' cross-section, you're d e a l i n g w i t h w e l l s 

on t h i s c r o s s - s e c t i o n t h a t are more than a m i l e apart? 

A. That's t r u e . 

Q. And w i t h i n t h a t i n t e r v a l , then, as d e p i c t e d , 

describe f o r us what you see i n the Wolfcamp "A". 

A. Okay. These w e l l s represent the two w e l l s 

nearest t o the l o c a t i o n i n a northwest and southeast 
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d i r e c t i o n . The type l o g we've looked a t before, t h e E l 

Paso 23, i s i n the center. 

The w e l l t o the l e f t , t o the northwest, i s the 

Adams E x p l o r a t i o n w e l l i n Section 16, and i t has about 48 

f e e t of limestone on i t , i n d i c a t e d i n blue, which i s 

s i g n i f i c a n t l y less than what we saw i n the El Paso. 

The w e l l on the r i g h t i s the F l o r i d a Gas Ross 

Draw Number 7, down i n Section 25, i n d i c a t e d on the map as 

the Adobe. That w e l l only has 15 f e e t of lime. 

So you can see t h a t i n both d i r e c t i o n s away from 

the type l o g the limestone i s t h i n n e r , and i t ' s 

d r a m a t i c a l l y t h i n n e r i n one d i r e c t i o n . 

Q. When we look f o r Wolfcamp pr o d u c t i o n i n the "A", 

what k i n d of r e s e r v o i r do we have here? What i s the 

t r a p p i n g mechanism? 

A. I t ' s a s t r a t i g r a p h i c t r a p . The t r a p i s caused by 

a lo s s of p o r o s i t y . 

Q. So as we move from l o c a t i o n t o l o c a t i o n , the 

r e s e r v o i r q u a l i t y of the Wolfcamp d e t e r i o r a t e s t o some 

p o i n t t h a t , w h i l e you're i n the Wolfcamp, the co n t a i n e r s 

are e r r a t i c i n s i z e and shape? 

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

Q. G e o l o g i c a l l y , have you found t h a t these Wolfcamp 

con t a i n e r s are small and disconnected? 

A. Yes, t h a t i s t r u e . 
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Q. Let's look a t the B-B' c r o s s - s e c t i o n . As you — 

Let's s t a r t the other way around. Let's s t a r t a t the r i g h t 

side and go from B' t o B. I f you s t a r t w i t h the w e l l i n 

the southwest quar t e r , what do you see i n terms of Wolfcamp 

"A" thickness? 

A. I t ' s 78 f e e t . 

Q. Okay, as you move t o the southwest, though, what 

happens t o the Wolfcamp? 

A. You only have 48 f e e t i n t h a t w e l l . And then as 

you go down t o the f a r end of the c r o s s - s e c t i o n , down i n 

the southwest quarter of Section — I b e l i e v e t h a t ' s 

Section 27, t h a t w e l l down the r e only has 15 f e e t o f lime. 

And again, t h i s c r oss-section i l l u s t r a t e s t h i s 

r a p i d change i n thickness i n the lime r e s e r v o i r . 

Q. With t h i s l i m i t e d w e l l data, are you able t o a t 

l e a s t hypothecate the l i k e l y d i r e c t i o n t h a t you would place 

a w e l l f o r o f f s e t t i n g the w e l l i n the southwest q u a r t e r of 

23? 

A. I don't t h i n k so. 

Q. A l l r i g h t , you j u s t — you don't — Too 

s p e c u l a t i v e a t t h i s point? 

A. I t i s very s p e c u l a t i v e . 

Q. A l l r i g h t , l e t ' s go t o C-C' and see what t h a t 

shows. A l l r i g h t , give us your conclusions about C-C. 

A. C-C, the l e f t - h a n d w e l l i s i n the northwest of 
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Section 27, the center w e l l i s i n the southwest of Section 

27, and the rig h t - h a n d w e l l i s j u s t t o the south of t h e r e , 

i n d i c a t e d on the map as the Williamson w e l l . 

A l l t hree of these w e l l s have very t h i n 

limestones. The t h i c k e s t one i s the one on t h e l e f t , which 

has 3 4 f e e t . 

The importance of t h i s c r o s s - s e c t i o n i s t h a t i t 

shows t h a t you can't e x t r a p o l a t e t h i s t h i c k onto the south, 

which you might be tempted t o do i n normal geologic 

c o n t o u r i n g . I t r e a l l y shows t h a t t h i s t h i c k comes t o a 

complete end i n t h i s area and p o i n t s out t h a t going t o the 

n o r t h i n Section 23, up t o our proposed l o c a t i o n , you could 

have e x a c t l y the same s i t u a t i o n , where t h e r e was 

e s s e n t i a l l y no r e s e r v o i r a t a l l . 

Q. That i s a l l the a v a i l a b l e l o g data and 

i n f o r m a t i o n t h a t you have a v a i l a b l e t o analyze, r i g h t ? 

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

Q. Does B u r l i n g t o n have access t o any seismic 

i n f o r m a t i o n and, i f so, i s i t u s e f u l i n the Wolfcamp? 

A. Yes, we do have seismic — 3-D seismic i n t h i s 

area, and no, i t has not helped us m i t i g a t e the r i s k f o r 

t h i s l o c a t i o n a t a l l . 

Q. That 3-D seismic was u t i l i z e d f o r Delaware p l a y , 

was i t not? 

A. That's c o r r e c t . 
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Q. And you're not able t o use i t f o r any u s e f u l 

purpose i n the Wolfcamp? 

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

Q. A l l r i g h t , set aside f o r a moment your 

involvement w i t h Mr. Seams as a r e s e r v o i r engineer, and 

l e t ' s j u s t look a t the e x p l o r a t i o n r i s k i n v o l v e d as a 

g e o l o g i s t w i t h t h i s amount of data. 

Do you have an opinion as t o what the geologic 

r i s k i s i n terms of a r i s k - f a c t o r p enalty t h a t i s 

accessible f o r i n t e r e s t owners t h a t won't commit t o t h i s 

w e l l ? 

A. Yes, i t ' s my opinio n t h a t the cost p l u s 200 

percent i s j u s t i f i e d . 

Q. Now, a t t h i s p o i n t , you as a g e o l o g i s t have a 

r e a l dilemma, don't you? Because you don't know t h e s i z e 

and the shape of these Wolfcamp r e s e r v o i r s , and you're not 

sure, i f you h i t one, how good i t ' s going t o be? 

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

Q. What i s the t y p i c a l t h i n g you do now when you ask 

the r e s e r v o i r engineer t o examine i t ? What are you l o o k i n g 

f o r ? 

A. I'm lo o k i n g f o r an estimate of r i s k e d reserves. 

Q. A l l r i g h t . You're going t o get a r e s e r v o i r t o 

t e l l you t h a t when you f i n d a Wolfcamp i n t e r v a l , how much 

gas you can expect t o recover? 
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A. That i s c o r r e c t . 

Q. Okay. And w i t h t h a t , then, you can work w i t h him 

and t r y t o approximate the size and the shape of these 

c o n t a i n e r s t h a t c o n t a i n the Wolfcamp gas? 

A. That's t r u e . 

Q. Have you attempted t o determine whether or not, 

based upon h i s reserve c a l c u l a t i o n s , i t ' s u s e f u l t o f u r t h e r 

explore f o r Wolfcamp using v e r t i c a l w e l l s i n t h i s area? 

A. Yes. 

Q. And what i s your conclusion? 

A. They are noncommercial and too much r i s k . 

Q. And g e n e r a l l y why i s t h a t so? 

A. They don't d r a i n a larg e enough area t o recover 

an economic volume of gas. 

Q. As a s t r a t e g y , then, f o r atte m p t i n g f u r t h e r 

Wolfcamp e x p l o r a t i o n , what have you and Mr. Seams agreed t o 

t r y t o do? 

A. Attempt some h o r i z o n t a l d r i l l i n g . 

Q. A l l r i g h t , what would be the p o t e n t i a l advantage 

of a h o r i z o n t a l wellbore, as you see i t as a g e o l o g i s t ? 

A. There r e a l l y are — There are two advantages. 

One, i n t h i s l a t e r a l l y discontinuous r e s e r v o i r 

you have a gre a t e r chance of f i n d i n g more p o r o s i t y by 

reaching out through the r e s e r v o i r . 

And secondly, we have i n d i c a t i o n t h a t t h e r e are 
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f r a c t u r e s , and by going h o r i z o n t a l , we should be able t o 

i n t e r s e c t some f r a c t u r e s , which should d r a m a t i c a l l y improve 

our p e r m e a b i l i t y . 

Q. A l l r i g h t , l e t ' s t a l k about your database f o r a 

sp e c u l a t i o n t h a t you have a f r a c t u r e d r e s e r v o i r . Do you 

have core data? 

A. No, no core data. 

Q. Do you have any of those core-imaging l o g s t u f f ? 

A. There are no image logs. 

Q. What do you u t i l i z e t o come t o any conclusion or 

b e l i e f t h a t t h i s might be a f r a c t u r e d r e s e r v o i r ? 

A. We have w e l l c u t t i n g s , and we h i r e d a c o n s u l t a n t 

t o describe these w e l l c u t t i n g s f o r us. 

And he found ample evidence of f r e e c a l c i t e 

c r y s t a l s i n the samples, and f r e e c a l c i t e c r y s t a l s are an 

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

Q. Based upon h i s i n f o r m a t i o n and your own study, 

how would you ch a r a c t e r i z e the r e s e r v o i r i n terms of i t s 

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

A. Well, g e o l o g i c a l l y I ' d say a deep-water limestone 

d e p o s i t . I t tends t o have low p e r m e a b i l i t i e s , except i n 

the v i c i n i t y of f r a c t u r e s where your p e r m e a b i l i t i e s should 

be g r e a t e r . 

V e r t i c a l l y and l a t e r a l l y , the good p o r o s i t y and 

p e r m e a b i l i t y i n t e r v a l s are discontinuous, and there ' s no 
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p r e d i c t i v e s t y l e t o how these r e s e r v o i r s are l a i d t o g e t h e r 

i n what we c a l l r e s e r v o i r a r c h i t e c t u r e . The r e s e r v o i r 

a r c h i t e c t u r e does not seem t o be organized i n a p r e d i c t a b l e 

manner, l a t e r a l l y or v e r t i c a l l y . 

Q. Based upon t h a t assessment, what 1s your 

conclusion about the r i s k ? 

A. I t h i n k t o q u a n t i f y i t , we probably have about a 

one-in-two chance, and I t h i n k t h a t j u s t i f i e s the c o s t -

plus-200-percent penalty. 

Q. Okay. There's s t i l l a s i g n i f i c a n t r i s k . This i s 

not a step-out Wolfcamp w e l l t h a t you're going t o be able 

t o p l a y o f f the f i r s t w e l l and make the second one 

commercial? 

A. Right, I t h i n k the isopach and the cross-sections 

demonstrate t h a t c l e a r l y . With no w e l l c o n t r o l t o the 

n o r t h , you have no i n d i c a t i o n a t a l l what y o u ' l l f i n d a t 

t h a t l o c a t i o n . 

MR. KELLAHIN: Mr. Examiner, a t t h i s p o i n t we 

move t o introduce Mr. Winfree's E x h i b i t s 5 through 11. 

EXAMINER STOGNER: E x h i b i t s 5 through 11 w i l l be 

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

MR. KELLAHIN: That concludes my examination of 

Mr. Winfree. 

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

Mr. Stonestreet, your witness. 

STEVEN T. BRENNER, CCR 
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EXAMINATION 

BY MR. STONESTREET: 

Q. Who picked the l o c a t i o n of t h i s Number 2-2 3 w e l l ? 

A. I don't know i f I know of a l l t he people t h a t 

were i n v o l v e d i n the l o c a t i o n . 

I know Doug Seams was inv o l v e d and Markus 

Thomerson. 

That's the best t h a t I can answer t o my 

knowledge. 

Q. Are you a f r a i d t h a t going t o the no r t h e a s t , then, 

t h i s Wolfcamp s e c t i o n i s going t o t h i n out i n s o f a r as 

p o r o s i t y i s concerned? 

A. I r e a l l y don't have any op i n i o n about t h e 

v a r i a t i o n of thickness i n any p a r t i c u l a r p a r t of the 

s e c t i o n , because I have no data, and anything I say th e r e 

would be pure spe c u l a t i o n . 

However, we w i l l t a l k about the l o c a t i o n more 

when Mr. Seams t e s t i f i e s . 

Q. This map i n d i c a t e s there's about 78 f e e t i n t h e 

1-23, i n the "A" zone; i s t h a t — 

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

Q. — i s t h a t correct? 

Could you have brought t h i s l o c a t i o n c l o s e r , or 

d i d you have t o go t h a t f a r up i n the n o r t h p a r t of Section 

23 t o conform w i t h the State r u l e s and r e g u l a t i o n s , or 

STEVEN T. BRENNER, CCR 
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could you have brought i t closer to the 1-23? 

A. Again, I don't know a l l the d e t a i l s here, but I 

would l i k e t o t r y t o answer your question. 

We d i d move the l o c a t i o n because of some 

a r c h e o l o g i c a l s i t e s . 

But again, w e ' l l give you more d e t a i l on t h a t i n 

f u r t h e r — l a t e r testimony. 

Q. Would you f e e l more comfortable i f you moved i t 

c l o s e r t o the 1-2 3, as f a r as you could, based on the s t a t e 

r e g u l a t i o n s ? 

A. As I said before, any change i n t h a t l o c a t i o n i s 

equ i v a l e n t t o me, because I can't speculate about what the 

thick n e s s i s going t o be a t any one given p o i n t , r e l a t i v e 

t o another. 

Q. Did you use any data from your 3-D s e i s t o do 

these isopachs? 

A. No. 

Q. You d i d n ' t use any data, huh? 

EXAMINER STOGNER: I'm so r r y , I d i d n ' t hear t h e 

answer. 

THE WITNESS: The answer was no. 

Q. (By Mr. Stonestreet) When the s e i s was done, d i d 

they know ahead of time t h a t you couldn't get a good 

p i c t u r e of the Wolfcamp? 

A. I don't know t h a t . 
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MR. STONESTREET: That's a l l , thanks. 

MR. KELLAHIN: No. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. The w e l l t o the south i n U n i t M of Section 23, 

t h a t ' s p r e s e n t l y producing from Wolfcamp "A"; i s t h a t what 

I understand? 

A. The El Paso Number 1-23 Federal i n t h e southwest 

of 23? 

Q. Yes, s i r . 

A. Yes, t h a t i s c u r r e n t l y completed i n the "A" zone. 

Q. Okay, but i t was i n i t i a l l y completed i n the "B" 

zone — 

A. Right. 

Q. — and how long d i d i t produce from the "B" zone? 

A. I don't know t h a t exact number, but i t was not a 

long time. 

Q. How was the "A" sand of the Wolfcamp — Do you 

have any idea how t h a t was stimulated? 

A. No, I do not. 

EXAMINER STOGNER: Okay. I have no other 

questions of t h i s witness. 

You may be excused. 

MR. KELLAHIN: Mr. Examiner, a t t h i s time we 

would c a l l Doug Seams. 
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DOUG SEAMS, 

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. Mr. Seams, f o r the record would you please s t a t e 

your name and occupation? 

A. My name i s Doug Seams. I'm a r e s e r v o i r engineer 

employed by B u r l i n g t o n Resources i n Midland, Texas. 

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

as an expert i n r e s e r v o i r engineering i n the State of New 

Mexico? 

A. Yes, I have. 

Q. And as p a r t of your d u t i e s as a r e s e r v o i r 

engineer, have you worked w i t h Mr. Winfree and others t o 

develop t h i s prospect t h a t i s now known as the E l Paso 23 

Federal Well Number 2? 

A. Yes, I have. 

Q. I n a d d i t i o n , have you prepared engineering 

c a l c u l a t i o n s and reached engineering conclusions concerning 

the a p p r o p r i a t e r i s k f a c t o r penalty t o apply i n t h i s case? 

A. Yes, I have. 

MR. KELLAHIN: We tender Mr. Seams as an expert 

r e s e r v o i r engineer. 

EXAMINER STOGNER: Mr. Seams i s so q u a l i f i e d . 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

56 

Q. (By Mr. Ke l l a h i n ) Mr. Seams, l e t ' s t a l k about 

the p a r t s of your t e c h n i c a l work. F i r s t of a l l , i n order 

t o a i d Mr. Winfree and B u r l i n g t o n t o determine how b i g a 

r e s e r v o i r you have here, have you gone through the 

conventional r e s e r v o i r c a l c u l a t i o n s and databases t o 

determine what you p r o j e c t t o be the a c t u a l and estimated 

u l t i m a t e recoveries f o r these Wolfcamp w e l l s i n t h i s area? 

A. Yes, I have gone through a l l t h e Wolfcamp w e l l s 

i n t h i s area and estimated t h e i r u l t i m a t e r e c o v e r i e s . 

Q. I n order t o de p i c t t h a t as an i l l u s t r a t i o n , have 

you created what I ' d c a l l a bubble map? 

A. I have. 

Q. A l l r i g h t , l e t ' s do t h a t . Let's go t o E x h i b i t 

12. When we look a t the red c i r c l e s on E x h i b i t 12, have 

you confined your c a l c u l a t i o n s t o j u s t the Wolfcamp "A", or 

does i t i n c l u d e a l l Wolfcamp production from t h a t w e l l ? 

A. Mr. Examiner, the bubbles on t h i s map represent 

a l l Wolfcamp zones. And of course, the l a r g e r the bubble 

the l a r g e r would be the EUR. And the EUR would be noted 

t h e r e , j u s t t o the r i g h t of the c i r c l e . 

Q. Obviously, these w e l l s don't d r a i n i n c i r c l e s ; 

i t ' s simply a d e p i c t i o n , i f you w i l l , t o g i v e t h e Examiner 

a sense of the r e l a t i v e r e l a t i o n s h i p of the s i z e of the 

drainage areas; i s t h a t not true? 

A. This i s t r u e . 
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Q. A l l r i g h t . Give us a sense of what you're seeing 

i n t he estimated u l t i m a t e recoveries here i n r e l a t i o n t o 

the Wolfcamp pay i n t e r v a l i n the "A"? 

A. Mr. Examiner, as you take a look a t t h i s bubble 

map, the average — or the estimated r e c o v e r i e s vary 

anywhere from 32 m i l l i o n , t here k i n d of the l e f t i n the 

Federal BF Com Number 1, a l l the way up t o 3.2 BCF t h e r e i n 

the Phantom Draw Unit Number 1 the r e t o the r i g h t . 

Now, i f you look a t j u s t the "A" recovery i n our 

El Paso 2 3 Federal Number 1, t h a t ' s going t o be 1.6 BCF i n 

t h a t p a r t i c u l a r w e l l . 

Q. Describe f o r us how you determine an estimated 

u l t i m a t e recovery f o r these w e l l s . 

A. I determine the estimated u l t i m a t e recovery 

through these w e l l s using decline-curve a n a l y s i s , and most 

of these w e l l s were i n probably the l a s t 10 percent of 

t h e i r reserve l i f e , so the bulk of t h a t number i s a c t u a l 

cumulative production, so there's very l i t t l e a c t u a l 

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

Q. When we look a t the w e l l i n the southwest of 23, 

the c l o s e s t o f f s e t t i n g producing w e l l , how d i d you f o r e c a s t 

your u l t i m a t e recovery on t h a t w ell? 

A. We d i d a c t u a l l y f o r e c a s t the reserves on the E l 

Paso 2 3 Federal Number 1 i n a d i f f e r e n t way. We obtained 

the i n i t i a l pressure buildup on t h a t w e l l a f t e r completing 
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the w e l l , and then about t h r e e t o fou r months down the 

l i n e , a f t e r a p e r i o d of sustained p r o d u c t i o n , we got 

another pressure buildup t o where we saw an a c t u a l pressure 

d e p l e t i o n throughout the r e s e r v o i r . And then being able t o 

e x t r a p o l a t e t h a t f r e s h completion versus the amount of gas 

t h a t we produced, we can estimate t h a t t h a t w e l l w i l l 

produce about 1.6 BCF out of the "A" zone i n th e Wolfcamp 

i n the E l Paso 2 3 Number 1 w e l l . 

Q. A l l r i g h t . Are you s a t i s f i e d t h a t t h a t ' s an 

accurate and r e l i a b l e way t o f o r e c a s t an EUR f o r a w e l l 

l i k e t h i s ? 

A. I am. And i n f a c t , the c u r r e n t w e l l r a t e s 

probably r e f l e c t t h a t . 

Q. A l l r i g h t . Now you know you've got the p o t e n t i a l 

t o recover 1.6 BCF. The next challenge i s t o f i g u r e out, 

using c e r t a i n assumptions, what the l i k e l y drainage area 

would be. Do you have a drainage map? 

A. Yes, I do. 

Q. Let's t u r n t o E x h i b i t 13 and look a t t h a t . 

I n a d d i t i o n , before we look a t how t h i s i s 

i l l u s t r a t e d , l e t ' s look a t E x h i b i t 14, which shows the 

Examiner how you went about the c a l c u l a t i o n . 

A. Yes, E x h i b i t 14 shows the way t h a t I estimated 

the drainage area f o r each one of these w e l l s . And what I 

d i d was, I took the estimated u l t i m a t e recovery f o r each 
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one of these w e l l s and then d i v i d e d i t by t h e p o r o s i t y and 

the h e i g h t of the pay zone, the gas s a t u r a t i o n , and then a 

f u n c t i o n of the i n i t i a l gas formation volume f a c t o r minus a 

f u n c t i o n of the f i n a l gas formation volume f a c t o r . 

And as you look a t the in p u t s t h e r e i n the middle 

of the page, you can see a couple notables t h a t I use, such 

as an i n i t i a l r e s e r v o i r pressure of 9200 pounds and a f i n a l 

abandonment pressure of 500 pounds. 

This p a r t i c u l a r c a l c u l a t i o n on the bottom of the 

page i s based on the El Paso 23 Number 1 i n t h e "A" zone of 

the Wolfcamp, which c a l c u l a t e s out t o 67 acres. 

Q. I n a d d i t i o n , t o show the Examiner the s p e c i f i c 

d e t a i l s of the drainage c i r c l e map on 13, you have a 

sup p o r t i n g document t h a t ' s marked 15? 

A. Yes. 

Q. Let's look at E x h i b i t 15 and have you show us the 

s p e c i f i c values i n the a c t u a l i n f o r m a t i o n . 

A. E x h i b i t 15 i s the a c t u a l c a l c u l a t i o n s through a 

spreadsheet on what the drainage areas are. The w e l l names 

are l i s t e d t h e r e on the l e f t , f o l l o w e d by the o r i g i n a t i n g 

company. And some other i n t e r e s t i n g f a c t s t h e r e would be 

the IP, and then the EUR, and then the producing zone i n 

the Wolfcamp, and then the f e e t of pay and the average 

p o r o s i t y . 

One t h i n g t o note, Mr. Examiner, i s , on the 
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drainage areas, i s the wide variance of the drainage areas 

i n here, which i s also i n d i c a t i v e of a f r a c t u r e d , very 

heterogeneous-type r e s e r v o i r . 

Q. Let's take an example here. Let's look a t the 

second w e l l down on t h i s spreadsheet, the Phantom Draw 21, 

Texas P a c i f i c w e l l . 

A. Yes. 

Q. Where i s t h a t w e l l on E x h i b i t 13? 

A. The Phantom Draw 21 Number 1 has a drainage area 

of 149 acres and i s located over on the r i g h t - h a n d side of 

the drainage-area map near the bottom. 

Q. A l l r i g h t , i t ' s i n Section 20, i t ' s i n the 

southwest of 20? 

A. I t ' s i n the southwest of Section 20. 

Q. A l l r i g h t . You read over, i t s i n i t i a l p o t e n t i a l 

was — what, 10 m i l l i o n a day? 

A. Yes. 

Q. 10.5 m i l l i o n a day? 

A. Yes. 

Q. And as you run through the c a l c u l a t i o n , you had 

c a l c u l a t e d an EUR of what? 3.2 BCF? 

A. Yes. 

Q. I t ' s out of the "B" zone, you giv e i t 3 0 f e e t , 

and i t s drainage area i s only 149 acres? 

A. That's c o r r e c t . 
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Q. I s there a r e l a t i o n s h i p — Well, l e t ' s look down 

a t another one, the El Paso 2 3-1, the one you j u s t 

described, which i s the f o u r t h w e l l down, has an IP of 2.5 

m i l l i o n , EUR of 1.6 BCF, and the "A" zone was 60 f e e t , and 

i t s drainage area i s only 67 — 

A. That's t r u e . 

Q. — acres. What accounts f o r t h i s , Mr. Seams? 

A. Well, the wide divergence i n drainage areas i s 

caused by the type of r e s e r v o i r t h a t we're producing i n , 

and t h i s r e s e r v o i r i s f r a c t u r e d not throughout t h e 

r e s e r v o i r but only i n patches, and i s very l a t e r a l l y and 

v e r t i c a l l y heterogeneous. So these drainage areas w i l l 

vary upon the extent t h a t the p o r o s i t y i s present. 

Q. Do you have an op i n i o n as t o where i t i s 

economically p r a c t i c a l t o explore f o r Wolfcamp p r o d u c t i o n 

i n t h i s area w i t h f u r t h e r v e r t i c a l wells? 

A. We've done extensive work on t h a t , and we do not 

see i t economically p r a c t i c a l t o continue development of 

t h i s f i e l d w i t h v e r t i c a l wellbores. 

Q. How have you recommended and how has B u r l i n g t o n 

decided t o explore f o r Wolfcamp pr o d u c t i o n i n t h i s area? 

A. We recommend e x p l o r i n g the Wolfcamp i n t h i s area 

using h o r i z o n t a l extensions. 

Q. Has anybody y e t t o do t h a t here i n the Wolfcamp, 

i n t h i s p o r t i o n of the Wolfcamp area? 
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A. No, they haven't. We would be the f i r s t . 

Q. Let's t u r n t o 16 and have you i l l u s t r a t e f o r t h e 

Examiner using t h i s cartoon how you t h i n k you want t o go 

about doing t h i s . 

A. Mr. Examiner, what we propose i s t h a t we w i l l 

t ake a v e r t i c a l d r i l l w e l l , and we w i l l d r i l l a v e r t i c a l 

s e c t i o n through the Wolfcamp "A" zone, and d u r i n g t h a t 

w e ' l l core t h a t pay zone. We'll then take t h a t core t o the 

surface and w e ' l l determine f r a c t u r e azimuth. 

Once we determine f r a c t u r e azimuth, w e ' l l then 

o r i e n t two 1000-foot h o r i z o n t a l extensions perpendicular t o 

those f r a c t u r e azimuths. Now, these h o r i z o n t a l extensions 

won't be t r u e h o r i z o n t a l ; t h e y ' l l be between 84 and 87 

degrees o f f of the v e r t i c a l scale, or o f f of the v e r t i c a l 

p l a n . So a c t u a l l y w e ' l l s t a r t a t the top of t h e Wolfcamp 

"A" zone, and w e ' l l terminate 1000 f e e t l a t e r a t the base 

of the Wolfcamp "A" zone. 

Q. The process would be t o d r i l l one l a t e r a l , and 

then you come back and d r i l l the other one? 

A. Yes, we w i l l . We'll do the v e r t i c a l w e l l , look 

a t t he core, get the f r a c t u r e azimuth, d r i l l t h e f i r s t 

l a t e r a l and then come back and d r i l l the second l a t e r a l . 

Q. Okay. The hope, then, would be t o access more of 

the Wolfcamp r e s e r v o i r , connect the f r a c t u r e system and 

open up a p o t e n t i a l drainage c o n t r i b u t i o n area t h a t would 
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be l a r g e r than a v a i l a b l e t o a conventional v e r t i c a l w e l l ? 

A. Yes, i t i s . 

Q. Do you have an i l l u s t r a t i o n t h a t shows the 

p o t e n t i a l comparison of drainage areas between a v e r t i c a l 

and a h o r i z o n t a l well? 

A. I do. 

Q. Let's look a t E x h i b i t 17 and have you i d e n t i f y 

and describe t h a t e x h i b i t . 

A. Mr. Examiner, shown on E x h i b i t Number 17 a t the 

top i s an estimated drainage area of the E l Paso 2 3 Number 

1 i n the Wolfcamp "A" zone. That represents 67 acres. And 

w i t h a 67-acre drainage area, i f i t was c i r c u l a r , i t would 

be 964 f e e t a t the r a d i u s . 

Q. A l l r i g h t , we've already got t h a t i n f o r m a t i o n 

shown on E x h i b i t 15, and you've simply taken the r a d i u s f o r 

a 67-acre drainage c i r c l e ? 

A. Yes, I have. 

Q. A l l r i g h t . I s i t appropriate engineering 

methodology t o apply t h a t drainage distance from a v e r t i c a l 

w e l l t o a h o r i z o n t a l wellbore? 

A. Yes, i t i s . 

Q. And so have you done tha t ? 

A. I have. Located i n — 

Q. The r e s u l t i n g c a l c u l a t i o n shows an e x p e c t a t i o n of 

a l a r g e r drainage area? 
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A. Yes, i t does. 

Q. And what doe the c a l c u l a t i o n conclude? 

A. The c a l c u l a t i o n shows t h a t we can increase the 

drainage area from 67 i n a v e r t i c a l w e l l t o 156 t o t a l acres 

of drainage i n a h o r i z o n t a l a p p l i c a t i o n . 

Q. This i s where you get your p o t e n t i a l 3.7 BCF f o r 

the h o r i z o n t a l w ell? 

A. Yes. 

Q. A l l r i g h t . Let's go t o the cost comparisons 

i n v o l v e d . One of the t h i n g s the Examiner must do i s make a 

judgment t h a t your proposed AFE i s f a i r and reasonable 

before he assesses those amounts against any nonconsenting 

i n t e r e s t owner. To demonstrate t h a t comparison, l e t ' s have 

you t u r n t o E x h i b i t 18A and i d e n t i f y and describe what 

you're showing. 

A. 18A i s a cost estimate f o r a v e r t i c a l Wolfcamp 

w e l l . Now, t h i s v e r t i c a l Wolfcamp w e l l would p e n e trate a l l 

of the a v a i l a b l e Wolfcamp pay zones, the "A", the "B" and 

the "C", and has a t o t a l cost estimate t o d r i l l , complete 

and equip of $1.7, j u s t shy of t h a t . 

Q. When we t u r n over t o E x h i b i t 18B, what i s your 

f o r e c a s t of the estimated cost of a d i r e c t i o n a l w e l l w i t h 

the two l a t e r a l s ? 

A. I t ' s j u s t under $2 m i l l i o n , $1,987 m i l l i o n . 

Q. Okay. How can you d r i l l a d i r e c t i o n a l w e l l w i t h 
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two l a t e r a l s t h a t ' s only $340,000 more than a conventional 

v e r t i c a l w e l l i n the Wolfcamp. 

A. The c o n v e r t i c a l w e l l — 

Q. Yeah. 

A. The conventional v e r t i c a l w e l l i n the Wolfcamp i s 

very expensive and slow d r i l l i n g through the Wolfcamp. 

Hence the costs r i s e considerably. 

I f we l i m i t t h a t t o d r i l l i n g j u s t t o the top of 

the Wolfcamp "A" and d r i l l i n g our h o r i z o n t a l s w i t h i n the 

p o r o s i t y s e c t i o n of the Wolfcamp "A", our time i s g r e a t l y 

reduced. Hence, i t ' s not much more expensive than a 

v e r t i c a l w e l l . 

Q. Let's go t o the comparison of the economics, 

then. I f y o u ' l l t u r n t o E x h i b i t 19, i d e n t i f y and describe 

here what you're concluding. 

A. Mr. Examiner, t h i s i s a spreadsheet showing the 

d i f f e r e n c e i n economics between a v e r t i c a l Wolfcamp w e l l 

and a h o r i z o n t a l a p p l i c a t i o n , where you can see the gross 

investment f o r the v e r t i c a l w e l l i s $1.7 m i l l i o n , u n r i s k e d 

reserves of 1.8 BCF. That's a combination of 1.6 BCF i n 

the Wolfcamp "A" and about 200 m i l l i o n i n the lower zones. 

We have a negative r a t e of r e t u r n on the v e r t i c a l 

prospect and, you know, of course a negative net present 

value. 

I f you look a t the h o r i z o n t a l w e l l , i t has j u s t 
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under a $ 2 - m i l l i o n cost where w e ' l l recover — have 

unr i s k e d reserves of 3.7 BCF as p o s i t i v e economics of a 24-

percent r a t e of r e t u r n and a discounted p r o f i t - t o -

investment r a t i o of 10 percent. 

Q. I s t h i s the k i n d of a n a l y s i s , then, t h a t was 

given t o Mr. Gallegos from which B u r l i n g t o n concluded t h a t 

i n order t o nego t i a t e w i t h uncommitted i n t e r e s t owners, you 

were not able t o o f f e r b e t t e r terms than keeping a 78-

percent NRI? 

A. Yes, i t was. 

Q. Even despite t h i s e f f o r t t o t r y t o produce 

Wolfcamp gas w i t h t h i s d i r e c t i o n a l m u l t i l a t e r a l w e l l , does 

t h a t reduce the r i s k ? 

A. No, i t does not. 

Q. I n terms of the penalty the D i v i s i o n i s allowed 

t o award, the maximum i s cost plus 2 00 percent. Do you 

have an engineering o p i n i o n as t o what the a p p r o p r i a t e 

p e n a l t y should be i n t h i s case? 

A. The appropriate penalty on t h i s p r o j e c t should be 

cost p l u s 2 00 percent. 

Q. Describe f o r us why you support t h a t o p i n i o n . 

A. I support t h i s o p i n i o n f o r several d i f f e r e n t 

reasons. 

Number one, we're going t o be the f i r s t operator 

i n the area d r i l l i n g h o r i z o n t a l s i n a Wolfcamp t h a t has 
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hi g h r e s e r v o i r pressure of 9200 pounds. 

The second reason i s g e o l o g i c a l l y , i s , we stand a 

chance of having a high r i s k of even f i n d i n g the gross 

li m e . And then once we f i n d the gross lime, we have the 

r e s e r v o i r c h a r a c t e r i s t i c s w i t h i n i t of having t h e 

p e r m e a b i l i t y and p o r o s i t y present. 

So we have three l e v e l s of r i s k which form 

together t o be a very high l e v e l of r i s k f o r t h i s prospect. 

Q. Let's t u r n t o E x h i b i t 2 0 and have you i d e n t i f y 

and describe what we're seeing here. 

A. The top page on E x h i b i t 20 i s a seven-day l e t t e r 

from the BLM showing t h e i r acceptance of our a p p l i c a t i o n of 

the APD, and then f o l l o w i n g t h a t i s our completed APD, 

which i s c u r r e n t l y r e s i d i n g w i t h the BLM. 

Q. Mr. Stonestreet asked a question a w h i l e ago 

about why t h i s w e l l i s located where i t i s . Let's use t h i s 

as an i l l u s t r a t i o n . I f y o u ' l l t u r n t o page 3 of E x h i b i t 

20, t h e r e i s a survey p l a t t h a t gives you a p o i n t of 

reference as t o how you might have an o p p o r t u n i t y t o put 

the l a t e r a l s i n t o t h i s producing window allowed pursuant t o 

the D i v i s i o n Rules 111? 

A. Yes. 

Q. A l l r i g h t , what's the strategy? 

A. The s t r a t e g y here was t o place the w e l l as close 

as p o s s i b l e t o the center of t h a t a p p l i c a b l e window. We 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

68 

d i d have t o move the w e l l several times i n d i f f e r e n t 

l o c a t i o n s i n order t o avoid both a r c h a e o l o g i c a l l y s e n s i t i v e 

s i t e s and some environmentally s e n s i t i v e s i t e s . 

Q. Turn t o the next page, which i s page 4. I t gives 

you a wellbore diagram. Again, summarize f o r us how you 

propose t o do t h i s . 

A. We propose t o d r i l l the v e r t i c a l w e l l , set casing 

on top of the Wolfcamp. We'll then d r i l l w i t h a core down 

through the Wolfcamp "A" pay zone, determine t h a t f r a c t u r e 

azimuth, and then o r i e n t our h o r i z o n t a l extensions 

perpendicular t o t h a t . 

We'll d r i l l one extension 1000 f e e t , and then 

w e ' l l come i n and d r i l l the second extension 1000 f e e t , 180 

degrees opposed t o the f i r s t . And then w e ' l l complete the 

w e l l , e i t h e r through n a t u r a l process or using an a c i d 

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

Q. F i n a l l y , l e t ' s t u r n t o E x h i b i t 21 and have you 

use t h i s i l l u s t r a t i o n t o show us how you w i l l abide by the 

setback requirements of a d i r e c t i o n a l w e llbore approved 

pursuant t o Rule 111. 

A. Yes, the a c t u a l p o s i t i o n of t h i s w e l l i s going t o 

be 1120 f e e t from the n o r t h l i n e , 2630 from the east l i n e . 

And as you can see, I have h i g h l i g h t e d t h e 320-acre n o r t h -

h a l f gas p r o r a t i o n boundary. 

W i t h i n t h a t i s a window t h a t ' s 650 f e e t [ s i c ] 
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from both the east and the west l i n e s and 660 f e e t from t h e 

n o r t h and the south l i n e s , which i s the window t h a t our 

h o r i z o n t a l w e l l must re s i d e w i t h i n . We cannot go ou t s i d e 

of t h a t window. 

Q. As a r e s e r v o i r engineer, do you see t h a t the 

p r o x i m i t y of t h i s l o c a t i o n t o the E l Paso N a t u r a l w e l l i n 

the southwest of 23 diminishes your r i s k ? 

A. No, i t does not. 

Q. Mr. Stonestreet made a p o i n t of l o o k i n g a t the 

AFE, and i t had been chara c t e r i z e d as a development w e l l . 

I n r e f l e c t i o n , when you look a t a l l t h i s i n f o r m a t i o n , i s 

t h i s a conventional development well? 

A. No, i t i s not. 

Q. And why would i t not be? 

A. There i s — As I r e f e r r e d t o , there's r e a l l y 

t h r e e l a r g e elements of r i s k . 

You have the mechanical, you have the g e o l o g i c a l 

r i s k from f i n d i n g the gross lime, and then you have the 

r e s e r v o i r r i s k of f i n d i n g p o r o s i t y and p e r m e a b i l i t y w i t h i n 

t h a t gross lime. 

Q. Okay. Do you have an engineering o p i n i o n as t o 

whether approval of t h i s A p p l i c a t i o n w i t h your requested 

p e n a l t y f a c t o r s would be appropriate? 

A. Yes, i t w i l l be. 

MR. KELLAHIN: A l l r i g h t . That concludes my 
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examination of Mr. Seams. 

We move the i n t r o d u c t i o n of h i s E x h i b i t s 12 

through 21. 

EXAMINER STOGNER: E x h i b i t s 12 through 21 w i l l be 

admitted a t t h i s time. 

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

Mr. Stonestreet, your witness. 

EXAMINATION 

BY MR. STONESTREET: 

Q. E x h i b i t 19 uses the term "unrisked reserves". 

What does t h a t mean? 

A. Unrisked reserves i s the t a r g e t t h a t we see i f we 

capture the zone t h a t we hope t o f i n d . 

Upon t h a t you would, of course, use a d d i t i o n a l 

r i s k f a c t o r s , depending on i f you're able t o f i n d t h a t 

zone. 

Q. Do you r e a l l y mean there's no r i s k here? I s t h a t 

what "unrisked" means? 

A. Oh, a b s o l u t e l y not. 

Q. I t ' s a term w i t h which I'm not f a m i l i a r . That's 

why I was wondering. 

A. When you heard K e i t h Winfree*s testimony e a r l i e r , 

p a r t of the process t h a t we went through i s , he s a i d , I f I 

could f i n d you a c e r t a i n type of rock w i t h t h i s type of 

p o r o s i t y , what type of reserves would t h a t have i n i t ? 
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That would be the unrisked reserves. 

MR. STONESTREET: No f u r t h e r questions, thank 

you. 

THE WITNESS: Okay. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Your E x h i b i t Number 20, has t h i s been approved by 

the BLM O f f i c e i n Roswell, t h i s w e l l l o c a t i o n ? 

A. No, i t hasn't. We're expecting approval e i t h e r 

l a t e t h i s week or e a r l y next week. 

We have gotten v e r b a l approval from Mr. Gum i n 

the A r t e s i a O f f i c e . 

Q. And t h a t was e s s e n t i a l l y f o r the C-102, your 

d i r e c t i o n a l d r i l l i n g p o r t i o n of the A p p l i c a t i o n ? 

A. Yes. 

Q. On your d r i l l i n g w e l l cost estimate, i s t h e r e a 

cost i n th e r e or an estimated cost as f a r as w e l l b o r e 

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

A. Yes, the r e i s . 

Q. And where i s that? 

A. I f y o u ' l l look a t — Let's take a look a t the 

h o r i z o n t a l w e l l cost estimate. The f i r s t page would be the 

a c t u a l d r i l l i n g cost estimate, the next page would be the 

d r i l l i n g time — 

Q. Okay, okay. 
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A. — and the f o l l o w i n g — 

Q. What e x h i b i t are you lo o k i n g at? 

A. I'm lo o k i n g a t E x h i b i t Number 18B. 

Q. E x h i b i t Number 18B. 

A. I f y o u ' l l f l i p back t o the f o u r t h page, there's 

one c a l l e d "Well Cost Estimate Completion". L i s t e d t h e r e , 

j u s t down from the middle of the page, c a l l e d " S t i m u l a t i o n " 

we have $3 3,3 00 estimated f o r the s t i m u l a t i o n cost f o r t h i s 

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

Q. And what's t h a t going t o e n t a i l ? 

A. What we c u r r e n t l y have planned i s , we're going t o 

run i n t o each h o r i z o n t a l wellbore w i t h t u b i n g and a c i d i z e 

as we're p u l l i n g the t u b i n g out of the hole so we can 

e f f e c t i v e l y s t i m u l a t e the e n t i r e s e c t i o n . 

Just above t h a t you see "Swabbing and Coiled 

Tubing", Mr. Examiner? That's the c o i l e d - t u b i n g p a r t of 

t h a t a c i d j o b . 

Q. I n a v e r t i c a l wellbore, i s t h i s w e l l s t i m u l a t i o n 

cost normally passed on through the w e l l cost estimate and 

t o the p a r t i e s t h a t are being force-pooled? 

A. Yes. 

Q. And t h a t would be f r a c t u r i n g , a c i d i z i n g , other 

normal — what you consider normal s t i m u l a t i o n s ? 

A. Yes, these w e l l s are t y p i c a l l y a c i d i z e d . 

Q. A f t e r you've d r i l l e d your cored area — t h a t ' s 
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the v e r t i c a l p o r t i o n — 

A. Yes. 

Q. — w i l l t h a t p o r t i o n of the w e l l b o r e remain open? 

A. We'll cement t h a t o f f , and w e ' l l do t h a t f o r two 

reasons, i s , there's some pressure c o n s i d e r a t i o n s w i t h 

having t h a t p a r t of the formation open. 

And then, two, w e ' l l need something t o p h y s i c a l l y 

use t o k i c k o f f of w i t h our whipstock, t o s t a r t t he 

h o r i z o n t a l process. 

EXAMINER STOGNER: Any other questions of t h i s 

witness? 

You may be excused. 

Mr. Stonestreet — 

MR. STONESTREET: Uh-huh. 

EXAMINER STOGNER: — do you have anything a t 

t h i s time t h a t you would l i k e t o present? 

MR. STONESTREET: No. 

EXAMINER STOGNER: Do you have any c l o s i n g 

statements or anything t h a t you would l i k e t o — 

MR. STONESTREET: Well — 

EXAMINER STOGNER: And I b e l i e v e Mr. C a r r o l l has 

some questions here of you, though. 

THE WITNESS: Okay. 

EXAMINER STOGNER: Let's have t h a t out of the way 

f i r s t . 
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HARDEMAN L. STONESTREET, 

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 : 

EXAMINATION 

BY MR. CARROLL: 

Q. Mr. Stonestreet, what i s Tureck Energy, Inc.? 

A. Tureck, t h a t ' s a company by which we had financed 

some p r o p e r t y through a bank i n London, and they were - and 

Tureck i s the agent f o r t h a t bank. 

That bank — I don't t h i n k under f e d e r a l law t h a t 

they could get the money, so they had t o have another 

company t o pay r a t h e r than t o bank d i r e c t l y . I'm r e a l l y 

not c e r t a i n about a l l of t h i s s t u f f . 

Q. But you don't own an ownership i n t e r e s t i n Tureck 

Energy? 

A. Oh, no. 

Q. And what e x a c t l y i s your p o s i t i o n w i t h KP and 

Kerry? 

A. I'm a senior v i c e p r e s i d e n t w i t h Kerry and v i c e 

p r e s i d e n t w i t h KP. 

Q. Do you have an ownership i n t e r e s t i n each too? 

A. I do not. 

MR. CARROLL: That's a l l I have. 

EXAMINER STOGNER: Thank you, Mr. C a r r o l l . 

You may have your statement a t t h i s t i m e , Mr. 
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Stonestreet. 

MR. STONESTREET: There are sev e r a l reasons why 

we don't want t o j o i n i n t h i s w e l l , and as I mentioned i n 

my l e t t e r t o a l l of you, t h a t i n past — I've been w i t h 

Kerry since 1980, since we formed the company, and d u r i n g 

t h a t p e r i o d of time we acquired a bunch of p r o p e r t y i n New 

Mexico, Eddy County, p a r t i c u l a r l y . 

And one of the w e l l s we acquired was the Federal 

1-23, a p a r t i n t e r e s t i n i t , a l i t t l e i n t e r e s t i n i t . And 

f o r maybe two or three or fou r months, s h o r t l y , why, we 

were g e t t i n g funds. 

And then l a t e r on we weren't g e t t i n g anything, 

and the op e r a t i n g expenses were up. This was when i t was 

Meridian O i l . Had a whole bunch of companies, El Paso, 

Meridian, Meridian O i l and Trading Company, whatever. 

And I t a l k e d t o people down — I wrote l e t t e r s t o 

Houston, Forth Worth, t a l k e d w i t h them. I s a i d , The 

ope r a t i n g expenses are running a l o t more than the gross 

value of the gas being produced i n the w e l l . I s a i d , This 

i s a noncommercial w e l l ; l e t ' s f l o o d the sucker. 

And I got no response from anybody, and i t kept 

going on and on. F i n a l l y we q u i t paying our o p e r a t i n g 

expenses and — I t went on f o r years. 

And the next t h i n g we knew, they wanted t o go i n 

th e r e and rework t h a t w e l l . And we d i d n ' t want t o mess 
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w i t h i t anymore, so we j u s t signed our i n t e r e s t t o them. 

That's why we're not i n the 1-23. 

Our problem i s t h a t the — i s the whole company. 

They don't want t o cooperate, they won't n e g o t i a t e . You do 

i t t h e i r way, or i t ' s no way. And t h a t ' s my problem. 

And worse, they're t r y i n g t o r e l y on the 

Commission, D i v i s i o n here, t o save them on — from a l l t h i s 

s t u f f . 

That's i t . 

EXAMINER STOGNER: Thank you, Mr. Stonestreet. 

Mr. Kellahin? 

MR. KELLAHIN: To h i s l a s t p o i n t , t h e testimony 

has been — Let me put i t s u c c i n c t l y f o r you. 

I'm disappointed t h a t Mr. Stonestreet d i d n ' t stay 

i n t h a t E l Paso w e l l , because had he waited i t out, i t was 

recompleted and i t now produces a t 2.5 m i l l i o n a day. 

There was an o p p o r t u n i t y there t h a t he l e t pass t h a t i s a 

disappointment, I'm sure, t o him. 

Be t h a t as i t may, i t ' s not r e l e v a n t t o the case 

before you, which i s an o p p o r t u n i t y f o r him t o p a r t i c i p a t e 

i n t h i s w e l l . 

Mr. Gallegos has t o l d you t h a t a l l the i n t e r e s t 

owners, w i t h the exception of these f o u r , have signed t o 

p a r t i c i p a t e . They want t o pay t h e i r share. They've signed 

an o p e r a t i n g agreement. Mr. Stonestreet has another 
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p o s i t i o n , another p o i n t of view. 

Mr. Gallegos gave him h i s f i r s t and h i s best 

o f f e r . They are apart. I t ' s a disappointment t h a t they 

can't agree, but they cannot, and we have no recourse but 

t o ask you t o enter a poo l i n g order i n t h i s case. 

These are the circumstances t h a t r e q u i r e and 

i n v i t e such an order when the p a r t i e s cannot agree, and we 

t h i n k t h i s i s one of those cases. 

advisement. 

(Thereupon, these proceedings were concluded a t 

12:50 p.m.) 

Thank you, Mr. Examiner. 

EXAMINER STOGNER: Thank you. 

(Off the record) 

At t h i s time I w i l l take Case Number 11,837 under 

* * * 
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