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WHEREUPON, the f o l l o w i n g proceedings were had a t 

12:35 p.m.: 

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

C a l l Case Number 12,157, which i s the A p p l i c a t i o n of Chi 

Energy, I n c . , f o r compulsory po o l i n g , Lea County, New 

Mexico. 

C a l l f o r appearances. 

MR. CARR: May i t please the Examiner, my name i s 

W i l l i a m F. Carr w i t h the Santa Fe law f i r m Campbell, Carr, 

Berge and Sheridan. I represent Chi Energy, I n c . , i n t h i s 

matter. 

I would request, Mr. Examiner, t h a t you also a t 

t h i s time c a l l Case Number 12,158, which i s an A p p l i c a t i o n 

of Chi Energy, Inc., f o r an unorthodox gas w e l l l o c a t i o n . 

This i s the w e l l on the spacing u n i t t h a t i s the su b j e c t of 

the p o o l i n g case. Consolidation of the cases f o r purposes 

of hearing w i l l shorten the proceedings t h i s a fternoon, and 

we would request they be consolidated. 

EXAMINER STOGNER: Okay, i n t h a t case c a l l Case 

12,158 also. 

MR. CARROLL: A p p l i c a t i o n of Chi Energy, I n c . , 

f o r an unorthodox gas w e l l l o c a t i o n or, i n the a l t e r n a t i v e , 

f o r a nonstandard subsurface gas w e l l l o c a t i o n / p r o d u c i n g 

area, Lea County, New Mexico. 

EXAMINER STOGNER: Other than Mr. Carr, i s the r e 

STEVEN T. BRENNER, CCR 
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any other appearances i n e i t h e r one of these cases or both? 

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 Santa Fe Energy Resources, Inc. We're 

appearing i n op p o s i t i o n t o Case 12,158. We oppose the 

approval of the unorthodox bottomhole l o c a t i o n f o r the 

proposed Chi w e l l . 

EXAMINER STOGNER: Any other appearances? 

Okay, so the compulsory p o o l i n g A p p l i c a t i o n i s 

unopposed; i s t h a t r i g h t , Mr. Carr? 

MR. CARR: Yes, s i r . 

EXAMINER STOGNER: And we're here — I'm assuming 

t h a t you're representing an o f f s e t t h a t ' s a f f e c t e d ? 

MR. KELLAHIN: Yes, s i r . 

EXAMINER STOGNER: Are there any witnesses i n 

your side? 

MR. KELLAHIN: I have two, Mr. Examiner. 

MR. CARR: And I have th r e e . 

EXAMINER STOGNER: Mr. Carr? 

MR. CARR: I have three. 

EXAMINER STOGNER: W i l l a l l f i v e witnesses please 

stand t o be sworn a t t h i s time? 

(Thereupon, the witnesses were sworn.) 

EXAMINER STOGNER: I s there any need f o r opening 

remarks, or should we j u s t get r i g h t on w i t h i t ? 

STEVEN T. BRENNER, CCR 
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MR. KELLAHIN: I'd l i k e t o s t a t e Santa Fe's 

p o s i t i o n f o r you, Mr. Examiner, i f the time i s ap p r o p r i a t e . 

MR. CARR: May i t please the Examiner, I'm not 

going t o present an opening statement. I do have a 

c l o s i n g . 

EXAMINER STOGNER: Mr. Kellahin? 

MR. KELLAHIN: Mr. Examiner, i f y o u ' l l v i s u a l i z e 

two s e c t i o n s , Section 19 and j u s t south of Section 19 would 

be Section 30, i n the west h a l f of Section 30 Santa Fe 

Energy Resources operates what i s c a l l e d the Topaz 3 0-1 

w e l l . That w e l l i s a t a standard l o c a t i o n i n the west h a l f 

of 30, and i t i s a standard setback from the common 

boundary w i t h Section 19. This i s a Morrow channel system, 

and the Topaz 30-1 i s a producing Morrow gas w e l l . 

I n Section 19 t o the n o r t h , Chi has proposed a 

standup e a s t - h a l f spacing u n i t , and they propose t o u t i l i z e 

a surface l o c a t i o n t h a t i s 1650 from the east l i n e but only 

480 f e e t from the common boundary between Section 30 and 

Section 19. 

You're i n the o i l / p o t a s h area, and the BLM 

re q u i r e s the minimization of adverse impact t o potash. Chi 

proposes t o d r i l l t h i s w e l l a t t h a t l o c a t i o n f o r t h a t 

reason. 

However, Mr. Examiner, the evidence w i l l be 

conclusive and undisputed t h a t the optimum l o c a t i o n i n the 
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east h a l f of 13 — of 19, i n which t o t a r g e t t h i s w e l l , i s 

a t a standard l o c a t i o n . You w i l l f i n d t h a t a l l experts are 

i n agreement on t h a t p o i n t . 

However, instead of d r i l l i n g t h i s w e l l 

d i r e c t i o n a l l y , which has been the p a t t e r n f o r other w e l l s 

i n t h i s area t o s a t i s f y the needs of p r o t e c t i n g the potash, 

as w e l l as maximizing the o p p o r t u n i t y t o increase u l t i m a t e 

recovery, instead of doing t h a t , Chi proposes t o d r i l l t h i s 

w e l l v e r t i c a l l y . They complain t h a t doing i t d i r e c t i o n a l l y 

w i l l cost them a d d i t i o n a l d o l l a r s . 

We're here t o demonstrate t o you, Mr. Examiner, 

t h a t t h e i r A p p l i c a t i o n should be denied, t h a t the 

circumstances are such t h a t they should be r e q u i r e d t o 

d i r e c t i o n a l l y d r i l l t h i s w e l l t o a standard bottomhole 

l o c a t i o n , t h a t i t ' s economic t o do so, t h a t i t ' s i n the 

best i n t e r e s t s of conservation t o accomplish t h a t , and they 

should be r e q u i r e d t o make t h a t change. 

I f t h i s l o c a t i o n i s approved, the l o c a t i o n s — 

the exception i s s i g n i f i c a n t t o the Santa Fe Topaz w e l l , i t 

i s our op i n i o n t h a t i t w i l l prematurely water the remaining 

p r o d u c t i o n from the Topaz w e l l and adversely a f f e c t the 

c o r r e l a t i v e r i g h t s of Santa Fe, who owns an i n t e r e s t i n and 

does operate t h a t w e l l . 

At the end of the p r e s e n t a t i o n , then, we w i l l ask 

you t o deny t h e i r A p p l i c a t i o n f o r the unorthodox w e l l 
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l o c a t i o n . 

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

Mr. Carr? 

MR. CARR: At t h i s time, Mr. Examiner, we c a l l 

John W. Quails. 

JOHN W. OUALLS. 

the witness h e r e i n , a f t e r having been f i r s t d uly 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. CARR: 

Q. Would you s t a t e your name f o r the record? 

A. John W. Quails. 

Q. Where do you reside? 

A. Midland, Texas. 

Q. Mr. Quails, by whom are you employed? 

A. Chi Energy, Inc. 

Q. And what i s your p o s i t i o n w i t h Chi Energy, Inc.? 

A. Land manager. 

Q. Have you pr e v i o u s l y t e s t i f i e d before t h i s 

D i v i s i o n ? 

A. Yes, s i r . 

Q. At the time of t h a t testimony, were your 

c r e d e n t i a l s as an expert i n petroleum land matters accepted 

and made a matter of record? 

A. Yes, s i r . 

STEVEN T. BRENNER, CCR 
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Q. Are you f a m i l i a r w i t h the A p p l i c a t i o n s f i l e d i n 

each of these consolidated cases? 

A. Yes, s i r . 

Q. And are you f a m i l i a r w i t h the s t a t u s of the lands 

i n the subject area? 

A. Yes, s i r . 

MR. CARR: At t h i s time, Mr. Stogner, we would 

request t h a t the witness's q u a l i f i c a t i o n s be accepted. 

EXAMINER STOGNER: Any objection? 

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

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

Q. (By Mr. Carr) I n i t i a l l y , Mr. Quails, I t h i n k i t 

would be h e l p f u l i f you would summarize f o r the Examiner 

what i t i s Chi Energy seeks w i t h these A p p l i c a t i o n s . 

A. I n Case Number 12,157 Chi Energy seeks p o o l i n g 

from the top of the Wolfcamp formation t o the base of the 

Morrow u n d e r l y i n g the east h a l f of Section 19, Township 20 

South, Range 3 4 East, Lea County, New Mexico. 

I n Case Number 12,158 Chi Energy seeks t h i s t o be 

dedicated t o the Greenstone Federal Com Well Number 1, t o 

be d r i l l e d as e i t h e r , number one, a s t r a i g h t hole a t a 

l o c a t i o n 480 f e e t from the south l i n e and 1650 from the 

east l i n e of Section 19, or, i n the a l t e r n a t i v e , t o 

d i r e c t i o n a l l y d r i l l from t h i s surface l o c a t i o n t o an 

unorthodox gas w e l l bottomhole l o c a t i o n and a nonstandard 

STEVEN T. BRENNER, CCR 
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subsurface gas w e l l t o be a p p l i c a b l e t o e i t h e r the 

Undesignated West Lynch-Morrow Gas Pool or the Undesignated 

Quail Ridge-Morrow Gas Pool, no c l o s e r than 760 f e e t from 

the south l i n e and no closer than 990 f e e t t o the western 

boundary of sai d spacing u n i t , which would be 1650 from the 

east l i n e . 

Q. Let's go t o what has been marked f o r 

i d e n t i f i c a t i o n as Chi E x h i b i t Number 1, and I ' d ask you t o 

i d e n t i f y and review t h a t f o r Mr. Stogner. 

A. E x h i b i t Number 1 shows the subject spacing and 

p r o r a t i o n u n i t , which i s the east h a l f of Section 19, 20 

South, 34 East. 

Q. Could you i d e n t i f y the Santa Fe-operated acreage 

surrounding t h i s spacing u n i t ? 

A. Santa Fe operates the w e l l i n the west h a l f of 

Section 19 — I b e l i e v e i t ' s c a l l e d the Topaz 19 — and 

then the west h a l f of Section 30, which would be the Topaz 

3 0 Number 1. 

Q. Does Santa Fe also own operating r i g h t s i n the 

east h a l f of Section 30? 

A. Yes, s i r . 

Q. Are there other d i r e c t i o n a l l y d r i l l e d w e l l s i n 

t h i s immediate area? 

A. Santa Fe d i r e c t i o n a l l y d r i l l e d a w e l l i n the west 

h a l f of Section 19, which was the Topaz 19. 

STEVEN T. BRENNER, CCR 
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Q. I s t h a t the only one you're aware of? 

A. Yes, s i r . 

Q. What i s the st a t u s of the acreage i n the east 

h a l f of Section 19? 

A. The st a t u s — I t ' s a fed lease. Chi owns a term 

assignment on t h a t lease. 

Q. And the primary o b j e c t i v e i n the proposed w e l l i s 

what? 

A. Morrow formation. 

Q. Let's go now t o Chi E x h i b i t Number 2. W i l l you 

i d e n t i f y and review t h a t ? 

A. E x h i b i t Number 2 — There's a c t u a l l y two E x h i b i t 

Number 2s. There are C-102s, which i s a w e l l l o c a t i o n and 

acreage d e d i c a t i o n p l a t . The f i r s t one i d e n t i f i e s a 

surface l o c a t i o n 480 from the south l i n e , 1650 from the 

east l i n e . The second one i n d i c a t e s a bottomhole l o c a t i o n 

of 760 from the south l i n e , 1650 from the east l i n e . 

Q. And so what you're requesting i s w i t h the second 

p a r t of t h i s A p p l i c a t i o n , approval of an unorthodox 

l o c a t i o n t h a t would be no closer than 760 f e e t t o the south 

l i n e of Section 19? 

A. Yes, s i r . 

Q. Would you agree t h a t Chi would p r e f e r t o d r i l l a 

w e l l a t a standard l o c a t i o n on t h i s acreage? 

A. Yes, s i r . 
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Q. The unorthodox surface l o c a t i o n i s r e q u i r e d 

because i t i s w i t h i n the potash enclave? 

A. Yes, s i r . 

Q. Let's go t o what has been marked f o r 

i d e n t i f i c a t i o n as Chi Energy E x h i b i t Number 3. I ' d ask you 

t o i d e n t i f y t h i s and then review i t f o r Mr. Stogner. 

A. E x h i b i t Number 3 l i s t s a l l the working i n t e r e s t 

owners i n the east h a l f of Section 19. I f you s t a r t a t the 

top you have Chi Energy w i t h 93 percent. This i s w i t h 

Lewis Dreyfus owning 50 percent of the 9 3 percent. 

Southwestern Energy has 45 percent of Chi's 93 percent. 

The remainder of the working i n t e r e s t owners are 

Lerwick, L t d . , w i t h 5 percent; Doyle Hartman w i t h .71 

percent; James Davidson w i t h .25; James E. Burr w i t h .015 

percent; Ruth Sutton w i t h .0078 percent; L a r r y Nermyr, 

.0156 percent; John H. Hendrix Corporation, .49 percent; 

Michael K l e i n , .49 percent; and Ronnie Westbook, .02 

percent. This comprises a hundred percent of the working 

i n t e r e s t i n the east h a l f of Section 19. 

Q. Mr. Quails, could you i d e n t i f y the i n t e r e s t 

owners who have not v o l u n t a r i l y committed t o the d r i l l i n g 

of a w e l l on t h i s 320-acre u n i t ? 

A. Yes, s i r , t h a t would be Doyle Hartman, James Burr 

and Larry Nermyr. 

MR. CARR: Mr. Stogner, a t t h i s time I need t o 

STEVEN T. BRENNER, CCR 
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advise you t h a t I have received the case when i t was 

r e f e r r e d t o me from Jim Bruce, and i n the m a t e r i a l I have 

I've been unable t o f i n d where n o t i c e was given t o James 

Burr. I t may have been, but I don't know t h a t . And so a t 

the end of the hearing I am going t o request t h a t i t be 

continued f o r fo u r weeks, and during t h a t p e r i o d of time I 

w i l l e s t a b l i s h e i t h e r t h a t he was given n o t i c e of t h i s 

hearing or I w i l l assure t h a t he has proper n o t i c e , so t h a t 

when the case i s taken under advisement t h a t issue has been 

addressed. And no t i c e may have been given, I j u s t don't 

know. 

EXAMINER STOGNER: Thank you, s i r . 

Q. (By Mr. Carr) Mr. Quails, what percentage of the 

acreage i n t h i s spacing u n i t has been v o l u n t a r i l y committed 

t o the well? 

A. 99.25 percent. 

Q. And when d i d Chi f i r s t propose t h i s w e l l t o other 

i n t e r e s t owners i n t h i s subject spacing u n i t ? 

A. February 15th, 1999. 

Q. I s E x h i b i t Number 4 a copy of l e t t e r s r e f l e c t i n g 

e f f o r t s t o o b t a i n v o l u n t a r y p a r t i c i p a t i o n of the i n t e r e s t 

owners i n the proposed well? 

A. Yes, s i r . 

Q. And i n your opinion, have you located and made a 

go o d - f a i t h e f f o r t t o obtain the v o l u n t a r y p a r t i c i p a t i o n of 
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Mr. Nermyr and Mr. Hartman and Mr. Burr, we believe? 

A. Yes, s i r . 

Q. Let's go t o Chi Energy E x h i b i t Number 5. Would 

you i d e n t i f y t h i s , please? 

A. This i s an AFE estimate summary prepared by Chi 

Operating, I n c . , on February 22nd, 1999. 

Q. And what are — Could you j u s t b r i e f l y review the 

t o t a l s t h a t are set f o r t h on t h i s e x h i b i t ? 

A. Dryhole cost i s $1,065,000. Completed w e l l i s 

$1,361,000. 

Q. What does t h i s AFE represent? I s t h i s f o r the 

s t r a i g h t hole? 

A. No, s i r , t h i s i s f o r the hole going t o 760 from 

the south, 1650 from the east. 

Q. And t h i s i s the AFE t h a t was provided t o the 

i n t e r e s t owners who have — 

A. Yes, s i r . 

Q. — committed t o the well? 

A. Yes, s i r . 

Q. Were those i n t e r e s t owners advised t h a t cost 

v a r i a t i o n s could r e s u l t from the outcome of t h i s hearing 

here today? 

A. Yes, s i r . 

Q. What i s the impact on the cost of d r i l l i n g t h i s 

w e l l i f you d i r e c t i o n a l l y d r i l l i t ? 

STEVEN T. BRENNER, CCR 
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A. Approximately $500,000. 

Q. And t h a t would be d i r e c t i o n a l l y d r i l l i n g t o what 

l o c a t i o n ? 

A. From 480 t o 760 from the south l i n e i s 

approximately $300,000. From — To take i t on out from 760 

t o 1650 i s an a d d i t i o n a l $200,000. 

Q. And are these the costs, t o t a l costs, f o r a 

completed well? 

A. Yes, s i r . 

Q. Have you made an estimate of the overhead and 

a d m i n i s t r a t i v e costs t o be i n c u r r e d w h i l e d r i l l i n g t h i s 

w e l l and also w h i l e producing i t i f , i n f a c t , i t i s 

successful? 

A. Yes, s i r , i t would be $6000 wh i l e d r i l l i n g and 

$749 w h i l e producing. 

Q. And what i s the source of these f i g u r e s ? 

A. Ernst and Young survey, 1998. 

Q. 1998 survey? 

A. Yes, s i r . 

Q. And do you recommend t h a t these f i g u r e s be 

incorporated i n t o the order which r e s u l t s from today's 

hearing? 

A. Yes. 

Q. Who do you request be designated operator of the 

proposed well? 

STEVEN T. BRENNER, CCR 
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A. Louis Dreyfus Natural Gas Corporation. 

Q. Let's go now t o Chi Energy E x h i b i t s 6 and 7. Are 

these n o t i c e a f f i d a v i t s confirming t h a t n o t i c e of today's 

hearing has been provided i n accordance w i t h OCD rules? 

A. Yes, s i r . 

Q. And t o your understanding, t o whom was n o t i c e 

provided? 

A. I understand a l l the working i n t e r e s t owners i n 

the surrounding area, Santa Fe, the working i n t e r e s t owners 

i n the east h a l f , except f o r James Burr, were provided 

n o t i c e . Santa Fe was n o t i f i e d , Southwestern n o t i f i e d , 

Louis Dreyfus n o t i f i e d . 

Q. Aside from the question about Mr. Burr, i s i t 

your b e l i e f t h a t n o t i c e was provided t o a l l i n t e r e s t owners 

who would be subject t o a pooli n g t h a t could r e s u l t from 

today's hearing? 

A. Yes, s i r . 

Q. And as t o the unorthodox l o c a t i o n , was n o t i c e 

provided t o the adjacent, a d j o i n i n g and diagonal spacing-

u n i t operators i n t h i s formation? 

A. Yes, s i r . 

Q. Were E x h i b i t s 1 through 7 e i t h e r prepared by you, 

or have they been compiled a t your d i r e c t i o n ? 

A. Yes, s i r . 

MR. CARR: At t h i s time, Mr. Stogner, I would 

STEVEN T. BRENNER, CCR 
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move the admission i n t o evidence of Chi Energy, I n c ' s . , 

E x h i b i t s 1 through 7. 

EXAMINER STOGNER: Any objection? 

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

EXAMINER STOGNER: E x h i b i t s 1 through 7 w i l l be 

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

MR. CARR: And t h a t concludes my d i r e c t 

examination of t h i s witness. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Mr. Quails, has the $6000 f i g u r e and $749 f i g u r e 

f o r the overhead charges been accepted i n previous 

compulsory-pooling cases issued out of t h i s o f f i c e before? 

A. I don't know, s i r . 

Q. So you don't have a previous order t h a t uses 

those f i g u r e s ? 

A. No, I took t h a t out of the Ernst and Young 

survey, 1998 survey. 

EXAMINER STOGNER: Do you have t h a t w i t h you, or 

d i d you provide t h a t ? 

MR. CARR: Yes, I do. And our i n t e n t here, Mr. 

Examiner, i s t o use whatever they're recommending, Ernst 

and Young f i g u r e s . 

Q. (By Examiner Stogner) What's the depth of t h i s 

w e l l? Do you know, Mr. Quails? 

STEVEN T. BRENNER, CCR 
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A. Right around 14,000 f e e t . 

EXAMINER STOGNER: I ' l l take a d m i n i s t r a t i v e 

n o t i c e of the Ernst and Young. Are these my copies or --

MR. CARR: Yes, s i r , you may keep t h a t copy. 

EXAMINER STOGNER: This i s a r e l a t i v e l y new 

p u b l i c a t i o n , i s n ' t i t ? 

MR. CARR: Yes, s i r . 

EXAMINER STOGNER: This — 

MR. CARR: I received i t t h i s week, a c t u a l l y . 

EXAMINER STOGNER: I t h i n k they were a l i t t l e 

behind, i f I remember r i g h t . 

Okay, are there any other f u r t h e r questions of 

t h i s witness? 

MR. KELLAHIN: Yes, Mr. Examiner. 

EXAMINER STOGNER: I'm so r r y , Mr. Ke l l a h i n ? 

CROSS-EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Quails, i f y o u ' l l t u r n t o E x h i b i t 3 w i t h me, 

s i r — 

A. Yes, s i r . 

Q. — i f you do the math and take out the Dreyfus 

i n t e r e s t and the Southwest Energy I n t e r e s t , what i s Chi's 

working i n t e r e s t a f t e r t h a t subtraction? 

A. I t would be l i k e 4-point-something. I d i d n ' t 

c a l c u l a t e i t e x a c t l y . 4.65. 
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Q. 4.65-percent i n t e r e s t i s Chi's i n t e r e s t , then, i n 

the east h a l f of 19 under t h i s proposal? 

A. Yes, s i r . 

Q. I n the se c t i o n t o the south, Section 30, are you 

f a m i l i a r w i t h the west h a l f of Section 3 0 where Santa Fe 

Energy operates the Topaz 30-1 well? 

A. I be l i e v e so. 

Q. Chi does not have any i n t e r e s t i n t h a t spacing 

u n i t , does i t ? 

A. No, s i r . 

Q. When you look a t the l e t t e r s t h a t you sent 

proposing the w e l l s t o the i n t e r e s t owners i n the eat h a l f 

of 19, i s the only l e t t e r you sent the one dated February 

15th of t h i s year? 

A. Yes, s i r . 

Q. With t h a t l e t t e r d i d you a t t a c h what was 

introduced as E x h i b i t 5, which i s the AFE? 

A. Yes, s i r . 

Q. You t o l d us t h a t t h i s AFE represents the cost of 

a w e l l t h a t i s deviated from the surface l o c a t i o n 480 t o a 

bottomhole l o c a t i o n 760 from the south l i n e . I s t h a t not 

true? 

A. I be l i e v e t h a t ' s r i g h t . 

Q. You also t o l d us t h a t Chi would s u b t r a c t 

$300,000, approximately, from t h i s AFE cost t o get a 
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v e r t i c a l w e l l a t t h i s p o s i t i o n . Was t h a t your testimony? 

A. I t h i n k t h a t ' s what I said. 

Q. You d i d or not say that? 

A. Yeah, t o go from 480 t o 760 would be an 

a d d i t i o n a l $300,000. 

Q. And so i f I take t h i s AFE, which i s the 

d i r e c t i o n a l AFE — 

A. Uh-huh. 

Q. — and s u b t r a c t $300,000, then I would know what 

i t would cost f o r a v e r t i c a l w e l l under your estimate? 

A. Yes, s i r , I believe t h a t ' s r i g h t . 

Q. You don't prepare these estimates, do you? 

A. No. 

Q. Who prepares these f o r Chi? 

A. The engineer i n our o f f i c e . 

Q. And what i s h i s name? 

A. John Wolfe. 

Q. I s Mr. Wolfe a v a i l a b l e f o r t e s t i f y i n g today? 

A. Not today, no, s i r . 

Q. So i n order — You're ad v i s i n g the D i v i s i o n t h a t 

t o d r i l l t o the c l o s e s t bottomhole l o c a t i o n , 1650 from the 

south l i n e , Chi has concluded t h a t i t would be 

approximately $2 00,000 more than what we're seeing on 

E x h i b i t 5? 

A. I be l i e v e t h a t ' s r i g h t . 
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Q. Do you know how t h a t ' s done? 

A. As f a r as — ? 

Q. — determining the a d d i t i o n a l costs or any of 

th a t ? 

A. I t ' s based on a footage. 

Q. That's not something t h a t you do, i s i t ? 

A. No. 

Q. When I look a t the well-proposal l e t t e r s , am I 

c o r r e c t i n understanding the proposal you made t o those 

i n t e r e s t owners i n the east h a l f of 19 i s only the proposal 

t o go t o the 7 60 bottomhole l o c a t i o n ? 

A. Yes, s i r . 

Q. You d i d not propose a v e r t i c a l w e l l i n the 

a l t e r n a t i v e , d i d you? 

A. As f a r as d r i l l i n g a v e r t i c a l w e l l versus a 760 

bottomhole? 

Q. Yes, s i r . 

A. We said we would l i k e t o d r i l l a 480 v e r t i c a l 

w e l l i f we could, but we're proposing t h a t we're going t o 

end up d r i l l i n g a 760. 

Q. Well, where i n t h i s l e t t e r does i t say t h a t , Mr. 

Quails? 

A. I t doesn't say t h a t . 

Q. Doesn't say t h a t , does i t ? 

A. No. 
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Q. So i f I'm reading t h i s l e t t e r t h a t you have sent 

someone — 

A. Uh-huh. 

Q. — I'm going t o presume t h a t your proposal i s f o r 

a d i r e c t i o n a l w e l l t o a 760 bottomhole l o c a t i o n from the 

south boundary, am I not? 

A. Yes, s i r . 

Q. That would be a f a i r assumption, would i t not? 

A. Yes, s i r . 

Q. A l l r i g h t . When we look a t the A p p l i c a t i o n today 

f o r the unorthodox l o c a t i o n , you're asking f o r approval of 

a v e r t i c a l w e l l or, i n the a l t e r n a t i v e , one t h a t i s 

s l i g h t l y d i r e c t i o n a l t o the 760 bottomhole l o c a t i o n ; i s 

t h a t not true? 

A. Yes, s i r . 

Q. You're asking f o r something i n t h i s case t h a t you 

have not proposed t o the i n t e r e s t owners under the f o r c e -

p o o l i n g case; i s t h a t not true? 

A. I guess. I don't see i t t h a t way, but i f t h a t ' s 

the way — 

Q. So which way i s i t , Mr. Quails? 

A. Well, we're proposing t h a t we want t o go t o 760. 

We d i d n ' t t h i n k we could get a v e r t i c a l w e l l , so we 

proposed a w e l l t o go t o 760 and sent out an AFE based on 

t h a t . 
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Q. Why d i d n ' t you t h i n k you could get approval of a 

v e r t i c a l well? 

A. We're t r y i n g t o get away from the south end of 

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

Q. Well, because 4 A, i n your judgment, was much too 

close t o the south boundary, wasn't i t ? 

A. (Nods) 

Q. I n response t o Mr. Carr's question, you s a i d t h a t 

Chi would want t o d r i l l a t a standard l o c a t i o n , r i g h t ? 

A. Yes, s i r . 

Q. And your reason f o r not doing so i s what, s i r ? 

A. Because of the potash. 

Q. A l l r i g h t . Why would you want t o be a t a 

standard l o c a t i o n ? 

A. That's what you u s u a l l y do when you're d r i l l i n g a 

standup i n the east h a l f of the s e c t i o n , you'd have t o be 

1650, 1650, which i s a standard l o c a t i o n . 

Q. Are you aware of the general b e l i e f t h a t a 

standard l o c a t i o n i n the east h a l f of 19 i s going t o be 

g e o l o g i c a l l y more favorable? 

A. I'm not, no. 

Q. You're not? But you do understand i t ' s Chi's 

p o s i t i o n t h a t they would p r e f e r t o d r i l l a t a standard 

l o c a t i o n ? 

A. We would do a standard l o c a t i o n i f i t was 
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allow a b l e , yes, s i r . 

Q. A l l r i g h t . Do you have a v a i l a b l e w i t h you any 

evidence from Chi as t o the economic consequence of 

spending the a d d i t i o n a l money t o go t o a standard 

bottomhole lo c a t i o n ? 

A. No, s i r , I don't. 

MR. KELLAHIN: A l l r i g h t . Thank you, Mr. 

Examiner, t h a t ' s a l l I have. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. This James Burr, d i d you send a n o t i c e t o him 

on — 

A. Yes, s i r . 

Q. — February 15th? 

A. Yes, s i r , there's a copy of a r e g i s t e r e d l e t t e r , 

c e r t i f i e d l e t t e r , t h a t was sent out t o him, and i t was 

accepted. 

Q. I s t h a t copy of t h a t c e r t i f i c a t i o n — 

A. Yes, i t ' s i n the e x h i b i t . 

MR. CARR: Do you have one, Mr. Stogner? I can 

provide i t i f i t ' s been l e f t o f f the e x h i b i t . 

MR. CARROLL: Here i t i s . 

EXAMINER STOGNER: And you were j u s t going t o 

provide me a copy of t h a t l e t t e r or — 

MR. CARR: The l e t t e r i s i n the m a t e r i a l , and I 
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can provide the r e c e i p t i f i t ' s not t h e r e . 

EXAMINER STOGNER: Okay, a l l r i g h t , I j u s t wanted 

t o — t h a t he — 

Q. (By Examiner Stogner) He had been contacted, and 

t h a t — 

A. Yes, he had a w e l l proposal f i l e d , which was 

accepted, and got a r e t u r n r e c e i p t , which i s i n your 

e x h i b i t . 

Q. Okay. I'm going t o r e f e r t o E x h i b i t Number 5. 

There have been some — a discussion about some a d d i t i o n a l 

costs f o r the d i r e c t i o n a l d r i l l i n g , and could you p o i n t 

t h a t out t o me i n t h i s e x h i b i t ? 

A. As f a r as — ? 

Q. The d i r e c t i o n a l d r i l l i n g expenses. 

A. My understanding, t h i s AFE was prepared t o go 760 

from the south l i n e , 1650 from the east l i n e , which i s a 

d i r e c t i o n a l d r i l l from 480 from the south t o the 760. 

Q. And t h a t a d d i t i o n a l cost i s covered i n here? 

A. Yes, s i r . 

Q. Where would I look f o r th a t ? 

A. I would assume i t would be under the d r i l l i n g day 

work. I t was j u s t incorporated i n t o the costs of the w e l l , 

t o get t o t h a t 7 60 from the south l i n e . 

Q. Okay, so t h a t cost j u s t — The estimated cost i s 

j u s t bumped up $2 00,000 — 
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A. Yes, s i r . 

Q. — as opposed t o a d i f f e r e n t entry? 

A. Right. 

Q. Are you aware t h a t the casing cost was bumped up 

i n t h i s p a r t i c u l a r AFE f o r d r i l l i n g i n the potash area? 

A. Yes, s i r , I believe so. 

Q. And t h a t would be under the t a n g i b l e d r i l l i n g , 

under casing surface, the casing intermediate? 

A. Right. 

EXAMINER STOGNER: I don't have any other 

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

MR. CARR: At t h i s time we would c a l l Curt 

Anderson. 

CURTIS A. ANDERSON, 

the witness h e r e i n , a f t e r having been f i r s t d uly 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. CARR: 

Q. Would you s t a t e your name f o r the record, please? 

A. C u r t i s A. Anderson. 

Q. Where do you reside? 

A. I n Midland. 

Q. By whom are you employed? 

A. Chi Energy. 

Q. What i s your p o s i t i o n w i t h Chi Energy? 
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A. I'm a g e o l o g i s t . 

Q. Mr. Anderson, have you p r e v i o u s l y t e s t i f i e d 

before t h i s D i v i s i o n ? 

A. Yes, I have. 

Q. At the time of t h a t testimony, were your 

c r e d e n t i a l s as an expert i n petroleum geology accepted and 

made a matter of record? 

A. Yes, s i r . 

Q. Are you f a m i l i a r w i t h the A p p l i c a t i o n f i l e d i n 

t h i s case? 

A. Yes, I am. 

Q. And have you made a ge o l o g i c a l study of the area 

which i s the subject of the A p p l i c a t i o n ? 

A. Yes. 

Q. And are you prepared t o share the r e s u l t s of t h a t 

study w i t h the Examiner? 

A. Yes. 

MR. CARR: Are the witness's q u a l i f i c a t i o n s 

acceptable? 

EXAMINER STOGNER: Any objection? 

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

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

Q. (By Mr. Carr) A l l r i g h t , Mr. Anderson, l e t ' s go 

t o what has been marked f o r i d e n t i f i c a t i o n as Chi Energy 

E x h i b i t 8. Would you i d e n t i f y t h a t and review i t f o r Mr. 
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Stogner? 

A. E x h i b i t Number 8 i s a s t r u c t u r e map t h a t was 

drawn on top of the lower Morrow formation. Again, the 

lower Morrow formation i s the primary o b j e c t i v e of t h i s 

p r o j e c t . I t i s a t a scale of 1 t o 2000. 

Y o u ' l l see the red w e l l s t h a t are — or the red-

color e d w e l l symbols t h a t are i n the area, are Morrow 

producers. W r i t t e n i n red alongside those w e l l s are 

cumulative gas and o i l production. 

The proposed l o c a t i o n f o r these cases i s loc a t e d 

down i n the southeast quarter of Section 19. Y o u ' l l see i t 

— which i s labeled the BHL or bottomhole l o c a t i o n , which 

i s a square. And also the surface l o c a t i o n i s designated. 

The proposed p r o r a t i o n u n i t i s o u t l i n e d i n green, 

which would be the east h a l f of 19. 

Q. What i s the s i g n i f i c a n c e of the s t r u c t u r e ? 

A. The s t r u c t u r e i n t h i s case — The proposed 

l o c a t i o n i s k i n d of on the south-southeast f l a n k w i t h 

p o s i t i v e or nosing f e a t u r e . I t i s b a s i c a l l y approximately 

150 f e e t s t r u c t u r a l l y high t o the w e l l located down i n 

Section 30. 

Let me c l a r i f y one other symbol s i t u a t i o n i n the 

southwest quarter of Section 19. Down i n the southeast of 

the southeast of the southwest there i s a c i r c l e t h a t 

encompasses two dryhole symbols and an o i l - w e l l symbol. 
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One of those dryhole symbols i s a deep w e l l d r i l l e d by 

C i t i e s back i n 19 68. At t h a t time i t was P-and-A'd. Okay, 

t h a t wellbore was l a t e r re-entered and d i r e c t i o n a l l y 

d r i l l e d t o the bottomhole l o c a t i o n t h a t you see i n the 

southwest of the southwest of t h a t q u a r t e r , and t h a t would 

be the Topaz 19 Federal Number 1 t h a t Santa Fe operated. 

Q. A l l r i g h t , l e t ' s now go t o Chi's E x h i b i t Number 

9, the isopach. W i l l you review the i n f o r m a t i o n on t h a t 

e x h i b i t f o r the Examiner, please? 

A. This isopach map i s the same scale as the 

previous s t r u c t u r e map. The l o c a t i o n and the p r o r a t i o n 

u n i t are the same. 

The lower Morrow was deposited i n a stream or 

f l u v i a l s i t u a t i o n t h a t flowed from n o r t h t o south across 

the prospect area. P o t e n t i a l l y productive sand t h a t was 

deposited d u r i n g t h i s time i s colored i n orange and yellow. 

Now, the i n t e r p r e t a t i o n on t h i s map represents 

what I c a l l t y p i c a l sandbody c o n f i g u r a t i o n throughout t h i s 

d e p o s i t i o n a l t r e n d . Okay, and t h i s d e p o s i t i o n a l t r e n d 

c a r r i e s several townships t o the n o r t h and i s roughly 

e q u i v a l e n t t o a number of other d e p o s i t i o n a l trends 

throughout Eddy and Lea County. 

The blue dashed l i n e represents a suggested 

stream o r i e n t a t i o n or l o c a t i o n f o r t h i s t y p i c a l 

d e p o s i t i o n a l t r e n d . 
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Now, subsequent meander c u t o f f s and m i g r a t i o n 

complicate t h i s p i c t u r e some. The sandbody c o n f i g u r a t i o n 

changes or can change t o e i t h e r l a r g e r or smaller 

conf i g u r a t i o n . 

Now, there's not enough, i n my e s t i m a t i o n , 

subsurface i n f o r m a t i o n here t o define the more complex and 

complicated p i c t u r e . Therefore, I be l i e v e t h a t anything 

w i t h i n the yellow and orange t h a t ' s colored on t h i s map i s 

p o t e n t i a l l y productive. O f f s e t w e l l s i n t h i s t r e n d may or 

may not be connected. 

Q. When we look a t t h i s e x h i b i t from the — Was t h i s 

prepared from w e l l - c o n t r o l information? 

A. Yes, s i r . 

Q. And as we look a t the area between the Santa Fe 

w e l l i n the west h a l f of 3 0 and the proposed l o c a t i o n , have 

you seen anything t h a t shows a separation i n the r e s e r v o i r 

a t t h a t p oint? 

A. No. 

Q. Are there separations i n t h i s s o r t of channel 

deposit? 

A. Yes. 

Q. So i t ' s possible t h a t we have not been able, and 

you're not attempting t o show a separation? 

A. No, we're not attempting t o show a separation but 

t h a t i t i s a possible s i t u a t i o n i n t h i s t r e n d . 
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Q. You also have a t r a c e on t h i s e x h i b i t f o r the 

subsequent cross-section; i s t h a t r i g h t ? 

A. Yes, s i r . 

Q. Let's go t o t h a t now. That has been marked as 

Chi Energy E x h i b i t Number 10. 

A. E x h i b i t Number 10, t h a t c r o s s - s e c t i o n i s A-A', A 

being on the l e f t or south, beginning a t the Topaz w e l l i n 

Section 30, going through w e l l s located — the f i r s t one 

from l e f t t o r i g h t , second w e l l on the c r o s s - s e c t i o n i s the 

o l d C i t i e s w e l l t h a t was d r i l l e d back i n 1968. I t 

continues on up through the proposed w e l l l o c a t i o n i n t o a 

w e l l located i n the no r t h h a l f of Section 18, and then two 

w e l l s i n Section 7. 

The purpose of t h i s e x h i b i t i s t o demonstrate 

where i n the Morrow sec t i o n the proposed — or the proposed 

primary o b j e c t i v e i s located. And t h a t i s col o r e d i n 

orange on the cross-section. The subject of the s t r u c t u r e 

map we r e f e r r e d t o e a r l i e r i s the top of the lower Morrow, 

which i s h i g h l i g h t e d i n brown on the cr o s s - s e c t i o n . 

Q. I f we look at the cross-section i n the acreage 

shaded i n yellow — or the acreage shaded orange, i s i t 

your i n t e n t w i t h t h i s e x h i b i t t o show separation through 

the r e s e r v o i r between i n d i v i d u a l wells? 

A. No, the i n t e n t i s t o k i n d of f o l l o w along w i t h 

the isopach map i n showing a — what I would c a l l again a 
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t y p i c a l r e s e r v o i r s i z e . 

Q. So you do not have p a r t i c u l a r data t h a t shows 

separation, although i t would be possible? 

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

Q. Can you summarize — Are you prepared t o make a 

recommendation t o the Examiner as t o the r i s k p e n a l t y t h a t 

should be assessed against nonconsenting i n t e r e s t owners i n 

t h i s w e ll? 

A. That should be 200 percent. 

Q. And can you j u s t summarize the basis f o r t h a t 

recommendation? 

A. A good example i s , again, the deviated w e l l 

l o c a t e d i n the southwest quarter of Section 19, o r i g i n a l l y 

intended as a d i r e c t i o n a l w e l l t o the lower Morrow 

forma t i o n . You can see i t was deviated t o the west and 

missed the o b j e c t i v e . So you don't have t o o f f s e t very f a r 

t o get out of our sandbody. 

Q. Do you believe there's a chance you could d r i l l a 

w e l l a t the proposed l o c a t i o n and i t might not be a 

commercial success? 

A. Pardon me? 

Q. Do you believe there's a chance t h a t a w e l l a t 

the proposed l o c a t i o n might not be a commercial success? 

A. Yes. 

Q. I n your opinion, w i l l g r a n t i n g t h i s A p p l i c a t i o n , 
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the A p p l i c a t i o n s p o o l i n g the lands and a u t h o r i z i n g the 

d r i l l i n g of the w e l l s as proposed be i n the best i n t e r e s t s 

of conservation, the prevention of waste and the p r o t e c t i o n 

of c o r r e l a t i v e r i g h t s ? 

A. Yes, s i r . 

Q. How soon would you hope t o be able t o a c t u a l l y 

spud the well? 

A. Middle, l a t e June. 

Q. Were E x h i b i t s 8 through 10 prepared by you? 

A. Yes, they were. 

MR. CARR: At t h i s time, Mr. Stogner, we move the 

admission i n t o evidence of Chi E x h i b i t s 8 through 10. 

EXAMINER STOGNER: Any objection? 

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

EXAMINER STOGNER: 8 through 10 w i l l be admitted 

i n t o evidence. 

Thank you, Mr. Carr. 

Mr. Kellahin? 

MR. KELLAHIN: Thank you, Mr. Examiner. 

CROSS-EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Anderson, i f w e ' l l look a t your c r o s s - s e c t i o n 

f i r s t — 

A. Yes, s i r . 

Q. — when we get from E x h i b i t 10, the cross-
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s e c t i o n , i n a minute, back t o the isopach, E x h i b i t 9, the 

isopach'd i n t e r v a l i s shown t o us on E x h i b i t 10, i s i t not? 

You've coded t h a t f o r us? 

A. Yes, s i r . 

Q. You've shown the top and the bottom on the cross-

s e c t i o n of the area t h a t you're d i s p l a y i n g on the isopach, 

which w e ' l l t a l k about s h o r t l y ? 

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

Q. Where i s the p o i n t on the cro s s - s e c t i o n upon 

which you have placed the s t r u c t u r e map? 

A. At the — The l i n e t h a t ' s labeled "datum". 

Q. A l l r i g h t , the brown l i n e , the datum l i n e , i s the 

marker f o r the s t r u c t u r e map? 

A. Yes, s i r . 

Q. When we look a t the cross-section and s t a r t a t A, 

we're s t a r t i n g w i t h Santa Fe's Topaz 3 0- — 

A. Yes, s i r . 

Q. — -1 w e l l , and then as we read over t o the 

r i g h t , we pi c k up the C i t i e s Service Government 1-Y well? 

A. Yes. 

Q. When I look a t the isopach, E x h i b i t 9, and I'm 

loo k i n g a t the l i n e of cross-section on the isopach, i s 

t h i s the l o g i n t e r v a l and the r e l a t i o n s h i p f o r the w e l l 

w i t h the red dot at i t s bottomhole l o c a t i o n ? 

I d i d n ' t make myself c l e a r . I s t h i s the deviated 
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well? 

A. No, s i r . 

Q. A l l r i g h t . 

A. This i s the s t r a i g h t hole t h a t C i t i e s d r i l l e d . 

Q. Okay. So I am looking a t the s t r a i g h t hole t h a t 

C i t i e s d r i l l e d a t the red dot. That was a v e r t i c a l w e ll? 

A. Yes. 

Q. And a t t h a t p o s i t i o n i n the r e s e r v o i r , what i s 

the footage you have associated w i t h the thickness f o r t h a t 

w e ll? 

A. Twenty f e e t . 

Q. A l l r i g h t . So the 2 0 f e e t I see on the isopach 

i s the value you have associated w i t h the red dot 

immediately t o the l e f t of t h a t number on the isopach? 

A. Yes. 

Q. Okay. I n looking a t the c r o s s - s e c t i o n , am I 

c o r r e c t i n understanding your h o r i z o n t a l scale t o be one 

t h a t i s r e l a t i v e ? 

A. Yes, s i r . 

Q. This does not t r u l y represent the a c t u a l 

h o r i z o n t a l distance between the wells? 

A. No, i t does not. 

Q. When I look a t the Topaz w e l l and the C i t i e s 

Service w e l l , then there g e o l o g i c a l l y i s a connection 

between those two wells? You've c o r r e l a t e d them t o be 
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continuous, have you not? 

A. Yes, s i r . 

Q. And a t the Santa Fe Topaz w e l l , you have a value 

t h a t i s t h i c k e r than we get f o r t h a t same sand member by 

the time we get t o the C i t i e s Service w e l l , c o r r e c t ? 

A. Correct. 

Q. A l l r i g h t . When we look a t the Santa Fe w e l l , i t 

appears t o me t h a t you've also coded i n some p e r f o r a t i o n s . 

Can I see those? 

A. At the Topaz — 

Q. Yes, s i r . 

A. — 30? The Topaz 3 0? 

Q. Yeah. 

A. And I coded i n some p e r f o r a t i o n s ? 

Q. Well, maybe they're numbers t h a t are so hard t o 

read t h a t they're black. So what I'm l o o k i n g a t i n the 

Topaz w e l l i s a d r i l l stem t e s t ? 

A. Yeah, t h a t b i g long black t h i n g — 

Q. A l l r i g h t . 

A. — i s a DST, yeah. The p e r f s are a c t u a l l y j u s t 

two f e e t , and they're on the bottom. 

Q. A l l r i g h t . I s i t the p r a c t i c e of operators t h a t 

are t a r g e t i n g t h i s p a r t i c u l a r sand member t o p e r f o r a t e the 

e n t i r e sand member? 

A. I f i t ' s a l l pay, yes. 
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Q. Okay. Would they do t h a t w i t h o u t regard t o 

whether or not there i s water present w i t h i n the sand 

member? 

A. I would suspect i f there's a suspicion of water 

present, you would not p e r f o r a t e t h a t i n t e r v a l , you would 

stay w i t h what you t h i n k i s , a t t h a t time, pay. 

Q. Are you aware of any water concern w i t h i n the 

lower member of the Morrow channel system i n t h i s area? 

A. Yes. 

Q. There i s one, i s n ' t there? 

A. (Nods) 

Q. The s t r a t e g y , then, would be t o i s o l a t e your 

p e r f o r a t i o n s i n the very top p o r t i o n of the isopach'd 

i n t e r v a l , would i t not? 

A. Yes. 

Q. And t h a t s t r a t e g y would be successful because i t 

would avoid p e r f o r a t i n g down t o the sand member t h a t has 

too much water content t o be gas-productive. True? 

A. That's t r u e . 

Q. Do you u t i l i z e a p a r t i c u l a r w a t e r - s a t u r a t i o n 

value when you're analyzing these logs, f o r t h i s subject? 

A. I t v a r i e s from area t o area. 

Q. What would you use i n t h i s area? 

A. I n t h i s area, and from w e l l t o w e l l and from 

d i f f e r e n t p a r t s of the wellbore, i t ' s r e l a t i v e , whether 
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i t ' s p r o d uctive gas and 40 percent water or 2 0 percent 

water and changes t o 60, which would be an increase i n the 

water s a t u r a t i o n . 

Q. A l l r i g h t . 

A. I n other words, there's no s p e c i f i c c u t o f f . 

Q. As you c a l c u l a t e on the l o g a water s a t u r a t i o n 

t h a t i s i n excess of 3 0 percent, t h a t would be of concern 

t o you, would i t not? 

A. T h i r t y u s u a l l y doesn't bother me too much. I f 

can get over 40. 

Q. When you h i t 4 0 and above — 

A. Yeah, I'm s t a r t i n g t o worry. 

Q. — i t would be your recommendation not t o 

p e r f o r a t e i f you had a water s a t u r a t i o n of 40 or greater? 

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

Q. When we look a t the isopach, i f you could d r i l l 

v e r t i c a l l y w i t h o u t regard t o the potash — Let's assume 

t h i s i s not a potash area and t h a t i s not an issue, and you 

can, i n f a c t , d r i l l v e r t i c a l l y , then am I c o r r e c t i n 

understanding t h a t i t would be your opini o n t h a t you would 

d r i l l , based upon t h i s isopach, a t the p o i n t of g r e a t e s t 

thickness? 

A. Probably not. 

Q. Thicker i s not better? 

A. Well, not necessarily. 
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Q. I s there a minimum number you use t o be 

s a t i s f i e d ? 

A. I n the Morrow sands i t ' s p e r m e a b i l i t y you're 

l o o k i n g f o r , not necessarily thickness. You can have a 60-

f o o t sand w i t h o u t p e r m e a b i l i t y . 

Q. When we're t a r g e t i n g a w e l l l o c a t i o n i n the east 

h a l f of 19, does i t not s u b s t a n t i a l l y reduce the r i s k t o 

t a r g e t t h i s w e l l a t a l o c a t i o n which would penetrate the 

gre a t e s t net thickness under t h i s map? 

A. I t may or may not. 

Q. So what's the p o i n t of the map, Mr. Anderson? 

A. Well, t h a t ' s t h e i r i n t e r p r e t a t i o n s . 

Q. Yes, s i r , I'm looking a t yours. 

A. That's c o r r e c t , t o maximize or minimize your r i s k 

i n t h i s s i t u a t i o n , I ' d d r i l l a t a standard l o c a t i o n . 

Q. Well, sure, and t h a t ' s what I'm asking you. 

A. Yeah. 

Q. And why i s t h a t minimizing your r i s k ? 

A. Well, I wouldn't go t o where the t h i c k e s t contour 

i s . 

Q. Well, l e t me ask you t h i s . I f you're going t o 

the t h i c k e r p o r t i o n , you would d r i l l a t a standard 

l o c a t i o n , r i g h t ? 

A. Sure. 

Q. And why would you do that ? 
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A. Those are the r u l e s . 

Q. Well, independent of the r u l e s , i s n ' t i t b e t t e r 

t o minimize your r i s k by d r i l l i n g t o a t h i c k e r s e c t i o n on 

the net map? 

A. I n some cases. 

Q. I n t h i s case? 

A. Well, i n t h i s case I wouldn't l o c a t e a t the 

t h i c k e s t p a r t , no. 

Q. A l l r i g h t , but you've t o l d me you would be a t a 

standard l o c a t i o n . 

A. Be a t a standard l o c a t i o n . 

Q. You would be. There i s no advantage gained by 

Chi, by d r i l l i n g a t the unorthodox l o c a t i o n ? 

A. Not a t a l l . 

Q. When we look a t the isopach, then, am I c o r r e c t 

i n understanding t h a t you want t o be a t l e a s t somewhere i n 

the 20- t o 30-footage range on t h i s map? I s t h a t not true? 

A. Yes, s i r . 

Q. And why do you want t o do th a t ? 

A. Well, then you get a more even c o n t i n u i t y i n your 

drainage p a t t e r n , yes. 

Q. Okay. And so a standard l o c a t i o n would be 

be t t e r ? 

A. Standard l o c a t i o n would be f i n e , yes. 

Q. Okay. And the unorthodox l o c a t i o n i s 
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g e o l o g i c a l l y less favorable than a standard l o c a t i o n ; i s 

t h a t not true? 

A. Not necessarily — 

Q. A l l r i g h t . 

A. — because where I would l o c a t e the standard 

l o c a t i o n would be about the same thickness. 

Q. A l l r i g h t , so we could get 1650 from the southern 

boundary and s a t i s f y whatever geologic c r i t e r i a you wish t o 

apply? 

A. On s t r u c t u r e , i t ' s d e f i n i t e l y improvement. 

Q. A l l r i g h t , w e ' l l get t o the s t r u c t u r e map i n a — 

A. — standard l o c a t i o n , we're going updip, yes. 

Q. A l l r i g h t . 

A. Isopachwise, e i t h e r l o c a t i o n i s f i n e . 

Q. Okay. Ge o l o g i c a l l y , i s there any evidence 

a v a i l a b l e t o you t o show t h a t the proposed unorthodox 

l o c a t i o n would be separate from the pod being produced by 

the Topaz w e l l i n the west h a l f of Section 30? 

A. No. 

Q. A l l r i g h t , you would map them t o be connected i n 

some fashion? 

A. E i t h e r way. 

Q. Your attempt here i s not t o t r y t o compete w i t h 

the Topaz w e l l , i s i t , s i r ? 

A. No. 
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Q. I can't hear you. 

A. No, s i r . 

Q. Your s t r a t e g y and choice i s t o f i n d new reserves, 

i s i t not? 

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

Q. And when we look a t the way t h i s north-south 

f l u v i a l channel system i s being developed, t h e r e appears t o 

be an e x p l o i t a t i o n o p p o r t u n i t y t o encounter a unique pod i n 

the east h a l f of 19? 

A. Yes, s i r . 

Q. And t h a t o p p o r t u n i t y , then, would be new reserves 

independent of what the Topaz w e l l might produce, true? 

A. Correct. 

Q. And i t would also be independent of what had been 

developed i n Section 18 t o the n o r t h as a d i f f e r e n t pod, 

r i g h t ? 

A. I t could be. 

Q. As we get closer t o the 2 0-foot l i n e , i t ' s your 

preference t o be a t a net footage thickness g r e a t e r than 20 

feet? 

A. Twenty f e e t i s p l e n t y . 

Q. Okay, what happens i f you get less than 20 feet? 

What happens? 

A. I've seen a l o t of w e l l s make p l e n t y of gas i n 

f i v e f e e t , as long as you've got the p e r m e a b i l i t y . 
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Q. A l l r i g h t , so pe r m e a b i l i t y would be a key 

component here — 

A. Yes, s i r . 

Q. — and you can't measure t h a t as a ge o l o g i s t ? 

A. And ge n e r a l l y p e r m e a b i l i t y i s b e t t e r towards the 

center. 

Q. Okay, a l l r i g h t . So i f the Chi l o c a t i o n tags 

i n t o what the Topaz w e l l i s producing i n the west h a l f of 

30, then g e o l o g i c a l l y t h a t l o c a t i o n would have the 

op p o r t u n i t y t o compete f o r the same reserves t h a t the Topaz 

w e l l i s being produced? 

A. I would say t h a t would be a c o r r e c t statement. 

Q. And the f a r t h e r north you go i n the east h a l f of 

19, the greater o p p o r t u n i t y you have f o r producing new 

reserves? 

A. You increase the chance f o r t h a t , yes. 

Q. Let's look a t the s t r u c t u r e map. When we look a t 

the s t r u c t u r e map, i f I'm looking i n the east h a l f of 19, 

j u s t c o n f i n i n g the discussion t o t h a t p o i n t f o r a moment, 

am I c o r r e c t i n understanding t h a t the unorthodox l o c a t i o n 

i s less favorable than the c l o s e s t standard l o c a t i o n ? 

True? 

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

Q. And t h a t ' s t r u e because at the standard l o c a t i o n 

you gain s t r u c t u r a l advantage over the proposed unorthodox 
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l o c a t i o n ? 

A. Correct. 

Q. And here i n t h i s instance s t r u c t u r e i s important, 

i s i t not? 

A. Yes, i t i s . 

Q. The higher onstructure you get, the b e t t e r i t i s 

f o r you, r i g h t ? 

A. Yes. 

Q. When we look a t the o p p o r t u n i t y t o adversely 

a f f e c t the Santa Fe w e l l i n the west h a l f of 30, then the 

Chi w e l l would be ups t r u c t u r e t o the Topaz w e l l , would i t 

not? 

A. The proposed Chi w e l l i s u p s t r u c t u r e — 

Q. Yes, s i r . 

A. — a t any l o c a t i o n on t h a t east h a l f . 

Q. I understand. At the proposed unorthodox 

l o c a t i o n , i t i s what looks t o be a hundred f e e t or so above 

the Topaz w e l l . 

A. About 150 f e e t . 

Q. A hundred and f i f t y , and these are 50-foot 

contour l i n e s ? 

A. Yes. 

Q. A hundred and f i f t y f e e t above? 

A. Uh-huh. 

Q. We mentioned a while ago t h a t t h e r e i s an issue 
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about water s a t u r a t i o n i n the lower Morrow. G e o l o g i c a l l y , 

i s t h e r e an op p o r t u n i t y t o adversely a f f e c t the Topaz w e l l 

i f the Chi w e l l i s approved as requested, being u p s t r u c t u r e 

from the Topaz well? 

A. I t h i n k t h a t based on other w e l l s i n the area, 

the p o t e n t i a l e x i s t s t h a t you could a f f e c t t h a t w e l l w i t h 

any l o c a t i o n i n the east h a l f . 

Q. I f t h a t l o c a t i o n i s more standard, the 

op p o r t u n i t y t o adversely a f f e c t the Topaz w e l l i s 

diminished, i s i t not? 

A. Yes, s i r . 

Q. When we t a l k about your net clean sand isopach 

map, E x h i b i t Number 9, how d i d you a r r i v e a t net? What's 

the value you're using? 

A. I used gamma ray. 

Q. What gamma-ray percentage d i d you use? 

A. I u s u a l l y use — I t v a r i e s from l o g t o lo g 

because of the d i f f e r e n t s e n s i t i v i t y of the t o o l s they use. 

Roughly the 50 API. 

Q. Okay. Your isopach, then, has a 50 gamma ray 

c u t o f f p o i n t t o get you your net clean sand; t h a t ' s what 

you're l o o k i n g f o r i n the log? 

A. Yes. 

Q. A l l r i g h t . Have you prepared a net-pay isopach? 

A. No, I haven't. 
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Q. You have not done one? 

A. Yeah, of porosity? 

Q. Yeah, a net p o r o s i t y isopach? 

A. No. 

Q. What would you use f o r a p o r o s i t y c u t o f f i f you 

were making such a map? 

A. At l e a s t 6 percent. 

Q. Six, 7, 8. I s 8 a l l r i g h t ? 

A. Eight would be good. 

Q. Okay. 

A. But I t h i n k you can go down t o s i x . 

Q. Okay. 

A. At t h i s depth i n t h i s zone. 

Q. I f you go from e i g h t t o s i x , you're making 

y o u r s e l f a bigger container? 

A. Yes. 

Q. A l l r i g h t . Have you as s i s t e d the engineers from 

any of the companies t h a t are aligned w i t h your p o s i t i o n i n 

t r y i n g t o determine the o r i g i n a l gas i n place f o r any of 

these spacing u n i t s ? 

A. No. 

Q. You've not t r i e d t o v o l u m e t r i c a l l y a s s i s t i n the 

c a l c u l a t i o n of o r i g i n a l gas i n place f o r the east h a l f of 

19? 

A. No. 
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Q. West h a l f of 3 0? None of that ? 

A. No. 

Q. I n order t o have a Morrow prospect i n t h i s area, 

Mr. Anderson, what i s your opinion as t o the t a r g e t e d gas? 

What volume do you tar g e t ? 

A. Up and down t h i s t r e n d you've got w e l l s t h a t 

vary, of course, from very l i t t l e t o i n excess of 30 BCF. 

I t h i n k you're l o o k i n g a t a r e a l i s t i c number between three 

and f i v e B's. 

Q. Three and f i v e ? 

A. Yes, s i r . 

Q. I s t h a t gas i n place or recoverable gas? 

A. That would be an u l t i m a t e . 

Q. That's an EUR? 

A. Yes. 

Q. So somewhere between 3 and 5 BCF i s enough t h a t 

encourages e x p l o r a t i o n g e o l o g i s t s l i k e you t o seek a well? 

A. Sure. 

Q. How would you go about determining whether or not 

you had 3 or 5 BCF of recoverable gas a v a i l a b l e t o you i n 

the east h a l f of 19? 

A. I — I n working the t r e n d and other t r e n d s , I 

j u s t k i n d of — I t ' s not something I put numbers on. I t ' s 

the zone t h a t we look f o r . This zone works i n t h i s area. 

The w e l l s t h a t have — There's some p r e t t y mature w e l l s out 
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here. Those w e l l s have averaged a good number. I t makes a 

good primary t a r g e t . And at t h a t p o i n t i t makes — I f e e l 

comfortable w i t h using i t as a primary o b j e c t i v e . 

Q. A l l r i g h t . You don't have t o put a p e n c i l t o 

i t ~ 

A. No. 

Q. — you have enough experience i n here — 

A. Yeah. 

Q. — and enough personal experience t o look a t the 

east h a l f of 19 and say, This i s a v i a b l e t a r g e t f o r us, 

I've got a t l e a s t 3 t o 5 BCF of recoverable gas, I want a 

wel l ? 

A. Yeah. 

Q. Okay. Am I c o r r e c t i n understanding t h a t the 

c l o s e r t h i s w e l l i s t o the Topaz w e l l , the g r e a t e r the 

chance i s t h a t you're going t o be competing f o r proven 

reserves and not e s t a b l i s h i n g new and unique reserves? 

A. I f you're connected. I would t h i n k t h a t p r e t t y 

much any l o c a t i o n i n the east h a l f would have an e f f e c t . 

Q. Okay. 

A. I t h i n k the closer you get, q u i t e p o s s i b l y the 

sooner you f e e l t h a t e f f e c t . 

Q. So by moving t o a standard l o c a t i o n , then, you 

would d i m i n i s h the adverse impact p o t e n t i a l t h a t might 

e x i s t f o r the owners of i n t e r e s t i n the Topaz we l l ? 
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A. I f i t ' s connected. 

Q. Did you have anything t o do w i t h the cost 

a n a l y s i s f o r e s t a b l i s h i n g the costs f o r the Chi proposal? 

A. On the AFE? 

Q. Yes, s i r . 

A. I might have provided some tops, geologic tops. 

Q. You have nothing t o do — 

A. Otherwise, I d i d n ' t f i g u r e any — 

Q. That number? 

A. No. 

MR. KELLAHIN: Okay. Mr. Examiner, Santa Fe's 

E x h i b i t Number 1 I s taken from the case f i l e of t h i s case. 

I t i s the a d m i n i s t r a t i v e a p p l i c a t i o n f i l e d by Chi, or Mr. 

Bruce on behalf of Chi, f o r which there was a p r o t e s t and 

r e s u l t e d i n the subject hearing. We would move a t t h i s 

time f o r the i n t r o d u c t i o n of E x h i b i t 1. 

EXAMINER STOGNER: Any objection? 

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

EXAMINER STOGNER: E x h i b i t 1 w i l l be admitted 

i n t o evidence. This i s E x h i b i t 1 of Santa Fe Energy, Case 

12,158. 

Q. (By Mr. Kel l a h i n ) Mr. Anderson, i f y o u ' l l take 

E x h i b i t 1 and t u r n past the two opening pages, t u r n past 

E x h i b i t s A and B, and l e t ' s look a t E x h i b i t C. Did you 

provide E x h i b i t C t o Mr. Bruce f o r the a d m i n i s t r a t i v e 
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f i l i n g of Chi's A p p l i c a t i o n i n t h i s matter? 

A. Yes. 

Q. This i s your work, i s i t not? 

A. Yes, i t i s . 

Q. And t h i s was f i l e d back i n February of t h i s year. 

I s t h i s not i d e n t i c a l t o the net isopach t h a t you discussed 

w i t h me t h i s afternoon? 

A. Yes, i t i s . 

Q. You've not made any changes or m o d i f i c a t i o n s , 

have you? 

A. I d i d . 

Q. A l l r i g h t , s i r , what would they be? 

A. A l l r i g h t , j u s t r e l a t i v e t o the placement of the 

bottomhole l o c a t i o n i n the southwest quarter of 19, when 

our draftsman spotted t h a t w e l l on there i t was o f f by a 

couple hundred f e e t . So I moved i t back over t o the east 

where i t belongs. On t h i s e x h i b i t i t looks l i k e i t ' s 

hugging the west l i n e too much. I t d i d n ' t go t h a t f a r . 

Q. Oh, I see where i t i s . 

A. Yeah. 

Q. Yes, I'm sorry. 

A. Yeah, i t ' s j u s t a couple hundred f e e t t o the 

east. 

Q. Yes, i t ' s hard t o perceive the d i f f e r e n c e . But 

t h a t i s the only change? 
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A. Yeah. 

Q. Okay. When we t u r n t o E x h i b i t D, which i s a 

p o r t i o n of the s t r u c t u r e map, d i d you modify E x h i b i t D i n 

any way when you prepared and introduced E x h i b i t 8 today? 

A. No, except f o r t h a t bottomhole l o c a t i o n . 

Q. And when we look over on page 2 of Mr. Bruce's 

f i l i n g and we look a t the top paragraph, when he's arguing 

t h a t a c e r t a i n approximate net thickness i s necessary f o r a 

l o c a t i o n , he's using the 20- and 3 0-foot range, he got t h a t 

i n f o r m a t i o n from you, d i d he not? 

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

MR. KELLAHIN: No f u r t h e r questions, Mr. 

Examiner. 

EXAMINER STOGNER: Any r e d i r e c t ? 

MR. CARR: No, no r e d i r e c t . 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. I n r e f e r r i n g t o both of your maps, E x h i b i t s 8 and 

9 — 

A. Yes, s i r . 

Q. — when I look a t your surface l o c a t i o n and 

proposed subsurface l o c a t i o n , there seems t o be a wellbore 

between the two. I f t h a t ' s — what? A shallow o i l w e l l 

or — ? 

A. Okay, yes, y o u ' l l see an o i l - w e l l symbol t h e r e , 
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and t h a t ' s an e x i s t i n g shallow o i l w e l l . One of the 

s t i p u l a t i o n s f o r potash i n here i s t h a t you have t o stay 

w i t h i n 150 f e e t of t h a t wellbore w i t h your surface 

l o c a t i o n . So d i r e c t l y n o r t h of the o i l w e l l y o u ' l l see 

k i n d of a ghost c i r c l e . I t k i n d of even i n t e r s e c t s the o i l 

w e l l . And then a bottomhole l o c a t i o n j u s t a l i t t l e n o r t h 

of t h a t . 

Q. Now, i f I look between the Topaz w e l l i n the west 

h a l f of 30 and the proposed wellbore, there's another w e l l 

symbol t h a t looks l i k e a plugged-and-abandoned gas-well 

l o c a t i o n . Can you t e l l me anything about t h a t wellbore? 

A. I s t h a t the one i n the northeast of the northwest 

of 30? 

Q. That's r i g h t . 

A. Okay, yeah, t h a t ' s a shallow dryhole. 

Q. Oh, i t ' s a shallow dryhole? 

A. Yes, s i r . 

Q. That was a shallow o i l — d i d n ' t penetrate the 

Morrow? 

A. Didn't pen- — No, s i r . I — I n f a c t , on t h i s 

map, the deep c o n t r o l i s c i r c l e d . 

Q. Okay. You said one of the requirements i n potash 

i s t o stay 150 f e e t away from t h i s p a r t i c u l a r w e l l , 

e x i s t i n g w e l l , or a w e l l pad or an o l d wellbore? 

A. I t has t o be a producing w e l l . An o l d dry hole 
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won't work. So t h i s i s the only producing w e l l down i n 

t h a t south p a r t of the sec t i o n there. That's the only 

surface l o c a t i o n t h a t ' s a v a i l a b l e . 

Q. Were you involved i n the n e g o t i a t i o n s w i t h the 

BLM about the s p o t t i n g of the wellbore out here? 

A. No, s i r . 

Q. Do you know who was, w i t h Chi Energy? 

A. I bel i e v e t h a t was John Quails. 

Q. Okay, I'm t r y i n g t o s t i l l make up my mind here 

about — I heard i t said t h a t i f the potash wasn't out 

here, the best l o c a t i o n would have been 1650 from the south 

l i n e , 1650 from the east l i n e ; i s t h a t what I'm hearing? 

A. That's the l o c a t i o n t h a t I would p i c k , yes. 

Q. Based on both geology and surface c o n s t r a i n t s ? 

A. I f there were no surface c o n s t r a i n t , yes, 

t h a t ' s ~ 

Q. And t h a t would b a s i c a l l y put you between t h a t 40-

and 30-foot contour, j u s t by e y e b a l l i n g E x h i b i t 9? 

A. Yeah, between 3 0 and 40. 

Q. But being w i t h i n t h a t 40 i s not a t t r a c t i v e ; i s 

t h a t what I'm understanding? 

A. Being w i t h i n the 40, yes, s i r , would be okay. 

But i t ' s not necessary. 

Q. Okay. 

A. I'm also looking a t the p r o x i m i t y t o the o l d 
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C i t i e s w e l l . 

Q. But you're moving f u r t h e r from the o l d — Oh, 

t h a t ' s what you're g e t t i n g at? 

A. That's c o r r e c t , i f I move i t f u r t h e r east, I'm 

going away from t h a t wellbore t h a t ' s got the sand i n i t . 

Q. Oh, w e l l , I'm not t a l k i n g about moving f u r t h e r 

east. I'm t a l k i n g about moving f u r t h e r — j u s t f u r t h e r 

n o r t h , s t a y i n g on t h a t 1650 l i n e from the east l i n e . 

A. Yes, s i r , and going up t o 1650. 

Q. Right. 

A. Sure. 

Q. Okay, I see where you're g e t t i n g a t . You could 

s t i l l go n o r t h , i t looks l i k e maybe about a q u a r t e r of a 

m i l e , and be w i t h i n t h a t 40? 

A. Or w i t h i n the 3 0 a t l e a s t , yes. 

Q. Exactly. So g e o l o g i c a l l y speaking, anywhere 

between your proposed subsurface l i n e and up t h e r e t o 1650 

would b a s i c a l l y be g e o l o g i c a l l y acceptable? 

A. Anywhere between our c u r r e n t bottomhole l o c a t i o n 

t h a t ' s on here and 1650 from the south l i n e , yes, s i r . 

Q. Yes, t h a t ' s what I'm g e t t i n g a t . 

A. Yes, s i r . 

Q. So anywhere i n between t h a t would be g e o l o g i c a l l y 

acceptable? 

A. Yes, s i r . 
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EXAMINER STOGNER: Any other questions of Mr. 

Anderson? 

MR. KELLAHIN: No, s i r . 

MR. CARR: No, s i r . 

EXAMINER STOGNER: You may be excused. 

Mr. Carr? 

MR. CARR: At t h i s time we would c a l l Jay 

Gabbard. 

JAY GABBARD. 

the witness h e r e i n , a f t e r having been f i r s t d uly 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. CARR: 

Q. W i l l you s t a t e your name f o r the record, please? 

A. Jay Gabbard. 

Q. Mr. Gabbard, where do you reside? 

A. Oklahoma C i t y . 

Q. By whom are you employed? 

A. Louis Dreyfus Natural Gas Corp. 

Q. And what i s your c u r r e n t p o s i t i o n w i t h Louis 

Dreyfus Natural Gas? 

A. I'm a r e s e r v o i r engineer. 

Q. What i s the r e l a t i o n s h i p i n t h i s case of Louis 

Dreyfus Natural Gas t o Chi Energy, Inc.? 

A. We are a working i n t e r e s t owner i n the east h a l f 
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of 19. We are supporting t h e i r proposed w e l l , and we 

in t e n d t o operate — 

EXAMINER STOGNER: I'm so r r y , I can't hear you. 

MR. CARR: Y o u ' l l have t o speak up. The way the 

co o l i n g system i s going, Mr. Gabbard, we can't — 

THE WITNESS: Excuse me. We are a working 

i n t e r e s t owner i n the east h a l f of 19. We support the 

proposed w e l l , and we w i l l operate the w e l l . 

Q. (By Mr. Carr) Mr. Gabbard, have you p r e v i o u s l y 

t e s t i f i e d before t h i s Division? 

A. Yes. 

Q. At the time of t h a t testimony, were your 

c r e d e n t i a l s as an expert i n r e s e r v o i r engineering accepted 

by the D i v i s i o n and made a matter of record? 

A. Yes. 

Q. Are you f a m i l i a r w i t h the A p p l i c a t i o n f i l e d i n 

t h i s case on behalf of Chi Energy, Inc.? 

A. Yes. 

Q. And are you f a m i l i a r w i t h the subject area and 

the w e l l s located therein? 

A. Yes. 

MR. CARR: Are the witness's q u a l i f i c a t i o n s 

acceptable? 

EXAMINER STOGNER: Any objection? 

MR. KELLAHIN: No o b j e c t i o n . 
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EXAMINER STOGNER: So q u a l i f i e d . 

Q. (By Mr. Carr) Mr. Gabbard, i n i t i a l l y , could you 

ex p l a i n t o the Examiner what i n t e r e s t Louis Dreyfus owns i n 

t h i s p a r t i c u l a r area? 

A. I n the subject spacing u n i t or -- I'm not sure — 

Q. What do you own i n the spacing u n i t ? 

A. I n the spacing u n i t we own 4 6 1/2 percent. That 

could be reduced t o 27.9 percent i f Santa Fe e l e c t s t o 

acquire i t s i n t e r e s t s pursuant t o our JOA and AMI. 

Q. So you have an agreement w i t h Santa Fe t h a t would 

enable them t o acquire a c e r t a i n percentage of your 

i n t e r e s t i n the property? 

A. Yes. 

Q. What percentage i s that? 

A. We are o b l i g a t e d under the AMI t o o f f e r 60 

percent of whatever we acquire i n the AMI. 

Q. Okay. What are your i n t e r e s t s , your ownership 

i n t e r e s t s , i n the o f f s e t t i n g u n i t s ? 

A. I n the west h a l f of 19 our i n t e r e s t i s 40 

percent, and i n the west h a l f of 3 0 i t i s 40 percent, and 

i n the east h a l f of 3 0 i t ' s 24.15 percent. 

Q. Based on your understanding of t h i s area, do you 

have an opinion as t o whether or not the Morrow formation 

under the subject spacing u n i t i s i n communication w i t h the 

Morrow sand being produced i n the Santa Fe w e l l l o c a t e d i n 
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the northwest quarter of Section 3 0? 

A. I have no d i r e c t engineering i n f o r m a t i o n t h a t 

could answer t h a t question. There i s a p o t e n t i a l f o r 

communication. There are also some evidence of separations 

i n the channel, and i t i s not uncommon t o f i n d separations 

both s t r a t i g r a p h i c a l l y and s t r u c t u r a l l y i n the channel, and 

b a s i c a l l y we f e e l we won't know the answer t o t h a t u n t i l 

the w e l l i s d r i l l e d . 

Q. I f there happened t o be no communication, would 

th e r e be any reason t o impose a penalty on the on the w e l l 

proposed by Chi i n 19? 

A. I be l i e v e not. 

Q. Assume f o r the purposes of t h i s question t h a t 

t h e r e i s communication. What impact should t h i s — the 

presence of communication have on the need t o penalize the 

w e l l a t the proposed Chi loc a t i o n ? 

A. I f there i s communication, i t might very w e l l 

i n d i c a t e t h a t the east h a l f of 19 has experienced some 

drainage from production, from the w e l l i n 30, and i t would 

i n d i c a t e the need f o r a w e l l a t the proposed l o c a t i o n . 

Q. You were present f o r Mr. K e l l a h i n ' s opening. Do 

you concur w i t h the opening and the statements t h a t 

everyone agrees t h a t a 1650-foot setback from the south 

l i n e of t h i s s e c t i o n i s , i n f a c t , a b e t t e r l o c a t i o n , or the 

best l o c a t i o n ? 
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A. I do not. 

Q. Why i s that? 

A. B a s i c a l l y , i t goes t o the r i s k of what we know 

about the precise nature of the lower Morrow channel t h a t 

i s represented by Mr. Anderson's map. I n h i s remarks, he 

s a i d t h a t t h i s was a reasonable r e p r e s e n t a t i o n of the 

d e p o s i t i o n a l system, and I concur w i t h t h a t . 

I n terms of the sampling of the area, t h e r e have 

been perhaps e i g h t wellbores t h a t have sampled an area of 

f o u r s e c t i o n s . And indeed, without d i s p u t i n g h i s a b i l i t i e s 

as a g e o l o g i s t or anything about the i n t e g r i t y of h i s 

mapping p r e s e n t a t i o n , i n f a c t , our a b i l i t y t o know the 

p r e c i s e nature of where the t h i c k e s t and best t a r g e t i s , i s 

very imprecise. Something l i k e 3X10 - 5 percent of the t o t a l 

area has been sampled by wellbore. 

So when we speak of where the best l o c a t i o n i s , 

we're using our best evidence w i t h geology. But we also 

b e l i e v e , i n t h i s p a r t i c u l a r case, t h a t there's a b i g f a c t o r 

of r i s k t h a t has t o be applied, both t o the geology and t o 

the cost t o d r i l l . And we b e l i e v e , f u r t h e r , t h a t we know 

w i t h a l o t more c e r t a i n t y t h a t we w i l l i n c u r g r e a t e r costs 

t o d r i l l an extended-reach w e l l than we w i l l t o d r i l l a 

v e r t i c a l w e l l . We know t h a t w i t h very l i t t l e doubt. 

And we have p a r t i c i p a t e d i n a reach w e l l w i t h 

Santa Fe i n the west h a l f of 19 and have f i r s t h a n d 
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experience w i t h how t h a t can go. And we b e l i e v e t h a t the 

r i s k s of doing t h a t i n t h i s case are outweighed t o d r i l l 

the reach f o r the a d d i t i o n a l cost. 

Q. Could you summarize the reasons t h a t you're 

seeking D i v i s i o n approval of the proposed unorthodox w e l l 

l o c a t i o n s ? 

A. P r i n c i p a l l y , we are — would have set out i n the 

east h a l f t o not incur l e g a l cost or the cost of a hearing 

and have taken a l e g a l l o c a t i o n at the 1650 setback, i f 

t h a t had been a v a i l a b l e t o us. 

But because t h i s w e l l i s located i n the potash 

enclave, surface l o c a t i o n i s r e s t r i c t e d and must be on a 

designated d r i l l i n g . A s t r a i g h t h o l e a t t h i s unorthodox 

l o c a t i o n 480 f e e t from the south l i n e i s unorthodox and 

would need approval. 

And p r i n c i p a l l y we b e l i e v e , as I s a i d , a w e l l a t 

t h i s l o c a t i o n would s u b s t a n t i a l l y reduce the cost over 

d r i l l i n g d i r e c t i o n a l l y , and i t could i n f l u e n c e our d e c i s i o n 

on whether t o pursue development or not. 

Q. And you agree w i t h the cost increases t h a t were 

t e s t i f i e d t o by Mr. Quails, t h a t $300,000 t o go 760 f e e t 

out and $500,000 t o go 1650 feet? 

A. Yes, s i r . 

Q. I n your opinion, w i l l the w e l l be d r i l l e d i f i t 

has t o be d i r e c t i o n a l l y d r i l l e d t o a p o i n t 1650 f e e t from 
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the south l i n e of Section 19? 

A. I can say t h a t Louis Dreyfus's approval i s 

c u r r e n t l y l i m i t e d t o p a r t i c i p a t i o n a t the 760 from the 

s o u t h - l i n e l o c a t i o n , w i t h no penalty. Should we i n c u r some 

pena l t y or should we be required t o d r i l l 1650, we w i l l 

have t o go back and seek management approval f o r t h a t . I 

don 1 1 know the answer. 

Q. I f the D i v i s i o n should impose a pe n a l t y on a w e l l 

a t the proposed unorthodox l o c a t i o n s , what penalty would 

you recommend? 

A. We're recommending t h a t i f the w e l l i s d r i l l e d as 

a s t r a i g h t hole, t h a t a 27-percent penalty be a p p l i e d t o 

the r e s u l t s of semi-annual d e l i v e r a b l i t y t e s t s . I f the 

w e l l i s 760 or more from the south l i n e of Section 19, we 

would recommend no penalty. 

Q. Can you ex p l a i n upon what you base t h i s 

recommendation or how you derive the number? 

A. We use a surface-encroachment approach, a p p l i e d 

t o a 660-foot setback. 

Q. And why would you use a 660-foot setback? 

A. I n t h i s p a r t i c u l a r instance, i t r e l a t e s t o an 

eq u i t a b l e o p p o r t u n i t y t o develop reserves i n the east h a l f 

of 19. When our AMI was o r i g i n a l l y formed, Section 19 was 

not under lease t o Santa Fe or t o Louis Dreyfus. Chi 

Energy, i n f a c t , was the f i r s t p a r t y t o o b t a i n a farmout 
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f o r the whole of 19, a c t u a l l y , and brought t h a t t o Dreyfus. 

And we had d r i l l e d a w e l l i n Section 30, b e l i e v e d t h a t 

m e r i t f o r pursuing development i n 19 was a t t r a c t i v e , and we 

sought t o see development i n the west h a l f of 19. 

And when we o r i g i n a l l y proposed t h a t , we proposed 

i t as a d i r e c t i o n a l w e l l , using the o l d OXY w e l l as a place 

t o k i c k our w e l l from, o f f t o the northwest, which a t t h a t 

time was our best i n t e r p r e t a t i o n of where we thought the 

t h i c k p a r t of the sand channel was. 

I n f a c t , when we o f f e r e d our p ro r a t a share, 

o f f e r e d t o Santa Fe t h e i r p ro r a t a share of the i n t e r e s t i n 

the farmout t h a t we obtained from Chi, they reproposed t h a t 

we f i r s t r e - enter the OXY w e l l and t r y t o complete the w e l l 

as a standard or j u s t a v e r t i c a l w e l l completion a t the 

660-from-the-south-line l o c a t i o n . 

And we, i n f a c t — Santa Fe, i n f a c t , d i d t h a t 

and attempted t o get the w e l l down. They were unable t o 

s t a b i l i z e the hole c o n d i t i o n s , and we had pre-agreed t h a t 

we would k i c k the w e l l o f f t o the northwest i f they were 

unable t o do t h a t , and they d i d . 

Now, i t r a i s e s the issue t h a t , given the 

o p p o r t u n i t y t h a t we believe Santa Fe p r e f e r r e d t o d r i l l 660 

from the south l i n e , which i n terms of impact f o r the w e l l 

i n 3 0 would be more onerous than the l o c a t i o n t h a t we are 

proposing. I t ' s considerably c l o s e r . 
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And now t h a t we are i n a p o s i t i o n where we are 

r e s t r i c t e d i n where we can d r i l l , and we would l i k e — and 

having p a r t i c i p a t e d i n a very expensive cost overrun i n a 

d i r e c t i o n a l w e l l t h a t d i d not f i n d the Morrow channel where 

we sure i t would most c e r t a i n l y be, we s t i l l b e l i e v e , based 

on the o r i g i n a l Government 1-Y w e l l , t h a t OXY w e l l , the 

o r i g i n a l v e r t i c a l w e l l i n the southeast of the southwest of 

19, t h a t t h e r e i s i n d i c a t i o n t h a t t h i s lower Morrow sand i s 

present i n 19. 

And we — Having d r i l l e d o f f t o the west, we 

t h i n k we've established t h a t i f there i s a reasonable place 

t o look f o r the channel i t ' s not west, i t ' s east. And 

t h a t ' s where we would l i k e t o d r i l l . 

Now, i f we had had the o p p o r t u n i t y t o d r i l l a t a 

1650 l o c a t i o n , we don't believe t h a t we are any smarter 

about t h a t p a r t i c u l a r l o c a t i o n than what i t s meaning t o our 

u l t i m a t e recovery i s than the v e r t i c a l l o c a t i o n . Again, we 

know the costs are s u b s t a n t i a l l y more. 

So w i t h t h a t i n mind, and because Santa Fe both 

has an o p p o r t u n i t y t o p a r t i c i p a t e and had an o p p o r t u n i t y t o 

d r i l l a w e l l a t 660 from the south l i n e or r e - e n t e r t h a t 

w e l l and, i n f a c t , made t h a t attempt, and we brought t h a t 

before the Commission as an unorthodox l o c a t i o n t h a t was 

unopposed by Dreyfus, we f e e l l i k e we should be a f f o r d e d 

the low-cost o p p o r t u n i t y t o develop reserves i n the east 
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h a l f of 19 w i t h o u t i n c u r r i n g the a d d i t i o n a l r i s k , both t o 

the mechanical i n t e g r i t y of the completion by d r i l l i n g 

d i r e c t i o n a l l y , and j u s t the general cost t h a t we would 

i n c u r . 

Q. Let's go t o what has been marked f o r 

i d e n t i f i c a t i o n as Chi Energy's E x h i b i t Number 11. Could 

you i d e n t i f y t h a t and review i t f o r the Examiner? 

A. This i s a plan f o r a d i r e c t i o n a l w e l l t o d r i l l t o 

a p o i n t 760 from the south l i n e of Section 19. 

Q. Can you j u s t b r i e f l y review the schematic f o r Mr. 

Stogner? 

A. The schematic, of course, has a depth scale on 

the l e f t and has a l a t e r a l d e v i a t i o n as the X a x i s , and i t 

shows a t a p o i n t of about 8550 t h a t we would — t h a t would 

be our k i c k o f f p o i n t , we would b u i l d three degrees per 

hundred, and we would, i n t h a t b u i l d , around 9000 f e e t , 

would begin t o drop the w e l l down t o v e r t i c a l , around 9508 

[ s i c ] , and the end of the v e r t i c a l drop would be a t 10,400. 

And the proposed bottomhole l o c a t i o n shows t o be 

280 f e e t n o r t h of the surface l o c a t i o n , which would be 760 

from the south l i n e of the s e c t i o n . 

Q. How o f t e n w i l l the w e l l be surveyed w h i l e 

d r i l l i n g ? 

A. I t w i l l be surveyed every 2 00 f e e t . 

Q. And i t w i l l also be surveyed a t t o t a l depth? 
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A. Yes, i t w i l l . 

Q. And t h a t survey w i l l be f i l e d w i t h the D i v i s i o n ? 

A. Yes, s i r . 

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

A p p l i c a t i o n , i n c l u d i n g approval of the w e l l l o c a t i o n s and 

the penalty on the s t r a i g h t hole as recommended, be i n the 

best i n t e r e s t s of conservation, the prevention of waste and 

the p r o t e c t i o n of c o r r e l a t i v e r i g h t s ? 

A. Yes, s i r . 

Q. W i l l the p e n a l t i e s as recommended by you enable 

you t o go forward w i t h the development of t h i s acreage? 

A. I t would. 

Q. Was Chi Energy, Inc.'s, E x h i b i t Number 11 

prepared by you, or can you t e s t i f y t o i t s accuracy? 

A. This was prepared by H a l l i b u r t o n and prepared i n 

con j u n c t i o n w i t h our operations engineers. 

Q. And i t i s c o r r e c t and from your f i l e s ? 

A. Yes. 

MR. CARR: At t h i s time, Mr. Stogner, we would 

move the admission i n t o evidence of Chi Energy, I n c . , 

E x h i b i t Number 11. 

EXAMINER STOGNER: E x h i b i t Number 11 w i l l be 

admitted i n t o evidence. 

MR. CARR: And t h a t concludes my d i r e c t 

examination of Mr. Gabbard. 
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EXAMINER STOGNER: Mr. K e l l a h i n , your witness. 

MR. KELLAHIN: Thank you, Mr. Examiner. 

CROSS-EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Gabbard, l e t me see i f I can understand your 

argument. Let's use Mr. Anderson's E x h i b i t 9, j u s t t o give 

us l o c a t o r map. 

A. Very w e l l . 

Q. A l l r i g h t . One of your arguments i s t h a t i t i s 

okay t o encroach upon the Topaz spacing u n i t because Santa 

Fe has the op p o r t u n i t y t o acquire an i n t e r e s t i n the 

of f e n d i n g spacing u n i t ? I s n ' t t h a t what you're t e l l i n g me? 

A. I'm not using t h a t as a r a t i o n a l i z a t i o n f o r the 

l o c a t i o n i t s e l f . 

Q. A l l t h i s discussion about percentages and 

agreements and o p p o r t u n i t i e s or options t o p a r t i c i p a t e i n 

the o f f e n d i n g w e l l mean nothing, s i r , does i t not, unless 

i t ' s an excuse f o r crowding the Topaz w e l l w i t h o u t a 

penalty? 

A. I t i s saying t h a t they have an o p p o r t u n i t y t o 

p a r t i c i p a t e a t t h i s l o c a t i o n . 

Q. And having said t h a t , then, and i f they d e c l i n e 

t o do so, are you suggesting t o in f l u e n c e the Examiner t h a t 

the l o c a t i o n then can be approved w i t h o u t a penalty? 

A. Not on the p a r t i c i p a t i o n . 
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Q. A l l r i g h t , l e t ' s look a t t h a t . You t a l k e d about 

i t . Are you aware t h a t they have 4 0 percent of the Topaz 

spacing u n i t ? 

A. Which Topaz spacing u n i t ? 

Q. The west h a l f of 30. 

A. Yes. 

Q. Okay. And you have a share of the Topaz spacing 

u n i t t oo, don't you? 

A. Forty percent. 

Q. A l l r i g h t . When you look a t the east h a l f of 19, 

under your arrangement w i t h Chi you have acquired 46 1/2 

percent, r i g h t ? 

A. Right. 

Q. And you have a c o n t r a c t u a l o b l i g a t i o n t o o f f e r 28 

percent of t h a t t o Santa Fe, r i g h t ? 

A. I ' l l t r u s t your math. 

Q. A l l r i g h t . See what happens? So Santa Fe has 

the o p p o r t u n i t y t o p a r t i c i p a t e i n the o f f e n d i n g w e l l a t 28 

percent, as w e l l as continue t o p a r t i c i p a t e i n the Topaz 

w e l l a t 4 0 percent, true? 

A. Yes. 

Q. You also understand i t ' s Santa Fe's b e l i e f , and 

w i l l be t h e i r testimony i n a moment, t h a t the Chi w e l l a t 

i t s l o c a t i o n i s unnecessary because i t increases the 

op p o r t u n i t y t o water out the Topaz well? You've had t h a t 
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disc u s s i o n w i t h the Santa Fe people, have you not? 

A. I have heard t h e i r opinion of t h a t . 

Q. A l l r i g h t . And i f t h e i r o p i n i o n i s c o r r e c t , 

then, they are being a f f o r d e d the o p p o r t u n i t y t o pay f o r a 

w e l l which they t h i n k i s unnecessary, and y e t you want the 

Examiner t o know about a l l those percentages? How i s t h a t 

u s e f u l f o r h i s d e c i s i o n , s i r ? 

A. Perhaps i t ' s not. 

Q. Okay, when we look a t your argument about no 

pena l t y , i f you're at l e a s t 760 from the common l i n e and a 

27 percent penalty i f you're the 480, something l i k e t h a t , 

have you researched and are you aware of any other order by 

t h i s D i v i s i o n t h a t adopts a penalty l i k e t h a t ? 

A. The reason t h a t — 

Q. My question was a yes-or-no question, s i r . 

A. No. 

Q. A l l r i g h t . When we look a t your other argument, 

you are arguing t h a t the Chi's new l o c a t i o n should be 

approved w i t h o u t a penalty because on a p r i o r occasion 

Santa Fe d i d not ob j e c t t o the r e - e n t r y and d i r e c t i o n a l 

d r i l l i n g of the w e l l i n the west h a l f of 19? You've made 

t h a t argument, haven't you? 

A. Yes. 

Q. So anytime — Your p o s i t i o n i s , so anytime an 

operator f a i l s t o obje c t t o a p r i o r unorthodox l o c a t i o n , 
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t h a t precludes him from o b j e c t i n g t o a subsequent 

unorthodox l o c a t i o n ? 

A. No, s i r , I'm suggesting i t ' s more e q u i t a b l e i f 

they would not. 

Q. Let's t a l k about the cost. Would you look a t 

Santa Fe E x h i b i t 1? I s t h a t s t i l l before you, s i r ? I 

showed i t t o Mr. Anderson. Do you have t h a t a v a i l a b l e ? 

I ' l l g i ve you another copy. 

On page 2 of E x h i b i t 1, Chi i s advancing the 

argument a d m i n i s t r a t i v e l y through Mr. Bruce t h a t they 

estimate there's an a d d i t i o n a l $700,000 worth of costs t o 

take t h i s w e l l t o a standard bottomhole l o c a t i o n , the 1650 

l o c a t i o n , versus a v e r t i c a l hole; do you see t h a t ? 

A. Yes, I do. 

Q. Do you remember Mr. Quails' testimony a w h i l e ago 

t h a t the number i s now $500,000? 

A. Yes, I do. 

Q. And your number i s what, s i r ? 

A. I agree w i t h $500,000. 

Q. A l l r i g h t , so you don't have a clue as t o where 

the $700,000 came from, do you? 

A. I want t o make one comment about t h a t . 

Q. A l l r i g h t , s i r . 

A. This l e t t e r i s dated February 15th. I n f a c t , 

Louis Dreyfus had not committed t o t h i s proposed w e l l a t 
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t h a t date, so some of the cost estimates t h a t Chi has — 

and Chi has represented they have a small i n t e r e s t but not 

the determinant i n t e r e s t on what the — what i s going t o be 

the best l o c a t i o n f o r t h i s , given the p a r t i c i p a t i o n of the 

other working i n t e r e s t s , as long as i t ' s not imprudent. 

And i f t h a t was t h e i r estimate at t h a t time, I t h i n k they 

probably made i t i n good f a i t h , and t h a t ' s the best I can 

say about i t . 

There have been some r e v i s i o n s i n our discussions 

about the casing program since the i n i t i a l estimates were 

made, and there has been some re d u c t i o n i n cost. 

Q. So you've reviewed Mr. Quails' E x h i b i t 5, the 

AFE? 

A. Yes, I have. 

Q. You've done t h a t personally, t h a t ' s your work? 

A. I t i s — No, i t ' s not my AFE. 

Q. I s i t your review of h i s work? I s t h a t something 

you do? 

A. I do i n terms of considering the economics of a 

proposal, yes. 

Q. A l l r i g h t . 

A. As t o the accuracy, no, our operations department 

would be more involved i n the d e t a i l s of the accuracy of 

any p a r t i c u l a r number t h a t might be i n t h a t AFE. 

Q. A l l r i g h t . Well, l e t ' s t a l k w i t h i n the frame of 
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your work i n judging the cost r e l a t i v e t o the o p p o r t u n i t y . 

That's what you're doing, r i g h t ? 

A. Right. 

Q. That's what you do r e g u l a r l y as an engineer, i s 

look a t the o p p o r t u n i t y i n r e l a t i o n t o those costs, true? 

A. That's r i g h t . 

Q. Show me your economic a n a l y s i s , s i r , on the 

p o t e n t i a l recoverable gas t h a t could be accessed by t h i s 

w e l l . 

A. May I see that ? 

Q. Have you prepared one? 

A. I've prepared several. 

Q. A l l r i g h t , which one do you want t o t a l k about? 

A. Which one do you want t o see? 

Q. I want t o see the one t h a t shows me what you have 

estimated t o be the recoverable gas f o r a w e l l d r i l l e d and 

accessing the east h a l f of 19. 

A. Let me see i f I can produce i t . I b e l i e v e I have 

i t , bear w i t h me. 

MR. CARR: Tom, we're going t o need t o make some 

copies. 

Q. (By Mr. Ke l l a h i n ) Before we t a l k about 

s p e c i f i c a l l y what you're looking a t , Mr. Gabbard, how many 

economic analyses d i d you perform on t h i s prospect? 

A. I couldn't t e l l you. 
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Q. More than one? 

A. Absolutely. 

Q. More than two? 

A. I made numerous runs. 

Q. And would you make numerous runs? What 

parameters are you changing? 

A. Well, a c t u a l l y the numbers I'm going t o show you 

t h a t we based our f i r s t approval on, I t h i n k , would be 

p r i o r t o the r e v i s i o n of the new casing program. So our 

costs were a l i t t l e b i t d i f f e r e n t . I'm not — I f we had 

been assigned i n t e r n a l l y on a f i g u r e and I reduce the cost 

and no t h i n g m a t e r i a l has changed, I'm not r e q u i r e d t o run 

t h a t back through f o r management, but I may w e l l r e - l o o k a t 

the economics as they a f f e c t us. 

Q. A l l r i g h t , so each — 

A. So, you know, I've probably done i n the tens 

of — 

Q. A l l r i g h t , l e t me understand. Every r e v i s i o n you 

have made has been a r e v i s i o n based upon some change of the 

cost component; i s t h a t r i g h t ? 

A. No, we also look at — I may do s e n s i t i v i t y runs 

t o look a t what the reserves — you know, range of reserves 

t h a t we might expect, or based on what we t h i n k our r i s k 

p r o f i l e i s . 

Q. Now, t h a t ' s the number I want. 
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A. I may look a t costs as w e l l . 

Q. I want the reserve number. I want the unrisked 

reserve number t h a t you used throughout the c a l c u l a t i o n . 

What number d i d you use, s i r ? 

A. We used 4.3 BCF. 

Q. 4.3 BCF i s a good number t o r e l y upon, then, f o r 

the basis of your c a l c u l a t i o n s on what would be the 

recoverable gas f o r t h i s w e l l , r i g h t ? I s t h a t the number? 

A. Absolutely not. 

Q. The number again, four p o i n t what? 

A. 4.3. 

Q. 4.3 A l l r i g h t . 

A. Did you say unrisked? Did I hear you say 

unrisked? 

Q. Unrisked, unrisked. 

A. So t h a t would ab s o l u t e l y not be anything t h a t 

Louis Dreyfus would r e l y on. 

Q. I don't care about whether you r e a l i z e i t or not; 

I j u s t want t o know the number you used. So you've used 

4.3 BCF of recoverable gas, r i g h t ? 

A. Right. 

Q. And how d i d you get that? I s t h a t decline-curve 

analysis? 

A. No, s i r , t h a t would be l o o k i n g a t w e l l s i n t h i s 

t r e n d and what we t h i n k t h a t t h e i r u l t i m a t e reserves would 
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be. 

Q. Well, the only way t o do t h a t i s e i t h e r P/Z or 

d e c l i n e curve? E i t h e r one, r i g h t ? 

A. Yes, s i r . 

Q. And which one d i d you use? 

A. Both. 

Q. A l l r i g h t , so you d i d use production d e c l i n e 

a n a l y s i s t o get you the 4.3 BCF, r i g h t ? 

A. Well, I don't have a de c l i n e f o r t h i s p a r t i c u l a r 

w e l l . You're saying — 

Q. Well, I — No, i t hasn't been d r i l l e d y e t . 

A. Right. 

Q. But you could take the Topaz w e l l and e s t a b l i s h a 

d e c l i n e f o r t h a t w e l l and give you a number, could you not? 

A. I could. 

Q. And you could take the pressure data f o r the 

Topaz w e l l , get your data p o i n t s , and t h a t would g i v e you a 

P/Z a n a l y s i s , and you could back i n t o what would be 

recoverable gas, true? 

A. Yes, s i r . 

Q. And t h a t ' s what you d i d , i s n ' t i t ? 

A. I have done t h a t . 

Q. A l l r i g h t , and you would expect an engineer t o do 

t h a t , wouldn't you? 

A. Yes, s i r . 
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Q. Okay. Did you t e s t t h a t w i t h any v o l u m e t r i c s 

w i t h the net-pay isopach map, t o see i f you could f i t t h a t 

volume of gas w i t h i n a container shaped, perhaps as Mr. 

Anderson has provided us? 

A. Yes. 

Q. Was t h a t net-pay isopach done f o r you by Mr. 

Anderson? 

A. No, s i r , i t was not. 

Q. Where d i d you get your volume f o r your 

volumetrics? 

A. I t was backed out as a number from what I thought 

was net pay i n the wellbore, and I may j u s t r o u t i n e l y make 

a guess on what I t h i n k i t might be i n the drainage area. 

I might have used m a t e r i a l balance, and i t would then back 

out what i t said the drainage area might be. 

Q. Have you forecasted what you a n t i c i p a t e t o be the 

i n i t i a l r a t e of the Chi w e l l i f d r i l l e d ? 

A. I have not. 

Q. Have you a n t i c i p a t e d what i t s pressure might be? 

A. Well — Excuse me. 

Q. Yes, s i r . 

A. Under several scenarios, I've made an estimate 

f o r economic purposes, yes. And t h a t i s based on average 

i n i t i a l r a t e s of w e l l s i n t h i s t r e n d . 

Q. And t h a t ' s what we're t a l k i n g about, Mr. Gabbard. 
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What would you estimate would be the average i n i t i a l rate? 

A. Well, l e t me elaborate because — since you asked 

the question on what other r a t e s I ' d looked a t . 

I also looked a t the case of i f we considered 

t h a t we were j u s t sharing the remaining reserves t h a t you 

might want t o assign t o the Topaz 30 w e l l , and have made an 

estimate of what we might expect our c a p a b i l i t i e s t o be i f 

we had the same k i n d of sand and d e l i v e r a b i l i t y as the 

Topaz 30 and what t h a t would mean t o both the w e l l i n 30 

and t o our w e l l . 

Q. And t h a t ' s a good way t o work, i s n ' t i t , Mr. 

Gabbard, t o take the clo s e s t analogy, which i s the Topaz 

w e l l and use those values? 

A. To take the clo s e s t analogy i n terms of reserves? 

Not n e c e s s a r i l y . 

Q. No, I'm t a l k i n g about t a k i n g data from the Topaz 

w e l l , such as i n i t i a l r a t e , c u r r e n t r a t e , o r i g i n a l 

pressure. You look at Mr. Anderson's map, i t looks l i k e 

i t ' s a comparable. Why not use t h a t well? 

A. I don't have a problem w i t h using t h a t . There 

are some p e c u l i a r t h i n g s about the way t h a t w e l l was 

produced t h a t make i t a l i t t l e b i t u n t y p i c a l t o other w e l l s 

i n the t r e n d . I'm sure Santa Fe can elaborate more on t h a t 

more ac c u r a t e l y than I can. 

Q. What i s your opinion about the remaining 
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recoverable reserves a v a i l a b l e t o the Topaz well? What 

number i s th a t ? 

A. I t ' s about — esti m a t i n g — Well, l e t ' s see, I've 

got a few i n t e r v e n i n g months, but assuming t h a t we might be 

able t o put a w e l l on the east h a l f of 19 on or around 

October 1st, I would be esti m a t i n g perhaps 1.4 BCF 

remaining — 

Q. Okay. 

A. — t o the Topaz 3 0 a t t h a t time. 

Q. I f the Chi w e l l i s approved at i t s requested 

l o c a t i o n and i t tags the northern edge of the Topaz pod, 

then you're going t o be i n competition w i t h the Topaz w e l l 

f o r the 1.4 BCF of remaining gas f o r t h a t pod, r i g h t ? 

A. I f we get i n the r e s e r v o i r , whether i t ' s the tag 

i n the northern — You've drawn t h i s d i s t i n c t i o n about the 

pods, but you also drew the d i s t i n c t i o n t h a t t h e r e might 

not be any separation. And i f there i s no separation, 

indeed, w e ' l l be competing f o r those reserves wherever we 

would be i n the east h a l f of 19, q u i t e l i k e l y . 

Q. A l l r i g h t . And t h a t competition i s more 

e q u i t a b l e , i s i t not, s i r , i f you're competing a t a 

standard l o c a t i o n common t o the Topaz w e l l along the common 

l i n e ? That would be f a i r , would i t not? 

A. I f our opp o r t u n i t y t o develop was equal, yes, 

you'd say t h a t t h a t would be the most e q u i t a b l e t h i n g . 
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Q. A l l r i g h t . And when you get 480 f e e t o f f the 

l i n e , or even 760 o f f the l i n e , i f you're i n compe t i t i o n 

w i t h the Topaz w e l l , you're going t o get gas u n d e r l y i n g the 

west h a l f of 3 0 t h a t otherwise would be produced by the 

Topaz we l l ? 

A. We've o f f e r e d t h a t a mirror-image l o c a t i o n be 

pe r m i t t e d f o r t h i s l o c a t i o n . We are i n no way attem p t i n g 

t o gain reserves from what i s both our w e l l and Santa Fe's 

w e l l , the Topaz 30. 

Q. Well, l e t ' s f o l l o w t h a t up f o r a — 

A. That i s not what we are d r i l l i n g t h i s prospect 

f o r , f o r some percentage of what they perceive as remaining 

reserves f o r t h a t w e l l . 

Q. Well, l e t ' s f o l l o w t h a t thought. Did I 

understand you c o r r e c t l y t h a t we should approve your 

l o c a t i o n ? I f t h a t ' s approved, then Santa Fe needs t o 

replace the Topaz w e l l w i t h a w e l l t h a t ' s 7 60 from the 

common l i n e , and t h a t ' s the so l u t i o n ? 

A. I f they b e l i e v e t h a t there i s s i g n i f i c a n t 

drainage impact t h a t was commercially important, then they 

would c e r t a i n l y have t h a t remedy. 

Q. By your own c a l c u l a t i o n t h a t ' s not f e a s i b l e , i s 

i t , i f there's only 1.4 BCF of recoverable gas l e f t ? I t 

won't support a t h i r d w e l l , w i l l i t ? 

A. There i s — You asked me f o r an estimate of 
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remaining reserves. Let me address t h a t . Remaining 

reserves — I have looked at the m a t e r i a l balance on the 

w e l l i n the south, the Topaz 30. I received a pressure 

t e s t t h a t was taken i n 1998 t h a t was supplied t o me by 

Santa Fe. I had also had a previous surface s h u t - i n 

supplied t o me by an engineer t h e r e , j u s t on a c a l l t o t r y 

t o get some i n f o r m a t i o n so I could do r o u t i n e reserve work 

t h a t was taken i n 1997, and there were a number of pressure 

t e s t s taken when the w e l l was f i r s t d r i l l e d , and I've 

analyzed a l l of t h a t . 

What I am seeing i s t h a t there i s some — between 

the f i r s t p o i n t t h a t I had and the second p o i n t , t h e r e i s 

some evidence t h a t reserves might be — or the m a t e r i a l 

balances developed i n a l i t t l e b i t of a k i n k , and you could 

— the very f i r s t f i t i n the reserves t h a t I assumed f o r 

q u i t e a p e r i o d of time, when I only had the f i r s t p o i n t , 

was t h a t gas i n place was on the order of 3 BCF, and my 

most conservative estimate f o r what the Topaz 3 0 might 

recover i s about 2.6 BCF. And t h a t ' s a very good f i t w i t h 

the m a t e r i a l balance. 

The l a t e s t p o i n t they supplied me, I w i l l say, i s 

i n d i c a t i n g some increase i n t h a t . I'm aware t h a t Santa Fe 

i s saying t h a t there may be, you know, a water problem 

here, and they've i n d i c a t e d some other places where they've 

seen evidence of t h a t i n t h i s t r e n d . I t could p o s s i b l y be 
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water support, I don't know. I have not seen evidence i n 

the p r o d u c t i o n c h a r a c t e r i s t i c s — 

Q. Mr. Gabbard, what question are you answering, 

s i r ? I asked you i f 1.4 BCF of remaining recoverable gas, 

which i s the number you gave me, i s enough gas t o support a 

t h i r d w e l l . 

A. You're — 1.3 would not be. 

Q. A l l r i g h t . 

A. You're asking — You also asked what I — what 

you thought was the best model f o r reserves i n the east 

h a l f of 19, and you were suggesting — 

Q. No, s i r , I d i d n ' t ask you what I thought the best 

model was. 

A. Well, you t o l d me what i t was, and you suggested 

t o me t h a t i t was the Topaz because of i t s p r o x i m i t y t o our 

p a r t i c u l a r l o c a t i o n . 

Q. And have you disagreed w i t h t h a t ? 

A. Yes, I have. 

Q. Okay. Let's look at t h i s water issue t h a t you've 

mentioned. 

A. Yes. 

Q. Do you share Santa Fe's concern t h a t i f the Chi 

w e l l i s too close, i t s p o s i t i o n allows i t t o prematurely 

water out the Topaz well? 

A. I do not. 
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Q. You don't share t h a t concern? 

A. No. 

Q. T e l l me why not. 

A. I t h i n k t h i s i s based on l o g c a l c u l a t i o n s , 

p r i n c i p a l l y , t h a t they t h i n k they have determined what they 

would c a l c u l a t e as a wet s t r i n g e r i n the lower p a r t of the 

sand i n the Topaz 30. 

Q. Do you remember what t h a t percentage is? 

A. The water saturation? 

Q. Yes, s i r , t h a t they gave you f o r the concern 

about water? 

A. No, I don't know what Santa Fe's number f o r t h a t 

i s . 

Q. Okay. 

A. But we were aware t h a t there was some low 

r e s i s t i v i t y t here and t h a t there could be an issue t h e r e . 

And t h e i r completion technique, as you a l l u d e d t o , was not 

the f u l l i n t e r v a l i n t h i s w e l l because of t h e i r concern 

about water. I f u l l y concur t h a t t h a t was a prudent t h i n g 

f o r them t o have done. 

But I also agree — or, by my instrument of 

l o o k i n g a t what i s pay i n and around — i n the w e l l b o r e , 

and might, I guess, what's out and about, around the 

drainage area of t h a t w e l l , I t h i n k I see 16 f e e t of net 

good pay, not the 1 1/2 f e e t t h a t were p e r f o r a t e d . I t h i n k 
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t h a t you could e a s i l y f i t t h a t i n s i d e of Section 30 w i t h o u t 

p u t t i n g i t i n t o 19. I t could be i n the n o r t h h a l f , i t 

could be j u s t as portrayed on Mr. Anderson's map. I t 

doesn't have — You don't have t o get too i n v e n t i v e t o t r y 

and put these reserves i n t o 30. 

Q. That wasn't my question, s i r . My question i s , i f 

the Chi w e l l i s d r i l l e d , and i f i t i s i n pressure 

communication w i t h the Topaz w e l l — they would be 

connected — and Santa Fe's concern i s t h a t connection 

would cause the Topaz w e l l t o be prematurely watered out, 

and you have disagreed. Why would you disagree t h a t i f 

they're connected, the Chi w e l l would not water out the 

Topaz well? 

A. I'm not a b s o l u t e l y sure t h a t there i s a moving 

water contact i n the Section 30. 

Q. Have you studied t h a t issue i n t h i s channel t o 

see i f t h a t ' s occurred i n the past? 

A. I have. 

Q. Okay, has i t ? 

A. I t ' s not c l e a r l y evident t h a t i t was water t h a t 

caused t h a t . 

Q. A l l r i g h t . Have you done any type of pressure 

a n a l y s i s t o see what the impact i s of one w e l l on another 

and how f a r t h a t impact might be f e l t i n t h i s area? 

A. Yes, I have. 
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Q. Where d i d you do i t , and what d i d you f i n d out? 

A. I looked a t the case of a 50-percent p e n a l t y , 

which i t had been suggested t o me t h a t i t might be 

something we should expect i n coming here t h a t i s more i n 

l i n e w i t h the footage c a l c u l a t i o n s t h a t the Commission i s 

— g e n e r a l l y employs i n t h e i r determination on p e n a l t i e s . 

And I made the assumption t h a t , yes, we were 

unlucky and could only expect t o share some percentage of 

the remaining reserves w i t h Topaz 30. And I determined 

t h a t w i t h t h a t s o r t of penalty and a l l other t h i n g s being 

equal i n terms of d e l i v e r a b i l i t y , t h a t the w e l l a t a 

v e r t i c a l l o c a t i o n might produce 465 m i l l i o n gas, t h a t i t 

might have a drainage area of roughly 61 acres i f you 

a p p l i e d a r a d i a l p a t t e r n , t h a t perhaps something on the 

order of 28 acres might be i n a l i t t l e b i t of a p i e shape 

t h a t would come i n t o Section 30. 

Q. Did you or d i d you not study pressure 

i n t e r f e r e n c e between two wells? That was the question? 

A. Well, t h a t was the extent of my study. 

Q. Okay. I f the Chi w e l l i s i n pressure 

communication w i t h the Topaz w e l l , those w e l l s w i l l e q u a l l y 

share whatever the remaining gas i s , i s i t not? 

A. Not necessarily. 

Q. What i n i t i a l r a t e do you a n t i c i p a t e f o r the Chi 

w e l l under t h a t a nalysis you've j u s t described? 
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A. Let me r e f e r t o something here. An unpenalized 

rate? 

Q. Yes, s i r . 

A. I f we're using t h a t October 1st date, we might be 

lo o k i n g f o r a d e l i v e r a b i l i t y , assuming a l i n e pressure 570 

pounds, which i s my best i n f o r m a t i o n about what i t was i n 

the past. Santa Fe probably has undoubtedly b e t t e r 

i n f o r m a t i o n than I do. But the d e l i v e r a b i l i t y I would 

expect a t t h a t time f o r the Topaz 30, a c t u a l l y , would be 

987 MCF per day. I f you made the assumption t h a t we had 

the same d e l i v e r a b i l i t y and a l l other t h i n g s equal, then I 

guess you'd say we had t h a t as w e l l . 

Q. A l l r i g h t . So you're f o r e c a s t i n g t h a t the r a t e 

of the Topaz w e l l by October of 1999 i s going t o be a 

l i t t l e less than a m i l l i o n MCF a day? 

A. Yes. 

Q. Okay. And t h a t i t would be your f o r e c a s t t h a t i f 

the Chi w e l l i s completed and connected w i t h the Topaz w e l l 

a t t h a t time, i t would have an equivalent unpenalized r a t e 

of about a m i l l i o n a day, r i g h t ? I s t h a t what you're 

t e l l i n g me? 

A. Yes, i f t h a t ' s a l l t h a t — i f you're saying t h a t 

the only reserves t h a t they found a t t h a t l o c a t i o n — 

Q. Yes, s i r . 

A. — were associated w i t h what i s being produced 
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w i t h the w e l l i n 30. 

Q. Okay. So at an unpenalized r a t e , each w e l l 

producing a m i l l i o n a day, they would each produce 50 

percent of the remaining recoverable gas, true? 

A. Unpenalized, yes. 

Q. And i f i t ' s unpenalized and the remaining gas i s 

1.4 BCF, they would share t h a t 50-50, r i g h t ? 

A. Yes, s i r . 

Q. And they would do t h a t i f there was no pen a l t y on 

the Chi w e l l , r i g h t ? 

A. At the v e r t i c a l l o c a t i o n . 

Q. Okay. Have you made any k i n d of c a l c u l a t i o n t o 

determine what i s the remaining recoverable share of the 

gas w i t h i n t h i s Topaz pod t h a t i s s t i l l under the Chi 

spacing u n i t ? 

A. Y o u ' l l have t o repeat t h a t . 

Q. Yes, s i r . 

A. You l o s t me. 

Q. When we look a t the remaining recoverable gas a t 

the o p p o r t u n i t y you exercise your c o r r e l a t i v e r i g h t s , and 

we t r y t o apportion t h a t between the Topaz w e l l and the Chi 

spacing u n i t , do you know what t h a t apportionment would be? 

A. You're assuming — This i s j u s t a scenario t h a t 

we j u s t set up? 

Q. Yes, s i r . 
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A. I said t h a t we would produce perhaps — w e l l , I 

was l o o k i n g a t the 50-percent penalty. I d i d not assume 

t h a t we would d r i l l the v e r t i c a l l o c a t i o n w i t h o u t a 

pen a l t y , so... 

Q. And your assumption under your a n a l y s i s was t h a t 

the p e n a l t y , as high as you c a l c u l a t e d , was a 50-percent 

penalty? 

A. Yes. 

Q. Okay. Under those circumstances you described, 

i t would not be f e a s i b l e f o r Chi t o d r i l l the w e l l , would 

i t ? 

A. Absolutely not. 

MR. KELLAHIN: No, you wouldn't want t o do i t . 

Thank you, Mr. Examiner. 

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

Mr. Carr, r e d i r e c t ? 

MR. CARR: No, s i r . 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. This proposed penalty t h a t you suggested f o r the 

s t r a i g h t hole, t h a t was based on a p r o x i m i t y of 660 feet? 

A. Yes. 

Q. Why 660? 

A. Because t h a t was the distance t h a t Santa Fe 

attempted t o develop reserves i n the west h a l f , and on an 
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e q u i t y , considering our j o i n t ownership i n these lands, 

which i s very nearly equal, regardless of the outcomes of 

the w e l l s , assuming they p a r t i c i p a t e d w i t h us, t h a t i t 

seemed t o be the most equitable t h i n g t o a l l o w us t o — 

given our r e s t r i c t i o n on the potash — and again, I would 

say t o you t h a t i t i s c l e a r t o us there's gas being 

produced from t h i s lower Morrow channel t o the n o r t h of us 

i n Section 18, there i s gas being produced from the channel 

t o the south of us i n Section 30, s t i l l producing, good 

w e l l s , and there i s reasonable evidence t o suspect t h a t 

t h e r e could be q u i t e a b i t of net sand i n the east h a l f of 

19. 

I don't have any more evidence t h a t we are not 

connected t o the w e l l i n 18 or the w e l l i n 30. There i s 

simply no pressure data f o r the o r i g i n a l OXY Government 1 Y 

w e l l t h e r e i n the southeast southwest of 19. We do know 

t h a t t h e r e was sand present. 

And given t h a t they had — when they had t h e i r 

o p p o r t u n i t y t o develop, they chose t o develop a t t h a t 

d istance, and we would a c t u a l l y have developed a t the 1650, 

had the potash not r e s t r i c t e d us. 

We were given some advice t h a t we should expect 

no penalty i f we were required t o d i r e c t i o n a l l y d r i l l t o 

something greater than 660 t h a t were unopposed, t h a t we 

might very w e l l not be penalized i f we had done a laydown, 
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you know, we could have been 660 o f f the l i n e , although 

there's a c u r r e n t l y a c t i v e u n i t i n the west h a l f of 19, but 

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

Therefore, we f e e l l i k e t h a t i n terms of 

o p p o r t u n i t y t o develop, t h a t t h a t ' s a b e t t e r number, even 

though i t i s not common f o r what the Commission has done i n 

the past. That's why we make these appeals t o the 

Commission t o adjudicate these s p e c i a l cases where t h e r e 

are s p e c i a l circumstances. 

Q. Was t h a t put i n some s o r t of an agreement when 

Santa Fe re-entered t h a t o l d C i t i e s w e l l , t o base your 660 

on? 

A. There was — No, there was no agreement. 

Q. Nothing o f f i c i a l , j u s t your assumption? Nothing 

o f f i c i a l , j u s t your assumption? 

A. Assumption about what? 

Q. Just what you t o l d me, the 660 came from, 

assuming t h a t they were allowed t o develop a 660 — or d i d 

you say something else, or d i d I j u s t not understand a l l 

t h a t lengthy discussion t a t you j u s t gave me? 

Let me re-ask my o r i g i n a l question. What do you 

base the 660 on f o r t h a t 27 percent? 

A. I'm basing i t on where they attempted t o develop. 

They, i n f a c t , d i d re-enter a t the v e r t i c a l l o c a t i o n , a t 

660 from the south l i n e . 
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Q. Okay. Was there some s o r t of an agreement, a 

w r i t t e n agreement, whenever they d i d t h a t w i t h the o f f s e t s , 

t h a t they be allowed t o develop 660? 

A. No, there was not. 

Q. Okay. 

A. Are you meaning the o f f s e t of the Topaz 3 0? 

Q. What o f f s e t were you r e f e r r i n g to? 

A. That's the only o f f s e t t h a t t h e r e was e x i s t i n g a t 

t h a t p o i n t , proposed or considered. 

Q. Now, we're t a l k i n g about the one i n the west h a l f 

of 19. I ' l l t e l l you what. We seem t o be t a l k i n g about 

t h i s west h a l f of 19. Can somebody give me — I n f a c t , 

I ' l l ask you, what was the approval order f o r t h a t ? 

A. I don't — 

Q. You don't know? 

A. I don't know. 

Q. But you w i l l t e l l me, though, won't you? 

MR. CARR: I can get t h a t f o r you. 

EXAMINER STOGNER: Good, okay. 

Q. (By Examiner Stogner) Now, l e t me see i f I get 

t h i s s t r a i g h t too. You're proposing a 27-percent pe n a l t y 

on the production, proposed production, f o r t h i s d i s t a n c e , 

but not penalty on the 760. I don't b e l i e v e I've heard 

anything about a r i s k - p e n a l t y f a c t o r on the compulsory 

p o o l i n g . I t h i n k now would be a good time t o see what i t 
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i s . 

MR. CARR: Mr. Examiner, Mr. Anderson d i d t e s t i f y 

i n support of a 200-percent r i s k penalty. 

Q. (By Examiner Stogner) Okay, now — We heard 

g e o l o g i c a l . Now we heard some d i f f e r e n c e s t h a t make me 

be l i e v e t h a t maybe 200 percent, because you can't have an 

unorthodox l o c a t i o n without penalty and then come i n and 

ask f o r r i s k penalty a t 2 00 percent. I don't see the 

corresponding t h i n g here. You say you want an unorthodox 

l o c a t i o n because i t ' s more acceptable; i s t h a t c o r r e c t ? 

But you also say i t ' s r i s k y ? Doesn't t h i s seem t o be head-

on t o each other here? 

A. We're saying t h a t the r i s k of knowing where the 

sweet spot of t h i s Morrow channel i s , we consider t o be f a r 

r i s k i e r than what we know about the cost t o d r i l l 

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

Q. Which i s $500,000 more t o go over about 280 feet? 

A. I t i s $300,000 t o go from the v e r t i c a l l o c a t i o n 

t o the 760. We believe i t would be another $200,000, or a 

t o t a l of $500,000, i f we were re q u i r e d t o go t o the 1750 — 

or 1650. 

Q. Okay. I ' d l i k e t o f i n d out a l i t t l e b i t more 

about t h i s o r i g i n a l standard l o c a t i o n t h a t the BLM denied, 

and I don't have anything on t h a t other than Jim Bruce *s 

l e t t e r . When was t h a t a p p l i c a t i o n a p p l i e d f o r , f o r the 
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standard l o c a t i o n ? 

A. I ' l l have t o — 

Q. I'm g e t t i n g a l i t t l e confused here. Who i s the 

Applicant? I mean, I'm — Chi Energy, I thought, was going 

t o be the operator. That's what compulsory p o o l i n g s a i d , 

so t h a t w i l l have t o be changed. 

MR. CARR: Yes, i t w i l l . 

EXAMINER STOGNER: And then the case t h a t we're 

hearing now — and what I understand from t h i s gentleman i s 

t h a t t h a t standard l o c a t i o n would not be acceptable, was 

not even o r i g i n a l l y applied f o r . That seems a l i t t l e 

b i t — 

MR. CARR: I'm not aware of an a p p l i c a t i o n f o r a 

1650 o f f the s o u t h - l i n e l o c a t i o n . 

MR. QUALLS: No. 

MR. CARR: There was none. Mr. Stogner, the NSL 

number t h a t you asked f o r — 

EXAMINER STOGNER: Yes. 

MR. CARR: — i s 3910, NSL-3910. That was f o r 

the Topaz 19 Federal Com Number 1 i n 19. That's down i n 

the southwest quarter. 

EXAMINER STOGNER: So a standard l o c a t i o n was 

never even requested by the BLM? 

MR. QUALLS: I have t a l k e d the BLM and 

requested — t a l k e d t o the potash guy i n Carlsbad. His 
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name i s Doug Hope. He said there's no way we could do a 

standard l o c a t i o n on a surface 1650-1650. He sa i d we could 

come i n and go 150-foot radius from t h a t w e l l i n the 

southeast corner, the Yarbrough Number 1, 48 0 from the 

south and d i r e c t i o n a l d r i l l t o a 760. That was what was 

ap p l i e d f o r , was 760. 

EXAMINER STOGNER: Based on what your 

conversation w i t h the BLM was? 

MR. QUALLS: Yes, s i r . 

EXAMINER STOGNER: As opposed t o t r y i n g t o go 

through h i s supervisor or make an a p p l i c a t i o n and then f o r 

them t o come back t o you and j u s t i f y what you're saying 

today? 

MR. QUALLS: He t o l d me over the phone t h a t we 

could — 

EXAMINER STOGNER: So the answer i s no, okay. 

MR. QUALLS: — t h a t we couldn't — 

EXAMINER STOGNER: Thank you. 

MR. QUALLS: — d r i l l a — 

EXAMINER STOGNER: Thank you. 

I have no other questions of t h i s witness. You 

may be excused. 

MR. CARR: That concludes our d i r e c t case. We 

would request a t e n - or f i f t e e n - m i n u t e recess. 

EXAMINER STOGNER: Let's make i t t e n . 
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(Thereupon, a recess was taken a t 2:40 p.m.) 

(The f o l l o w i n g proceedings had a t 3:00 p.m.) 

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

Mr. Tom Tinney. Mr. Tinney i s a g e o l o g i s t w i t h Santa Fe 

Energy Resources. He c u r r e n t l y resides i n Midland, Texas. 

THOMAS J. TINNEY. I I I , 

the witness h e r e i n , a f t e r having been f i r s t d uly 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. Tinney, f o r the record, s i r , please s t a t e 

your name. 

A. Thomas Jordan Tinney, I I I . 

Q. And where are you employed? 

A. Santa Fe Energy Resources. 

Q. I n what capacity? 

A. I'm the g e o l o g i c a l and geophysical manager. 

Q. On p r i o r occasions have you t e s t i f i e d before the 

Di v i s i o n ? 

A. Yes, I have. 

Q. And pursuant t o your employment as a geologic 

manager f o r Santa Fe, have you made a study of the geologic 

issues involved i n t h i s case and prepared your conclusions 

and supporting displays? 

A. Yes, I have. 
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MR. KELLAHIN: Mr. Examiner, we tender Mr. Tinney 

as an expert g e o l o g i s t . 

EXAMINER STOGNER: Any objection? 

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

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

Q. (By Mr. Ke l l a h i n ) Mr. Tinney, l e t ' s — before we 

look a t the s p e c i f i c s of your d i s p l a y , l e t ' s t a l k about 

some of your u l t i m a t e conclusions. You were here d u r i n g 

Mr. Anderson's testimony concerning h i s p r e s e n t a t i o n , were 

you not? 

A. Yes, I was. 

Q. A l l r i g h t . Do you have any agreement or 

disagreement w i t h Mr. Anderson about the d e p o s i t i o n a l 

environment of t h i s north-south-trending f l u v i a l Morrow 

channel system? 

A. No, I do not. 

Q. What have you concluded? 

A. I agree w i t h Mr. Anderson t h a t t h i s i s a n o r t h -

south-trending lower Morrow f l u v i a l system. 

Q. When you look a t your r e s u l t s and examine the 

east h a l f of Section 19, what i s your conclusion about the 

geologic preference between a standard l o c a t i o n versus the 

proposed unorthodox l o c a t i o n Chi seeks t o have approved? 

What do you conclude? 

A. I conclude t h a t a standard l o c a t i o n , an orthodox 
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l o c a t i o n , proposes the best chance of c a p t u r i n g the unique 

reserves, and t h a t an unorthodox l o c a t i o n has a high chance 

of encountering reserves t h a t otherwise would be produced 

from the w e l l i n the west h a l f of Section 30. 

Q. When you look a t s t r u c t u r e i n t h i s area, i n the 

Morrow, lower Morrow, i s s t r u c t u r e an issue of importance 

t o you? 

A. Yes, i t i s . I t h i n k there's evidence i n t h i s 

p a r t i c u l a r area t h a t there are several separate gas-water 

contacts i n t h i s system and t h a t the s t r u c t u r a l p o s i t i o n 

does play a r o l e i n the w e l l performance. 

Q. Geo l o g i c a l l y , i s there an o p p o r t u n i t y or a 

reasonable p r o b a b i l i t y t h a t i f the Chi l o c a t i o n i s approved 

i t w i l l be connected t o the same Morrow pod t h a t i s 

c u r r e n t l y being produced i n the Topaz well? 

A. Yes, i t ' s my opinion t h a t a w e l l l ocated a t an 

unorthodox l o c a t i o n would adversely a f f e c t the Santa Fe 

w e l l i n the west h a l f of 30. 

Q. When you look a t s t r u c t u r e and confined your 

examination t o the east h a l f of 19 and you're l o o k i n g a t a 

s t r u c t u r a l advantage or disadvantage, how does t h a t 

i n f o r m a t i o n a f f e c t your conclusion about Chi's proposed 

l o c a t i o n and the c l o s e s t standard l o c a t i o n f o r t h a t spacing 

u n i t ? 

A. When you look a t the s t r u c t u r e map, y o u ' l l n o t i c e 
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t h a t Chi's proposed unorthodox l o c a t i o n w i l l be 

s t r u c t u r a l l y high t o the Topaz 30, which does have a — 

water i n t h a t r e s e r v o i r , t h a t an orthodox l o c a t i o n would be 

s t r u c t u r a l l y higher, and t h a t would a f f o r d them the best 

o p p o r t u n i t y f o r a w e l l w i t h unique reserves. 

Q. A l l r i g h t . Would you agree or disagree w i t h Mr. 

Anderson's opini o n t h a t i f potash was not an issue and you 

could d r i l l a v e r t i c a l w e l l , t h a t you would d r i l l t h a t w e l l 

a t a standard l o c a t i o n i n the east h a l f of 19? 

A. I would agree w i t h t h a t . 

Q. Do you f i n d any geologic evidence t o the 

contrary? 

A. No. 

Q. Nothing t o suggest t h a t there i s some advantage 

gained by moving t o an unorthodox l o c a t i o n ? 

A. No, s i r . 

Q. This i s not one of those circumstances t h a t the 

only reasonable l o c a t i o n i n the spacing u n i t i s a t an 

unorthodox l o c a t i o n ? 

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

Q. We don't have t h a t problem? 

A. No, s i r . 

Q. Let's look a t your work product, Mr. Tinney. I f 

y o u ' l l t u r n t o look a t E x h i b i t Number 2, before you e x p l a i n 

the d e t a i l s , e x p l a i n the code so we can understand your 
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c o l o r code and what you're showing us. 

A. Okay. 

Q. F i r s t of a l l , what are we l o o k i n g at? 

A. This i s an isopach of the lower Morrow. I t ' s a 

gross sand isopach, and the blue l i n e i s the measured 

potash boundary. The red square would be the proposed Chi 

Energy Greenstone Fed Number 1 a t the 480-from-the-south-

l i n e l o c a t i o n , and you can see the w e l l i s lab e l e d . And 

then also you can see Santa Fe's acreage p o s i t i o n i s 

s t i p p l e d i n gray. 

Q. Okay. We'll come t o the c r o s s - s e c t i o n i n a 

moment, but are you isopaching a sand i n t e r v a l t h a t i s any 

d i f f e r e n t from the markers used by Mr. Anderson when he 

constructed h i s map? 

A. I'm not isopaching a d i f f e r e n t i n t e r v a l . The way 

I determined the values i s s l i g h t l y d i f f e r e n t . Mr. 

Anderson used a gamma-ray c u t o f f t h a t he s a i d g e n e r a l l y was 

50 API. I chose t o do a t r u e gross sand map, which you 

j u s t take the i n f l e c t i o n of the bed from the shale and 

c a l c u l a t e t h a t number 

Q. Okay. Looking at the gross lower Morrow 

i n t e r v a l , you are looking a t the equivalent i n t e r v a l t h a t 

Mr. Anderson was examining, are you not? 

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

Q. There's no disagreement between you as t o what 
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i n t e r v a l we're examining? 

A. No, not a t a l l . 

Q. On the gross map, you have displayed some 

i n f o r m a t i o n . F i r s t of a l l , you have shown the Section 19, 

30, Section 18, these stacked sections, t o be p a r t of what 

appears t o be a channel system; i s t h a t true? 

A. Yes, s i r . 

Q. W i t h i n t h a t you have confined some contour l i n e s . 

What are those contour l i n e s , and what do they mean? 

A. Well, the contour l i n e s , obviously, are the 

a c t u a l gross sand. The c o l o r i s more f o r reference i n 

terms of the eye so you can pic k out the system and the way 

i t trends north-south. 

Q. I n those instances where you had a deviated w e l l 

and a bottomhole l o c a t i o n — 

A. Yes, s i r . 

Q. — have you made the appropriate adjustments t o 

the d i s p l a y t o denote — 

A. Yes, the bottomhole l o c a t i o n s w i l l be noted — 

Q. A l l r i g h t . 

A. — as BHL f o r bottomhole l o c a t i o n . 

Q. Within Section 30, j u s t t o the south of the Topaz 

w e l l , there's a dashed red l i n e , and you've i n d i c a t e d 

gas/water. Do you see t h a t l i n e ? 

A. Yes, I do. 
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Q. And i t says minus 10,143? 

A. Yes, s i r . 

Q. You put t h a t l i n e there? 

A. I d i d . 

Q. Why d i d you? 

A. That i s based on l o g ana l y s i s c a l c u l a t i o n s . We 

can show t h a t on the cross-section, we have some water-

s a t u r a t i o n c a l c u l a t i o n s on the cross-section. But what 

I've done there i s , when the w a t e r - s a t u r a t i o n c a l c u l a t i o n s 

were greater than 40 percent, then I f e l t l i k e t h a t was a t 

r i s k a t being water-productive or predominantly water-

p r o d u c t i v e , and t h e r e f o r e t h a t ' s an a r b i t r a r y . 

We also, i n the Topaz 30, ran a DST and recovered 

water when we DST'd the sand i n con j u n c t i o n w i t h gas. 

Q. A l l r i g h t . We'll come back and i n t e g r a t e the 

gas-water contact l i n e w i t h the cross-section i n j u s t a 

moment. 

A f t e r you have a gross map l i k e t h i s , t h e r e i s an 

o p p o r t u n i t y f o r you as a g e o l o g i s t t o become more 

d e f i n i t i v e and r e f i n e t h i s map; i s t h a t not true? 

A. Yes, i t i s . Yes, there i s . 

Q. Have you done t h a t i n t h i s instance? 

A. Yes, i n the next e x h i b i t . 

Q. And what i s t h a t next e x h i b i t ? 

A. The next e x h i b i t would be E x h i b i t 3, I b e l i e v e , 
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net pay of lower Morrow sand. And what I've done here i s , 

the f i r s t number t h a t ' s next t o the w e l l i s net pay based 

on p o r o s i t y greater than or equal t o 8 percent, and I used 

40 percent as a w a t e r - s a t u r a t i o n c u t o f f t o determine net 

pay. The second number i s j u s t a net-sand number, which i s 

anything greater than or equal t o 8 percent. 

Q. You and Mr. Anderson, then, are i n agreement 

about a w a t e r - s a t u r a t i o n value? He sa i d he would s t a r t 

being concerned a t 4 0 percent, and you've used t h a t 40 

percent? 

A. That's r i g h t . 

Q. What does t h a t mean t o you? 

A. Well, you j u s t run the r i s k anytime you're higher 

than 40 percent i n t h i s area, of producing more water than 

gas. So i t i s a r i s k . 

Q. And the p o r o s i t y c u t o f f value, 8 percent, i s 

w i t h i n the range of reason? 

A. Yes. 

Q. A l l r i g h t . Once you do t h a t , make the 

adjustments and reproduce the map, you can come t o 

conclusions i n Section 19, can you not? 

A. Yes. 

Q. Let's look a t Section 19, and p a r t i c u l a r l y the 

east h a l f of 19. 

A. Right, what I f e e l l i k e w i l l happen here i s 
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r e f l e c t e d i n the gross-sand map, i s also r e f l e c t e d i n the 

net-pay map, t h a t there's a high p r o b a b i l i t y t h a t an 

unorthodox l o c a t i o n on the Chi Energy Greenstone Fed Number 

1 would encounter common reserves t o the Topaz 3 0 Number 1, 

which i s labeled i n the west h a l f of Section 30. 

As you can see, i t had a net pay, the Topaz 3 0 

had a net pay of four f e e t , and a net sand of 14 f e e t . 

Obviously, the r e s t of t h a t 14 f e e t was below the water-

s a t u r a t i o n c u t o f f . The Chi w e l l , i f they encounter a 

s i m i l a r - t y p e r e s e r v o i r , would have a l l 14 f e e t above the 

water contact, and t h e r e f o r e you would — one would 

conclude t h a t t h e i r w e l l might outperform the Topaz 30. 

I n a d d i t i o n t o t h a t , i f you look a t the orthodox 

l o c a t i o n , t h a t l o c a t i o n has the best chance t o encounter, I 

f e e l l i k e , unique reserves. 

Q. A l l r i g h t . Do you remember Mr. Anderson's 

testimony t h a t h i s str a t e g y also was t o f i n d new and unique 

reserves? 

A. Yes. 

Q. I n your opinion, using your a n a l y s i s , can you 

best achieve o b t a i n i n g new and unique reserves a t a 

standard l o c a t i o n or a t the proposed unorthodox l o c a t i o n ? 

A. Well, i t ' s my f e e l i n g , from the mapping I've 

done, t h a t the best chance t o do t h a t i s a t the standard 

l o c a t i o n or orthodox l o c a t i o n . 
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Q. Let's i n t e g r a t e your net-pay isopach now w i t h 

your s t r u c t u r e map. You've also prepared a s t r u c t u r e map, 

have you not? 

A. Yes, I have, and t h a t would be the next e x h i b i t . 

Q. A l l r i g h t , l e t ' s take E x h i b i t 4, which i s the 

s t r u c t u r e map, again have you define the coding, and then 

w e ' l l t a l k about your conclusions. 

A. The coding i s s i m i l a r t o the other maps. 

A c t u a l l y , i t ' s the same w i t h the o u t l i n e of the potash, the 

s t i p p l e d acreage being Santa Fe acreage. I've also got a 

gas-water contact on the s t r u c t u r e map; i t ' s minus 10,143. 

I t shows the l o c a t i o n of the Topaz 3 0 a t a minus 10,106, 

and t h a t moving t o the north t o the Chi Energy Greenstone 

Fed Number 1 a t an unorthodox l o c a t i o n , t h a t they would be 

updip t o the Topaz 30. 

Q. Let's examine your s t r u c t u r a l conclusions as they 

a f f e c t the east h a l f of 19. When you look a t s t r u c t u r e , 

does i t matter whether you're a t a standard l o c a t i o n or the 

proposed unorthodox location? 

A. Well, the standard l o c a t i o n w i l l j u s t a f f o r d you 

t o be s t r u c t u r a l l y higher, and because of the f a c t t h a t 

t h e r e i s proof i n t h i s area t h a t there are separate gas-

water contacts, obviously even i f you get i n t o a r e s e r v o i r 

t h a t has unique reserves, you want t o be as f a r 

s t r u c t u r a l l y updip as possible. 
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Q. You can conclude, then, t h a t the standard 

l o c a t i o n i s s t r u c t u r a l l y p r e f e r a b l e t o the unorthodox 

l o c a t i o n ? 

A. Yeah, I agree w i t h Mr. Anderson t h a t h i s map i s 

s i m i l a r t o t h i s one, and t h a t i t would be s t r u c t u r a l l y 

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

Q. And t h a t s t r u c t u r a l d i f f e r e n c e i s enough t o 

matter? 

A. Yes, anytime t h a t you can gain s t r u c t u r e i n the 

Morrow, you have t o take advantage of i t , i s my o p i n i o n . 

Q. Let's look a t the s t r u c t u r a l r e l a t i o n s h i p between 

the Chi-proposed l o c a t i o n and where the Topaz w e l l 

c u r r e n t l y e x i s t s and have you t e l l us your geologic 

conclusions about what, i f any, adverse consequences the 

Chi w e l l would impact or have on the Topaz w e l l . 

A. Well, as I mentioned, i f you take the net-pay map 

and assume t h a t they're going t o have 14 f e e t of net pay, 

which w i l l be somewhere near the Topaz 30, and t h a t by 

moving 50 f e e t updip, t h a t you would get a l l of t h a t 14 

f e e t above t h a t water, t h e r e f o r e you would have a b e t t e r 

performance of your w e l l . 

Q. Let's go t o the cross-section so t h a t you can 

i l l u s t r a t e t h a t p o i n t . I f y o u ' l l take E x h i b i t 5 f o r me and 

take a moment and u n f o l d i t . 

A. E x h i b i t 5 i s a northeast-to-southwest cross-
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s e c t i o n . North would be on the l e f t , so i t i s the proposed 

Chi Energy Greenstone Fed l o c a t i o n . 

Q. Let's go t o the f a r r i g h t and look a t the Topaz 

3 0-1, the Santa Fe w e l l . 

A. Yes, the Topaz 3 0 Fed Number 1, you can see the 

sand labeled lower Morrow, also the water s a t u r a t i o n 

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

f o o t and a h a l f i n the very top of t h a t p a r t i c u l a r w e l l . 

And as you can see as you move down, your water s a t u r a t i o n s 

increase. 

And I ' d also l i k e t o note t h a t the DST from 

13,821 t o 14,008, we'd l i k e t o note t h a t they recovered 

e i g h t b a r r e l s of water on t h a t DST. And i f you look a t the 

i n t e r v a l , even though i t ' s a r a t h e r l a r g e i n t e r v a l , the 

only zone t h a t has any p o r o s i t y t h a t could give up water 

would have t o be t h a t lower Morrow sand. 

Q. I s t h i s occurrence unique t o the Topaz 3 0 and 1 

w e l l , or has i t occurred elsewhere i n the immediate area? 

A. No, t h i s same t h i n g occurs t o the n o r t h . I f you 

look a t the Section 7, the w e l l labeled TXO Production Corp 

Hamon 'A' Fed Number 1, t h a t w e l l , they p e r f o r a t e d the 

top — I t h i n k i t ' s four f e e t i n t h a t p a r t i c u l a r w e l l . I f 

you do the wa t e r - s a t u r a t i o n c a l c u l a t i o n s , i t ' s also wet i n 

the bottom. They r e a l i z e d t h a t , and I t h i n k t h a t ' s the 

reason t h a t they p e r f o r a t e d only the top f o u r f e e t of t h a t 
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p a r t i c u l a r w e l l . 

Q. When you look a t the c u r r e n t p e r f o r a t i o n 

r e l a t i o n s h i p i n the Topaz 30-1 w e l l — 

A. Uh-huh. 

Q. — t o what you've c a l c u l a t e d t o be the 4 5-percent 

w a t e r - s a t u r a t i o n value — 

A. Yes. 

Q. — would t h a t i l l u s t r a t e your concern about water 

encroachment i f there's a second w e l l i n the Topaz pod? 

A. Yes, any of those w a t e r - s a t u r a t i o n c a l c u l a t i o n s , 

I t h i n k , do i n d i c a t e t h a t there i s water i n t h a t r e s e r v o i r , 

and the f a c t t h a t the w e l l a c t u a l l y i s producing water. 

And I t h i n k Mr. Adams w i l l address t h a t f a c t when he gives 

h i s testimony. 

Q. But looking a t the log a n a l y s i s , you as a 

geologic expert can recognize and r e a l i z e the r i s k imposed 

by the Chi w e l l i f i t connects w i t h the Topaz pod? 

A. Yeah, absolu t e l y . When you've only got a f o o t 

and a h a l f of p e r f o r a t i o n s open and you r e a l i z e t h a t you've 

got water below you, any w e l l updip t h a t has a supe r i o r 

s t r u c t u r a l advantage, you would f e e l l i k e t h a t t h a t would 

have a chance of watering your w e l l out. 

Q. Does t h a t p r o b a b i l i t y a f f e c t where a w e l l would 

be located i n the east h a l f of 19? 

A. I t h i n k i t should, yes. The f a c t t h a t — t h e i r 
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unorthodox l o c a t i o n , and the way I've c o r r e l a t e d and the 

way Mr. Anderson c o r r e l a t e d , the f a c t t h a t by d r i l l i n g 

t h e r e they have a high p r o b a b i l i t y of encountering t h a t 

same sand, an orthodox l o c a t i o n would give you the best 

o p p o r t u n i t y t o prevent t h a t from happening. 

Q. Summarize f o r us your geologic conclusions, then, 

Mr. Tinney. 

A. My geologic conclusions are t h a t I agree t h e r e i s 

a f l u v i a l north-south-trending system, t h a t t h e r e i s a high 

p r o b a b i l i t y by d r i l l i n g a t an unorthodox l o c a t i o n t h a t a 

w e l l would t a g i n t o a common r e s e r v o i r w i t h the Topaz 3 0 

Fed Number 1, and then by having a s t r u c t u r a l l y s u p e r i o r 

p o s i t i o n would have an adverse e f f e c t on our w e l l , t h a t a 

standard l o c a t i o n or an orthodox l o c a t i o n would a f f o r d Chi 

and i t s partners the best o p p o r t u n i t y t o encounter unique 

reserves, and I t h i n k t h a t , as they have s t a t e d , t h a t ' s 

r e a l l y t h e i r sole purpose, i s t o t r y t o capture unique 

reserves, new and unique reserves. 

Q. I n your opinion, do the i n t e r e s t owners i n the 

east h a l f of 19 s u b s t a n t i a l l y reduce the r i s k i n v o l v e d i n 

t h a t w e l l i f they move t o a standard bottomhole l o c a t i o n ? 

A. I t h i n k t h a t i t a c t u a l l y i s b e n e f i c i a l t o them by 

moving t o a standard l o c a t i o n . 

Q. I t would reduce the r i s k , then? 

A. Yes, s i r . 
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MR. KELLAHIN: That concludes my examination of 

Mr. Tinney. 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 2 

through 5. 

EXAMINER STOGNER: E x h i b i t s 2 through 5 w i l l be 

admitted i n t o evidence. 

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

Mr. Carr, your witness. 

MR. CARR: Thank you, Mr. Stogner. 

CROSS-EXAMINATION 

BY MR. CARR: 

Q. Mr. Tinney, when I look a t your E x h i b i t s 2, 3, 4, 

when you constructed these e x h i b i t s , what i n f o r m a t i o n d i d 

you have? W e l l - c o n t r o l data? 

A. Yes, s i r . 

Q. And are the w e l l s shown on t h i s e x h i b i t t h a t you 

were able t o analyze t o develop your i n t e r p r e t a t i o n ? 

A. Yes, s i r . 

Q. And d i d you have access t o any seismic work over 

the area? 

A. No, s i r . 

Q. Okay. I f I look a t your E x h i b i t Number 2, you 

have shaded i n yellow what look l i k e t h e r e are almost 

separate pods through the r e s e r v o i r . I s t h a t what you're 

i n t e n d i n g t o show? 

A. Yes, s i r , I t h i n k t h a t ' s what the evidence does 
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show, i s t h a t we have separate pods i n here. 

Q. Do you have any g e o l o g i c a l evidence t h a t would 

suggest t h a t , i n f a c t , you have separation running through 

the southern p o r t i o n of Section 19 and t h a t could not be 

j u s t a continuous zone running through t h e r e , i n s t e a d of 

two separate pods? 

A. No, t h a t ' s an a l t e r n a t i v e i n t e r p r e t a t i o n . 

Q. And t h a t ' s j u s t your i n t e r p r e t a - — The same 

would apply as we come across the southern h a l f of Section 

18 t o the north? 

A. Yes, s i r , the only evidence t h a t i s t h e r e i s , 

the r e i s engineering data t h a t suggests t h a t those are 

separate r e s e r v o i r s . 

Q. G e o l o g i c a l l y , though, t h i s i s j u s t your 

i n t e r p r e t a t i o n — 

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

Q. — they could be connected? 

What do you mean by the Topaz o u t l i n e t h a t you've 

i n d i c a t e d down a t the bottom, i n the legend, w i t h t h i s 

block around s i x sections? 

A. That's the o r i g i n a l prospect o u t l i n e . 

Q. I s t h a t the area -- Do you have your AMI i n t h a t 

area, or i s t h a t something else? 

A. I ' d have t o defer. 

Q. Okay. 
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A. That's not my area of e x p e r t i s e , s i r . 

Q. And you have ownership i n f i v e of the s i x 

s e c t i o n s ; i s t h a t correct? 

A. Yes, s i r . 

Q. I f we look i n 19, do you a c t u a l l y have i n the 

east h a l f any ownership a t t h i s time i n the deep r i g h t s , or 

do you know? 

A. Once again, I — 

Q. Okay. 

A. — I don't have the e x p e r t i s e . 

Q. I f we go t o E x h i b i t Number 3, again I see you 

have got what you've i n d i c a t e d coming across t h i s channel 

p e r m e a b i l i t y b a r r i e r s . From a geologic p o i n t of view, t h i s 

i s j u s t your i n t e r p r e t a t i o n ; there's no p a r t i c u l a r geologic 

data t h a t would support t h a t ; i s t h a t c o r r e c t ? 

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

Q. And you've put across the southern p o r t i o n of 

Section 30 a l i n e t h a t i s your gas-water contact? 

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

Q. You used a 4 0-percent c u t o f f i n mapping or 

p l a c i n g t h a t l i n e across the r e s e r v o i r there? 

A. Yes, s i r . 

Q. Now, i f I understand i t , a 4 0-percent c u t o f f 

means you've got 4 0-percent water; i s t h a t what t h a t means? 

A. Yes, s i r . 
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Q. And conversely, you would s t i l l have 60-percent 

gas south of t h a t l i n e ? 

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

Q. And so there would be some gas south of t h a t l i n e 

t h a t you s t i l l would be able t o recover; i s t h a t r i g h t ? 

A. P o t e n t i a l l y , yes, s i r . 

MR. CARR: Okay, t h a t ' s a l l I have. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Your Topaz 30 was completed i n 1996; i s t h a t 

c o r r e c t ? 

A. Yes, s i r . 

Q. What s t i m u l a t i o n was u t i l i z e d on i t ? 

A. I ' d have t o defer, a c t u a l l y . Not my area of 

ex p e r t i s e . I believe i t was n a t u r a l , Mr. Stogner, but I 

don't — don't r e a l l y know. 

Q. I n looking a t your E x h i b i t Number — w e l l , 2 and 

3, i s t h i s one w e l l adequate t o d r a i n t h i s pod or the 

yello w pod? I s t h a t you're i n d i c a t i n g ? 

A. Yes, s i r . 

Q. And what i s the acreage w i t h i n the p r o d u c t i v e 

i n t e r v a l ? I s t h a t the — Can I look a t the yellow p o r t i o n 

and say t h i s i s the productive i n t e r v a l , or does i t extend 

beyond t h a t ? 

A. I would r e a l l y ask you t o look a t the net-pay 
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map. You can see on the net-pay map t h a t the Topaz 3 0 has 

fo u r f e e t of net pay. So r e a l l y anything w i t h i n t h a t zero 

l i n e p o t e n t i a l l y could be productive. 

Q. Okay, what's the — Do you know what the area of 

t h a t would be? 

A. Yes, s i r , t h a t ' s approximately 300 acres. 

Q. 300 acres. I'm t r y i n g t o r e a l i z e something. 

Part of t h a t small pod goes i n t o t h e i r — or r e s e r v o i r goes 

i n t o — i n the east h a l f of Section 19? 

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

Q. But I don't see how what you're proposing would 

a l l o w them t o recover t h e i r r i g h t f u l share t h a t goes i n t o 

the east h a l f of 19. 

A. I t ' s our i n t e r p r e t a t i o n t h a t the Topaz 30 w i l l 

d r a i n a l l of those reserves. 

Q. You mean w i l l take reserves under 19 and come 

down? 

A. Yes, s i r . 

Q. I s n ' t t h a t a l i t t l e b i t beyond 320-acre spacing, 

since you're a t a standard location? 

A. Yes, s i r . 

Q. Then why hasn't Santa Fe asked f o r 64 0-acre 

spacing t o adequately regulate or develop these reserves? 

A. I couldn't answer t h a t question. 

Q. Hm. Who could? 
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A. I imagine our landman would have t o answer t h a t 

question. 

EXAMINER STOGNER: Okay, good. I ' l l reserve t h a t 

question f o r them, or h o p e f u l l y Mr. Carr w i l l ask a s i m i l a r 

question where I won't have t o . 

Okay, any other questions of t h i s witness? 

You may be excused. 

I'm s o r r y , I meant Mr. K e l l a h i n . 

MR. KELLAHIN: Yes, s i r , Mr. Rod Adams i s our 

next witness. 

ROD ADAMS. 

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. Adams, f o r the record, would you please s t a t e 

your name and occupation? 

A. Rod Adams. I am a petroleum engineer. I'm 

employed by Santa Fe Energy Resources. I'm the d i v i s i o n 

engineer responsible f o r New Mexico. 

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

A. Midland, Texas. 

Q. As p a r t of your r e s p o n s i b i l i t i e s f o r your 

company, have you as a petroleum engineer examined the 

engineering f a c t s r e l e v a n t t o the t o p i c before the Examiner 
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t h i s afternoon? 

A. Yes, I have. 

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

A. No, I have not. 

Q. Summarize f o r us when and where you obtained your 

engineering degree. 

A. I have a bachelor of science i n petroleum 

engineering from the U n i v e r s i t y of Tulsa. I graduated i n 

1978. I've been continuously employed i n the o i l business 

f o r the l a s t 21 years. I'm a r e g i s t e r e d engineer i n the 

State of Oklahoma. 

Q. The in f o r m a t i o n you're about t o present and the 

opinions you're about t o express, were those a r r i v e d doing 

your normal engineering f u n c t i o n s f o r your company? 

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

Q. The method by which you have a r r i v e d a t these 

conclusions i s those t y p i c a l l y used by members of your 

p r o f e s s i o n t o reach conclusions on these subjects? 

A. Yes, they are. 

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

petroleum engineer. 

EXAMINER STOGNER: Any objection? 

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

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

Q. (By Mr. Ke l l a h i n ) Mr. Adams, was a copy of the 
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Chi a d m i n i s t r a t i v e a p p l i c a t i o n , which included Mr. 

Anderson's net clean sand isopach map, made a v a i l a b l e t o 

you? 

A. Yes, i t was. 

Q. You had an opp o r t u n i t y t o look a t t h a t 

i n f o r m a t i o n , d i d you, p r i o r t o the hearing? 

A. Yes, s i r . 

Q. I n a d d i t i o n , you had a v a i l a b l e t o you the other 

r e s e r v o i r data from the Topaz w e l l t h a t Santa Fe operates, 

as w e l l as other data a v a i l a b l e from s i m i l a r w e l l s i n the 

area? 

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

Q. Let me ask you t o address your major conclusions. 

F i r s t of a l l , the conclusion w i t h regards t o , i f Mr. 

Anderson's map i s c o r r e c t , what does t h a t mean? 

A. I f Mr. Anderson's map i s c o r r e c t , they should 

f i n d a new, unique r e s e r v o i r . That r e s e r v o i r would cover 

the e n t i r e 320 acres i n the east h a l f of Section 19. The 

vo l u m e t r i c c a l c u l a t i o n s from h i s mapping would i n d i c a t e 

6674 ac r e - f e e t of Morrow sand underlying t h a t p r o d u c t i o n 

area. 

I f you go ahead and use the log c h a r a c t e r i s t i c s 

and the production i n f o r m a t i o n from the Topaz w e l l , you 

come up w i t h a gas-in-place number of 6.2 BCF, or something 

around 5 BCF recoverable, which compares w i t h Mr. Gabbard's 
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testimony of 4.7 BCF. 

Q. A l l r i g h t . I f you use Mr. Anderson's map, 

c a l c u l a t e gas i n place, apply an appropriate recovery 

f a c t o r , i s there s u f f i c i e n t recoverable gas i n the east 

h a l f of Section 19 t o pay f o r the cost of d i r e c t i o n a l l y 

d r i l l i n g t h i s w e l l t o a standard bottomhole l o c a t i o n ? 

A. Absolutely. The next e x h i b i t t h a t I put together 

was an economic run showing 5 BCF of recovery w i t h the 

comparable i n f o r m a t i o n of the other Morrow w e l l s i n the 

area, and i t i n d i c a t e s t h a t they would have a hundred-

percent r a t e of r e t u r n and pay out i n a very s h o r t p e r i o d 

of time. And t h i s was done assuming $1.7 m i l l i o n as the 

cost t o d r i l l t h i s d i r e c t i o n a l w e l l . 

Q. A l l r i g h t . The $ 1 . 7 - m i l l i o n d i r e c t i o n a l w e l l 

would get you from the 480 surface l o c a t i o n down t o a 

standard subsurface location? 

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

Q. And you had engineering d r i l l i n g people w i t h i n 

Santa Fe t o prepare and submit t o you an itemized, d e t a i l e d 

AFE t h a t gave you t h a t number? 

A. And those are attached i n the e x h i b i t s — 

Q. A l l r i g h t . 

A. — t h a t we d i d . 

I would add t h a t when I f i r s t d i d t h a t , the 

number t h a t they came up w i t h was one p o i n t f i f t e e n s i x t y 
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d o l l a r s , which i s the same number t h a t they have, and when 

I t o l d them t h a t I needed t o come up here and be able t o 

pound the t a b l e and t e s t i f y t o these numbers and t o make i t 

as high as i t could cost, they were able t o push the cost 

up t o $1.7 m i l l i o n . 

Q. A l l r i g h t . So even i f i t ' s r e q u i r e d t o be 

d r i l l e d t o a standard bottomhole l o c a t i o n , the a d d i t i o n a l 

expense t h a t you show over a v e r t i c a l w e l l i s about what? 

Four hundred and — 

A. — t h i r t y - t h o u s a n d d o l l a r s . 

Q. How much? 

A. About $430,000. 

Q. About $430,000 a d d i t i o n a l costs. Those are the 

numbers you used? 

A. Yes. And compared t o the $500,000 they came up 

w i t h . 

Q. A l l r i g h t . And you have ap p l i e d the c u r r e n t 

economic methodology used by r e s e r v o i r engineers t o show i f 

t h i s was p r o f i t a b l e or not? 

A. Right, the next e x h i b i t , b a s i c a l l y , i s an 

economics e v a l u a t i o n of what the reserves on the w e l l would 

y i e l d economically. And so i t b a s i c a l l y — the l i n e on the 

l e f t would show what k i n d of BTAX r a t e of r e t u r n you would 

get, and the l i n e on the r i g h t i s the BTAX net present 

value, discounted a t 15 percent. 

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 

118 

You can see from these numbers t h a t you b a s i c a l l y 

need a w e l l t h a t makes about 1.4 m i l l i o n BCF t o make a w e l l 

t h a t w i l l pay out — 

Q. A l l r i g h t , l e t ' s look a t E x h i b i t — 

A. — and gain 15 percent r a t e of r e t u r n . 

Q. Let me look a t E x h i b i t 8 and have you help me 

read i t . I f I'm reading the bottom h o r i z o n t a l graph, I'm 

showing a reserve number. These are recoverable gas i n 

BCF, r i g h t ? 

A. Yes. 

Q. And i f I'm looking a t the l e f t - h a n d v e r t i c a l 

column, I'm loo k i n g a t a r a t e of return? 

A. Yes. 

Q. And as I match the two, the minimum f o r a r a t e of 

r e t u r n would give me how much BCF? 

A. Zero percent r a t e of r e t u r n would be about 1.25 

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

Q. A l l r i g h t . For 1.2 5 recoverable gas, t h a t means 

I can pay f o r the w e l l one time? 

A. That's r i g h t , t h a t ' s i t . 

Q. And t h a t w i l l give me my $1.7 back? 

A. That's i t . 

Q. Okay. I f we believe Mr. Gabbard's conclusion 

about the remaining recoverable gas i n the Topaz pod, he 

was d e a l i n g i n the range of perhaps 1.4 BCF; i s t h a t not 
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true? 

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

Q. I s there enough l e f t i n the Topaz pod t o support 

two w e l l s a t t h i s point? 

A. No, there's not. That's — The g i s t of t h i s 

statement i s t h a t i f you s p l i t the remaining reserves 

between those two w e l l s , you would be l o s i n g money and 

you'd be causing economic waste by d r i l l i n g a second w e l l 

t o recover the remaining reserves. 

Q. Well, l e t ' s t a l k f o r a moment about t h i s concept 

of c o r r e l a t i v e r i g h t s . Mr. Stogner began t o touch on i t 

w i t h Mr. Tinney. I f you looked at the o r i g i n a l gas i n 

place before the Topaz w e l l was d r i l l e d , you're going t o 

have a c e r t a i n p o r t i o n of t h a t gas not only u n d e r l y i n g the 

Topaz spacing u n i t , but o r i g i n a l l y i n place under the Chi 

spacing u n i t i n the east h a l f of 19, true? 

A. That's the geologic i n t e r p r e t a t i o n t h a t we have, 

t h a t ' s c o r r e c t . 

Q. A l l r i g h t . C o r r e l a t i v e r i g h t s i s the o p p o r t u n i t y 

t o recover your share? 

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

Q. I f t h a t o p p o r t u n i t y i s delayed and the o f f s e t t i n g 

w e l l produces i t , you simply lose i t , do you not? 

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

Q. At t h i s p o i n t i n time, i n order f o r Chi t o put a 
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w e l l a t the edge of t h e i r spacing u n i t , t o get whatever i s 

l e f t of t h e i r share, i s there enough t o support t h a t 

a c t i v i t y ? 

A. No, they would have t o take more than a l l the 

remaining gas t h a t ' s l e f t i n the Topaz w e l l f o r t h a t t o 

work. 

Q. At t h i s p o i n t i n time, you simply can't balance 

the e q u i t y , can you? 

A. You can't. 

Q. I n order t o achieve the best o p p o r t u n i t y i n the 

east h a l f of 19, then, what would you do? 

A. You need t o d r i l l a w e l l t h a t f i n d s unique 

reserves. 

Q. Mr. Quails says t h a t was t h e i r purpose. 

A. That's r i g h t . 

Q. And where do you best achieve t h a t ? 

A. You achieve t h a t a t a l e g a l l o c a t i o n f u r t h e r 

n o r t h than the l o c a t i o n they've proposed. 

Q. Let's look a t the r e s t of the p a r t s t h a t support 

the economics t h a t you have concluded make t h i s p r o f i t a b l e 

as a d i r e c t i o n a l w e l l . 

A. Okay. 

Q. I f y o u ' l l look a t E x h i b i t 9, i d e n t i f y and t e l l us 

what t h a t i s . 

A. E x h i b i t 9 i s the w e l l - c o s t estimate t h a t was put 
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together by Mr. Burton and approved by me, saying what our 

cost would be f o r a d i r e c t i o n a l w e l l . 

Q. I t ' s the $1.7 m i l l i o n ? 

A. Correct. 

Q. Do you have experience and knowledge about going 

through t h i s and determining whether i t ' s reasonable? 

A. Yes. 

Q. Were you involved i n any of the other wells? 

A. Yes, I've been i n t h i s area f o r f i v e years, and 

I'm f a m i l i a r w i t h the w e l l s t h a t were d r i l l e d i n the area 

and I've put together an e x h i b i t showing the d r i l l i n g times 

f o r the o f f s e t w e l l s t h a t Santa Fe has operated i n the 

area. 

Q. A l l r i g h t . So 9 i s the d i r e c t i o n a l w e l l ? 

A. Yes. 

Q. What i s Number 10? 

A. S t r a i g h t hole. 

Q. I t ' s the AFE f o r the s t r a i g h t hole? 

A. Uh-huh. 

Q. You show a d i f f e r e n t i a l of about what? $430,000? 

A. Yes. 

Q. Do you f i n d any support f o r the r e p r e s e n t a t i o n i n 

Chi's l e t t e r t o the D i v i s i o n t h a t the a d d i t i o n a l cost i s 

some $700,000? 

A. No. 
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Q. Let's look at the comparison of times. I f y o u ' l l 

t u r n t o E x h i b i t 11, describe f o r us what you're 

i l l u s t r a t i n g here. 

A. Santa Fe was the operator of the f o u r mentioned 

here, the Sinagua 18-1, 18-2, and the Topaz 30-1 and Topaz 

19-1. 

The Sinagua 18-1 was a s t r a i g h t hole. 

The 18-2 was a deviated w e l l t h a t was kicked o f f 

a t 9750, and so what I d i d here i s b a s i c a l l y take the 

d r i l l i n g days down t o 10,000 f e e t , and then t o take the 

d r i l l i n g days below 10,000 f e e t so t h a t I can compare how 

much longer i t took t o d r i l l a deviated w e l l from a 

s t r a i g h t hole. 

I d i d the same t h i n g on the Topaz 30 w e l l . 

The Topaz 19-1 i s a r e - e n t r y , and so i t s top 

10,000 f e e t d i d n ' t take as long because the w e l l had 

already been d r i l l e d , and we were j u s t r e - e n t e r i n g an 

e x i s t i n g w ellbore. 

But from what I was able t o conclude from t h i s i s 

t h a t i t took an average of 26 days t o d r i l l down t o 10,000 

f e e t on the f i r s t three w e l l s , and i t took 19 days t o d r i l l 

on down t o the — from 10,000 t o TD, which i s a t o t a l of 45 

days, which i s the number of days t h a t Mr. Burton used on 

h i s AFE. And f o r a deviated w e l l i t took 3 3 days, or an 

e x t r a 14 days, t o get down t o TD. And h i s o r i g i n a l answer 
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was 60 days t o d r i l l the deviated w e l l , but t o go ahead and 

push the cost here, he used 70 days on t h i s $ 1 . 7 - m i l l i o n 

AFE. 

Q. So f o r d r i l l i n g days, you've used a number t h a t ' s 

higher than any of the a c t u a l days, a c t u a l l y i n v o l v e d i n 

any o f the d i r e c t i o n a l wells? 

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

Q. And so i t ' s a very high AFE number. And d e s p i t e 

t h a t AFE cost, you can show economics t h a t j u s t i f y the 

d i r e c t i o n a l w ell? 

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

Q. I t would be h i g h l y p r o f i t a b l e , wouldn't i t ? 

A. Very h i g h l y p r o f i t a b l e . 

Q. What's the payout period of the d i r e c t i o n a l well? 

A. I t would be 1.28 years a t 5 BCF. 

Q. You only have t o w a i t what? Fourteen months — 

A. Yeah. 

Q. — f i f t e e n months, t o get payout? 

A. Yes. 

Q. What's your r a t e of return? 

A. A hundred percent. I t ' s greater than a hundred 

percent. 

Q. This development has occurred w i t h i n the context 

of the potash enclave, has i t not? 

A. That's c o r r e c t . 
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Q. That potash reserve was known t o everybody before 

these w e l l s were ever d r i l l e d ? 

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

Q. So everybody, i n c l u d i n g Santa Fe, has f a c t o r e d i n 

the r i s k involved of having t o pay f o r d i r e c t i o n a l w e l l s t o 

get t o the resource? 

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

Q. Everybody knows t h a t up f r o n t ? 

A. Yes. 

Q. When you c o n t r o l l e d 19, you knew t h a t as an 

issue, r i g h t ? 

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

Q. And i f Chi acquired an i n t e r e s t subsequent t o 

t h a t , they knew they were a c q u i r i n g an i n t e r e s t t h a t might 

r e q u i r e them t o d r i l l a d i r e c t i o n a l wellbore? 

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

Q. They weren't b l i n d s i d e d by any change i n the 

r u l e s , were they? 

A. No. 

Q. Let's look a t 12. What's 12? 

A. E x h i b i t 12 i s a summary of pressure data of 

measured bottomhole pressures t h a t I have on the Topaz 

30-1, and the c a l c u l a t e d Z f a c t o r s t h a t make up the graph 

t h a t i s E x h i b i t 13, t h a t i n d i c a t e a reserve — excuse me, a 

gas-in-place number of almost 4 1/2 BCF f o r the Topaz 3 0 
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Number 1. 

Q. Are you s a t i s f i e d , Mr. Adams, t h a t you've got 

good pressure data p o i n t s t o constru c t your P/Z curve? 

A. Yes. 

Q. And when we look a t E x h i b i t 13, we're seeing t h a t 

forecast? 

A. That i s — 

Q. Thirteen? 

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

Q. The P/Z gets you 4.5 BCF of gas? 

A. I n place. 

Q. I n place. 

A. Not recoverable, but i n place. 

Q. Okay. Have you attempted t o c a l c u l a t e t h a t i n 

any other way? 

A. I d i d decline-curve a n a l y s i s , and the d e c l i n e -

curve a n a l y s i s I d i d came up w i t h a 3 1/2 BCF recoverable 

from the w e l l , which would be about 80-percent recovery 

f a c t o r , which i s normal. 

Q. Are you s a t i s f i e d t h a t you've got reasonable 

agreement between your P/Z analysis and your p r o d u c t i o n 

d e c l i n e curves? 

A. Yes, I do, and t h a t ' s why I would conclude t h a t 

the e x i s t i n g w e l l can d r a i n the reserves t h a t ' s represented 

on t h i s P/Z p l o t . 
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Q. Have you taken the a d d i t i o n a l engineering step of 

s a t i s f y i n g y o u r s e l f t h a t these volumes, i n f a c t , w i l l f i t 

w i t h i n the size and the shape of the r e s e r v o i r mapped by 

Mr. Anderson? 

A. By Mr. Anderson? 

Q. Oh, no, by Mr. Tinney. 

A. Yes. 

Q. I t w i l l f i t w i t h i n t h a t net-pay isopach, r i g h t ? 

A. That i s c o r r e c t . E x h i b i t 14 shows the v o l u m e t r i c 

estimates t o come up w i t h 300 acres of drainage area f o r 

the Topaz w e l l , which t i e s p r e t t y w e l l w i t h Mr. Tinney's 

mapping. 

Q. A l l r i g h t . So when you're l o o k i n g a t 14 then, 

you've got the — you've backed through the v o l u m e t r i c 

c a l c u l a t i o n , and you've got a drainage area t h a t ' s going t o 

be 300 acres? 

A. Yes, and I have made some assumptions here. The 

assumptions t h a t I've made on t h i s e x h i b i t are t h a t the 

average p o r o s i t y w i l l be 9 percent, which comes o f f the 

logs of the Topaz 3 0 Number 1. I assumed t h a t a l l of the 

pay i n the w e l l , of the 14 f e e t t h a t I counted on the w e l l , 

would be above water and would be pay and t h a t the water 

s a t u r a t i o n was 2 3.3 percent, which was the average of the 

top f o u r f e e t i n the Topaz w e l l . 

So I assumed t h a t over the e n t i r e 14-foot 

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 

127 

i n t e r v a l , t h a t those would be the average parameters t h a t 

would give you a gas i n place of 4 1/2 BCF which would 

match the P/Z. 

Q. And you used Mr. Tinney's net-pay isopach, 

E x h i b i t 3, t o get you your volumetrics? 

A. A c t u a l l y , t h i s i s assuming wellbore thicknesses, 

and i t was done independently of Mr. Tinney's mapping, and 

i t confirms t h a t h i s mapping i s reasonable. 

Q. A l l r i g h t . When we look t o the D i v i s i o n r u l e s 

t h a t are i n place f o r developing w e l l s and d e d i c a t i n g 

acreage, the r u l e s i n here r e q u i r e 3 2 0-acre spacing — 

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

Q. — w e l l s 1650 from the end and 660 from the side 

boundary? 

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

Q. I n your opinion, those r u l e s look t o be f a i r and 

reasonable and appropriate? 

A. Yes. 

Q. A w e l l t h a t drains 300 acres i n a 320-acre pool 

i s about as good as you can do i n southeastern New Mexico 

i n the Morrow, i s n ' t i t ? 

A. That's not too bad. 

Q. A l l r i g h t . When we t u r n t o E x h i b i t 15, i d e n t i f y 

and describe what you're showing here. 

A. I've gone ahead here and done the economics of a 
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s t r a i g h t hole and done a s i m i l a r - t y p e e v a l u a t i o n t h a t I d i d 

p r e v i o u s l y on the deviated w e l l . And what I t r i e d t o show 

here i s t h a t on the lower-cost w e l l you — i t takes 1.3 BCF 

t o get a 15-percent r a t e of r e t u r n . And where I was headed 

w i t h t h i s was t h a t anything less than 1.3 BCF, i f you 

d r i l l e d a w e l l f o r t h a t , i t would be an economic waste, i t 

would be an uneconomic w e l l . 

Q. A l l r i g h t . Let's b r i n g t h a t w i t h i n the context 

of your i n v e s t i g a t i o n of what i s the remaining recoverable 

gas associated w i t h the pod being produced by the Topaz 

we l l ? 

A. B a s i c a l l y what t h a t ' s saying i s t h a t f o r Chi t o 

d r i l l an economic w e l l t h a t does not create economic waste, 

they would have t o e i t h e r get a unique r e s e r v o i r , or they 

would have t o take a l l the remaining reserves l e f t i n the 

Topaz w e l l . 

Q. And t h a t number i s what? 

A. 1.3 BCF. 

Q. Okay. You r e f e r r e d t o the phrase "economic 

waste". What do you mean by t h a t , Mr. Adams? 

A. I'm saying t h a t you would d r i l l a w e l l w i t h o u t 

g e t t i n g a r e t u r n on your money. 

Q. And t h a t ' s a probable occurrence i n the Chi 

l o c a t i o n i f they connect w i t h the Topaz pod? 

A. I b e l i e v e t h a t t o be t r u e . 
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Q. Does t h a t s u b s t a n t i a l l y increase the r i s k of the 

w e l l a t the unorthodox l o c a t i o n , as opposed t o the c l o s e s t 

standard l o c a t i o n ? 

A. I b e l i e v e so. 

Q. Let's look a t E x h i b i t 16. What are you showing 

here? 

A. E x h i b i t 16 i s — and 17 and 18, are b a s i c a l l y 

p r o d u c t i o n p l o t s from three w e l l s t h a t I t h i n k are 

comparable t o the Topaz 30 Number 1. They are the w e l l s 

t h a t are on the cross-section t h a t Mr. Anderson presented. 

And what I was t r y i n g t o show w i t h these p l o t s i s what may 

p o t e n t i a l l y happen i f Chi's w e l l was granted. 

On E x h i b i t 16 you see the Hamon A Fed Com Number 

1 w e l l , which was producing 2 t o 3 m i l l i o n a day i n 1994, 

and then f o r some strange reason i n the middle of 1994, the 

w e l l went down t o nothing, and i t ' s , you know, gone down t o 

producing maybe 40, 50 MCF a day a f t e r t h a t . 

Q. Let's f i n d t h a t w e l l . I f I look on Mr. Tinney's 

E x h i b i t Number 2 and f i n d Section 7, up t o the n o r t h of 18, 

t h e r e i s a code t h a t shows the Hamon w e l l , r i g h t ? 

A. Yes, t h a t would be the l o c a t i o n i n the southeast 

of 7. 

Q. A l l r i g h t . That w e l l d r i l l e d , completed, 

produces, and by the second or t h i r d month i n 1994, why, i t 

j u s t — i t stops? 
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A. Yes. You can see the w e l l was making 80 b a r r e l s 

of water a day, and on the cross-sections i t was shown t h a t 

the p e r f o r a t i o n s were a t the very top of the s e c t i o n , and 

they were t r y i n g t o avoid water, and t h i s w e l l was — 

something happened t o i t i n 1994 t h a t caused i t t o q u i t 

producing. 

Q. When you look a t the Hamon w e l l , i s i t completed 

i n a manner s i m i l a r t o the Topaz w e l l where t h e r e i s small 

p e r f o r a t i o n s high i n the zone, i n a p o i n t t h a t you have 

lower water satu r a t i o n ? 

A. I t ' s the same, yes. 

Q. A l l r i g h t . Let's t u r n t o E x h i b i t 17 and have you 

show us what, i n your opinion, was the d i r e c t r e s u l t of the 

adverse consequences on the Hamon w e l l . 

A. As you can see i n the middle of 1994, the Sinagua 

18-1 was d r i l l e d , which i s the d i r e c t south o f f s e t . The 

w e l l came i n producing 2 m i l l i o n a day, and we f i n a l l y 

opened i t up t o 5 1/2 m i l l i o n a day. The w e l l i s only 

making two or three b a r r e l s of water a day. I t ' s 

s u b s t a n t i a l l y higher s t r u c t u r a l l y than the Hamon w e l l , and 

i t had a competitive advantage, and i t , I b e l i e v e , a f f e c t e d 

the Hamon w e l l . 

Q. And t h a t was done w i t h w e l l s a t standard 

l o c a t i o n s from the common boundary? 

A. That i s c o r r e c t . The other evidence t h a t I have 
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of t h a t i s E x h i b i t 19, which i s the pressure data on the 

Sinagua 18-1 w e l l , and the o r i g i n a l pressure t h a t we had on 

the w e l l , measured bottomhole pressure, was 3634, which i s 

s u b s t a n t i a l l y less than the 6590 o r i g i n a l bottomhole 

pressure t h a t we had on the Topaz. So the Sinagua 18-1 

w e l l was depleted when i t was o r i g i n a l l y d r i l l e d . 

You can also see t h a t i n t h a t i t took f o u r months 

t o get the w e l l connected, and the w e l l l o s t 200 pounds of 

bottomhole pressure i n the four-month p e r i o d t h a t we were 

w a i t i n g t o get i t connected. 

Q. Apply t h a t i n f o r m a t i o n t o your engineering 

conclusions about what i s the probable adverse consequence 

t o the Topaz w e l l i f the Chi w e l l i s approved a t the 

requested l o c a t i o n . 

A. Okay. Well, I t h i n k one of the t h i n g s t h a t ' s 

i n t e r e s t i n g i s , the Topaz w e l l r i g h t now, or back i n June, 

had a bottomhole pressure of 3843, which i s very s i m i l a r t o 

the o r i g i n a l bottomhole pressure of the Sinagua w e l l . And 

so you b a s i c a l l y have analogy t h a t the Sinagua w e l l a t a 

pressure of 3600 pounds, 3400 pounds, n e g a t i v e l y a f f e c t e d 

the o f f s e t t o the no r t h . 

And our concern here i s t h a t our w e l l , which i s 

i n a s i m i l a r reservoir-pressure c o n d i t i o n , our w e l l i s 

making — i s producing water. E x h i b i t 18 shows t h a t i t ' s 

making 30 b a r r e l s of water a day and t h a t i f another w e l l 
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was brought i n updip, we have the p o t e n t i a l loss of 

prod u c t i o n from our w e l l . That's our concern. 

Q. I s t h a t concern e l i m i n a t e d i f the Examiner does 

what Mr. Gabbard proposed, and t h a t i s no pe n a l t y i f i t ' s 

bottomed 760 from the common l i n e ? I s t h a t going t o f i x 

i t ? 

A. I don't t h i n k t h a t would f i x i t . 

Q. Why? 

A. I t h i n k t h a t i f they get a w e l l t h a t i s i n the 

r e s e r v o i r and they produce i t at i t s capacity, our w e l l 

would be damaged, and we would never be able t o get our 

product i o n back. 

Q. I s i t a s o l u t i o n t o suggest t h a t a pr o d u c t i o n 

p e n a l t y can be applied by the Examiner on the unorthodox 

l o c a t i o n so t h a t he could approve t h i s l o c a t i o n , put a 

penalty t h a t ' s appropriate on i t , and maintain the 

c o r r e l a t i v e - r i g h t s e q u i t y involved? 

A. I bel i e v e t h a t — The one area where I would 

d i f f e r from Mr. Gabbard i s t h a t I bel i e v e t h a t i f they got 

a w e l l i n the center of the channel t h a t had 14 f e e t of pay 

i n i t , t h a t would be about the same thickness as our 

Sinagua 18-1 w e l l , and a t the pressure c o n d i t i o n s of i t , 

t h a t w e l l was able t o make 5 1/2 m i l l i o n a day. 

So I t h i n k t h a t t h e i r l o c a t i o n could make 5 1/2 

m i l l i o n a day, compared t o our m i l l i o n a day t h a t we're 
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able t o make a t — 1.3 m i l l i o n , t h a t we're making out of 

our w e l l r i g h t now. Instead of the m i l l i o n a day t h a t he 

suggested, I t h i n k i t ' s 5 1/2 m i l l i o n a day. 

You would also see t h a t i n t h a t we only have a 

f o o t and a h a l f open i n our w e l l , and i f they had 14 f e e t 

open they would have t e n times the capacity i n t h e i r w e l l 

t o produce. So I would t h i n k i t would be reasonable t o 

t h i n k t h a t they could produce four or f i v e times what we 

can produce i n our wellbore. 

Q. Even a t a penalized allowable where i t would 

produce no more than a m i l l i o n a day, i t would s t i l l be an 

u n f a i r c o m p etitive advantage t o the Santa Fe property? 

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

Q. Do you see any way t o balance the problem and get 

a s o l u t i o n t h a t l e t s them d r i l l t h i s unorthodox l o c a t i o n 

w i t h o u t an adverse consequence t o Santa Fe? 

A. No. 

Q. Summarize your conclusion f o r us, Mr. Adams. 

What would you propose? 

A. You know, t h i s i s r e a l simple. I f we want t o go 

out and d r i l l a w e l l , the goal i s t o make money, and the 

only way t o make money i s t o d r i l l f o r unique reserves, and 

we've heard a l l the witnesses t e s t i f y t o t h a t . 

I f t h i s l o c a t i o n i s d r i l l e d , we have f o u r 

options: We w i l l e i t h e r d r i l l a w i l l t h a t i s i n the Topaz 
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r e s e r v o i r , we w i l l e i t h e r d r i l l — or we w i l l d r i l l a w e l l 

t h a t ' s i n a unique r e s e r v o i r , or we w i l l d r i l l a w e l l 

t h a t ' s a dry hole, or we could p o s s i b l y d r i l l a w e l l t h a t ' s 

i n the Sinagua r e s e r v o i r t o the n o r t h . Those are the f o u r 

p o s s i b i l i t i e s t h a t we have. And the only one t h a t makes us 

money i s t h a t we get unique reserves. 

And f o r t h a t reason, my strong recommendation i s 

t h a t the best l o c a t i o n be d r i l l e d f o r an economic w e l l , and 

t h a t would be a l e g a l l o c a t i o n . 

Q. Do you share Mr. Gabbard's opinio n t h a t c l o s e r i s 

b e t t e r and the best way you handle the r i s k i n v o l v e d i s t o 

get as close t o the Topaz w e l l as you can? 

A. No, closer means drained. 

MR. KELLAHIN: That concludes my examination of 

Mr. Adams. 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 . 

EXAMINER STOGNER: Any objection? 

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

EXAMINER STOGNER: His e x h i b i t s are admitted i n t o 

evidence. What number — 

MR. KELLAHIN: Yes, s i r , they're 5 through 18, 

Mr. — I'm sor r y , 5 through 19. 

EXAMINER STOGNER: Five through 19. 

MR. KELLAHIN: I t h i n k they're 6 through 19, I 

be l i e v e . 

EXAMINER STOGNER: Six through 19. 
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MR. KELLAHIN: Six through 19. 

EXAMINER STOGNER: Mr. Carr, your witness. 

CROSS-EXAMINATION 

BY MR. CARR: 

Q. Mr. Adams, i f we look a t E x h i b i t Number 2, j u s t 

f o r reference, and i f I understand what you're 

recommending, i s t h a t the proposed unorthodox l o c a t i o n , the 

s t r a i g h t h o l e l o c a t i o n i n the southeast of 19, simply needs 

t o be denied. There's no penalty t h a t would be e f f e c t i v e . 

I s t h a t your testimony? 

A. Yes. 

Q. And i f t h a t were t o occur, the r e s u l t of t h a t 

would be t h a t whatever reserves e x i s t i n the — and based 

on t h i s i n t e r p r e t a t i o n , i n the southeast of Section 19 

could never be recovered by the owners i n Section 19? 

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

Q. So t h a t would be -- you would simply leave those 

reserves, and they would u l t i m a t e l y be recovered by the 

Santa Fe w e l l i n the west h a l f of 3 0? 

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

Q. Now, you are concerned about the p o t e n t i a l f o r 

damage t o the w e l l i n 30, i f a w e l l i s p e r m i t t e d , and as 

proposed by Chi; i s t h a t correct? 

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

Q. And i f I understood your testimony, you c i t e d as 

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 

136 

an example what had a c t u a l l y occurred up i n between the 

Hamon A Federal w e l l i n 7 and the Sinagua — 

A. — Sinagua — 

Q. — Sinagua — 

A. — 18 Fed Com Number 1. 

Q. — w e l l i n 17 — I'm so r r y , i n 18. I s t h a t 

r i g h t ? 

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

Q. Now, when t h a t — When d i d t h a t occur? Was t h a t 

1994 or 1995 — 

A. 1994. 

Q. — when t h a t problem occurred? 

A. 1994. 

Q. I n 1998, Louis Dreyfus came t o Santa Fe and 

proposed a d i r e c t i o n a l d r i l l using the e x i s t i n g OXY 

wellbore i n the southwest of 19; i s t h a t c o r r e c t ? 

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

Q. Were you involved a t t h a t time? 

A. Yes, I was. 

Q. And wasn't i t Santa Fe t h a t recommended a c t u a l l y 

d r i l l i n g a s t r a i g h t hole i n i t i a l l y t o t e s t t h i s very same 

formation? 

A. No, what we recommended doing was r e - e n t e r i n g an 

e x i s t i n g w e l l and cleaning i t out t o TD and d r i l l stem 

t e s t i n g the w e l l so t h a t we could see i f i t was t r u l y 
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unique reserves, i f i t was t i e d t o the Topaz w e l l or i f i t 

was t i e d t o the Sinagua w e l l , or i f i t was wet. 

Q. And i s i t your testimony t h a t you never intended 

t o produce lower Morrow i n t h a t well? 

A. No, t h a t ' s not my testimony. I f we would have 

had v i r g i n pressure, we would have gone ahead and attempted 

t o complete the w e l l , because i t would have been separate 

from the w e l l i n Section 30. 

Q. You would never have produced t h a t w e l l i f you 

had not had v i r g i n pressure; i s t h a t your testimony? 

A. My testimony i s t h a t a f t e r t h a t t e s t i n g we would 

decide whether t o complete the w e l l or t o s i d e t r a c k i t . 

Our i n t e n t probably was t h a t the pressure was depleted, t o 

s i d e t r a c k i t and see i f we could get i n t o a unique 

r e s e r v o i r . 

Q. But you were a t t h a t p o i n t t e s t i n g t h i s very 

forma t i o n , and the w e l l was s u b s t a n t i a l l y c l o s e r than the 

l o c a t i o n we're t a l k i n g about? 

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

Q. I f we look at E x h i b i t Number 2, again, and we 

accept the g e o l o g i c a l i n t e r p r e t a t i o n , the pod t h a t we have 

over Section 30 b a s i c a l l y covers i n excess of 32 0 acres, 

does i t not? 

A. I'm s o r r y , what? 

Q. Covers i n excess of 320 acres? 
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A. On the — 

Q. On E x h i b i t Number 2? 

A. The yellow pod does, but you need t o cut i t o f f 

from the gas-water contact. And so above the gas-water 

contact, my estimate i n looking a t h i s mapping i s t h a t 

there's about 3 60 acres t h a t are above the gas-water 

contact. 

Q. Below the gas-water contact, i s t h e r e no gas 

c o n t r i b u t i o n ? 

A. Below the gas-water contact? 

Q. Yes. 

A. I don't believe so. 

Q. And t h a t l i n e was drawn using a 4 0-percent 

s a t u r a t i o n ? 

A. The g e o l o g i s t s picked t h a t based on t h e i r 

c a l c u l a t i o n s of water s a t u r a t i o n . 

Q. And the 60-percent gas below t h a t p o i n t would not 

be produced; i s t h a t your testimony? 

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

Q. You do believe 320-acre spacing i s a p p r o p r i a t e 

f o r the r e s e r v o i r ? 

A. Yes. 

Q. I f we look a t the w e l l , the w e l l — Sinagua? I'm 

having — 

A. Sinagua. 
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Q. Sinagua, i n Section 18 — 

A. Yes. 

Q. — have you c a l c u l a t e d recoverable reserves f o r 

t h a t w ell? 

A. Yes. 

Q. And what d i d you come up with? 

A. 6.7 BCF. 

Q. And have you run volumetrics and have you 

s a t i s f i e d y o u r s e l f t h a t i n f a c t you could f i t the 6.7 BCF 

i n t h a t t r a c t ? 

A. At v i r g i n pressure i t would have f i t under t h a t 

t r a c t . 

Q. And what pressures were you using? What 

bottomhole pressure d i d you use? 

A. Well, the c a l c u l a t i o n s t h a t I d i d were based on 

the o r i g i n a l r e s e r v o i r pressure i n the w e l l , and i t was 

about 550 acres, based on the depleted pressure. 

Q. When Mr. Gabbard t e s t i f i e d , you understood t h a t 

he s a i d t h a t 4.3 BCF was what he considered necessary t o 

make a successful w e l l ; d i d you understand — 

A. No, I d i d n ' t hear him say t h a t . I heard him say 

t h a t t h a t was h i s unrisked reserves on what he thought was 

the — 

Q. A l l r i g h t , t h a t ' s r i g h t . 

A. — p o t e n t i a l f o r t h a t u n i t . 

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 

140 

Q. Right. And you understood t h a t was unrisked? 

A. Yes. 

Q. And t h a t you assign a r i s k t o t h a t ? 

A. Yes. 

Q. Now, when you go out and d r i l l , no matter what 

you do i n terms of c a l c u l a t i n g t h i s , you would agree w i t h 

me t h a t anytime you attempted t o complete a w e l l i n the 

Morrow i n t h i s area, there i s s u b s t a n t i a l r i s k associated 

w i t h t h a t ? 

A. To d r i l l and complete a w e l l , yes. 

Q. And as we move out from t h i s proposed l o c a t i o n 

and go t o the no r t h , you are increasing the r i s k , are you 

not? 

A. I t h i n k there's some questions about whether the 

o r i g i n a l OXY w e l l i s productive. The r e s i s t i v i t y on the 

w e l l was very low and was not completed by OXY o r i g i n a l l y , 

probably because they thought i t was wet, based on l o g 

c a l c u l a t i o n s . So i n one aspect, by g e t t i n g s t r u c t u r a l l y 

updip you are reducing the r i s k of doing a wet w e l l . 

I f we do get a unique pod here i n t h i s east h a l f 

of Section 19, there i s a p o s s i b i l i t y t h a t i t has a 

d i f f e r e n t water contact than the w e l l i n 30 or the w e l l up 

i n 7, because those two w e l l s do have d i f f e r e n t water 

contacts. So i f you are at the bottom of a new pod, i t 

could be wet also. So you want t o get updip t o stay above 
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a water contact, even though I have not i d e n t i f i e d one i n 

the pod on the east h a l f of 19. 

Q. I s i t your testimony t h a t you have a lower r i s k 

associated w i t h moving the w e l l t o a standard l o c a t i o n , 

going 1650 o f f the south l i n e i n Section 19? 

A. Yes. 

Q. Do you believe t h a t t h i s i s a h i g h - r i s k w e l l ? 

A. I n -- ? 

Q. I n 19, i f you would move t o t h a t l o c a t i o n ? 

A. I t h i n k i t would be less r i s k y than the w e l l t h a t 

they're t a l k i n g about d r i l l i n g . 

Q. Santa Fe has an opp o r t u n i t y t o e l e c t t o 

p a r t i c i p a t e i n t h a t w e l l , do they not? 

A. We are eval u a t i n g t h a t . 

Q. And t h a t ' s through some c o n t r a c t u a l arrangements 

w i t h Louis Dreyfus; i s n ' t t h a t r i g h t ? 

A. I t h i n k i t ' s the AMI t h a t was r e f e r r e d on t h a t 

other map — 

Q. Do you — 

A. — I'm not sure. 

Q. Do you also have other arrangements w i t h 

Southwestern and other people whereby you could acquire 

i n t e r e s t — 

A. Yes. 

Q. — i n t h i s property? 
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And have you made any determination on t h a t a t 

t h i s p o i n t ? 

A. No, I have not. 

Q. Have you made any decisi o n as t o whether or not 

you consider t h i s of such high r i s k i f you move t o a 

standard l o c a t i o n t h a t you would not p a r t i c i p a t e ? 

A. B a s i c a l l y , t h i s i s beyond our a u t h o r i t y a t the 

l o c a l l e v e l and we have t o present i t t o our corporate 

management, and we haven't had the o p p o r t u n i t y t o do t h a t 

y e t . 

Q. Were you involved w i t h the e f f o r t t o s i d e t r a c k 

t h a t OXY w e l l and d r i l l d i r e c t i o n a l l y o f f toward the no r t h 

and the west? 

A. Yes. 

Q. And you would agree w i t h me t h a t whenever we 

attempt t o d r i l l i n the Morrow, we are encountering 

s u b s t a n t i a l r i s k ? 

A. I would also note t h a t we kicked t h a t w e l l o f f 

13 00 f e e t t o t r y t o get f a r away from t h a t e x i s t i n g 

w e l l b o r e . So, you know, as f a r as f a r as k i c k i n g i t o f f t o 

get — you know, closer i s b e t t e r -- we thought a b e t t e r 

l o c a t i o n i s 1378 f e e t away. 

Q. From the data t h a t you — 

A. And Louis Dreyfus agreed w i t h t h a t when we d i d 

i t . 
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Q. And the data t h a t you had a v a i l a b l e , i f I look a t 

the mapping we have i n the w e l l i n the western h a l f of 

Section 30, 4 f e e t — 

A. I'm sorr y , west — 

Q. West h a l f of Section 30, the Topaz w e l l — 

A. Okay. 

Q. — your w e l l , what do we have? Four f e e t there? 

A. Yes. 

Q. And then we go nort h up t o the OXY w e l l , we have 

s i x f e e t t h e r e . I s n ' t i t possible t h a t what we've got i s 

the — 

A. I don't have t h a t map, I'm sor r y , I don't — 

geologic e x h i b i t s . 

MR. KELLAHIN: Two? 

MR. CARR: Three. 

MR. KELLAHIN: Oh, you have 2. There's 3. 

THE WITNESS: Okay. 

Q. (By Mr. Carr) I f I look a t the map, the w e l l i n 

3 0 appears t o have 4 f e e t i n i t , based on t h i s mapping, 

co r r e c t ? 

A. Okay. 

Q. And you go t o the OXY l o c a t i o n , you have s i x 

feet? 

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

Q. I s n ' t i t a reasonable i n t e r p r e t a t i o n t h a t instead 
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of having a unique reserve i n Section 19, we j u s t have a 

r e s e r v o i r t h a t ' s improving as i t moves i n t h a t d i r e c t i o n ? 

A. Well, a c t u a l l y i t ' s — the gross sand i s l e s s . 

So I mean, i t ' s — The only reason there's f o u r f e e t i n the 

Topaz 3 0 i s because i t ' s s t r u c t u r a l l y downdip. You go 14 

f e e t updip t o t h a t w e l l and you have 14 f e e t of pay. 

Q. I understand i t ' s your i n t e r p r e t a t i o n t h a t you've 

got a separate, i s o l a t e d pod. But I'm j u s t saying, l o o k i n g 

a t t h i s data, i s n ' t i t possible t h a t we j u s t have a common 

r e s e r v o i r extending o f f i n t o the east h a l f of Section 19? 

A. The same as i n the 3 0? 

Q. Yes. 

A. That's what he's mapped, yes. 

Q. Okay. And based on j u s t the general nature of 

the Morrow, wouldn't you agree w i t h me t h a t you might have 

a unique sand and also a continuous sand i n t h a t area? 

A. What do you mean by "unique" and "continuous"? 

Q. Well, you're t a l k i n g about i n t e r s e c t i n g or 

encountering a unique, separate or new pod t h a t has 

separate reserves i n i t , i n the Morrow, a t a standard 

l o c a t i o n . 

A. Yeah, I'm looking f o r a w e l l t h a t has a v i r g i n 

r e s e r v o i r pressure. 

Q. And i s n ' t i t possible t h a t i f you d r i l l a w e l l up 

th e r e on the Morrow, j u s t because of the nature of the 
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Morrow, you could have t h a t , and also encounter another 

zone t h a t ' s continuous across the area? 

A. I guess t h a t ' s p ossible. 

Q. And the problem we have i s t h a t no matter what we 

do, i f your i n t e r p r e t a t i o n i s c o r r e c t and we d r i l l a t the 

standard l o c a t i o n , as t o the reserves t h a t are a v a i l a b l e t o 

the Topaz w e l l and also present i n the southeast of 19, we 

w i l l never get those reserves i n 19? 

A. Right. 

Q. Okay. 

A. And I ' l l add t h a t my estimate of those reserves 

are about a quarter of a BCF r i g h t now — 

MR. CARR: That's a l l I — 

THE WITNESS: — based on t h i s mapping. 

MR. CARR: Thank you, t h a t ' s a l l . 

EXAMINER STOGNER: Mr. Kellahin? 

MR. KELLAHIN: Nothing f u r t h e r , s i r . 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Okay, l e t ' s f i r s t look a t E x h i b i t Number 3. This 

i s one I've referenced. Now, the west h a l f of 19 i s not 

being produced by anybody; i s t h a t correct? 

A. That w e l l i s produced out of the middle Morrow 

r i g h t now. 

Q. I n the bottomhole l o c a t i o n over t o the — 
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A. — t o the west. 

Q. — f a r west? 

A. Yes. 

Q. Okay. So i f your proposed l o c a t i o n a t a standard 

l o c a t i o n , the east h a l f of 19, i s d r i l l e d and a r e s e r v o i r , 

a unique r e s e r v o i r , i s obtained, would Santa Fe consider 

d r i l l i n g up i n the northwest quarter? 

A. I would t h i n k i f they found a unique w e l l , what 

we would do i s , we would d r i l l a w e l l o f f s e t t i n g the Topaz 

19-1 and d r i l l a d i r e c t i o n a l w e l l up t o the n o r t h i n t h a t 

w e llbore also. 

We can't d r i l l i n the northwest q u a r t e r because 

of t he potash problem. We're stuck around the o l d 

producing w e l l s . 

And so we would b a s i c a l l y — t o p r o t e c t the west 

h a l f , we would have t o o f f s e t the Sinagua 19-1 and k i c k i t 

t o the n o r t h . 

Q. Or perhaps go up there i n 18 and k i c k o f f . But 

anyway, y o u ' l l t r y t o get those reserves i n the northwest 

q u a r t e r , r i g h t ? 

A. Uh-huh. 

Q. Why? 

A. I'm so r r y , what? 

Q. Why would you do that ? 

A. Because they're unique reserves. 
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Q. Well, they wouldn't be unique, because the w e l l 

i n the east h a l f of 19 discovered i t , so they wouldn't be 

unique anymore. 

So why would Santa Fe want t o get the produc t i o n 

i n the northwest quarter now? 

A. I f t h a t w e l l was discovered, then we would have 

the o p p o r t u n i t y t o p r o t e c t our i n t e r e s t i n what was not 

drained underneath our lease, t o go get what's not drained, 

and we would do i t w i t h a l e g a l l o c a t i o n . 

Q. Well, i f you d i d n ' t have a l e g a l l o c a t i o n , you 

would not even consider d r i l l i n g an unorthodox? 

A. Well, we would consider d r i l l i n g a t an 

unorthodox, and t h a t ' s i n e f f e c t what we d i d when we 

re-entered the 19-1. And the reasoning behind t h a t was, i s 

t h a t those were reserves t h a t would not be recovered by the 

Topaz 30-1. 

Q. But you would go a f t e r those reserves i n the 

northwest, you would f e e l compelled to? 

A. Sure. 

Q. Good. Sort of l i k e what Chi i s doing now? 

A. Uh-huh. 

EXAMINER STOGNER: That's a l l the questions I 

have. 

Any other questions of t h i s witness? 

MR. KELLAHIN: Yes, s i r . 
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FURTHER EXAMINATION 

BY MR. KELLAHIN: 

Q. Let's look a t Mr. Stogner's h y p o t h e t i c a l . Let's 

look a t the o p p o r t u n i t y i n 19. Let's assume t h a t Chi does 

get unique reserves. Aren't there some a d d i t i o n a l f a c t o r s 

you have t o consider f o r the west h a l f of 19? For example, 

whether or not there i s enough gas t h a t can be produced i n 

order t o make the w e l l p r o f i t a b l e ? 

A. That's c o r r e c t , i t would need t o be a w e l l t h a t 

would have 4 BCF or something t h a t Mr. Gabbard was t a l k i n g 

about e a r l i e r . Under t h a t scenario you could s p l i t those 

reserves and have an economic w e l l . 

Q. I n order f o r the example i n 19 t o be the 

e q u i v a l e n t of the Topaz example, you would have t o f i n d new 

reserves f o r 19 t h a t could not support the d r i l l i n g of the 

second well? 

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

Q. And so you simply waived your o p p o r t u n i t y because 

i t would be wasteful t o d r i l l the unnecessary w e l l ? 

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

Q. And t h a t ' s the way of l i f e down t h e r e , i s i t not? 

A. Yes, i t i s . 

MR. KELLAHIN: No f u r t h e r question. 

EXAMINER STOGNER: Okay. Anybody else have 

anything f u r t h e r ? 
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MR. CARR: No, s i r . 

EXAMINER STOGNER: You may be excused. 

Does anybody else have anything f u r t h e r i n both 

of these cases? 

MR. KELLAHIN: Yes, s i r , I have a c l o s i n g 

statement. 

EXAMINER STOGNER: Okay, Mr. Kell a h i n ? 

MR. KELLAHIN: Mr. Examiner, l e t ' s — I ' d l i k e t o 

dismiss w i t h you some of the contentions Chi has made t o 

j u s t i f y the l o c a t i o n . 

I t would e s t a b l i s h a h i g h l y unusual s o l u t i o n t o 

suggest t h a t i t ' s okay t o d r i l l an unorthodox l o c a t i o n i f 

you a f f o r d the op p o r t u n i t y of the p a r t i e s being encroached 

upon t o p a r t i c i p a t e i n the offe n d i n g w e l l . You would have 

t o ignore a s u b s t a n t i a l p o r t i o n of the testimony i n t h i s 

case, because the testimony of t h i s case i s such t h a t our 

b e l i e f i s , the second w e l l i s unnecessary. 

And you're faced w i t h a circumstance then, the 

dilemma, t h a t i f Santa Fe, i n order t o p r o t e c t i t s e l f from 

being watered out, has t o spend a d d i t i o n a l money, re c e i v e 

an i n t e r e s t t h a t *s less than the i n t e r e s t they now have i n 

order t o capture reserves t h a t the Chi w e l l w i l l d r a i n from 

the Topaz property, i t ' s r i d i c u l o u s t o suggest t h a t 

o f f e r i n g a percentage, whatever t h a t percentage i s , f i x e s 

the problem. I t doesn't. I t ' s a red h e r r i n g , i t ' s a 
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s i d e t r a c k , i t ' s a dead-end, i t ' s a detour, i t ' s a 

d i s t r a c t i o n from where you ought t o focus your a t t e n t i o n . 

You have processed thousands of l o c a t i o n 

exceptions, Mr. Examiner, I don't doubt t h a t t h e r e are 

thousands of them. Look at what you do. 

When you examine those a p p l i c a t i o n s , 

a d m i n i s t r a t i v e l y or by hearing, the f i r s t t h i n g you're 

l o o k i n g a t i s the a p p l i c a n t ' s geologic case. Occasionally 

you w i l l see them give you an isopach t h a t shows you the 

standard l o c a t i o n i s b e t t e r than the unorthodox l o c a t i o n 

they want, and you k i c k i t back t o them saying, A p p l i c a n t , 

t h i s makes no sense. You want an unorthodox t h a t i s less 

fa v o r a b l e g e o l o g i c a l l y than the standard l o c a t i o n t h a t ' s 

already s u i t a b l e t o you. 

That circumstance e x i s t s here. When we look a t 

the kinds of cases t h a t you do approve, you're l o o k i n g a t a 

circumstance where the unorthodox l o c a t i o n i s the best 

o p p o r t u n i t y i n t h a t spacing u n i t . That's why you j u s t i f y 

i t . I t ' s t h a t i t i s p r e f e r a b l e , i t i s b e t t e r , i t i s 

superior t o anything they can do i n any other standard 

p o s i t i o n . 

That i s not t h e i r own testimony. With the 

exception of Mr. Gabbard who t h i n k s t h a t c l o s e r i s b e t t e r , 

Mr. Anderson t e l l s us h i s best place i s a t a standard 

l o c a t i o n . That's where he wants t o be. 
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We have taken t h e i r case and given you the r e s t 

of the s t o r y . The r e s t of the s t o r y i s t h a t you can 

c a l c u l a t e enough recoverable gas i n the east h a l f of 19 

t h a t can be accessed w i t h a d i r e c t i o n a l w e l l b o r e , and have 

a w e l l t h a t i s hugely p r o f i t a b l e . I t ' s going t o pay out i n 

15 months. These people f i g h t t o have w e l l s t h a t w i l l do 

t h a t . That's a huge home run i f they can do t h a t . I f i t 

pays out i n 30 months, they're happy. Highly p r o f i t a b l e . 

The Applicant has f a i l e d t o demonstrate the 

necessity of what they want you t o do. I t ought t o be 

denied. You e s t a b l i s h a d i f f e r e n t p o s i t i o n f o r Mr. Carr 

and I t o come back t o you then f o r a l l these l o c a t i o n 

exceptions. We can present a case and ignore our own proof 

and say, Here's what we need t o do, Mr. Examiner. I n each 

and every instance, i f there i s an e x i s t i n g w e l l a t a 

standard l o c a t i o n and there i s a s l i v e r of t h a t r e s e r v o i r 

on my spacing u n i t , then shame on you i f you don't l e t us 

have t h a t chance. Well, i f you do t h a t , even w i t h a 

pena l t y , I t h i n k you've run a f o u l of the d e f i n i t i o n of 

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

Now, Mr. Carr wants t o argue, I've got t o have 

t h i s unorthodox l o c a t i o n . I f I don't get i t , then the 

Topaz w e l l gets my remaining gas, and t h a t can't be f a i r . 

Sure i t ' s f a i r , i t happens a l l the time. And 

i t ' s f a i r because i n order t o get t h e i r remaining share of 
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t h a t s l i v e r a t t h i s l a t e date i n the game, they have t o 

d r i l l an unnecessary w e l l . They're also asking you t o 

forc e - p o o l t h i s acreage t o avoid d r i l l i n g unnecessary 

w e l l s . How are they going t o have i t both ways? That w e l l 

i s unnecessary. 

By t h e i r own proof they show you the remaining 

recoverable gas i s only 1.4 BCF of gas. 1.4. They can't 

pay f o r the Chi w e l l . They can't pay f o r the Chi w e l l , and 

i f they get the Chi w e l l t here, they damage the Topaz w e l l . 

I s t h a t what we do here? 

I n the masquerade of p r o t e c t i n g c o r r e l a t i v e 

r i g h t s , you're going t o incur economic waste, a l l o w an 

unnecessary w e l l t o be d r i l l e d , damage an e x i s t i n g w e l l . 

This i s one t h a t you ought t o t e l l them no. No 

pena l t y can solve t h i s problem. The only answer i s the one 

they should have been e x p l o r i n g , and t h a t ' s t o f i l e the 

paperwork a t the BLM, and l e t ' s t e s t the BLM on how much 

potash i s th e r e t o be wasted on a v e r t i c a l wellbore? Let's 

go through t h a t exercise. Let's f i n d out i f t h a t potash i s 

worth more than 4.5 BCF of recoverable gas i n the east h a l f 

of 19. Let's t e s t t h a t process. There i s a process 

a v a i l a b l e . Let them f i l e t h a t a p p l i c a t i o n . Let's make the 

potash people come i n here and j u s t i f y t h a t . That's where 

they need t o go f i r s t . They don't need t o come i n here and 

damage the Santa Fe w e l l . 
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We ask t h a t you deny t h i s A p p l i c a t i o n , because 

t h a t ' s the r i g h t t h i n g t o do. 

EXAMINER STOGNER: Mr. Carr? 

MR. CARR: May i t please the Examiner, i n the 

midst of a l l the frenzy t h a t Mr. K e l l a h i n i s t r y i n g t o 

create, I t h i n k i t ' s important t o take a look a t what's 

happened i n t h i s area f o r some per i o d of time. 

We have a number of operators t h a t c o o p e r a t i v e l y 

have attempted t o develop the Morrow reserves. Now Chi 

comes before you, and they're proposing a w e l l i n the east 

h a l f of Section 19. They're r e a l l y attempting t o do j u s t 

what's been done before by other operators i n the f i e l d , 

they want t o economically t e s t the Morrow, j u s t as Santa 

Fe, Louis Dreyfus and others t r i e d t o economically look a t 

the Morrow i n the southwest quarter of Section 19. 

With a l o c a t i o n t h a t i s as close t o the southern 

boundary, or a t l e a s t using as the basis f o r any penalty 

c a l c u l a t i o n s a f i g u r e which i s the l o c a t i o n which was used 

by Santa Fe, Louis Dreyfus and others i n the southwest of 

the s e c t i o n , we do p r e f e r a standard l o c a t i o n . But we are 

i n the potash area. 

Mr. K e l l a h i n has always great ideas f o r everyone 

els e . Our economics are always b e t t e r , according t o him, 

than we view them. We always have an o p p o r t u n i t y t o j u s t 

s t r a i g h t e n t h i n g s out a t the BLM or i n the f e d e r a l c o u r t or 
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i n the s t a t e Supreme Court. 

But the f a c t of the matter i s t h a t we have potash 

problems, we have an unorthodox surface l o c a t i o n , we have 

t o d i r e c t i o n a l l y d r i l l , which w i l l increase our costs, t o a 

h i g h - r i s k formation, and i t may jeopardize the w e l l . 

And so what we've come here before you requesting 

i s approval of an unorthodox l o c a t i o n f o r a s t r a i g h t hole 

w i t h a reasonable penalty, or a u t h o r i t y t o d r i l l t o an 

unorthodox bottomhole l o c a t i o n , moving f a t h e r away from the 

Santa Fe w e l l i n Section 30. 

We're seeking a penalty, Mr. Stogner, based on 

the 660-foot setback. That i s not c o n s i s t e n t w i t h the 

r u l e . I t would be i f we o r i e n t e d the spacing u n i t i n a 

d i f f e r e n t way and i f we l e t surface determinations c o n t r o l 

over what happened i n the r e s e r v o i r . But u n t i l the r u l e s 

can be changed those are the r u l e s , and we know t h a t . 

And we e x p l a i n t h a t we d i d t h a t because we were 

t r y i n g t o j u s t continue t o do what others have done, and so 

we're asking you t o use t h a t as the basis f o r the 

i m p o s i t i o n of a penalty. We believe i t ' s f a i r , and we 

b e l i e v e i t ' s i n l i n e w i t h what has been done i n the area 

before. 

But the r e a l reason we're asking f o r t h i s i s , we 

b e l i e v e , based on our economics, t h a t i f the w e l l i s 

penalized as we recommended, then i n f a c t the w e l l w i l l be 
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d r i l l e d and a l l owners i n the acreage, then, w i l l be able 

t o p a r t i c i p a t e i n the production from the acreage. And a l l 

those owners w i l l almost c e r t a i n l y include Santa Fe. 

I t ' s very simple. We'd l i k e t o be 48 0 f e e t from 

the south l i n e w i t h a 27-percent penalty, or 760 f e e t w i t h 

none, and t h a t ' s what we're asking f o r . We b e l i e v e i f 

t h a t ' s approved, the acreage w i l l be developed, and we w i l l 

have an o p p o r t u n i t y t o produce what's under our t r a c t . 

And yet when you l i s t e n t o the proposal advanced 

by Santa Fe, the net e f f e c t i s t o move us out of a p o r t i o n 

of the r e s e r v o i r and move us away from acreage t h a t i s 

pro d u c t i v e , t h a t we w i l l have a r i g h t t o operate and put 

our w e l l i n the p o s i t i o n t h a t i f t h e i r i n t e r p r e t a t i o n i s 

c o r r e c t , we won't be able t o access those reserves. 

Mr. K e l l a h i n t a l k s about the f a c t t h a t I w i l l 

want t o t a l k about c o r r e l a t i v e r i g h t s . Well, I do. And he 

always suggests I'm going t o misspeak, but he needs t o 

remember what the d e f i n i t i o n i s . The d e f i n i t i o n i s an 

op p o r t u n i t y t o produce what i s recoverable under your 

acreage. And they want t o move us t o a p o i n t where we 

cannot produce reserves t h a t are recoverable. 

We request t h a t the A p p l i c a t i o n s be granted, t h a t 

the p e n a l t i e s we request be imposed. And by doing so, we 

be l i e v e you w i l l p r o t e c t c o r r e l a t i v e r i g h t s , you w i l l 

prevent waste, and the r e s e r v o i r w i l l be developed. 
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EXAMINER STOGNER: Thank you, Mr. Carr. 

Anything else? 

Then i n t h a t case, Cases 12,157 and 12,158 w i l l 

be taken under advisement a t t h i s time. 

And the hearing i s adjourned. 

(Thereupon, these proceedings were concluded a t 

4:15 p.m.) 

* * * 

, * h «re*y c e r w that the forego-.ng 

. t o m p ! ^ record of the P ^ ' f 
c -.n.r hearlna of Case No. 2 U £ & H>e Exominer hearing^ -
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