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

10:31 a.m.: 

EXAMINER CATANACH: At t h i s time w e ' l l c a l l Case 

12,2 07, which i s the A p p l i c a t i o n of St. Mary Land and 

Ex p l o r a t i o n Company f o r s t a t u t o r y u n i t i z a t i o n , Eddy and Lea 

Counties, New Mexico. 

C a l l f o r appearances i n t h i s case. 

MR. BRUCE: Mr. Examiner, Jim Bruce from Santa 

Fe, r e p r e s e n t i n g the Applicant. I have f o u r witnesses, and 

I would ask t h a t t h i s case be consolidated w i t h 12,208, 

which i s the w a t e r f l o o d p o r t i o n of the case. 

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. We represent I n t o i l , I n c . , i n t h i s 

matter, and I have one witness. 

I would also concur i n the request t o co n s o l i d a t e 

the cases f o r purpose of hearing. 

EXAMINER CATANACH: At t h i s time I ' l l c a l l Case 

12,2 08, which i s the A p p l i c a t i o n of St. Mary Land and 

Ex p l o r a t i o n Company f o r approval of a w a t e r f l o o d p r o j e c t 

and t o q u a l i f y the p r o j e c t f o r the recovered o i l t a x r a t e 

pursuant t o the Enhanced O i l Recovery Act, Eddy and Lea 

Counties, New Mexico. 

Any a d d i t i o n a l appearances i n e i t h e r of these 

cases? 

STEVEN T. BRENNER, CCR 
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W i l l the f i v e witnesses please stand t o be sworn 

i n a t t h i s time? 

(Thereupon, the witnesses were sworn.) 

MR. CARR: Mr. Catanach, I have a b r i e f opening 

statement. I don't know i f Mr. Bruce wants t o make an 

opening or not. 

MR. BRUCE: I would l e t Mr. Carr go ahead, and i f 

I have any comments I ' l l s t a t e them. 

EXAMINER CATANACH: Mr. Carr? 

MR. CARR: May i t please the Examiner, we 

represent I n t o i l , I n c., and I t h i n k i t ' s important t o note 

a t the outset t h a t I n t o i l does not oppose the for m a t i o n of 

the East Shugart (Delaware) u n i t nor the implementation of 

a w a t e r f l o o d p r o j e c t t h e r e i n . 

Our concern i s w i t h the p a r t i c i p a t i o n formula i n 

the u n i t agreement. What i s proposed, we b e l i e v e , and we 

be l i e v e we can show, i s not f a i r , reasonable or e q u i t a b l e 

t o the i n t e r e s t s of I n t o i l . 

The evidence w i l l show t h a t we've expressed our 

concern, and St. Mary's has, i n response, assured us t h a t 

they have s u f f i c i e n t working i n t e r e s t and r o y a l t y i n t e r e s t 

t o o b t a i n r a t i f i c a t i o n of the orders t h a t r e s u l t from t h i s 

hearing, thereby p u t t i n g them i n t o e f f e c t . 

That i s the very reason we come t o you. That i s 

why the OCD i s involved. Because before an order can be 

STEVEN T. BRENNER, CCR 
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entered, before r a t i f i c a t i o n can occur, we come t o you and 

you are t o determine whether or not what i s proposed by a 

m a j o r i t y of the i n t e r e s t owners i s f a i r t o a l l i n t e r e s t 

owners. You stand t o p r o t e c t the m i n o r i t y i n t e r e s t owner 

from having a u n i t plan forced upon them t h a t d i l u t e s t h e i r 

i n t e r e s t . 

We w i l l show t h a t the parameters t h a t are being 

used i n the a l l o c a t i o n formula work t o the b e n e f i t of St. 

Mary's and others a t the expense of I n t o i l , t h a t they 

v i o l a t e the c o r r e l a t i v e r i g h t s , f o r they deny us our f a i r 

share of the b e n e f i t s of the u n i t e f f o r t . 

To take the I n t o i l i n t e r e s t and f o r c e i t i n t o the 

u n i t , as you know, req u i r e s an exercise of the p o l i c e power 

of the State. And as a p r e c o n d i t i o n t o the exercise of 

t h a t power, you must f i n d t h a t the formula i s f a i r , 

reasonable and t h a t i t i s e q u i t a b l e . 

We w i l l present evidence t o show i t does not meet 

t h i s t e s t . We w i l l ask you t o f i n d t h a t i t does not. And 

then based on the evidence presented, we w i l l ask you as 

you are r e q u i r e d t o do by s t a t u t e , t o determine the 

r e l a t i v e value of each t r a c t i n the u n i t and then develop 

and approve an a l l o c a t i o n formula which w i l l , i n f a c t , 

p r o t e c t the c o r r e l a t i v e r i g h t s of a l l i n t e r e s t owners i n 

the proposed u n i t area. 

EXAMINER CATANACH: Mr. Bruce, any response? 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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MR. BRUCE: Mr. Examiner, the East Shugart 

(Delaware) Pool i s an e x c e l l e n t candidate f o r 

w a t e r f l o o d i n g , and St. Mary has worked f o r over a year t o 

u n i t i z e the pool. I t brings before you a u n i t i z a t i o n 

proposal which i s f a i r and eq u i t a b l e t o a l l i n t e r e s t owners 

i n v o l v e d and which w i l l r e s u l t i n the recovery of 

s u b s t a n t i a l amounts of o i l . 

I n p a r t i c u l a r , St. Mary has met w i t h I n t o i l and 

has worked t o address i t s concerns. The r e s u l t of those 

meetings was an increase i n St. Mary's [ s i c ] p a r t i c i p a t i o n 

formula, and we be l i e v e we w i l l show the reasons why the 

formula used by St. Mary i s f a i r and reasonable and t h a t — 

MS. ELLISON: I n I n t o i l ' s , increase i n I n t o i l ' s . 

MR. BRUCE: But we have worked, and we w i l l show 

t h a t i t i s f a i r and eq u i t a b l e t o a l l i n v o l v e d . 

And w i t h t h a t , I ' d j u s t begin p r e s e n t a t i o n of my 

case. 

EXAMINER CATANACH: Okay, proceed. 

BARBARA LYNNE ELLISON, 

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

her 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. BRUCE: 

Q. Would you please s t a t e your name and c i t y of 

residence? 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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A. My name i s Barbara Lynne E l l i s o n . I l i v e i n 

Lakewood, Colorado. 

Q. What i s your occupation, and who i s your 

employer? 

A. I'm a landman f o r St. Mary Land and E x p l o r a t i o n 

Company. 

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

D i v i s i o n ? 

A. No, s i r . 

Q. Would you o u t l i n e your educational and employment 

f o r the Examiner? 

A. I have a master's degree from the U n i v e r s i t y of 

I l l i n o i s . I p r e v i o u s l y taught high school English. During 

the past 19 years I've worked i n the o i l and gas i n d u s t r y . 

I worked f o r Anderman Smith Operating Company f o r t e n 

years, and f o r the l a s t years I've worked f o r St. Mary Land 

and E x p l o r a t i o n Company. 

Q. Does your area of r e s p o n s i b i l i t y a t St. Mary 

in c l u d e southeast New Mexico? 

A. Yes, i t does. 

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

i n v o l v e d i n these Applications? 

A. Yes, s i r . 

MR. BRUCE: Mr. Examiner, I ' d tender Ms. E l l i s o n 

as an expert petroleum landman. 

STEVEN T. BRENNER, CCR 
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EXAMINER CATANACH: Any obje c t i o n ? 

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

EXAMINER CATANACH: Ms. E l l i s o n i s so q u a l i f i e d . 

Q. (By Mr. Bruce) Ms. E l l i s o n , would you summarize 

what St. Mary seeks i n these two cases? 

A. I n Case 12,2 07, St. Mary seeks t o s t a t u t o r i l y 

u n i t i z e a l l of the i n t e r e s t s i n the Brushy Canyon f o r m a t i o n 

u n d e r l y i n g the lands described i n E x h i b i t 1, which i s 

behind me. The u n i t area covers 604.12 acres of f e d e r a l 

land. 

Case 12,2 08, St. Mary seeks approval of a 

secondary recovery w a t e r f l o o d p r o j e c t f o r t h i s u n i t and 

c e r t i f i c a t i o n of the p r o j e c t f o r the enhanced o i l recovery 

t a x r a t e . 

Q. What i s the proposed i n j e c t i o n i n t e r v a l ? 

A. The i n j e c t i o n i n t e r v a l i s the Brushy Canyon 

member of the Delaware Mountain Group. The u n i t i z e d 

i n t e r v a l i s the top of the Brushy Canyon a t 5007 f e e t 

subsurface t o 5600 f e e t subsurface, as found i n the 

Geronimo Federal Well Number 3. That w e l l i s lo c a t e d 890 

f e e t from the n o r t h l i n e — t h i s i s t h a t w e l l — and 990 

f e e t from the east l i n e i n Section 24, Township 18 South, 

Range 31 East. 

The u n i t i z e d formation w i l l i n c lude a l l 

subsurface p o i n t s throughout the area c o r r e l a t i v e t o these 

STEVEN T. BRENNER, CCR 
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depths. 

Q. Would you i d e n t i f y E x h i b i t 1 f o r the Examiner and 

f u r t h e r describe i t s contents? 

A. Sure. E x h i b i t 1 o u t l i n e s the u n i t area and the 

v a r i o u s t r a c t s w i t h i n the u n i t area. There are s i x t r a c t s 

i n the u n i t area. 

The map also shows the f e d e r a l lease number and 

the amount of acreage t h a t i s a t t r i b u t a b l e t o each t r a c t . 

There are 16 w e l l s i n the u n i t area. Fourteen of 

them are operated by St. Mary, two of them are operated by 

Heyco, Harvey E. Yates Company. 

The e x h i b i t also shows the w e l l t h a t we i n t e n d t o 

convert from a producer t o an i n j e c t o r . 

Q. And the other green dots are the producing wells? 

A. Right, and the numbers above the w e l l s i n d i c a t e 

the number t h a t w i l l be assigned t o t h a t w e l l a f t e r the 

u n i t i z a t i o n . The red t r i a n g l e s are the other i n j e c t i o n 

w e l l s t h a t we plan t o d r i l l l a t e r on. 

Q. Very b r i e f l y , what i s E x h i b i t 2? 

A. E x h i b i t 2 i s simply a smaller v e r s i o n of E x h i b i t 

1. I t shows a l l of the other w e l l s w i t h i n the u n i t area 

w i t h black dots, and w e l l s out — a l l of those w e l l s and 

the w e l l s surrounding the u n i t area are t o other formations 

besides the Brushy. 

Q. Okay, so i t includes a l l w e l l s w i t h i n t h a t h a l f -

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 

14 

m i l e area of review? 

A. Exactly. 

Q. Would you move on t o your E x h i b i t 3 and i d e n t i f y 

t h a t f o r the Examiner? 

A. Sure. E x h i b i t 3 i s the proposed u n i t agreement. 

I t ' s i n a standard form, and i t ' s s i m i l a r t o agreements 

approved p r e v i o u s l y by the D i v i s i o n . 

The u n i t agreement describes the u n i t area and 

the u n i t f ormation. The u n i t i z e d substances w i l l i n c l u d e 

a l l o i l and gas produced from the u n i t i z e d f o r m a t i o n , and 

the agreement designates St. Mary Land and E x p l o r a t i o n 

Company as the operator. 

Q. What i s E x h i b i t 4? 

A. E x h i b i t 4 i s the u n i t o p e r a t i n g agreement t h a t 

sets out the a u t h o r i t i e s and d u t i e s of the u n i t operator, 

as w e l l as ap p o r t i o n i n g the expenses, the u n i t expenses, 

among the working i n t e r e s t owners. 

Q. Does the u n i t agreement co n t a i n a p r o v i s i o n f o r 

c a r r y i n g i n t e r e s t owners? 

A. Yes, t h a t i s Section 14 of the u n i t agreement. 

Q. And does the u n i t operating agreement c o n t a i n a 

p r o v i s i o n f o r a penalty against nonconsenting working 

i n t e r e s t owners? 

A. Yes, s i r , Section 11 of the u n i t o p e r a t i n g 

agreement provides a 2 00-percent nonconsent p e n a l t y . 

STEVEN T. BRENNER, CCR 
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Q. From a landman's standpoint, i s t h i s a f a i r 

penalty? 

A. Yes, s i r . 

Q. And why i s that? 

A. Other operating agreements i n t h i s area c a r r y 

p e n a l t i e s of 3 00 t o 3 50 percent, g e n e r a l l y . That's i n 

a d d i t i o n — That includes the 100-percent recovery of the 

i n i t i a l c ost, plus 200-percent nonconsent p e n a l t y . 

Q. So i n s h o r t , most other o p e r a t i n g agreements 

provide f o r equal or higher p e n a l t i e s ? 

A. Yes, s i r . 

Q. Let's discuss the ownership of t r a c t s i n the u n i t 

area. Would you please describe the t r a c t ownership and 

how you determine the names of the working i n t e r e s t and 

r o y a l t y owners i n the u n i t ? 

A. Yes, s i r . The u n i t t r a c t s are formed according 

t o common leasehold or working i n t e r e s t ownership. 

E x h i b i t 5 i s a copy of the E x h i b i t D t o the u n i t 

agreement, which i s a t r a c t - b y - t r a c t l i s t i n g of a l l of the 

i n t e r e s t owners. The names of these p a r t i e s and t h e i r 

i n t e r e s t s were obtained from c u r r e n t d i v i s i o n of i n t e r e s t s 

f o r these w e l l s or from t i t l e opinions on the t r a c t s t h a t 

St. Mary operates. R e l a t i v e t o the two Heyco t r a c t s , Heyco 

provided t h a t i n f o r m a t i o n based on t h e i r own f i l e s . 

Q. Now, when we f i l e d the A p p l i c a t i o n , we attached 
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the u n i t agreement t o the A p p l i c a t i o n . Since t h a t 

A p p l i c a t i o n was f i l e d , have there been any changes t o t h i s 

u n i t on E x h i b i t D? 

A. There have been several changes. St. Mary 

acquired the i n t e r e s t s of several small working i n t e r e s t 

owners. I n a d d i t i o n , there were a few other i n t e r e s t s t h a t 

changed hands, mostly from one f a m i l y member t o another. 

Q. So t h i s i s the most c u r r e n t l i s t i n g ? 

A. Yes, i t i s . 

Q. How many i n t e r e s t owners are the r e i n the 

proposed u n i t ? 

A. There are 46 working i n t e r e s t owners and 103 

r o y a l t y and o v e r r i d i n g r o y a l t y i n t e r e s t owners. That 

includes 22 r o y a l t y i n t e r e s t owners — o v e r r i d e owners, 

a c t u a l l y , t h a t we have termed " c a r r i e d working i n t e r e s t 

owners", and the only reason we use t h a t terminology i s 

because t h a t ' s what they were c a l l e d under the i n i t i a l 

farmout agreements. 

Q. Now, l e t ' s speak f i r s t of the working i n t e r e s t 

owners. Who are they, and who do you seek t o u n i t i z e ? 

A. I f y o u ' l l look a t E x h i b i t 6, i t l i s t s a l l of the 

working i n t e r e s t owners w i t h t h e i r 100-percent working 

i n t e r e s t by t r a c t . The p a r t i e s t h a t are i n yell o w are 

those p a r t i e s who have not r a t i f i e d the u n i t agreement or 

the u n i t o p erating agreement, and i t i s these p a r t i e s t h a t 
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we wish t o u n i t i z e . 

Q. What i s the t o t a l percentage of working i n t e r e s t 

owners who have v o l u n t a r i l y r a t i f i e d the u n i t ? 

A. We have over 89 percent t h a t have approved the 

u n i t . The exact percentage i s 89.098551 percent. 

Q. And of course, i f any of these p a r t i e s r a t i f y 

l a t e r , you w i l l consider them consenting p a r t i e s ? 

A. Yes, s i r . As a matter of f a c t , we have advised 

a l l of the working i n t e r e s t s t h a t we w i l l get back t o them 

a f t e r we have approval, assuming we get approval f o r t h i s 

u n i t , and o f f e r them another chance t o r a t i f y the u n i t so 

t h a t they w i l l not neces s a r i l y be subject t o the 200-

percent nonconsent penalty unless t h a t i s t h e i r wish. 

Q. Now, l e t ' s move on t o the r o y a l t y owners. Would 

you i d e n t i f y your E x h i b i t s 7A and 7B, which i s one e x h i b i t 

s t a p l e d together, and discuss r o y a l t y owner v o l u n t a r y 

p a r t i c i p a t i o n ? 

A. Yes. E x h i b i t 7A i s a l i s t i n g of a l l the r o y a l t y 

i n t e r e s t owners f o r o i l production, and E x h i b i t 7B l i s t s 

the r o y a l t y owners f o r gas production. 

Q. And why i s there the d i f f e r e n c e between o i l and 

gas? 

A. I n t h i s u n i t , gas production i s a t 12.5-percent 

r o y a l t y i n t e r e s t f o r the f e d e r a l government. However as t o 

o i l p r o d u c t i o n , they have acquired the reduced r o y a l t y r a t e 
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that is available through federal regulations for stripper 

w e l l s on a number of these w e l l s , so t h a t the mi n e r a l 

i n t e r e s t — the r o y a l t y i n t e r e s t s f o r the mineral 

management services i s 11.6 i n t h i s u n i t . So we j u s t 

wanted t o show t h a t d i f f e r e n c e . 

Other than the Minerals Management Service, a l l 

of t he other r o y a l t y owners are the same. 

Q. And which r o y a l t y owners do you week t o u n i t i z e ? 

A. Again, the p a r t i e s t h a t have not signed the 

r a t i f i c a t i o n f o r the u n i t agreement are i n yellow. 

Q. And I don't know i f you mentioned i t , but what 

percentage of r o y a l t y p a r t i c i p a t i o n do you have a t t h i s 

time, i n c l u d i n g the Bureau of Land Management? 

A. I t ' s approximately 93 percent, 92.946 under the 

7A e x h i b i t , and under 7B i t ' s 93.217. 

Q. Does E x h i b i t 8 contain copies of a l l 

r a t i f i c a t i o n s from working and r o y a l t y i n t e r e s t owners you 

have received t o date? 

A. Yes, s i r . 

Q. And has the Bureau of Land Management 

p r e l i m i n a r i l y approved u n i t i z a t i o n ? 

A. Yes. A copy of the BLM's l e t t e r of de s i g n a t i o n 

f o r t h i s u n i t i s E x h i b i t 9. 

Q. Now, l e t ' s discuss the e f f o r t s t o o b t a i n 

v o l u n t a r y u n i t i z a t i o n among the i n t e r e s t owners i n the 
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proposed u n i t . Would you i d e n t i f y E x h i b i t 10 f o r the 

Examiner? 

A. Yes, E x h i b i t 10 contains copies of correspondence 

and notes r e l a t i v e t o telephone conversations t h a t we had 

w i t h v a r ious working i n t e r e s t and r o y a l t y i n t e r e s t owners 

d u r i n g the course of u n i t i z a t i o n , p r i o r t o t h i s hearing. 

The f i r s t s i x pages of the e x h i b i t i s a summary 

of what f o l l o w s , so t h a t you can k i n d of glance through 

t h a t and decide which of the correspondence you want t o 

look a t and i d e n t i f y i t t h a t way. 

Q. And then the remainder i s j u s t copies of the 

correspondence and your handwritten notes? 

A. Yes, s i r . 

Q. Rather than going through the correspondence 

document by document, would you o u t l i n e St. Mary's contacts 

w i t h the i n t e r e s t owners? 

A. St. Mary f i r s t began considering u n i t i z a t i o n i n 

the s p r i n g of 1998. We had i n f o r m a l discussions w i t h a 

number of the i n d i v i d u a l working i n t e r e s t owners a t about 

t h a t time, j u s t t o get a sense of whether or not they 

supported u n i t i z a t i o n . 

I n J u l y of 1998, we had our f i r s t l e t t e r t o a l l 

of the working i n t e r e s t owners, which simply advised them 

t h a t we were going t o t r y t o u n i t i z e t h i s area, gave them a 

map of the u n i t area, which the u n i t area has no change. 
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I n October of 1998, we sent another l e t t e r t o a l l 

of the working i n t e r e s t owners proposing the u n i t again, 

g i v i n g them t h e i r i n d i v i d u a l working i n t e r e s t s — I t h i n k 

i t was net revenue i n t e r e s t s , a c t u a l l y , t h a t we gave them 

i n t h a t l e t t e r — the planned expenditures i n the u n i t , and 

we p o l l e d them f o r t h e i r support a t t h a t time. 

Then on March 1st of t h i s year, we f o r m a l l y 

proposed the u n i t t o a l l of the r o y a l t y and o v e r r i d i n g 

r o y a l t y i n t e r e s t owners. That l e t t e r contained a copy of 

the u n i t agreement and also r a t i f i c a t i o n forms f o r them t o 

si g n and i n v i t e d them t o j o i n the u n i t . 

On the 5th of March of t h i s year, we sent out 

another l e t t e r t o a l l of the working i n t e r e s t owners 

proposing -- f o r m a l l y proposing the u n i t , and t h a t l e t t e r 

i n c l u d e d both the u n i t agreement and the u n i t o p e r a t i n g 

agreement, and again r a t i f i c a t i o n f o r t h e i r j o i n d e r i n the 

u n i t . 

On A p r i l 12th, we sent a l e t t e r t o a l l of the 

working i n t e r e s t owners again. That l e t t e r i ncluded some 

r e v i s i o n s t o the u n i t o p erating agreement, which had been 

suggested by a couple of the working i n t e r e s t owners. We 

sent those changes t o a l l of the working i n t e r e s t owners 

and informed them what the change was i n our l e t t e r and 

asked them, i f they had any problems or questions w i t h our 

changes, t o l e t us know r i g h t away. 
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A l l d u r i n g t h i s p e r i o d , from the s p r i n g of 1998 

u n t i l the c u r r e n t date, we've had a number of contacts w i t h 

the working i n t e r e s t owners, both personal contacts and 

correspondence t o and from them, and also a number of phone 

c a l l s from various i n t e r e s t owners, r o y a l t y and working 

i n t e r e s t owners. We attempted t o respond as thoroughly as 

we could t o each one of those. 

Q. Did I n t o i l also have personal meetings — excuse 

me, St. Mary also have personal meetings w i t h I n t o i l on 

some of the other l a r g e r working i n t e r e s t owners i n the 

u n i t ? 

A. Yes, s i r , we d i d . 

Q. Okay. Now, you mentioned some changes were made 

t o some of the documents. Who requested those changes? 

A. Five States Energy Corporation and Heyco 

requested a few changes i n the operating agreement, and we 

were able t o make most of those changes, and those changes 

were submitted t o the working i n t e r e s t owners. 

Q. Now, th e r e were also meetings w i t h I n t o i l , were 

t h e r e not? 

A. Yes, separate meetings w i t h I n t o i l i n d i v i d u a l l y . 

Q. And perhaps our next witness, Mr. Bachman, could 

d e t a i l those? 

A. Yes, i t was Mr. Bachman who met w i t h I n t o i l . 

Q. But b r i e f l y , the l a s t meeting w i t h I n t o i l 
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r e s u l t e d i n an increase i n I n t o i l ' s i n t e r e s t , d i d i t not? 

A. Yes, s i r . 

Q. I t h i n k I misspoke e a r l i e r . 

Now, are any of the i n t e r e s t owners i n the u n i t 

unlocatable? 

A. We were able t o lo c a t e W i l l i a m Nickey and W i l l i a m 

J. Casey. Those were the only two t h a t we were unable t o 

l o c a t e . 

Q. What e f f o r t s d i d St. Mary make t o l o c a t e these 

i n t e r e s t owners? 

A. When the l e t t e r s proposing the u n i t were 

i n i t i a l l y sent out i n March, we sent those by c e r t i f i e d 

m a i l , r e t u r n r e c e i p t requested, so t h a t we could t r a c k who 

we d i d not f i n d w i t h the address t h a t we had. There were a 

number of those p a r t i e s . We t r i e d t o check t h e i r addresses 

through the I n t e r n e t . 

We also contacted — We used the o r i g i n a l 

assignments i n t o them, contacted the p a r t y t h a t had 

assigned i n t o them, and also other people on those 

assignments, t r y i n g t o get c u r r e n t i n f o r m a t i o n on those 

p a r t i c u l a r owners. I n most cases, i t worked. With these 

p a r t i c u l a r two p a r t i e s , i t d i d not work. We were unable t o 

lo c a t e them. 

Q. I n your op i n i o n , has St. Mary made a good f a i t h 

e f f o r t t o secure v o l u n t a r y u n i t i z a t i o n ? 
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A. Yes, s i r . 

Q. Has w r i t t e n n o t i c e of the u n i t i z a t i o n hearing 

been given t o a l l of the i n t e r e s t owners i n the u n i t ? 

A. Yes. 

Q. And does E x h i b i t 11 conta i n your n o t i c e 

m a t e r i a l s ? 

A. Yes, s i r , i t ' s an a f f i d a v i t of n o t i c e regarding 

the hearing, and i t attaches t o i t a copy of the l e t t e r 

t h a t went out t o everyone, as w e l l as the c e r t i f i e d m a i l 

r e t u r n r e c e i p t s . 

Q. Now, w i t h respect t o the unlocatable i n t e r e s t 

owners, d i d you p u b l i s h n o t i c e i n the newspapers? 

A. Yes, we d i d . We published t h a t n o t i c e i n both 

the Carlsbad and the Hobbs newspapers. 

The a f f i d a v i t s of p u b l i c a t i o n are marked as 

E x h i b i t s 12 and 13. 

Q. And those notices s p e c i f i c a l l y named Mr. Casey 

and Mr. Nickey, I believe? 

A. Yes, they d i d . 

Q. Now, one of them also names a Mr. Folkner? 

A. Yes, we d i d loc a t e Mr. Folkner. These were 

published on June 1st and June 2nd, and Mr. Folkner d i d 

respond, a f t e r q u i t e a w h i l e , t o h i s c e r t i f i e d m a i l . So we 

d i d reach Mr. Folkner. 

Q. Okay. Now, regarding the w a t e r f l o o d p r o j e c t , was 
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n o t i c e of t h a t case given t o a l l proper p a r t i e s as r e q u i r e d 

by the Form C-108? 

A. Yes, s i r , E x h i b i t 14 i s my a f f i d a v i t concerning 

the n o t i c e l e t t e r t h a t was sent t o the surface owners and 

t o the o f f s e t operators. 

I t also contains copies of the c e r t i f i e d m a i l 

r e t u r n r e c e i p t s . 

Q. And f i n a l l y , what i s E x h i b i t 15, Ms. E l l i s o n ? 

A. P r i o r t o t h i s hearing we requested l e t t e r s of 

support from a few of the working i n t e r e s t owners, and 

E x h i b i t 15 i s copies of those l e t t e r s . 

Q. I n your opinion w i l l the g r a n t i n g of these 

A p p l i c a t i o n s be i n the i n t e r e s t s of conservation and the 

pr e v e n t i o n of waste? 

A. Yes. 

Q. And were E x h i b i t s 1 through 15 prepared by you or 

under your d i r e c t i o n or compiled from company business 

records? 

A. Yes, s i r . 

MR. BRUCE: Mr. Examiner, a t t h i s time I ' d move 

the admission of St. Mary E x h i b i t s 1 through 15. 

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

EXAMINER CATANACH: E x h i b i t s 1 through 15 w i l l be 

admitted as evidence. 

Mr. Carr? 
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CROSS-EXAMINATION 

BY MR. CARR: 

Q. Ms. E l l i s o n , you're the person a t St. Mary's 

respo n s i b l e f o r o b t a i n i n g r a t i f i c a t i o n of the u n i t 

agreement and the operating agreement — 

A. Yes, s i r . 

Q. — i s t h a t correct? 

A. Yes. 

Q. And i f I understand from l o o k i n g a t E x h i b i t 6, a t 

t h i s time you have s l i g h t l y over 89 percent of the working 

i n t e r e s t committed t o the u n i t ? 

A. That i s t r u e . 

Q. I f the O i l Conservation D i v i s i o n was t o enter an 

order which would change the p a r t i c i p a t i o n formula, you 

would have t o go back and get r e - r a t i f i c a t i o n s from a l l the 

people, would you not? 

A. Yes, we would. 

Q. And when you sought the r a t i f i c a t i o n , d i d you 

send out the u n i t agreement i n the form t h a t ' s set f o r t h i n 

E x h i b i t Number 3? 

A. Yes, except — The u n i t agreement, yes. 

Q. And d i d the e x h i b i t s t h a t are attached i n t h i s 

e x h i b i t — were they also mailed out? 

A. The E x h i b i t D w i t h the various i n t e r e s t s has 

changed since then, because there were a number of 
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a c q u i s i t i o n s . 

Q. I f I'm t r y i n g t o determine who owns what i n t h i s 

u n i t f o r the purposes of r a t i f i c a t i o n , would i t be 

a p p r o p r i a t e f o r me t o look a t E x h i b i t Number 6? That sets 

out the t o t a l percentage? 

A. That's r i g h t . 

Q. And t h a t i s not p a r t of the u n i t agreement, i s 

i t ? 

A. Well i t i s a p a r t of u n i t — E x h i b i t D t o the 

u n i t agreement. 

Q. So was t h i s page a c t u a l l y included i n the u n i t ? 

A. No, t h a t grosses the i n t e r e s t s up t o 100 percent. 

Q. Okay, i t ' s j u s t a c o m p i l a t i o n of what was there? 

A. Yes. 

Q. I f I look a t Schedule B t o the u n i t agreement, or 

E x h i b i t B t o the u n i t agreement, t h i s i s a breakdown of the 

ownership i n the t r a c t s ? 

A. E x h i b i t B t o the u n i t agreement i s a l i s t i n g of 

the f e d e r a l leases w i t h i n the u n i t . 

Q. My concern i s r e a l l y w i t h the column on the 

r i g h t - h a n d side of t h i s e x h i b i t , where i t says working 

i n t e r e s t owner and percentage. 

A. Uh-huh. 

Q. And I look down a t , say, T ract 3A, the Conoco 

Number 1 — 
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A. Let me get to that. 

Q. Okay. I t ' s the f i r s t page of E x h i b i t B. 

A. You're i n E x h i b i t 3, and the f i r s t page of 

E x h i b i t D t o the u n i t agreement? 

Q. E x h i b i t B. 

A. B. 

Q. The f i r s t long page. 

A. Okay. 

Q. Okay? 

A. Yes, s i r . 

Q. Now, I look a t Tract 3A — 

A. Uh-huh. 

Q. — and I come over t o the column, second t o the 

r i g h t , t h a t says "Working I n t e r e s t Owner and Percentage". 

I s the Higgins T r u s t , Inc., the holder of 100 percent of 

the working i n t e r e s t i n t h a t ? 

A. That's the record t i t l e i n t e r e s t owner. 

Q. That's only record t i t l e ? 

A. Yes, s i r . 

Q. So when we look a t t h a t , St. Mary's als o owns i n 

t h a t t r a c t — 

A. Yes, s i r . 

Q. — do they not? 

A. Yes. 

Q. And the same would apply t o Tract 6, the t r a c t on 
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which the Jade Number 1, i f el e c t e d , what you're showing as 

working i n t e r e s t owner i s only a record t i t l e w i t h 100 

percent i n St. Mary's? 

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

Q. And a c t u a l l y the ownership of I n t o i l i s r e f l e c t e d 

on the "Lessee of Record" column: They have 50 percent i n 

t h a t t r a c t ? 

A. The lessee of record, yes. 

Q. Okay. And so i n terms of the ownership of I n t o i l 

i n t h i s proposed u n i t , t h a t ' s where we would f i n d the 

reference i n the u n i t agreement t o t h e i r i n t e r e s t ? 

A. Yes, the r e and also i n E x h i b i t D. I n E x h i b i t D, 

page 2 of 4, both the gas e x h i b i t and the — 

Q. And the o i l ? 

A. — o i l shows I n t o i l i n t h a t . 

Q. When I look a t the percentage — 

A. I'm s o r r y , excuse me. I t ' s a t the bottom of page 

1, I'm s o r r y . 

Q. Okay. When I look a t E x h i b i t Number 6, i t sets 

out t h e t o t a l gross — I guess GWI, gross working i n t e r e s t ? 

A. Yes, s i r . 

Q. And i t shows t h a t St. Mary's owns 58.25 percent 

of the gross working i n t e r e s t i n the u n i t ? 

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

Q. So i n terms of u n i t b e n e f i t s , they would get the 
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bulk of the b e n e f i t of the u n i t program — 

A. That's t r u e . 

Q. — i s t h a t not r i g h t ? 

The second l a r g e s t owner i s River H i l l , t he one 

immediately above. That's s i x percent? 

A. Yes. 

Q. And then I n t o i l i s , i n f a c t , the t h i r d l a r g e s t 

owner i n t h i s u n i t , i s i t not? 

A. I b e l i e v e t h a t ' s t r u e . 

Q. When you were s o l i c i t i n g l e t t e r s i n support of 

t h i s A p p l i c a t i o n , you've received l e t t e r s from River H i l l , 

Nortex and Barker, r i g h t ? 

A. Yes, s i r . 

Q. Did you seek l e t t e r s of support from a l l of the 

working i n t e r e s t owners — 

A. No. 

Q. — or j u s t selected — 

A. No, they were j u s t selected working i n t e r e s t 

owners. 

Q. You d i d n ' t receive a l e t t e r of support from 

I n t o i l , d i d you? 

A. No, I d i d not. 

Q. You knew the r e s u l t , d i d n ' t you? 

A. Yes, s i r . 

Q. You have a l e t t e r , but you d i d n ' t i n c l u d e i t , 

STEVEN T. BRENNER, CCR 
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from I n t o i l , r i g h t ? 

A. I t i s not a l e t t e r of support. 

Q. That's a l l I have, thank you. 

A. Sure. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. I'm so r r y , on E x h i b i t Number 6 I don't see 

I n t o i l ' s i n t e r e s t . Where i s that ? 

A. I t ' s towards the bottom of t h a t e x h i b i t . I t ' s on 

page 2, the t h i r d from the top. 

Q. Okay. 

A. I n yellow. 

Q. Approximately 4.5 percent working i n t e r e s t ? 

A. Yes. 

Q. Ms. E l l i s o n , what i s the s t a t u s of your 

n e g o t i a t i o n s w i t h these p a r t i e s ? I s i t ongoing a t t h i s 

p o i n t ? 

A. With "these p a r t i e s " being — ? 

Q. Some of the working i n t e r e s t s and the remaining 

r o y a l t y i n t e r e s t s t h a t haven't r a t i f i e d . Are you s t i l l 

t a l k i n g t o them or — 

A. Oh, sure. Oh, sure. I n f a c t , j u s t l a s t week we 

got an approved r a t i f i c a t i o n from one p a r t y . We j u s t 

d i d n ' t act on i t y e t . I understand we asked one of the 

companies where t h e i r s was, thought they were going t o 
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support us. Oh, yeah, sure. But i t j u s t hasn't come y e t . 

Q. So you a n t i c i p a t e g e t t i n g some a d d i t i o n a l 

r a t i f i c a t i o n s p r i o r t o u n i t i z a t i o n , or a f t e r u n i t i z a t i o n ? 

A. Well, probably a f t e r u n i t i z a t i o n . My 

understanding i s t h a t the p a r t y t h a t we c a l l e d and asked 

f o r t h e i r r a t i f i c a t i o n j u s t r e a l l y doesn't s i g n anything 

u n t i l they a b s o l u t e l y have t o . 

Q. The i n t e r e s t s t h a t you couldn't l o c a t e , could you 

go over the e f f o r t s t h a t you made t o f i n d those i n t e r e s t s 

again? 

A. Sure. We looked on the I n t e r n e t f o r t h e i r names 

and addresses, c u r r e n t addresses, found a number of them 

t h a t way, but not those p a r t i c u l a r two t h a t were s t i l l 

o u tstanding. 

We went t o the o r i g i n a l assignments i n t o those 

p a r t i e s , how they acquired t h e i r i n t e r e s t i n the w e l l s t h a t 

are going t o be p a r t of the u n i t , went t o the assignor of 

t h a t i n t e r e s t and also t o other assignees i n those 

assignments, and we were able t o l o c a t e some of the other 

p a r t i e s by t h a t method, but we were not able t o l o c a t e 

these p a r t i e s . They j u s t simply d i d n ' t keep t r a c k of them 

a f t e r they made assignment. 

Q. And you d i d t r y and p u b l i s h n o t i c e , or you d i d 

p u b l i s h n o t i c e t o t r y and reach those e n t i t i e s i n the 

newspaper i n Lea and Eddy Counties? 
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A. Yes, Carlsbad and Hobbs newspapers. 

Q. And no response? 

A. No response. 

Q. Are those r o y a l t y i n t e r e s t owners? 

A. W i l l i a m Nickey i s a working i n t e r e s t owner. 

W i l l i a m Casey i s a r o y a l t y owner. 

Q. The working i n t e r e s t owner you d i d n ' t n o t i f y or 

couldn't n o t i f y was — 

A. W i l l i a m Nickey, uh-huh, about halfway down t h a t 

f i r s t page. 

Q. And the r o y a l t y i n t e r e s t owner? 

A. W i l l i a m J. Casey. 

Q. Where might he be? 

A. He's on the second page, about t w o - t h i r d s of the 

way down, you see where there are two l i n e s t o g e t h e r , 

George Shannon and then W i l l i a m Casey i n yellow. 

Q. You t e s t i f i e d t h a t these i n t e r e s t owners, even 

a f t e r the order may be issued i n t h i s case, you're going t o 

s t i l l g i ve them the o p p o r t u n i t y t o j o i n ? 

A. Absolutely. 

Q. I s th e r e a deadline you guys have thought about 

g i v i n g these people? 

A. Well, once your order i s issued, we do need t o 

work f a i r l y q u i c k l y . We'll probably give them two weeks, 

th r e e weeks maybe, t o respond. 
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Q. And your u n i t agreement does have the p e n a l t y 

p r o v i s i o n i n i t ? 

A. Yes, the u n i t agreement. A c t u a l l y , the pe n a l t y 

p r o v i s i o n i s i n the u n i t o p erating agreement. 

EXAMINER CATANACH: That's a l l I have of t h i s 

witness, Mr. Bruce. 

MR. BRUCE: C a l l Mr. Bachman t o the stand. 

Mr. Examiner, some of the e x h i b i t s i n t h i s 

e x h i b i t package are smaller, so some of the — We've blown 

up some of the e x h i b i t s and put them on the w a l l , i n case 

they might be a l i t t l e easier t o see. 

ROBERT L. BACHMAN, 

the witness h e r e i n , a f t e r having been f i r s t duly 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. BRUCE: 

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

A. My name i s Robert L. Bachman. 

Q. And where do you reside? 

A. E l i z a b e t h , Colorado. 

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

A. I work f o r Saint Mary Land and E x p l o r a t i o n . I'm 

a g e o l o g i s t responsible f o r the Permian Basin and some 

smaller Rocky Mountain basins. 

Q. Have you p r e v i o u s l y t e s t i f i e d before the 
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D i v i s i o n ? 

A. No. 

Q. Would you o u t l i n e your educational and employment 

background f o r the Examiner? 

A. I have a bachelor of science degree i n petroleum 

geology from M e t r o p o l i t a n State College i n Denver. I've 

worked f o u r years w i t h Champa Petroleum Company, Union 

P a c i f i c Resources; two years w i t h Donald F. Todd — he's an 

independent out of Indonesia — thre e years w i t h Clayton 

Wi l l i a m s , J r . ; three years w i t h BHP Petroleum out of 

A u s t r a l i a ; e i g h t years w i t h Anderman Smith Operating 

Company, and f i v e years w i t h St. Mary. 

Q. And you say your area of r e s p o n s i b i l i t y does 

incl u d e southeast New Mexico? 

A. Yes, i t does. 

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

i n v o l v e d i n these cases? 

A. Yes, I am. 

MR. BRUCE: Mr. Examiner, I tender Mr. Bachman as 

an expert petroleum g e o l o g i s t . 

EXAMINER CATANACH: Any obj e c t i o n ? 

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

EXAMINER CATANACH: The witness i s so q u a l i f i e d . 

Q. (By Mr. Bruce) Mr. Bachman, would you i d e n t i f y 

E x h i b i t 16 and discuss the zones you are seeking t o f l o o d 
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i n t h i s u n i t ? 

A. C e r t a i n l y . E x h i b i t 16 i s a type l o g of the upper 

Brushy Canyon formation i n the Geronimo Number 3 w e l l i n 

the northeast northeast of Section 2 4 of 18 South, 31 East. 

I t shows the u n i t i z e d — proposed u n i t i z e d i n t e r v a l i n the 

upper Brushy Canyon. Poro s i t y greater than 14 percent i s 

c o l o r e d i n the yellow. Current p e r f o r a t e d i n t e r v a l s are i n 

red. 

The c o l o r coding on the gamma-ray i n d i c a t e s my 

i n t e r p r e t a t i o n of the d i f f e r e n t pulses of d e p o s i t i o n , 

d i f f e r e n t zones of production i n the East Shugart. 

Q. How many Brushy Canyon zones, pay zones, are 

t h e r e i n the proposed u n i t ? 

A. There are t e n . 

Q. And you would attempt t o , over time, f l o o d a l l of 

these? 

A. Yes. 

Q. Would you i d e n t i f y E x h i b i t 17 — or — Yes, 

excuse me, i d e n t i f y E x h i b i t 17 and discuss the geology i n 

the general area of the zones you seek t o u n i t i z e i n the 

f l o o d . 

A. The Brushy Canyon sands are a f i n e - g r a i n e d deep-

water low-energy deposit deposited e x t e n s i v e l y throughout 

the Basin, c e r t a i n l y . They're c h a r a c t e r i z e d by high 

p o r o s i t y and low p e r m e a b i l i t y . I n the East Shugart area 
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the Brushy Canyon i s approximately 1700 f e e t t h i c k , and the 

upper 400 f e e t c o n s t i t u t e s pay and commercial hydrocarbons. 

Traps are t y p i c a l l y s t r a t i g r a p h i c , have a l i t t l e s t r u c t u r a l 

o v e r p r i n t due t o d i f f e r e n t i a l compaction. 

E x h i b i t 17 here i s an area map, s t r u c t u r e map on 

the t o p of the Brushy Canyon. I t shows a hi g h i n t h e 

Tamano area, a high i n the Young North area t o the 

northea s t , and there's p a r t closure a t the East Shugart 

f i e l d . 

Q. Now, would you r e f e r t o your E x h i b i t 18? And the 

ones given t o c e r t a i n p a r t i e s are i n d i v i d u a l , sheet by 

sheet, but E x h i b i t 18 on the w a l l i s a composite s t r u c t u r e 

map. Would you i d e n t i f y t h a t and discuss i n a l i t t l e more 

d e t a i l the productive zones i n t h i s area? 

A. Yes. E x h i b i t 18 i s a computer-generated map. 

I t ' s a s t r u c t u r e map of a l l 10 zones. There are c e r t a i n 

w e l l s , and I have t o c l a r i f y so I don't confuse anybody. 

I f the w e l l s do not penetrate a p a r t i c u l a r zone, they are 

cut out of the map, and the computer contours only t o the 

l a s t c o n t r o l p o i n t , so i t does not e x t r a p o l a t e out. So 

i t ' s f o r d i s p l a y purposes only. 

The green area i n d i c a t e s p o t e n t i a l l y p r o d u c t i v e 

zones w i t h i n these ten zones, and the blue denotes a high 

water s a t u r a t i o n . And then of course we have the proposed 

u n i t o u t l i n e on a l l maps superimposed. 
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The o i l - w a t e r contacts are d i f f i c u l t t o d e f i n e , 

as I'm sure everybody i s aware, i n the Delaware, because of 

the t r a n s i t i o n , but we used a 60-percent w a t e r - s a t u r a t i o n 

c u t o f f , as w e l l as w e l l p r o d u c t i v i t y . For instance, i n 

zone 7, the Inca Federal Well i s i n the north e a s t , 

northwest of Section 19. Perforated zones have been 

swabbed a t s i x - t o 12-percent o i l cut. The Mohawk f e d e r a l 

w e l l i n the northeast of the southwest i s 40 f e e t 

s t r u c t u r a l l y lower and c a l c u l a t e s 67-percent water 

s a t u r a t i o n . 

And of course water s a t u r a t i o n increases as you 

move o f f of s t r u c t u r e , and y o u ' l l n o t i c e t h a t the s t r u c t u r e 

drops o f f p r e t t y r a p i d l y as we go from zone 1 up higher, 

down t o zone 10. I t gets p r e t t y s i g n i f i c a n t . 

Q. What i s the p o r o s i t y and p e r m e a b i l i t y i n t h i s 

r e s e r v o i r ? 

A. P o r o s i t y probably averages 18. Eighteen, 19 

percent. Permeability i s probably three t o f i v e 

m i l l i d a r c i e s . 

Q. Okay. While we're on t h i s map, i s t h e r e a 

freshwater zone i n t h i s area? 

A. Yes, the Capitan Reef. 

Q. Okay. 

A. Mr. Lee w i l l show a map i n h i s testimony as t o 

the l o c a t i o n s of the zones. 
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Q. Okay. Are there any f a u l t s i n t h i s area which 

connect the freshwater zone w i t h the i n j e c t i o n zone? 

A. Not t o my knowledge. 

Q. Okay. Let's move on t o your E x h i b i t 19. What 

does t h a t show, f o r the Examiner? 

A. E x h i b i t 19, again, i s a computer-generated map. 

This i s a net-thickness isopach map g r e a t e r than 14 

percent. Again, we're showing the proposed u n i t 

boundaries. The darker yellow area i s t h i c k e r sand, and 

conversely the l i g h t e r i s t h i n n e r sands. 

The p o r o s i t y c u t o f f , 14 percent, t h a t we've used 

i s s i m i l a r t o what we used a t Parkway-Delaware f i e l d , which 

i s a f l o o d t h a t we c u r r e n t l y have 15 miles southwest of the 

East Shugart. 

Q. Okay. 

A. And again, I apologize i f there's any confusion, 

but w e l l s t h a t d i d not penetrate c e r t a i n zones are again 

cut out of the i n t e r p r e t i v e maps. 

Q. Mr. Bachman, l e t ' s move t h i s one up a l i t t l e b i t 

higher so people can see i t . Could you i d e n t i f y your 

E x h i b i t 20 and discuss i t f o r the Examiner? 

A. E x h i b i t 20 i s a west-to-east and a l s o a n o r t h - t o -

south composite cross-section here across the f i e l d . I t 

shows a l l 10 zones, the estimated o i l - w a t e r contacts f o r 

each zone. P o r o s i t y , again, greater than 14 percent i s 
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c o l o r e d i n yellow. Current p e r f o r a t i o n s are i n red. And 

then the high water s a t u r a t i o n sands are i n blue. 

Q. Now, when you're l o o k i n g at t h a t , s t r u c t u r e 

s t a r t s dropping o f f as you get t o the edge of t h e 

p r o d u c t i v e r e s e r v o i r ; i s t h a t c o r r e c t ? 

A. Yes. And again, you can see how r a p i d l y , you 

know, i n the north-south, and also east-west o r i e n t a t i o n , 

t h a t i t drops o f f p r e t t y r a p i d l y . 

Q. And as you go deeper, the d r o p o f f i s more 

extreme? 

A. Yes, s i r . 

Q. Do you have anything f u r t h e r on t h a t map, Mr. 

Bachman? 

A. No, I j u s t might add t h a t i t r e a l l y depends on 

the p o r o s i t y t h a t we're seeing on here, as f a r as w e l l 

p r o d u c t i v i t y . Some of these zones, even down i n zone 7 

here, produce 140 b a r r e l s a day i n i t i a l l y , as w e l l as some 

of the upper zones, 200, 250 b a r r e l s a day. So i t a l l i s 

p r o d u c t i v e . 

Q. Okay. Let's put the l a s t map up here. What does 

E x h i b i t 21 show? 

A. E x h i b i t 21 i s a cumulative p r o d u c t i o n map, as of 

J u l y 1st of 1998. I t ' s a l a r g e r - s c a l e map showing the 

proposed u n i t o u t l i n e and the i n d i v i d u a l producing w e l l s i n 

green w i t h the cumulative production t o p o i n t underneath. 
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And then contours, so you can see t h a t the b e t t e r 

w e l l s are i n the center of the f i e l d , which c o i n c i d e w i t h 

the s t r u c t u r a l l y highest p o i n t . 

Q. Now, you used production as of J u l y 1, 1998. Was 

t h a t the c u t o f f used i n the u n i t agreement? 

A. Yes. 

Q. Okay. From a geologic standpoint, has t h i s 

r e s e r v o i r been reasonably defined by development? 

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

Q. And i s the Brushy Canyon r e s e r v o i r continuous 

across the proposed u n i t area? 

A. Yes. 

Q. G e o l o g i c a l l y , i s t h i s a good candidate f o r 

waterflooding? 

A. I t h i n k i t ' s going t o be very s i m i l a r t o Parkway-

Delaware, 15 miles southwest, t h a t we're having a l o t of 

success w i t h r i g h t now. 

Q. And our next witness w i l l discuss t h a t ? 

A. Right. 

Q. Were E x h i b i t s 16 through 21 prepared by you or 

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

A. Yes. 

Q. And i n your o p i n i o n , i s the g r a n t i n g of t h i s 

A p p l i c a t i o n i n the i n t e r e s t s of conservation and the 

p r e v e n t i o n of waste? 
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A. Yes. 

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

of St. Mary E x h i b i t s 16 through 21. 

EXAMINER CATANACH: Any obje c t i o n ? 

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

EXAMINER CATANACH: E x h i b i t s 16 through 21 w i l l 

be admitted as evidence. 

Mr. Carr? 

CROSS-EXAMINATION 

BY MR. CARR: 

Q. Mr. Bachman, i f we could go t o E x h i b i t 16 — 

A. Yes. 

Q. — i f I understood your testimony, you have i n 

the center of t h i s l o g i n d i c a t e d zones 1 through 12 as 

zones t h a t you have been able t o i d e n t i f y here? 

A. Yes, those are j u s t c o r r e l a t i v e zones. 

Q. When I look a t the l o g , have you i n d i c a t e d l i k e a 

top of one where i t runs i n t o two, or can we t e l l from t h i s 

where one zone ends and the next one begins? 

A. You know, I apologize on the r e d u c t i o n on those, 

but yes, on here I have zone 1, zone 2, and then the a c t u a l 

breakdown. 

Q. Have you included the e n t i r e s e c t i o n 1 through 

12? Are the r e zones w i t h i n t h i s gross i n t e r v a l t h a t you 

have e l i m i n a t e d from your g e o l o g i c a l i n t e r p r e t a t i o n as not 
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being zones t h a t u l t i m a t e l y can be waterflooded? 

A. They're mostly a l l w e l l — They c o r r e l a t e 

completely across the f i e l d . Some may get extremely t h i n , 

but f o r the most p a r t you can c o r r e l a t e completely across 

the f i e l d . 

Q. There are not i n t e r v a l s — I'm asking t h i s . You 

haven't included i n t e r v a l s w i t h i n t h i s gross i n t e r v a l t h a t 

are not included i n , say, zone 1, 2, 3, 4, t h a t are j u s t 

o u t s i d e of one of the defined zones, i s — Or i s the e n t i r e 

i n t e r v a l w i t h i n a zone 1 through 12? 

A. The zone — I apologize. The zones t h a t are 

p o t e n t i a l l y productive are only zones 1 through 10 — 

Q. Okay. 

A. — t h a t I've i d e n t i f i e d . 

Q. Do you have gaps between those zones where you've 

i d e n t i f i e d areas w i t h i n the r e s e r v o i r t h a t are not 

pr o d u c t i v e and not capable — 

A. Yeah, the r e are zones t h a t are extremely t i g h t . 

Q. And i s t h a t i n t e r v a l omitted or — I'm j u s t 

t r y i n g t o see i f we've included the e n t i r e — 

A. Yeah, i t ' s — 

Q. — i n t e r v a l on the e x h i b i t . 

A. — a l l included. 

Q. Okay. 

A. Everything i s mapped. 
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Q. And some of the i n t e r v a l s , the lower ones, would 

c o n t a i n only water, i s n ' t t h a t c o r r e c t ? 

A. Yes, high water s a t u r a t i o n . 

Q. I f I go t o E x h i b i t 18, I t h i n k I understood your 

testimony, the reason the e x h i b i t ends on the r i g h t w i t h a 

v e r t i c a l l i n e i s t h a t your program j u s t d i d n ' t go t h a t f a r ? 

A. Right, t h a t ' s a computer c u t o f f . 

Q. You weren't saying t h a t the Jade was not i n the 

r e s e r v o i r ? 

A. Abso l u t e l y not. 

Q. And b a s i c a l l y , t h i s e x h i b i t shows i n t e r v a l by 

i n t e r v a l from a s t r u c t u r a l p o i n t of view where you would 

h i t the water contact; i s t h a t f a i r t o say? 

A. The estimated water contact. 

Q. And you've gone through 10 because 11 and below 

are wet? 

A. Calculate very high water s a t u r a t i o n . I don't 

t h i n k they'd c o n t r i b u t e . 

Q. I f I look a t E x h i b i t — Do you have any core data 

t o support any of t h i s information? 

A. No, the r e i s no core data, u n f o r t u n a t e l y , i n the 

f i e l d . 

Q. I f I go t o E x h i b i t Number 19, what we have here 

i s a net isopach on each of these zones; i s t h a t c o r r e c t ? 

A. Correct. 
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Q. I f I look at these, i t looks like what we have 

here b a s i c a l l y i s a blanket deposit i n each of these zones, 

1 down through 10. I s t h a t what you were i n t e n d i n g t o 

show? 

A. F a i r l y continuous across the f i e l d . 

Q. You would agree w i t h me, would you not, t h a t what 

t h i s p o r t i o n of the Delaware i s a c t u a l l y comprised of i s 

b a s i c a l l y l e n t i c u l a r sands t h a t run across, and t h e y ' r e not 

n e c e s s a r i l y continuous across the e n t i r e i n t e r v a l . 

A. Across the f i e l d , as f a r as I can c o r r e l a t e , they 

appear t o be continuous across the f i e l d . 

Q. You don't see e r r a t i c p a t t e r n s i n the sand? 

A. Everything, again, appears t o be p r e t t y 

c o r r e l a t i v e . 

Q. Let's go t o the f i r s t of the c r o s s - s e c t i o n s , 

A-A' . 

A. Uh-huh. 

Q. Look a t t h a t , and i f we go t o — Let's take the 

Jade w e l l on the right-hand side of the c r o s s - s e c t i o n . I f 

we look a t the Jade, there i s a yellow-shaded area a t the 

top of t h a t l o g . 

A. Yes. 

Q. What zone would t h a t be in? 

A. That i s the zone 3. 

Q. Zone 3. I f we move t o the next w e l l t o the l e f t , 
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zone 3 i s also present, i s i t not? 

A. Yes. 

Q. What does the yellow i n d i c a t e ? 

A. P o r o s i t y g reater than 14 percent. 

Q. And i f we get t o zone 3 on the next l e v e l , we 

don't see p o r o s i t y , do we? 

A. I t ' s r e l a t i v e l y t i g h t , t h a t ' s c o r r e c t . 

Q. That wouldn't suggest t o you t h a t you've got an 

e r r a t i c formation here or t h a t you've got v a r i a t i o n s i n 

these l e n t i c u l a r sands? 

A. Well, I t h i n k there's a few v a r i a t i o n s i n the 

p o r o s i t y . I t does get t i g h t e r across the f i e l d , but — 

Q. Would you p e r f o r a t e i n zone 3 i n the Inca Number 

1? 

A. There's a p o s s i b i l i t y t h a t I would, through the 

plug, uh-huh. 

Q. But i f I look at t h i s e x h i b i t and I t r y and 

c o r r e l a t e p o r o s i t y across the r e s e r v o i r on c r o s s - s e c t i o n 

A-A', you would agree w i t h me t h a t you've got p o r o s i t y i n 

i n d i v i d u a l wellbores t h a t does not appear i n the o f f s e t t i n g 

w e l l ? 

A. Right. 

Q. And yet you s t i l l would i n t e r p r e t t h i s as 

b a s i c a l l y a blanket deposit? 

A. I t h i n k t h a t these sands are c o r r e l a t i v e across. 
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There are v a r i a t i o n s i n the p o r o s i t y , but I t h i n k t h a t 

t h e y 1 re — 

Q. And when you t a l k about c o r r e l a t i v e sands, w i t h i n 

those c o r r e l a t i v e sands you can have l e n t i c u l a r zones or 

sands t h a t pinch out and reappear, and pinch out and 

reappear, can you not? 

A. I'm sure there's a p o s s i b i l i t y of t h a t . 

Q. And wouldn't you t h i n k t h a t , l o o k i n g a t E x h i b i t A 

where you've got p o r o s i t y over — Did you say 14 percent 

was your c u t o f f ? 

A. Yes. 

Q. Over 14 percent i n zone 3 i n the Jade 1, and you 

don't f i n d t h a t i n the o f f s e t t i n g w e l l t o the west, 

wouldn't t h a t suggest t o you t h a t the sands are v a r i a b l e 

throughout t h i s area i n terms of t h e i r p o r o s i t y ? 

A. Somewhat v a r i a b l e , yes. 

Q. When you were preparing E x h i b i t Number 19, were 

you only l o o k i n g across the c u t o f f s , or d i d you f a c t o r i n a 

water s a t u r a t i o n i n mapping? 

A. I t i s p o r o s i t y . 

Q. Only? 

A. Uh-huh. 

Q. And do you know what water s a t u r a t i o n St. Mary's 

would use i n terms of e v a l u a t i n g whether or not you've got 

a p r o d u c t i v e r e s e r v o i r here? 
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A. We used a 60-percent water s a t u r a t i o n . 

Q. Sixty? 

A. S i x t y percent. 

Q. But you d i d n ' t f a c t o r t h a t i n t o E x h i b i t 19? 

A. No, t h a t ' s s t r i c t l y a net-pay isopach. 

Q. I f I look a t the cross-section A-A', the blue on 

t h i s e x h i b i t shows water, I b e l i e v e ; i s t h a t r i g h t ? 

A. High water s a t u r a t i o n , uh-huh. 

Q. When you d r i l l a w e l l out here and you get 

s u f f i c i e n t p o r o s i t y and water s a t u r a t i o n s , t h a t ' s when you 

p e r f o r a t e , c o r r e c t ? 

A. Yeah, coupled w i t h mud logs. 

Q. But you get s u f f i c i e n t data, I mean, these 

v a r i o u s f a c t o r s you look a t — 

A. Yes. 

Q. — and you'd p i c k an i n t e r v a l — Did you say the 

red i n d i c a t e s the zones t h a t , i n f a c t — 

A. Cu r r e n t l y p e r f o r a t e d i n t e r v a l s . 

Q. Those are? 

A. Yes. 

Q. I have a fan behind me, which Mr. Bruce t u r n s on 

every time I — and i t ' s hard t o hear you. 

A l l r i g h t . I f you go i n and — Let's go t o 

E x h i b i t — cross-section B-B' — 

A. Uh-huh. 
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Q. — and look at the t h i r d w e l l from the r i g h t , 

being the Inca Number 2. 

A. Uh-huh. 

Q. I f I come down t h a t wellbore t o the second set of 

p e r f o r a t i o n s — I t h i n k i t says "perf f r a c " and then 

"screened out" or "squeezed" or — what — 

A. Screened out. 

Q. What does "screened out" mean? 

A. I'm going t o defer t h a t t o Mr. Lee. 

Q. I s t h a t a producing i n t e r v a l ? 

A. Beg pardon? 

Q. I s t h a t a producing i n t e r v a l ? Do you know t h a t , 

i n t h a t w ell? 

A. I'm not sure t h a t a c t u a l l y i s or not. 

Q. And you would l i k e — I should ask Mr. Lee t h a t 

q uestion, perhaps? 

A. Yes. 

Q. I f I look a t the log on the Conoco Federal Number 

1, and we go down and i n the green, top t o bottom, the 

green area, the second set of p e r f o r a t i o n s t h e r e , the l o g 

i n d i c a t e s next t o t h a t t h a t they were squeezed; i s n ' t t h a t 

r i g h t ? 

A. Yes, t h a t ' s the i n f o r m a t i o n I got. 

Q. And t h a t shows those p e r f o r a t i o n s t o be i n an 

area w i t h p o r o s i t y i n excess of 14 percent; i s t h a t r i g h t ? 
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A. Yes. 

Q. And t o have p e r f o r a t e d t h e r e , you would al s o — 

t h a t zone must have met the other c r i t e r i a f o r t h i n k i n g 

t h a t was a zone p o t e n t i a l l y p r o d u c t i v e , r i g h t ? 

A. Yes. 

Q. And t h a t area would be on these other maps shaded 

as being w i t h i n the porous i n t e r v a l ? 

A. Yes. 

Q. And yet t h a t was apparently squeezed; i s n ' t t h a t 

r i g h t ? 

A. Yes, and t h a t could be f o r a number of reasons. 

I'm not sure. 

Q. Would you agree w i t h me when you take t h i s 

g e o l o g i c a l i n t e r p r e t a t i o n , before you know i f you've got an 

i n t e r v a l t h a t a c t u a l l y can produce or not, you r e a l l y need 

t o i n t e g r a t e production information? 

A. Yes. 

MR. CARR: That's a l l I have, thank you. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Bachman, how were the r e s e r v o i r boundaries 

f o r t h i s u n i t — or the u n i t boundaries, determined? 

A. Again, by the w e l l ' s p r o d u c i b i l i t y , water-

s a t u r a t i o n c u t o f f s . T i g h t e r rocks t h a t are on the f l a n k s 

have low o i l cuts and high water cuts. 
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Q. I s t h i s a large p o r t i o n of the East Shugart 

f i e l d , or i s i t — I don't know. How b i g i s the East 

Shugart? 

A. East Shugart encompasses a couple s e c t i o n s . This 

i s the s e c t i o n o f f t o the east. The f i e l d o f f t o the west 

i s a shallow Penrose Grayburg, so i t ' s shallow p r o d u c t i o n . 

The Delaware production i s only i n t h i s area r i g h t here. 

Q. So t h i s b a s i c a l l y encompasses the e n t i r e East 

Shugart (Delaware) Pool? 

A. Right, r i g h t . Right. 

Q. And w i t h i n the East Shugart, i s i t j u s t the 

Brushy Canyon t h a t ' s productive? Any zones higher? 

A. There i s some p o t e n t i a l i n the Cherry Canyon, 

although I'm not aware of how w e l l i t w i l l produce, and 

then some of the shallow Penrose and Grayburg t h a t ' s 

produced over the f i e l d . 

Q. But you're not seeking t o u n i t i z e — 

A. We're seeking t o u n i t i z e — 

Q. — any of the shallower zones? 

A. No, s i r , j u s t the Brushy Canyon. 

Q. And i s i t from the top of the Brushy Canyon, 

e s s e n t i a l l y , t o the base of the Brushy Canyon you're 

u n i t i z i n g ? 

A. No, i t ' s j u s t the upper 400 f e e t or so. 

Q. Why i s that? 

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 

51 

A. Well, t h a t c a l c u l a t e s pay, f o r instance, down 

here i n what I c a l l zone 10 on the Inca Number 1, p e r f and 

f r a c ' d , t h i s zone r i g h t here, i t pumped 150 b a r r e l s a day 

w i t h 65 b a r r e l s of water a day. So t h a t i s my deepest 

p r o d u c t i o n here, c o r r e l a t i v e zone 10. So e v e r y t h i n g deeper 

was e i t h e r not t e s t e d or c a l c u l a t e s very high water 

s a t u r a t i o n . 

Q. So the u n i t i z e d i n t e r v a l j u s t goes t o — Does i t 

in c l u d e 11 and 12? 

A. Well, we have — 

Q. Or i t does i n some wells? 

A. Yes, i t does, we took i t a l l the way down t o 5600 

f e e t , although there i s no production down through here. 

Q. And there's no production below t h a t p o i n t ? 

A. No, s i r . 

Q. On your E x h i b i t Number 21, t h a t ' s the — You've 

got the cumulative production, and t h a t ' s from a l l zones? 

A. Yes. 

Q. What's the t y p i c a l procedure out here f o r 

completing a w e l l i n these zones? Are they t y p i c a l l y 

a nything t h a t looks good, i s p e r f o r a t e d and produced? 

A. Yeah, you know, a l o t of these w e l l s are d r i l l e d 

by S i e t e . I t h i n k when they got i n t o f i n a n c i a l problems 

t h e i r c r i t e r i a changed. They were t r y i n g t o p e r f o r a t e 

zones t h a t were 100-percent o i l , or they thought were 100-
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percent o i l . But there are a l o t of zones t h a t w i l l 

produce a l o t of water, but a l o t of o i l as w e l l . 

Q. And are those t y p i c a l l y not perforated? 

A. No, th e r e are a l o t t h a t are. There are a l o t 

t h a t are. 

Q. So what would be the average — say the average 

number of these sands t h a t are p e r f o r a t e d i n any given w e l l 

i n t h i s u n i t ? 

A. I t can range anywhere from t h r e e t o f o u r t o f i v e 

zones. 

Q. Okay. I s there plans t o go i n a f t e r u n i t i z a t i o n 

occurs and t r y and p e r f o r a t e some of these a d d i t i o n a l — 

A. We w i l l open up a l l zones, t h a t ' s c o r r e c t . 

Q. A l l t e n zones w i l l be open i n a l l w e l l s ? 

A. Yes, we plan on f l o o d i n g i t a l l . 

Q. And a l l ten — 

A. And — 

Q. I'm s o r r y , go ahead. 

A. I'm so r r y . We're c u r r e n t l y f l o o d i n g 

approximately 2 00 f e e t of Delaware sands a t Parkway, and i t 

appears t o be very e f f i c i e n t . This one w i l l take a l i t t l e 

more mo n i t o r i n g , but we do plan t o f l o o d a l l zones. 

Q. A l l t e n zones w i l l be flooded? 

A. Yes. 

Q. At what depth does the Capitan Reef occur i n t h i s 
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area, Mr. Bachman? 

A. I'm going t o have t o defer t h a t t o Mr. Lee i n h i s 

testimony. 

EXAMINER CATANACH: I have nothing f u r t h e r of Mr. 

Bachman. 

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

Bachman. 

EXAMINER CATANACH: Mr. Bachman may be excused. 

(Off the record) 

ROBERT LEE. 

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. BRUCE: 

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

A. Robert Lee. 

Q. What i s your occupation? 

A. I'm a c o n s u l t i n g engineer. 

Q. And are you c o n s u l t i n g w i t h St. Mary's i n t h i s 

matter? 

A. Yes, I am. 

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

as a petroleum engineer? 

A. Yes, I have. 

Q. And were your c r e d e n t i a l s as an expert accepted 
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as a matter of record? 

A. Yes, they were. 

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

r e l a t e d t o these A p p l i c a t i o n s ? 

A. Yes, I am. 

MR. BRUCE: Mr. Examiner, I would tender Mr. Lee 

as an expert petroleum engineer. 

EXAMINER CATANACH: Any obj e c t i o n ? 

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

EXAMINER CATANACH: Mr. Lee i s so q u a l i f i e d . 

Q. (By Mr. Bruce) Mr. Lee, would you describe your 

involvement i n the proposed u n i t and i n t h i s East Shugart 

(Delaware) Pool? 

A. Yes, I was — P r i o r t o working w i t h St. Mary's as 

a c o n s u l t a n t here, I was employed by Siete O i l and Gas 

since about 1990 and was involved i n several of the S i e t e 

O i l and Gas p r o p e r t i e s , i n c l u d i n g the Shugart area and 

Parkway. 

Since St. Mary's acquired Siete i n June of 1996, 

they have kept me on as a consultant f o r a few of t h e i r 

p r o j e c t s t h e r e , some of the o l d Siete s t u f f . 

Q. Have you made c a l c u l a t i o n s regarding secondary 

recovery i n t h i s pool and the economics of the w a t e r f l o o d 

p r o j e c t ? 

A. Yes, we have. 
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Q. What m a t e r i a l s d i d you examine i n pr e p a r i n g your 

study of the r e s e r v o i r ? 

A. We used production data, logs, some pressure 

bu i l d u p s , i n f o r m a t i o n from analogous f l o o d s , p l u s the 

computer model performed by Raj Prasad. 

Q. And Mr. Prasad i s here today and w i l l t e s t i f y 

about h i s model? 

A. Yes, he w i l l . 

Q. R e f e r r i n g back — I don't know i f i t ' s on the 

map, anyway, but E x h i b i t 2, which was the land p l a t of the 

u n i t , would you describe b r i e f l y the h i s t o r y of the East 

Shugart (Delaware) Pool? 

A. Yes, E x h i b i t Number 2 was a p l a t of the u n i t . 

The East Shugart Pool was discovered i n 1985 by Sie t e O i l 

and Gas by d r i l l i n g the Geronimo Number 3. 

Since then, 24 w e l l s have been d r i l l e d w i t h i n the 

pool and w i t h i n the area of review t h a t w e ' l l examine 

today. Nineteen of those w e l l s were p r o d u c t i v e , and then 

f i v e were completed i n shallower horizons. 

W i t h i n the proposed u n i t area, some of these 

Delaware producers were completed i n zones not w i t h i n the 

proposed u n i t . For instance, the South Taylor 13-3 

produced out of the — a l i t t l e b i t out of the Cherry 

Canyon. 

C u r r e n t l y , there's 15 a c t i v e w e l l s w i t h i n the 
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proposed u n i t area and one i n a c t i v e w e l l . The operators i n 

the pool are St. Mary's w i t h 15 w e l l s and Heyco w i t h two 

w e l l s . 

Q. Would you i d e n t i f y your E x h i b i t 2 2 and describe 

p r o d u c t i o n from the w e l l s i n the pool? 

A. Yes, E x h i b i t Number 2 2 i s a p l o t of the o i l and 

gas pr o d u c t i o n . On t h i s p l o t we show the — You can see 

the discovery there i n 1985, showing t h a t the c u r r e n t 

cumulative primary production i s about 2.2 m i l l i o n b a r r e l s , 

and the remaining primary reserves from t h i s proposed 

p r o j e c t i s about 600,000 b a r r e l s . 

And then you can also see the a n t i c i p a t e d 

increase from the workover and the w a t e r f l o o d , which w i l l 

add an incremental 3.7 m i l l i o n b a r r e l s . 

Q. Okay. On average, what i s the c u r r e n t p r o d u c t i o n 

from w e l l s i n the pool? 

A. The c u r r e n t production i s about 12 b a r r e l s a day 

per w e l l and 21 b a r r e l s of water per day per w e l l . These 

w e l l s are i n a s t r i p p e r s t a t e , and they are reaching t h e i r 

economic l i m i t , which I would estimate t o be t h r e e b a r r e l s 

a day. 

Q. Was the w a t e r f l o o d p r o j e c t proposed as a method 

of extending the l i f e of t h i s r e s e r v o i r ? 

A. Yes, i t was, and also t o recover s u b s t a n t i a l 

a d d i t i o n a l reserves. 
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Q. What i s E x h i b i t 3 — Excuse me, 23? 

A. E x h i b i t 23 i s a reserves t a b l e , showing t h a t the 

cumulative production f o r the proposed u n i t area, as of 

February, 1999, i s 2.2 m i l l i o n b a r r e l s , n e a r l y 5 BCF of 

gas, and 2.1 m i l l i o n b a r r e l s of water. 

The i n f o r m a t i o n also contained on t h i s e x h i b i t 

shows t h a t we a n t i c i p a t e recovery i n an incremental 822,000 

b a r r e l s from the proposed work, which would be t o open up 

behind-pipe zones and r e - f r a c ' i n g e x i s t i n g zones, g i v i n g us 

a t o t a l primary reserves of 3.6 m i l l i o n b a r r e l s . 

The incremental w a t e r f l o o d reserves i s 2.9 

m i l l i o n b a r r e l s . So the t o t a l remaining reserves f o r t h i s 

p r o j e c t i s 4.3 m i l l i o n b a r r e l s , w i t h an u l t i m a t e recovery 

of 6.5 m i l l i o n b a r r e l s f o r the e n t i r e area, over 2 0 percent 

of the o r i g i n a l o i l i n place. 

Also on t h i s t a b l e we show the o r i g i n a l o i l i n 

place, estimated t o be 31,645,000 b a r r e l s , and a l s o the 

c a l c u l a t e d secondary-to-primary r a t i o , which i s .8. 

Q. Okay. Before we move o f f of t h i s e x h i b i t , a 

question was asked of Mr. Bachman about the workover 

reserves. Now, regarding r e - e n t e r i n g these w e l l s and 

opening up new zones, uni t w i d e a l l t e n zones w i l l be 

t e s t e d ; i s t h a t correct? 

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

Q. But not a l l ten zones w i l l be opened up i n each 

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 

58 

and every well? 

A. That's t r u e . Zone 10 i n some w e l l s i s not 

penetrated by a l l the w e l l s . Also, i f i t ' s shown t o be 

very wet and our model study shows t h a t i t has no b e n e f i t 

t o the p r o j e c t , we wouldn't open up t h a t zone. I f the 

model study shows t h a t a zone has p o t e n t i a l and w i l l 

b e n e f i t the w a t e r f l o o d , we'd open t h a t zone up, even though 

i t may have something of a high water c u t . 

Q. What i s the d r i v e mechanism of t h i s p o o l , Mr. 

Lee? 

A. This i s a s o l u t i o n gas d r i v e r e s e r v o i r . 

Q. What does E x h i b i t 2 4 show? 

A. E x h i b i t 24 i s a p l o t of o i l p r o d u c t i o n and GOR 

over time. And what I ' d want t o p o i n t out here i s t h a t 

when the f i e l d was discovered back i n 1986, the GOR was 

around 1400 t o 1500 cubic f e e t per b a r r e l , and i t has 

increased s t e a d i l y over time t o near l y 4000 or a l i t t l e 

over 4000 cubic f e e t per b a r r e l . 

Q. I s t h i s common w i t h s o l u t i o n gas d r i v e 

r e s e r v o i r s ? 

A. Yes, i t i s . 

Q. What i n j e c t i o n p a t t e r n w i l l St. Mary use i n t h i s 

waterflood? 

A. For the most p a r t i t ' s going t o be an i n v e r t e d 

f i v e s p o 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 

59 

Q. And how many producing and i n j e c t i o n w e l l s w i l l 

t h e r e be? 

A. I n i t i a l l y , there w i l l be two i n j e c t i o n w e l l s , the 

South Taylor 13-3 — or on the map i t may be shown as the 

ESD Number 1 — w i l l be converted t o i n j e c t i o n . 

And there w i l l be another i n j e c t i o n d r i l l e d , the 

ESD Number 20. When t h a t w e l l i s d r i l l e d , we pl a n — St. 

Mary's plans t o go i n t o the f o u r surrounding w e l l s and 

p e r f o r a t e the a d d i t i o n a l zones, r e - f r a c some of the 

e x i s t i n g zones, performing t h a t work a t t h a t p o i n t i n time. 

U l t i m a t e l y , there w i l l be 15 producing w e l l s and nine 

i n j e c t i o n w e l l s i n t h i s p r o j e c t . 

Q. Are a l l of these w e l l s l i s t e d on E x h i b i t 25? 

A. Yes, they are. 

Q. Producers and i n j e c t o r s ? 

A. Producers and i n j e c t o r s , w i t h t h e i r c u r r e n t 

s t a t u s and proposed s t a t u s . 

Q. Okay. And again, you p r e d i c t e d a . 8 - t o - l 

recovery, secondary t o primary? 

A. Yes, I d i d . 

Q. Based on t h a t , what would be the estimated l i f e 

of t h i s p r o j e c t ? 

A. Twenty-nine years. 

Q. How does your estimate of reserves and p r o j e c t 

l i f e compare w i t h any other analogous Delaware waterfloods? 
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A. There's very few comparable p r o j e c t s a t t h i s time 

because w a t e r f l o o d i n g i n the Delaware i s s t i l l i n i t s 

i n i t i a l stages. The most comparable p r o p e r t y f l o o d would 

be the Delaware — Parkway-Delaware U n i t , which i s lo c a t e d 

i n Township 19 South, Range 29 East, about 15 miles 

southwest of Shugart. 

We have attached a curve, E x h i b i t 26, of the 

Parkway-Delaware production, and you can see t h a t t h i s 

p r o p e r t y was discovered i n 1988. This p l o t shows the o i l 

p r o d u c t i o n , the GOR, the water production, the number of 

w e l l s and the water i n j e c t i o n k i n d of down t h e r e a t the 

bottom. 

I n j e c t i o n s t a r t e d on a l i m i t e d basis i n 1993, 

i n j e c t i n g between 800 t o 1000 b a r r e l s of water a day. I n 

1997 St. Mary's d r i l l e d some a d d i t i o n a l i n j e c t i o n w e l l s i n 

the u n i t and s u b s t a n t i a l l y increased the water i n j e c t i o n t o 

6000 b a r r e l s a day. You can see on the o i l p l o t up above 

t h a t o i l has gone from 3 00 b a r r e l s a day t o j u s t r i g h t a t 

700 b a r r e l s a day a t t h i s time. 

The estimated secondary-primary r a t i o f o r t h e 

Parkway f i e l d i s 1.26. 

Q. Now, keeping on t h i s , even when i t was more 

l i m i t e d , on E x h i b i t 26, a more l i m i t e d i n j e c t i o n , i t s t i l l 

had the e f f e c t of a r r e s t i n g the production d e c l i n e , d i d i t 

not? 
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A. Yes, i t d i d . 

Q. And when the d i d the more s u b s t a n t i a l i n j e c t i o n 

begin? 

A. Towards the end of 1997. 

Q. Of course, i f you can equal the r e s u l t s i n 

Parkway you can have an even longer p r o j e c t l i f e ; i s t h a t 

r i g h t ? 

A. That's e x a c t l y r i g h t . 

Q. W i l l the East Shugart add t o the knowledge base 

on Delaware waterfloods? 

A. Yes, i t w i l l . Everybody out t h e r e i s going t o 

b e n e f i t from the knowledge we gain from these p r o j e c t s . 

Q. What i s shown on E x h i b i t 2 7? 

A. E x h i b i t 27 i s a t a b l e of c a p i t a l showing the 

amounts of money a n t i c i p a t e d t o be spent f o r the d r i l l i n g 

of the e i g h t i n j e c t i o n w e l l s , adding the f a c i l i t i e s , 

c o n v e r t i n g the 13-3 and adding pay and r e - f r a c ' i n g the 

w e l l s c u r r e n t l y e x i s t i n g there i n the proposed u n i t . 

And the t o t a l c a p i t a l o u t l a y of t h i s p r o j e c t i s 

p r o j e c t e d t o be $5.6 m i l l i o n . 

Q. And w i l l t h i s p r o j e c t be economic? 

A. Yes, i t w i l l . E x h i b i t 28 i s an economics t a b l e 

showing what the value and economics of the c u r r e n t 

operations and the proposed incremental p r o j e c t w i l l 

generate f o r the property. 
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You can see on the l e f t - h a n d column t h e r e , the 

c u r r e n t operations are a n t i c i p a t e d t o recover another 

600,000 b a r r e l s , a l i t t l e over 2 BCF of gas. I t has an 

undiscounted income of $5.8 m i l l i o n and a present worth of 

$3 m i l l i o n . 

The incremental proposed u n i t i s a n t i c i p a t e d t o 

recover 3.7 m i l l i o n b a r r e l s and another 1.2 BCF of gas. 

I t ' s going t o cost $5.6 m i l l i o n and generate an 

undiscounted income of a l i t t l e over $50 m i l l i o n . This i s 

a 9 - t o - l r e t u r n on the investment. 

The present worth p r o f i t a t 10 percent i s $14.5 

m i l l i o n f o r the p r o j e c t , and down below we show what p r i c e 

scenario these economics were ran a t . The p r i c e per b a r r e l 

was $15.87 f o r the f i r s t two years and escalated 

t h e r e a f t e r . Gas was $2.41 an MCF and escalated t h e r e a f t e r . 

Q. I s the p o r t i o n of the pool being u n i t i z e d 

s u i t a b l e f o r waterflooding? 

A. Yes, i t i s . 

Q. I s the p r o j e c t area so depleted t h a t i t ' s prudent 

t o apply an enhanced recovery program a t t h i s time? 

A. Yes, i t i s . 

Q. I n your opinion, i s the w a t e r f l o o d p r o j e c t 

t e c h n i c a l l y and economically f e a s i b l e a t t h i s time? 

A. Yes, i t i s . 

Q. W i l l the value of the o i l and gas recovered by 
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u n i t operations exceed u n i t costs plus a reasonable p r o f i t ? 

A. Yes, i t w i l l . 

Q. And w i l l w a t e r f l o o d operations r e s u l t i n the 

recovery of s u b s t a n t i a l l y more hydrocarbons from the pool 

than w i l l otherwise be recovered? 

A. Yes, i t w i l l . 

Q. I n your o p i n i o n , w i l l u n i t i z a t i o n and secondary 

recovery b e n e f i t the working i n t e r e s t s and r o y a l t y owners 

i n the u n i t ? 

A. Yes, i t w i l l . 

Q. And i s u n i t i z e d management and o p e r a t i o n of t h i s 

Delaware r e s e r v o i r reasonably necessary t o e f f e c t i v e l y 

c a r r y on w a t e r f l o o d operations? 

A. Yes, i t i s . 

Q. F i n a l l y , because of the estimated a d d i t i o n a l 

p r o d u c t i o n , does St. Mary request t h a t w e l l s i n the 

proposed u n i t q u a l i f y f o r the recovered o i l t a x rate? 

A. Yes, i t does. 

Q. Now, l e t ' s discuss the t r a c t - a l l o c a t i o n formula, 

Mr. Lee. That formula i s set f o r t h i n Section 13 of the 

u n i t agreement. 

Do you b e l i e v e t h i s formula a l l o c a t e s produced 

and saved hydrocarbons t o each t r a c t on a f a i r , reasonable 

and e q u i t a b l e basis? 

A. Yes, I do. 
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Q. Would you discuss f o r the Examiner the reasons 

f o r s e l e c t i n g the p a r t i c i p a t i o n parameters i n Section 13 of 

the u n i t agreement and why you t h i n k t h a t formula i s f a i r ? 

E x h i b i t 3 i s the u n i t agreement, Mr. Examiner. 

EXAMINER CATANACH: Where i s t h a t p a r t i c i p a t i o n 

formula? 

MR. BRUCE: Section 13 — Go t o page 11, Mr. 

Examiner. 

EXAMINER CATANACH: Okay. 

Q. (By Mr. Bruce) Okay, Mr. Lee, go ahead and 

discuss the parameters. 

A. Okay. When i t comes t o choosing parameters f o r a 

secondary p r o j e c t l i k e t h i s , i t becomes q u i t e a balancing 

act sometimes, and i n a p e r f e c t world, you know, we want t o 

t r y t o keep everybody whole from the standpoint of c u r r e n t 

cash f l o w , and also t o a l l o c a t e the f u t u r e w a t e r f l o o d 

reserves t o the t r a c t s t h a t those reserves and b e n e f i t s are 

der i v e d from. 

And we examined several p o t e n t i a l parameters, and 

of course you r e a l i z e t h a t some parameters deserve a higher 

w e i g h t i n g f a c t o r i n the u n i t formula than others do. This 

i s because some of the parameters are more i n d i c a t i v e of 

keeping people whole or t o a l l o c a t e f u t u r e w a t e r f l o o d 

reserves. And we need t o give c r e d i t f o r the w a t e r f l o o d 

reserves t h a t come from our t r a c t and not n e c e s s a r i l y the 
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neighbors' t r a c t . 

Now, some parameters, i t ' s going t o be easier t o 

de f i n e and agree upon than other parameters, where there's 

more i n t e r p r e t a t i o n involved. Not t h a t those parameters 

are going t o be i n e r r o r , but i t ' s j u s t t h a t everybody's 

going t o look a t t h a t data a l i t t l e b i t d i f f e r e n t l y . 

Now, St. Mary has attempted t o choose several 

parameters and t o blend them i n a way t h a t ' s going t o be 

f a i r t o a l l p a r t i e s . One of the parameters t h a t t hey're 

using i s acres, and they give t h a t f i v e - p e r c e n t - o f - t h e - u n i t 

formula. And acres provides a number t h a t , you know, may 

not be i n d i c a t i v e of c u r r e n t cash fl o w or w a t e r f l o o d 

p o t e n t i a l . 

I n t h i s p a r t i c u l a r p r o j e c t a l l the acreage i s 

developed. The w e l l s are d r i l l e d on every t r a c t t h e r e . 

And since i t ' s not i n d i c a t i v e of w a t e r f l o o d p o t e n t i a l , i t ' s 

been given a very small percentage of the u n i t , only f i v e 

percent. I t was included t o s a t i s f y some owners who may 

f e e l t h a t the area t h a t they're i n v o l v e d i n needs t o be 

compensated t o them i n a p r o j e c t l i k e t h i s . 

The cumulative o i l was included because 

cumulative o i l produced, you know, can sometimes be 

i n d i c a t i v e of f u t u r e w a t e r f l o o d recovery. The b e t t e r the 

r e s e r v o i r i s , the more o i l i t w i l l produce on p r i m a r i e s and 

should also t h e r e f o r e produce more secondary reserves. 
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Now, t h i s i s not always t r u e i n circumstances 

where r e s e r v o i r s — i t s pressure has been dropping 

d r a m a t i c a l l y d u r i n g primary development or the development 

occurs over a very long p e r i o d of time. But t h a t ' s not the 

case here. A l l these w e l l s were d r i l l e d over a p e r i o d of 

about two, two and a h a l f years, and t h e r e f o r e we f e e l t h a t 

cumulative o i l i s a parameter t h a t should c a r r y a f a i r l y 

good p a r t of the u n i t formula here, and we giv e i t 15 

percent. 

The o i l r a t e was given 25 percent of the proposed 

u n i t formula. The o i l r a t e i s going t o be important t o 

p r o t e c t people's c u r r e n t cash flow. And i t may or may not 

be i n d i c a t i v e of f u t u r e secondary p o t e n t i a l , such as a 

s i t u a t i o n where you have some recent w e l l s d r i l l e d and 

compared t o w e l l s of a much older v i n t a g e . Once again, 

t h a t ' s not the case here at Shugart. 

And f o r the most p a r t , we f e e l t h a t t he w e l l s 

w i t h the higher r a t e s have the b e t t e r euros and g e n e r a l l y 

w i l l have the b e t t e r remaining reserves, and t h i s should be 

i n d i c a t i v e of b e t t e r secondary reserves. The o i l r a t e i s 

the second-largest parameter i n the formula. 

O r i g i n a l o i l i n place was given a 40-percent 

w e i g h t i n g f a c t o r i n the formula. We f e e l t h a t o i l i n place 

i s the most important s i n g l e f a c t o r t h a t ' s i n d i c a t i v e of 

f u t u r e w a t e r f l o o d p o t e n t i a l , p a r t i c u l a r l y where t h e r e are 
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adequate modern logs t o analyze and a r e s e r v o i r s i m u l a t i o n 

t h a t was ran t o — t h a t u t i l i z e d and matched a l l the 

h i s t o r i c a l production. Based on the l o g and s i m u l a t i o n 

a n a l y s i s , we f e e l very c o n f i d e n t w i t h our o i l - i n - p l a c e 

number. 

O i l i n place i s also the f a c t o r where people w i t h 

behind-pipe reserves t h a t are not open t o the w e l l b o r e a t 

t h i s p o i n t i n time w i l l get some c r e d i t f o r those reserves. 

The l a s t parameter t h a t we used was the remaining 

primary reserves, and we gave t h a t 15 percent of the 

w e i g h t i n g f a c t o r of the formula. Remaining primary 

reserves may not ne c e s s a r i l y r e f l e c t the f u t u r e secondary 

p o t e n t i a l , but i t does r e f l e c t the c u r r e n t primary value of 

each t r a c t . At Shugart, the remaining primary reserves are 

ge n e r a l l y i n d i c a t i v e of the f u t u r e reserve p o t e n t i a l , and 

t h a t ' s why we gave i t the 15 percent t h e r e , i n the formula. 

MR. BRUCE: Mr. Examiner, j u s t f o r your 

i n f o r m a t i o n , E x h i b i t C t o the u n i t agreement c a r r i e s a 

c a l c u l a t i o n or contains a c a l c u l a t i o n of each f a c t o r as 

i t ' s a t t r i b u t e d t o each t r a c t . 

Q. (By Mr. Bruce) Mr. Lee, i n your o p i n i o n does the 

w e i g h t i n g of these f a c t o r s , as set f o r t h i n the u n i t 

agreement f a i r l y a l l o c a t e production f o r t h i s r e s e r v o i r ? 

A. Yes, i t does. 

Q. Now, l e t ' s go over the i n j e c t i o n s . Would you 
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identify Exhibit 29 for the Examiner? 

A. E x h i b i t 29 i s the C-108 f o r the proposed East 

Shugart (Delaware) f l o o d . 

Q. Would you please describe how the i n j e c t i o n w e l l s 

w i l l be completed f o r the p r o j e c t ? 

A. Yes, the w e l l t h a t we're going t o convert, the 

South Taylor 13-3, i s shown i n Section I I I of the C-108. 

I t ' s the f i r s t w e l l t here. What I present f o r each w e l l i s 

a t a b l e showing the i n f o r m a t i o n t a b u l a r , and then a 

w e l l b o r e diagram. The South Taylor 13-3 has two diagrams, 

one i t s c u r r e n t c o n f i g u r a t i o n , and then a proposed 

conf i g u r a t i o n . 

C u r r e n t l y , the 13-3 i s completed i n the Delaware 

and the Grayburg. I t ' s TA'd r i g h t now, has a c a s t - i r o n 

b r i d g e plug set a t 4781. The plan would be t o go i n and 

squeeze o f f the e x i s t i n g p e r f s and t o p e r f o r a t e the 

Delaware horizon from 5090 t o 5420. 

The r e s t of the sheets i n Section I I I c o n t a i n the 

t a b u l a r data and a wellbore diagram of the proposed 

i n j e c t i o n w e l l s . Also, I ' d l i k e t o p o i n t out t h a t on the 

South Taylor 3, the cement was c i r c u l a t e d both on the 

surface s t r i n g and on the long s t r i n g . 

The r e s t of the i n j e c t i o n w e l l s t h a t were going 

t o be d r i l l e d out here, we a n t i c i p a t e s e t t i n g 8-5/8-inch 

pipe a t about 350 f e e t , c i r c u l a t i n g t h a t t o surface, and 
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then run 5 1/2 t o TD, which i s probably going t o be around 

5500 t o 5550. Once again, we're going t o c i r c u l a t e cement 

t o surface on the long s t r i n g . Then w e ' l l put i n some 

i n j e c t i o n t u b i n g g e n e r a l l y , t o a depth of about 5000 f e e t . 

Most of the top p e r f o r a t i o n s are going t o be from 5050 t o 

5090. The i n j e c t i o n t u b i n g w i l l be set w i t h i n 100 f e e t of 

the top p e r f , and i t w i l l be e i t h e r p l a s t i c or PVC-lined 

pipe. 

Q. Moving on t o your Section V, how many w e l l s are 

th e r e i n the area of review? 

A. Section V i s a map of the area w i t h a h a l f - m i l e 

r a d i u s drawn around each proposed i n j e c t i o n w e l l . There's 

24 w e l l s w i t h i n the h a l f - m i l e radius of the i n j e c t o r s , 

which penetrate the Delaware. A l i s t i n g of those w e l l s and 

t h e i r completion i n f o r m a t i o n i s found a t Section V I . 

Q. Are any of these w e l l s plugged and abandoned? 

A. No, they're not. There are some TA 1d w e l l s , but 

no plugged and abandoned w e l l s . 

Q. Are the w e l l s i n the area of review p r o p e r l y 

completed, and w i l l they prevent the movement of f l u i d s t o 

other zones? 

A. Yes, they w i l l . These w e l l s t y p i c a l l y have 

surface pipe set down t o 350 t o 900 f e e t , cemented t o 

surface, and then the production casing i s normally set 

from 5500 t o 6500 and once again cemented t o surface. 
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These are a l l new w e l l s , d r i l l e d since 1984. 

Two w e l l s d i d not have t h e i r long s t r i n g 

c i r c u l a t e d t o surface. One i s the Geronimo 1, the second 

from the top. The top of cement on the long s t r i n g t h e r e 

i s 2100 f e e t . I t ' s c u r r e n t l y producing out of the Penrose-

Grayburg. And the other w e l l i s the Geronimo Number 4, 

which had top of cement a t about 22 00 f e e t . I t i s 

completed i n the Delaware a t 5016 f e e t , so we've got about 

2800 f e e t of cement above our Delaware zones t h a t we f e e l 

l i k e — t h a t w i l l prevent the movement of f l u i d s . 

Q. Moving on t o Sections V I I through X I I of your 

e x h i b i t , would you summarize the proposed i n j e c t i o n 

operations? 

A. We a n t i c i p a t e an average i n j e c t i o n r a t e of 150 

b a r r e l s of water a day per w e l l i n t h i s area, w i t h a 

maximum r a t e of about 3 00 b a r r e l s of water a day per w e l l . 

We're going t o have a closed system. The a n t i c i p a t e d 

maximum i n j e c t i o n pressure i s 1000 pounds. Once again, a l l 

these w e l l s w i l l be completed w i t h a top p e r f j u s t below 

5000 f e e t , so the 1000-pound maximum pressure complies w i t h 

the . 2 - p . s . i . - p e r - f o o t g r a d i e n t recommended by the OCD. 

The average i n j e c t i o n pressure we a n t i c i p a t e t o be about 

700 pounds, though. 

Q. But you won't be higher than the maximum? 

A. That's c o r r e c t . 
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Q. I s t h e r e a proposed s t i m u l a t i o n program f o r the 

i n j e c t i o n wells? 

A. C u r r e n t l y , the operator i s going t o d r i l l t he 

w e l l s and p e r f o r a t e them and see what k i n d of i n j e c t i o n 

r a t e s they can achieve. A f t e r p e r f o r a t i n g and a c i d i z i n g , 

e v e n t u a l l y they may f r a c a l l the proposed i n j e c t i o n w e l l s . 

Q. Moving on t o the next tab i n your e x h i b i t , could 

you i d e n t i f y where the freshwater w e l l s are i n t h i s area? 

A. Yes, t h i s i s a map of the area, w i t h a one-mile 

r a d i u s drawn around each proposed i n j e c t i o n w e l l , and the 

red hexagons are the freshwater w e l l s of record i n the 

Shugart area. 

Q. What i s the source of the i n j e c t i o n water? 

A. We're going t o get our i n j e c t i o n water — I t ' s 

going t o be produced water from the Shugart f i e l d , and we 

w i l l acquire makeup water from the Heyco's Young Deep 

Prospect, P r o j e c t , over t o the east and also the Tamano 

Bone Spring f l o o d operated by Marathon a l i t t l e b i t 

northwest of our p r o j e c t there at Shugart. 

The water a n a l y s i s shown i n the next tab 

i n d i c a t e s t h a t mixing of these waters w i l l generate some 

s c a l i n g tendencies between the i n j e c t i o n waters and the 

fo r m a t i o n waters, but the operator i s aware of t h a t s c a l i n g 

tendency and has chemical company recommendations t o 

prevent those scales from forming. The water can be 
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t r e a t e d . 

Q. And t h a t t r e a t i n g w i l l take care of any problems? 

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

Q. Were E x h i b i t s 22 through 29 prepared by you or 

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

A. Yes, they were. 

Q. And i n your opinion i s the g r a n t i n g of these 

A p p l i c a t i o n s i n the i n t e r e s t s of conservation and the 

pre v e n t i o n of waste? 

A. Yes, they are. 

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

of St. Mary E x h i b i t s 22 through 29. 

EXAMINER CATANACH: Any obje c t i o n ? 

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

EXAMINER CATANACH: E x h i b i t s 22 through 29 w i l l 

be admitted as evidence. 

Mr. Carr? 

CROSS-EXAMINATION 

BY MR. CARR: 

Q. Mr. Lee, Mr. Bachman passed the question t o 

you — 

A. Yes, he d i d — 

Q. I f you could look a t E x h i b i t — c r o s s - s e c t i o n — 

There are a couple of these. I t h i n k i t ' s B-B' — 

A. Yes. 
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Q. — and on the l o g se c t i o n f o r the Inca Number 2 

t h e r e area a couple of e n t r i e s where i t says, " p e r f , f r a c 

screened out". What does t h a t mean? 

A. The f r a c screened out du r i n g the f r a c procedure, 

f o r v a r i o u s reasons. E i t h e r t h e r e wasn't enough pad i n 

f r o n t of the j o b where there was l e a k o f f t o the p o i n t t h a t 

the pressure, the i n j e c t i o n pressure t o surface reached a 

p o i n t where i t was unsafe and the f r a c was shut down 

prematurely, before g e t t i n g i t a l l away. But these were — 

d i d get some sand i n t o them, I don't know how much, and 

they are open and producing. 

Q. These are producing i n t e r v a l s ? 

A. Yes. 

Q. I f we look a t the l o g on the Conoco Federal 

Number 1, the second t o the l e f t , and we come down on the 

lo g t o zone 9, and i t says "perf and squeeze", what does 

t h a t mean? 

A. That would mean t h a t the w e l l was p e r f o r a t e d and 

then i t looks l i k e i t i n d i c a t e s t h a t i t was squeezed w i t h 

cement f o r some reason. 

Q. I s t h a t a producing i n t e r v a l on t h a t w e l l , t o 

your knowledge? 

A. I don't know, maybe I can t e l l you here. B i l l , I 

t h i n k i t i s . I'm not going t o be p o s i t i v e . I do show i t 

as a completion i n t e r v a l on my t a b l e of w e l l s . 
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Q. "Squeeze" doesn't suggest t o you i t ' s not now 

producing? 

A. "Squeeze" would i n d i c a t e t o me t h a t i t ' s not 

producing, so I need t o check on t h a t and see. 

Q. I s t h e r e any way, do you know, Mr. Lee, t o 

determine i n the Conoco Federal Number 1, whether the 

p r o d u c t i o n would be coming from t h a t lower i n t e r v a l or the 

other one t h a t ' s open? 

A. I ' d have t o go look a t the w e l l f i l e , B i l l , and 

see what was done and see i f i t was, you know, recompleted 

or r e s t i m u l a t e d a f t e r t h a t squeeze j o b . Maybe t h a t d i d n ' t 

get on the cross-section or --

Q. But you don't know, i s the answer? You don't — 

A. I don't know, t h a t ' s c o r r e c t . 

Q. I t says "squeeze", and t h a t ' s i t ? 

A. That's what i t says. 

Q. A l l r i g h t , l e t ' s go t o A-A' and look a t the 

Geronimo Number 9, the second w e l l from the l e f t . And the 

lower e n t r y on t h a t log says " p e r f o r a t e and f r a c " , and I 

can't read the next t h i n g , but i t says then "plugged o f f " . 

A. Yes, i t says " f r a c FM". I'm assuming 

"for m a t i o n " . 

Q. Okay, formation plugged o f f . I s t h a t lower zone, 

i n your o p i n i o n , producing i n t h a t w e l l ? 

A. I don't know. I t says i t s plugged o f f on the — 
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Q. Do you t h i n k i t ' s f a i r f o r me — 

A. — cross-section. 

Q. — t o suspect t h a t i f the formation i s plugged 

o f f , i t ' s not producing? 

A. That's probably a f a i r assumption. That zone, 

though, i t does s i t r i g h t underneath a wet zone r i g h t here 

to o , and once again I j u s t need t o go back and look a t the 

o r i g i n a l completion, but i f i t was p e r f o r a t e d , f r a c ' d , we 

may have f r a c ' d i n t o the water t h e r e , and maybe t h a t ' s what 

was plugged o f f . 

But I don't have a r e c o l l e c t i o n of t h a t w e l l . I t 

was before I worked a t Siete. 

Q. Were you involved i n the s e l e c t i o n of the 

parameters f o r the u n i t agreement? 

A. Bob and I discussed the parameters, what should 

be used and — 

Q. "Bob" i s who? 

A. Bob Bachman, I'm s o r r y , Bob Bachman. 

— discussed the parameters t o be used, the — 

k i n d of the m e r i t s and pros and cons of each one, and k i n d 

of agreed on these f i v e parameters. And then the wei g h t i n g 

f a c t o r was assigned by St. Mary. And we t a l k e d about what 

was important and what wasn't. But the f i n a l numbers was 

done by Bob. 

Q. You i n d i c a t e d t h a t you would put more weight on 
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the f a c t o r s t h a t you t h i n k would be, or a n t i c i p a t e would be 

a more r e l i a b l e i n d i c a t o r of what? Future performance? 

A. Yes, and a t also t r y i n g t o keep people whole, 

though, on t h e i r c u r r e n t cash flow. I t ' s k i n d of a 

t i g h t r o p e , sometimes, you walk t h e r e . 

Q. And when you were t r y i n g t o develop a formula and 

keep people whole, are you developing the a l l o c a t i o n before 

you look a t the f a c t o r s ? 

A. No. No, what was done i s , these f a c t o r s were put 

i n place, and then I've made a couple of c a l c u l a t i o n s on a 

couple of owners a f t e r t h a t , t o see i f t h e i r c u r r e n t 

p r o d u c t i o n was about the same, what i t would be i n the 

u n i t , which i s what i t was before u n i t i z a t i o n . 

Q. Were the f a c t o r s adjusted t o keep the cash f l o w 

of the i n d i v i d u a l i n t e r e s t owners constant? 

A. No. 

Q. There were no adjustments f o r cash flow? 

A. There was no jockeying the parameters around once 

i t was proposed. 

Q. But when i t was developed, p r i o r t o being 

proposed, d i d you a d j u s t the f a c t o r s t o accommodate c u r r e n t 

cash flow? 

A. No, i t k i n d of came out t h a t way, B i l l , t o where 

once the f a c t o r s were i n place, I ran some c a l c u l a t i o n s , 

and the c u r r e n t production net was p r e t t y close t o what the 
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u n i t i z e d production would be net, and i t j u s t k i n d of f e l l 

out t h a t way. I t wasn't ne c e s s a r i l y done on purpose, we 

j u s t k i n d of got lucky. 

Q. You sa i d there was a balancing involved? 

A. Uh-huh. 

Q. And I'm j u s t t r y i n g t o f i n d out — you i n d i c a t e d , 

you know, you t r i e d t o keep people whole, and based on 

t h a t , I assume there was some balancing t o accommodate 

c u r r e n t cash flow , and I' d l i k e t o know i f you adjusted any 

f a c t o r , focusing on cash flow instead of r e s e r v o i r 

c h a r a c t e r i s t i c s . 

A. No, we d i d n ' t . What I meant by t h a t , B i l l , I was 

saying t h a t i n a p e r f e c t world you t r y t o do t h a t as best 

you can. 

Q. But i t ' s your testimony here t h a t t h a t d i d not 

occur? 

A. I t d i d not occur, t h a t ' s r i g h t . 

Q. That was not considered? 

A. That was not considered, t h a t ' s c o r r e c t . 

Q. When I look a t the f a c t o r s , acreage, cum o i l , 

w e l l r a t e , I mean, those don't r e q u i r e i n t e r p r e t a t i o n , you 

j u s t go and get those numbers? 

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

Q. When we look a t o r i g i n a l o i l i n place, t h e r e i s 

an i n t e r p r e t i v e aspect t o t h a t , i s the r e not? 
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A. That's c o r r e c t . 

Q. And th e r e i s an i n t e r p r e t i v e aspect t o remaining 

primary, c o r r e c t ? 

A. Yes, there i s . 

Q. Now, i n t r y i n g t o determine o r i g i n a l o i l i n 

place, what methods d i d you u t i l i z e ? Did you simply r e l y 

on a model? 

A. Yes, we took the logs, and they were d i g i t i z e d 

and they were — you know, a very — a l o t of time went 

i n t o g e t t i n g t h a t data i n t o the model. But yes, the o i l -

i n - p l a c e number was based on the model reserves. 

Q. I s i t b a s i c a l l y a material-balance c a l c u l a t i o n 

t h a t you're using, or i s i t independent of t h a t ? 

A. I'm going t o have t o l e t Raj answer t h a t . 

Q. And he w i l l be able t o i d e n t i f y what f a c t o r s you 

u t i l i z e d — 

A. Yes. 

Q. — i n i n p u t i n t o the model? 

A. Yes. 

Q. Based on the f a c t t h a t 40-percent weight i n the 

formula was placed on o r i g i n a l o i l i n place, i s i t f a i r f o r 

me t o assume t h a t St. Mary's believes t h a t i s the most 

r e l i a b l e way t o p r e d i c t f u t u r e performance of t h i s u n i t ? 

A. Yes, i t i s . You know, what I would t e l l you, 

B i l l , yes, yes, i t i s . The two most important t h i n g s i n 
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p r e d i c t i n g the secondary performance i s going t o be 

u l t i m a t e primary and o i l i n place, and here the o i l i n 

place comprises 40 percent, and i f I take my cumulative o i l 

w i t h my 15-percent f a c t o r and my remaining reserves w i t h 

the 15-percent f a c t o r , w e l l now my u l t i m a t e primary has a 

3 0-percent weight. 

So t h a t ' s k i n d of the way t h a t was thought 

through. Both of those f a c t o r s are important t o p r e d i c t i n g 

secondary p o t e n t i a l , and so t h a t ' s why both of them added 

together have a f a i r l y s u b s t a n t i a l p a r t of the u n i t 

formula. We j u s t broke apart t h a t u l t i m a t e primary i n t o 

the cumulative and then t o the remaining reserves. 

Q. T y p i c a l l y , when I would look a t an o i l - i n - p l a c e 

study or c a l c u l a t i o n — 

A. Uh-huh. 

Q. — I would a n t i c i p a t e a methodology being used, 

e i t h e r a material-balance approach or a v o l u m e t r i c 

c a l c u l a t i o n . And I j u s t want t o be sure I understand. 

That i s not the way St. Mary's got t o these numbers? They 

used a model instead? 

A. That's c o r r e c t , the model was used, and Raj — 

Q. Okay, the model w i l l p r e d i c t f u t u r e performance, 

c o r r e c t ? 

A. Yes, he matches the — 

Q. And you also use t h a t t o determine o r i g i n a l o i l 
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i n place; i s t h a t correct? 

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

Q. So, I mean, I u s u a l l y — the t h i n g of a model 

being t o p r o j e c t forward, but you're also using i t t o — 

t h a t model t o determine o r i g i n a l o i l i n place? 

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

Q. And t h a t model w i l l account f o r behind-the-pipe 

pay? 

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

Q. Can you t e l l me i f the model w i l l a lso be able t o 

t e l l us, i f you have the reserves t h e r e , whether or not 

they w i l l be producible? 

A. Yes, Raj w i l l address t h a t . 

Q. Okay. 

A. Raj i s going t o address t h a t . 

Q. I thought you i n d i c a t e d t h a t you were going t o 

t e s t a l l t e n zones, and some of those might or might not be 

open. 

A. Some of the — You know, based upon what the 

model i n d i c a t e s , l o g and mud logs show, some of the 

s t u f f -- i f i t ' s a wet zone, way over here, there's no need 

of opening t h a t , i f I'm not going t o be able t o d e r i v e any 

reserves from i t . 

I f the model says t h a t t h i s zone may have a high 

water s a t u r a t i o n but you're going t o get some o i l swept t o 
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i t , i n t h a t case i t would be opened. 

Q. And you're going t o go i n and a c t u a l l y t e s t each 

of these zones; i s t h a t c o r r e c t ? 

A. That's my understanding of what the operator i s 

going t o do. 

Q. And based on St. Mary's study and modeling of the 

r e s e r v o i r , each of those zones w i l l a t l e a s t have 

p o t e n t i a l , c o r r e c t ? 

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

Q. But you're not r e a l l y going t o know i f i t ' s going 

t o produce u n t i l you go down there and t e s t i t ; i s n ' t t h a t 

f a i r t o say? 

A. They are saying t h a t the zones t h a t are 

p o t e n t i a l , based upon l o g ana l y s i s and what the model 

i n d i c a t e s w i l l be t e s t e d . But you're r i g h t , you won't know 

e x a c t l y u n t i l we go t e s t those zones. 

Q. Now, when I heard Mr. Bachman t e s t i f y , he 

i n d i c a t e d t h a t p o t e n t i a l l y a l l ten sands could be the 

su b j e c t of a w a t e r f l o o d e f f o r t . 

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

Q. Are you suggesting t h a t t h a t would occur a t one 

time? 

A. Yes. Yes a l l sands would be — 

Q. How, i f you're w a t e r f l o o d i n g t e n zones, are you 

going t o be able t o assure t h a t you're, i n f a c t , w a t e r i n g 
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each of those t e n zones? 

A. Yes, a f t e r — What I've recommended i s , once 

i n j e c t i o n s t a r t s , t o i n i t i a t e a f a i r l y r e g u l a r program of 

t r a c e r surveys monitoring where the water i s going, t r y i n g 

t o i d e n t i f y any p o t e n t i a l t h i e f zones. That's one of the 

reasons t o go i n w i t h t h i s f i r s t w e l l by i t s e l f , l e t ' s put 

some waterway, l e t ' s see what happens here, and t h a t ' s 

going t o give us some in f o r m a t i o n t h a t w i l l a s s i s t us i n 

the f u t u r e . 

And t h a t ' s one of the t h i n g s t h a t — you know, as 

t h i s p r o j e c t and other p r o j e c t s come t o l i f e , where people 

w i l l b e n e f i t from some of the t h i n g s t h a t we're going t o 

f i n d out here. 

But there's t h i e f zones, you know. We'd go i n 

and t r y t o block them o f f w i t h some column or something 

l i k e t h a t . We j u s t need t o see how bad i t i s and what the 

model says the e f f e c t s may be. 

Q. A l l r i g h t . Have you been in v o l v e d w i t h 

w a t e r f l o o d p r o j e c t s where, i n f a c t , a t one time there's 

a c t i v e w a t e r f l o o d i n g i n ten separate i n t e r v a l s i n a 

formation? 

A. I've never been involved i n anything t h a t b i g , 

no, I have not. 

Q. I f you have no water going i n t o a zone, how would 

you go about c o r r e c t i n g i t ? 
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A. I f we had no water going i n t o a zone, what I ' d 

suggest i s t o go i n and t r y t o — some s o r t of a p . p . i . 

t o o l or maybe a plug and a packer, whatever would work 

best, go i n and t r y t o i s o l a t e t h a t zone, t r y t o put some 

s o r t of a s t i m u l a t i o n on i t and see i f I couldn't enhance 

the i n j e c t i v i t y of i t . 

Q. You would agree w i t h me, wouldn't you, Mr. Lee, 

t h a t i f you're going t o e f f e c t i v e l y w a t e r f l o o d a r e s e r v o i r , 

you have t o have communication across the r e s e r v o i r ? 

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

Q. That's an e s s e n t i a l t o an e f f e c t i v e waterflood? 

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

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

THE WITNESS: Okay. B i l l , you giv e Roy too much 

paper, i s a l l I can say. He's s i t t i n g t h e r e — 

MR. CARR: You're g i v i n g him too much paper. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Lee, the weighted percentages f o r your 

a l l o c a t i o n formula, those were determined by — How were 

those determined? 

A. Bob Bachman and I t a l k e d about — and Bob may 

have discussed w i t h other people also -- parameters t o be 

u t i l i z e d t r y i n g t o form a u n i t i z a t i o n formula and, you 

know, what's u s e f u l and what's not. 
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For instance, we t a l k e d about we l l b o r e s . We 

s a i d , Well, l e t ' s not include the wellbores, because 

everything's a c t i v e wellbores, and we're p u t t i n g acreage 

i n . That k i n d of washes t h a t out. 

So we t a l k e d about parameters t h a t would be, once 

again, i n d i c a t i v e of the secondary p o t e n t i a l and the — 

t r y i n g t o keep people — not — w e l l — i t wasn't, you 

know, s p e c i f i c a l l y saying, Ah, we're going t o t r y t o keep 

people whole, but t h a t i s one of the c o n s i d e r a t i o n s . I 

guess i f we would have gone through these c a l c u l a t i o n s and 

we found t h a t people were g e t t i n g squashed on c u r r e n t cash 

f l o w , t h i n g s may have been done d i f f e r e n t l y . 

But l i k e I say, the percentages were put on th e r e 

by St. Mary and, j u s t , you know, c a l c u l a t e d a few out and 

they appeared t o , you know, keep people p r e t t y whole. 

Q. So none of the other i n t e r e s t owners p a r t i c i p a t e d 

i n determining the weight of these f a c t o r s ? 

A. Not t o my knowledge. I don't know i f Bob t a l k e d 

t o Heyco or anybody else when i t came t o determining the 

a c t u a l percentages or not. 

Q. With over 90-some percent of the working i n t e r e s t 

owners agreed, I assume t h a t most of the i n t e r e s t owners 

have agreed t o t h i s a l l o c a t i o n formula? 

A. Yes, t h a t would be t r u e . 

Q. I s i t your knowledge t h a t I n t o i l i s the only 
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interest owner who has not agreed to the participation 

formula, or i s there others? 

A. I don't know. I don't know. To my knowledge, 

I n t o i l i s the only one, but I don't know i f there's other 

people or not. 

Q. Okay. Are you t r y i n g t o permit a l l of the 

i n j e c t i o n w e l l s a t t h i s time — 

A. Yes. 

Q. — t h a t w i l l ever be d r i l l e d ? You're i n i t i a l l y 

going t o s t a r t out w i t h two i n j e c t i o n wells? 

A. That's c o r r e c t . I ' d en v i s i o n t r y i n g t o get a l l 

of them p e r m i t t e d r i g h t now. And on the e x h i b i t where I 

l i s t e d the w e l l s , E x h i b i t Number 25, s t a r t i n g a t the bottom 

t h i r d t h e r e w i t h the ESDU Number 17, i f you come over and 

look a t the l o c a t i o n , you can see t h a t these footages are 

p r e t t y s q u i r r e l y f o r the most p a r t , and we would a n t i c i p a t e 

approval t o d r i l l these w e l l s i n an unorthodox l o c a t i o n . 

The reason t h a t these footages are l i k e t h i s i s 

t h a t we're t r y i n g t o center those i n j e c t i o n w e l l s i n the 

middle of the surrounding producing w e l l s , and so i t 

doesn't give you a nice standard l o c a t i o n . 

Q. So have those l o c a t i o n s already been staked? 

A. No, they have not. 

Q. So you don't know at t h i s p o i n t i n time whether 

or not those footages are going t o be co r r e c t ? 
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A. That's c o r r e c t . That's my estimate of where I 

e n v i s i o n t o the w e l l t o be placed. 

Q. Are you guys conducting the same k i n d of 

op e r a t i o n down i n Parkway? Does i t i n v o l v e m u l t i p l e sands 

w i t h i n t h a t Delaware? 

A. The Parkway f l o o d a t t h i s p o i n t i n time i s j u s t 

i n one sand, the C sand, down t h e r e . I don't know, you may 

remember th e r e was two other sands. There was an A sand 

and a B sand above t h a t C sand t h a t ' s c u r r e n t l y being 

flooded r i g h t now. 

The C sand was selected because i t was open i n 

a l l zones, and i t ' s my understanding t h a t St. Mary a t some 

f u t u r e date i s going t o probably have Raj do some modeling 

t o see what happens when you open the A and the B sand up 

i n t h a t , and then there w i l l be a d d i t i o n a l zones open 

t h e r e . But i t ' s b a s i c a l l y one p r e t t y t h i c k sand t h e r e , the 

Parkway. 

Q. With t e n zones, are you going t o be able t o 

i n j e c t s u f f i c i e n t water i n t o these t h i n g s t o get some 

r e s u l t s ? 

A. That's one of the reasons, once again, t o d r i l l 

t h a t f i r s t i n j e c t i o n w e l l . I a n t i c i p a t e we w i l l be able 

t o , because we seem t o be able t o do t h a t a t Parkway w i t h 

j u s t one zone open th e r e . But t h a t ' s why we're going t o 

d r i l l the one w e l l , do some studying on i t , catch a core 
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out of i t and k i n d of see what t h a t t e l l s us, watch our 

i n j e c t i o n , and i f i t ' s necessary t o f r a c the w e l l , t o go i n 

and t r y t o f r a c i t t o get our water volumes up t o a volume 

t h a t we can, you know, have an e f f e c t i v e f l o o d . 

Q. What's the time frame on d r i l l i n g t he a d d i t i o n a l 

i n j e c t i o n wells? 

A. I don't know. That's going t o be up t o the 

operator. 

Q. On your E x h i b i t Number 23, the reserve t a b l e s , 

some of these reserves were determined by s i m u l a t i o n ; i s 

t h a t c o r r e c t ? The o r i g i n a l o i l i n place? 

A. The o r i g i n a l o i l i n place i s determined by 

s i m u l a t i o n , the wa t e r f l o o d reserves were determined by 

s i m u l a t i o n , the workover and behind-pipe reserves, the 

822,000 b a r r e l s , was also determined by s i m u l a t i o n . 

Q. Okay, and those r e s u l t s are going t o be 

presented? 

A. Yes, Raj i s going t o present those. 

Q. And a l l of these were e s s e n t i a l l y brought on l i n e 

a l l around the same per i o d of time, so cumulative 

p r o d u c t i o n i s a f a i r l y accurate — 

A. Yes. 

Q. — a f a i r l y f a i r f a c t o r ? 

A. Yes. I t h i n k i t was a l l w i t h i n about a 2-1/2-

year p e r i o d . 
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EXAMINER CATANACH: I don't have any questions, 

any more questions of t h i s witness. 

MR. CARR: Mr. Catanach, could I ask j u s t one 

question t o be sure — I t h i n k i t ' s probably f o r the next 

witness. 

FURTHER EXAMINATION 

BY MR. CARR: 

Q. Have you c a l c u l a t e d the percentage p a r t i c i p a t i o n , 

I mean your share of the u n i t p r oduction, the share of u n i t 

p r o d u c t i o n t h a t would be a t t r i b u t e d t o each of these 

i n t e r e s t owners? 

A. No, I have not. 

Q. Would t h a t be the next witness who would have 

done t h a t ? 

A. The — 

Q. Have you taken St. Mary's i n t e r e s t and a p p l i e d i t 

t o t h i s formula t o see what percent of produced and saved 

hydrocarbons out of t h i s u n i t you would get? 

A. Current production or u l t i m a t e reserves? 

Q. Ult i m a t e . I mean, you're going t o , i f you run 

these numbers, I assume, have a share of the produced and 

saved hydrocarbons t h a t w i l l be paid t o St. Mary's once you 

get the u n i t up and going. 

A. Well, the economics t h a t I presented was f o r 100 

percent of the u n i t , so you could take the working i n t e r e s t 
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i n the formula and k i n d of r a t i o t h a t . But I have not made 

an economic f o r e c a s t f o r each person f o r the — 

Q. Have you done i t on St. Mary's? 

A. A c t u a l l y , no. 

Q. So you have a formula t h a t you developed and set 

these parameters, and i t ' s your testimony t h a t you don't 

know i f St. Mary's, when the u n i t i s up and going, i f they 

produce 100 u n i t s , they get 60 percent of i t or 28 percent 

of i t ? 

A. Well, t h e y ' l l get 58 percent. T h e y ' l l get t h e i r 

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

Q. I s t h a t a l l they get? 

A. You're saying of the a c t u a l reserves, not what — 

Q. Once you apply the formula t o the p r o d u c t i o n , 

t h e r e i s a percentage t h a t i s paid t o St. Mary's. What i s 

th a t ? Do you know? 

A. I t ' s going t o be what's i n the u n i t formula. 

Q. Yeah, but when you run t h a t number, don't you get 

a percentage? I mean, I get 100 b a r r e l s of o i l , and t h a t 

i s d i v i d e d based on a p a r t i c i p a t i o n formula. 

A. Right. 

Q. And t h a t i s so much o r i g i n a l o i l i n place, so 

much cum, so much remaining. And my question i s , of t h a t 

100 b a r r e l s , how many of those b a r r e l s would St. Mary's get 

under t h i s p a r t i c i p a t i o n formula t h a t you're proposing? 
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A. They'd get 58 percent of the b a r r e l s . 

Q. I s t h a t because t h a t ' s what t h e i r working 

i n t e r e s t ownership is? 

A. Yes. 

Q. Well, then why would you need a formula? 

A. No, no. Okay, I'm sorr y . I'm s o r r y , okay. 

Q. You see, I'm saying — 

A. Okay. 

Q. — you've got X-percent ownership, and I'm j u s t 

asking, have you compared t h a t t o what you get when you run 

a hundred b a r r e l s through your formula? 

A. Okay, I see what you're saying. You're saying, 

i s 100 b a r r e l s w i t h the c u r r e n t i n t e r e s t comparable t o what 

i t would be a f t e r — 

Q. I f t h i s u n i t i s approved — 

A. — i f t h i s u n i t i z a t i o n i s — 

Q. — and i f you're paying under your recommended 

p a r t i c i p a t i o n formula? 

A. Okay. A c t u a l l y , B i l l , no, I haven't. I looked 

a t I n t o i l and I looked a t Heyco, the Heyco p r o p e r t i e s . 

Q. Does anyone a t St. Mary's know t h a t , do you know? 

A. I don't know i f they have ran through t h a t 

c a l c u l a t i o n or not. 

MR. CARR: That's a l l I have — 

THE WITNESS: Yeah, I — 
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MR. CARR: — thank you. 

THE WITNESS: — sorr y . 

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

EXAMINER CATANACH: Let's excuse t h i s witness. 

Why don't we take a 30-minute break here before 

we proceed? 

(Thereupon, a recess was taken a t 12:26 p.m.) 

(The f o l l o w i n g proceedings had a t 1:06 p.m.) 

EXAMINER CATANACH: Okay, l e t ' s c a l l the hearing 

back t o order, and I ' l l t u r n i t over t o Mr. Bruce a t t h i s 

p o i n t . 

RAJ K. PRASAD, 

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 please s t a t e your name f o r the record? 

A. My name i s Raj K. Prasad. 

Q. Could you s p e l l your l a s t name f o r the c o u r t 

r e p o r t e r , please? 

A. P l i k e Paul, r-a-s-a-d. 

Q. Where do you reside? 

A. Midland, Texas. 

Q. What i s your occupation? 

A. I'm a r e s e r v o i r engineering c o n s u l t a n t . 
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Q. And have you consulted w i t h St. Mary's w i t h 

respect t o the proposed East Shugart u n i t ? 

A. Yes. 

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

D i v i s i o n ? 

A. Yes. 

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

accepted as a matter of record? 

A. Yes. 

Q. And have you prepared or performed work on a 

r e s e r v o i r s i m u l a t i o n study used i n c a l c u l a t i n g o r i g i n a l o i l 

i n place? 

A. Yes. 

MR. BRUCE: Mr. Examiner, I ' d tender Mr. Prasad 

as an expert engineer. 

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

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

Q. (By Mr. Bruce) Mr. Prasad, could you r e f e r t o 

your f i r s t e x h i b i t , Number 30, and i d e n t i f y the data you 

used i n preparing your model? 

A. Yes, when I was contacted t o do the model study, 

I was provided w i t h a computerized a n a l y s i s of the modern 

logs from 19 w e l l s i n t h i s area, and then g e o l o g i c a l maps 

t h a t had s t r u c t u r e , gross thickness, net thickness and 

p o r o s i t y f o r each t e n la y e r s . 
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I was also given the completion r e p o r t s , w e l l 

completion r e p o r t s and acoustic b u i l d u p t e s t data from 

Geronimo Number 4, Conoco Number 1 and the Inca Number 2 

w e l l , and production t e s t data and a l l o c a t e d monthly 

p r o d u c t i o n data by w e l l . 

Q. So you had q u i t e a b i t of data a t hand? 

A. Yes. 

Q. Would you r e f e r t o E x h i b i t 31 and maybe j u s t 

b r i e f l y go down the r e s e r v o i r p r o p e r t i e s i n t h i s pool? 

A. Yes. The East Shugart f i e l d , the Delaware zone, 

i t was discovered on October of 1985 a t an average depth of 

5000 f e e t , and the productive area i s about 300 acres. The 

gross thickness i s 438 f e e t , w i t h a net thickness of 174 

f e e t . 

Average p o r o s i t y i s about 17 percent, and average 

p e r m e a b i l i t y i s 3.9 m i l l i d a r c i e s , w i t h an average water 

s a t u r a t i o n of 55 percent. 

And the o i l i n place i s c a l c u l a t e d t o be 31.645 

m i l l i o n b a r r e l s , and per-acre basis i s 478 b a r r e l s per acre 

f o o t . 

Q. Let's discuss how you came up w i t h those numbers. 

Would you i d e n t i f y E x h i b i t 3 2 f o r the Examiner? 

A. Yes. Once I got the maps from St. Mary's on t h i s 

r e s e r v o i r , they were d i g i t i z e d and incorp o r a t e d i n a 

r e s e r v o i r model, and then I got a g r i d map b u i l t f o r the 
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Delaware zone. 

O r i g i n a l l y , I had a l a r g e r area included i n the 

model. That area was l a r g e r than — and the whole area was 

included i n t h i s model. Subsequently, when I s t a r t e d 

h i s t o r y - m a t c h i n g , the outer area, outside the l a s t rows of 

the w e l l s t h a t were d r i l l e d , they d i d not c o n t r i b u t e much 

t o the produc t i o n performance. So they were c u t down and 

thus we r e s u l t e d i n a smaller model area f o r the r e s e r v o i r . 

Q. That outer edge of the r e s e r v o i r wasn't 

c o n t r i b u t i n g anything t o i t ? 

A. No. I n f a c t , i f I had included t h a t outer area, 

I would not be able t o match the pressure data t h a t they 

had c o l l e c t e d . So the model t o l d me t h a t the outer area i s 

not c o n t r i b u t i n g t o flow. 

Q. What does E x h i b i t 3 3 show? 

A. There was no p o r o s i t y , p e r m e a b i l i t y — There was 

no cores c o l l e c t e d from the East Shugart f i e l d , but I had 

e a r l y core data from Parkway t h a t I also d i d the study 

e a r l i e r f o r St. Mary, so I used t h a t Parkway data f o r the 

East Shugart data as a s t a r t i n g p o i n t . 

And a c t u a l l y , we d i d n ' t have t o do much changes 

i n t h i s c o r r e l a t i o n . When we in p u t the p e r m e a b i l i t y data 

based on t h i s c o r r e l a t i o n i n the East Shugart f i e l d , very 

l i t t l e changes were made t o match the performance, so I 

f e l t the Parkway p r e t t y w e l l represents the East Shugart 
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(Delaware) sand. 

Q. And you had worked on the Parkway f i e l d on behalf 

of who? Sie t e , a t the time? 

A. At t h a t time, Coastal Management asked me t o do 

the work. 

Q. Okay, l e t ' s move on t o E x h i b i t 34 and discuss 

your history-match r e s u l t s . 

A. E x h i b i t 4 [ s i c ] shows the h i s t o r y matching 

r e s u l t s , and I'm presenting the match i n terms of o i l , gas 

and water production, cumulative matches, and then I w i l l 

show you subsequently the performance match g r a p h i c a l l y . 

The o i l production, model-calculated o i l 

p r o d u c t i o n , cumulative production, was 2.2 m i l l i o n b a r r e l s , 

and the h i s t o r i c a l was 2.2, so there was very l i t t l e e r r o r 

between the model and the h i s t o r i c a l data: about t h r e e 

percent. 

And gas production model c a l c u l a t e d 4.9 BCF. 

H i s t o r i c a l l y , gas production was r e p o r t e d t o be 4.7 BCF, 

and t h a t also r e s u l t e d a t 3.3-percent e r r o r . The m a j o r i t y 

of the e r r o r was — or the d i f f e r e n c e was i n the water-

pr o d u c t i o n model. Calculated water prod u c t i o n i s 1 m i l l i o n 

b a r r e l s , whereas reported production was 1.8 m i l l i o n 

b a r r e l s , which c a l c u l a t e s t o be about 39.5-percent 

d i f f e r e n c e . 

Q. And w e ' l l discuss the reasons f o r t h a t i n a 
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minute, won't we? 

A. Yes. 

Q. Okay. Now, you said you made a few changes. You 

note one down a t the bottom. What d i d you change i n the 

model? 

A. Okay, the — Like I sa i d e a r l i e r , the model was 

i n i t i a t e d w i t h the geologic map prepared by Mr. Bachman, 

and — but the only change t h a t I made t o match t h i s 

performance v o l u m e t r i c a l l y , the only change t h a t I made t o 

the l o g p r o p e r t i e s , which i s thickness and the net pay and 

p o r o s i t y , was t h a t I changed 2 0 percent — reduced the 

volume i n the Geronimo lease by 2 0 percent. The other 

areas were not changed a t a l l . 

Q. To the best of your knowledge, I n t o i l does not 

have an i n t e r e s t i n the Geronimo lease? 

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

Q. Now, i s i t unusual t o make so few changes i n a 

model? 

A. Most of the time t h a t I've run model study I've 

made more changes than t h i s model. So I f e l t p r e t t y 

comfortable about the r e s u l t s from t h i s model. 

Q. And the h i s t o r y match on the o i l and gas, i n your 

o p i n i o n , i s t h a t very good? 

A. Yeah, but before I go t o t h a t , l e t me e x p l a i n . 

There were other changes made i n t h i s model, which was 
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p e r m e a b i l i t y - r e l a t e d . There were a few blocks where the 

p e r m e a b i l i t y was changed, but there was no change i n the 

v o l u m e t r i c data. 

Q. Do you consider your match very good w i t h the 

data? 

A. I consider i t e x c e l l e n t . 

Q. And due t o t h i s e x c e l l e n t match, do you have 

confidence i n the o r i g i n a l o i l - i n - p l a c e numbers? 

A. Yes, I do. 

Q. Let's go j u s t l i q u i d by l i q u i d and t a l k about the 

h i s t o r y match. Could you r e f e r t o your E x h i b i t 3 5 and 

inf o r m the Examiner about t h a t e x h i b i t ? 

A. E x h i b i t 35 shows the o i l p r o d u c t i o n r a t e versus 

time. The red curve i s the measured data f o r the e n t i r e 

f i e l d , and the black i s the model-calculated o i l p r o d u c t i o n 

data. 

And y o u ' l l see t h a t the match i s e x c e l l e n t up 

u n t i l 1995, and then the model c a l c u l a t e s a l i t t l e higher 

p r o d u c t i o n than what the a c t u a l data was r e p o r t e d . 

Q. R e f e r r i n g t o your E x h i b i t 36, could you discuss a 

reason f o r t h a t discrepancy j u s t i n the l a s t couple years 

of the l i v e s of these wells? 

A. Yes, the reason f o r the f a c t t h a t the a c t u a l data 

i s c a l c u l a t i n g lower o i l production than the model 

c a l c u l a t e d i s because there i s a f r a c t u r e h e a l i n g t a k i n g 
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place i n the w e l l s i n t h i s area. 

The m a j o r i t y of these w e l l s were f r a c ' d w i t h 

about — d i f f e r e n t f r a c jobs, d i f f e r e n t l e n g t h of the f r a c 

jobs, but they were a l l f r a c ' d . But a bu i l d - u p t e s t was 

run i n May of 1997 i n fo u r — three w e l l s , Inca Number 1, 

Inca Number 2 and Jade Number 1, and they were analyzed, 

and the a n a l y s i s shows t h a t the f r a c t u r e l e n g t h i s zero, 

which — the f r a c t u r e s were created e a r l i e r , but now the 

f r a c t u r e s are not e f f e c t i v e l y — not g i v i n g any b e n e f i t of 

the p r o d u c t i o n . So t h a t i s one reason t h a t the a c t u a l 

p r o d u c t i o n has declined than the model c a l c u l a t e d . 

And the Geronimo Number 4 was t e s t e d i n October 

7 t h , which also shows a zero f r a c l e n g t h , and a t e s t which 

was run i n J u l y , 1994, which was p r i o r t o t h i s t e s t , a t 

t h a t time the f r a c t u r e length was c a l c u l a t e d t o be anywhere 

from 77 t o 146 f e e t . 

Q. And t h a t would reduce the a c t u a l o i l production? 

A. Right, yeah. 

Q. Okay. Let's move on t o your E x h i b i t 37 and 

discuss the gas production. 

A. E x h i b i t 3 7 shows the gas produ c t i o n r a t e versus 

time. The red curve i s f o r the a c t u a l measured data, and 

the black i s the model-calculated, and I would consider the 

match t o be e x c e l l e n t . 

Q. Okay, l e t ' s move on t o the next one, the water 
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match, E x h i b i t 38, and discuss the match and the reason why 

i t ' s not so good. 

A. The water match i s e x c e l l e n t up t o 1989 and 1990, 

and then the model-calculated production i s much lower than 

the measured data. About — During the l a s t few years, the 

measured data i s i n d i c a t e d t o be about 600 b a r r e l s a day, 

and the model i s i n d i c a t e d t o be about 2 00 b a r r e l s a day. 

And we s t a r t e d i n v e s t i g a t i n g why t h i s d i f f e r e n c e 

i s o c c u r r i n g , and we found t h a t i n the Inca lease, they 

were g e t t i n g some water from another lease f o r d i s p o s a l , 

and t h a t water got misaccounted i n t o — as the lease 

p r o d u c t i o n . 

And i f you look at the next page of t h i s e x h i b i t , 

you w i l l see t h a t there i s about — the water p r o d u c t i o n i s 

shown as a dashed l i n e , and r i g h t a f t e r 1992-93, there's a 

b i g jump i n the water production from t h i s lease, and t h i s 

water d i d n ' t come from the Delaware sand; i t came from 

another lease t h a t they were disposing from. 

Q. And r e c e n t l y , i n 1997 or 1998, t h a t has been 

corrected? 

A. That has been corrected. 

Q. And t h a t shows why the water volumes again 

decreased — 

A. Right. 

Q. — s i g n i f i c a n t l y ? 
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A. Exactly, e x a c t l y . 

Q. And i f i t hadn't been f o r t h a t m i s a l l o c a t i o n , the 

match on your model would have been — 

A. — p r e t t y good. 

Q. — p r e t t y good. 

What does E x h i b i t 3 9 show? 

A. E x h i b i t 3 9 shows the pressure matches, the — 

1997 and 1994, the pressures t h a t were c o l l e c t e d from the 

Conoco Number 1, Inca Number 2 and Geronimo Number 4 were 

matched by the model-calculated value. The black l i n e i s 

the model c a l c u l a t e d , and the pluses are the measured data. 

And I w i l l say t h a t the match i s very good. 

Q. There's not a l o t of pressure data e a r l y i n the 

l i f e of t h i s p ool, i s there? 

A. No, we don't have. 

Q. Okay. Let's move on t o your E x h i b i t 4 0 and 

discuss the performance p r e d i c t i o n s t h a t you ran f o r t h i s 

proposed u n i t . 

A. I ran several p r e d i c t i o n runs, and then we 

optimized on the w a t e r f l o o d case, the best case t h a t we 

wanted t o do, which d i d not r e q u i r e excessive investment 

and also gave a good r e t u r n on the investment. 

So we have — We're going t o present you the fo u r 

cases t h a t are included i n t h i s f o r our p r e s e n t a t i o n . 

Number one i s the primary d e p l e t i o n w i t h e x i s t i n g 
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p e r f o r a t i o n s . That w i l l g ive us a baseline case. 

The second case i s primary d e p l e t i o n w i t h the 

e x i s t i n g plus added p e r f o r a t i o n s . As e a r l i e r mentioned by 

Mr. Bachman, q u i t e a few zones have not been p e r f o r a t e d 

y e t , and I t h i n k i f we open those zones we w i l l get some 

a d d i t i o n a l production. So we ran the case i n which we 

opened every zone t h a t can be p o s s i b l y opened, which w i l l 

make o i l , and ran a case f o r t h a t case. 

And the t h i r d case i s a w a t e r f l o o d w i t h t h e 

c u r r e n t p e r f o r a t i o n s only, not opening any a d d i t i o n a l p e r f 

but doing the w a t e r f l o o d w i t h o u t any a d d i t i o n a l 

p e r f o r a t i o n s , and by d r i l l i n g nine i n j e c t i o n w e l l s and 

co n v e r t i n g Taylor Number 3 t o i n j e c t o r . 

And the l a s t case i s a w a t e r f l o o d w i t h e x i s t i n g 

and added p e r f o r a t i o n s , using nine i n j e c t i o n w e l l s and 

c o n v e r t i n g Taylor 3 t o i n j e c t i o n . 

Q. What were the r e s u l t s of your runs? 

A. Results are g r a p h i c a l l y presented i n Figure 41. 

The s o l i d l i n e shows the o i l production based on the — f o r 

the d e p l e t i o n case, under the c u r r e n t p e r f o r a t i o n s . And 

then the dashed l i n e shows the d e p l e t i o n case w i t h added 

p e r f o r a t i o n s . 

And the dot t e d l i n e i s the secondary — I mean 

the w a t e r f l o o d w i t h the added p e r f o r a t i o n s , e x i s t i n g p l u s 

added p e r f o r a t i o n s . I d i d n ' t present the w a t e r f l o o d w i t h 
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the c u r r e n t p e r f o r a t i o n s , only because the curve w i l l get 

very busy. 

Q. Okay. One t h i n g , regardless — C e r t a i n l y adding 

the w a t e r f l o o d w i t h the nine w e l l s , as your model showed, 

you would recover s u b s t a n t i a l a d d i t i o n a l o i l from t h i s 

u n i t ? 

A. Yes, t h a t ' s c o r r e c t . 

Q. Now, you mentioned on E x h i b i t 4, i t t a l k s about 

d r i l l i n g nine i n j e c t i o n w e l l s , and Mr. Lee s t a t e d t h a t a t 

t h i s p o i n t only e i g h t would be d r i l l e d . What's the 

d i f f e r e n c e i n numbers? 

A. Yes, we ran the model w i t h the i n j e c t o r l o c a t e d 

on the west side of the lease i n Tract 5G. That i n j e c t o r 

w i l l be d r i l l e d only when the performance i n d i c a t e s t h a t 

t h i s conversion Taylor Number 3 i s not adequate t o provide 

support t o the a d j o i n i n g w e l l s . 

Q. So i t would only be d r i l l e d i f the Taylor Number 

3 i s not adequate? 

A. Right. Yeah, e x a c t l y . 

Q. Would you r e f e r t o your E x h i b i t 42 and discuss 

the conclusions of your r e s e r v o i r study? 

A. Yes, our study i n d i c a t e s t h a t i t i s f e a s i b l e t o 

w a t e r f l o o d the Delaware zone of the East Shugart f i e l d . 

Primary reserves f o r the e x i s t i n g p e r f o r a t i o n s 

are c a l c u l a t e d t o be about a m i l l i o n b a r r e l s . 

STEVEN T. BRENNER, CCR 
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Primary reserves f o r the behind-pipe zone w i t h i n 

the Delaware formation c a l c u l a t e d t o be about 3 60,000 

b a r r e l s . 

Secondary reserves using e x i s t i n g p e r f o r a t i o n s 

are c a l c u l a t e d t o be 1.3 m i l l i o n b a r r e l s . 

And secondary reserves f o r the behind-pipe zone 

are c a l c u l a t e d t o be also about 1.3 m i l l i o n b a r r e l s . 

And the t o t a l r e s u l t s , i n c l u d i n g primary e x i s t i n g 

plus behind pipe and secondary e x i s t i n g plus behind pipe i s 

about 4 m i l l i o n b a r r e l s . 

Again, these numbers are based on my model study, 

which was run up t o the year 2002. So t h i s i s not 

uneconomic reserves t h a t I'm r e p o r t i n g here. 

Q. Were E x h i b i t s 30 through 42 prepared by you or 

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

A. Yes. 

Q. I n your op i n i o n , i s the g r a n t i n g of St. Mary's 

A p p l i c a t i o n s i n the i n t e r e s t s of conservation and the 

pre v e n t i o n of waste? 

A. Yes. 

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

of E x h i b i t s 3 0 through 42. 

EXAMINER CATANACH: E x h i b i t s 3 0 through 42 w i l l 

be admitted as evidence. 

Mr. Carr, your witness. 

STEVEN T. BRENNER, CCR 
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CROSS-EXAMINATION 

BY MR. CARR: 

Q. Mr. Prasad, i f I understand your model, i t was 

designed t o , on the one hand, p r e d i c t r e s e r v o i r 

performance; i s t h a t correct? 

A. Yes. 

Q. And you also — d i d you use — you used the model 

t o estimate behind-pipe reserves; t h a t ' s also c o r r e c t ? 

A. Yes. 

Q. And you took — As you approached the model, you 

b u i l t i t on the geologic p r e s e n t a t i o n t h a t was given t o 

you. You d i d n ' t independently go behind the mapping? 

A. No, I sure d i d n ' t . 

Q. The only adjustment, i f I understand i t , t h a t you 

made was, you made an adjustment f o r the Geronimo Number 9. 

A. V o l u m e t r i c a l l y . 

Q. And you d i d t h a t because some of i t had been 

squeezed o f f ; i s t h a t r i g h t ? 

A. No. 

Q. Why was th a t ? 

A. The completion r e p o r t t h a t was provided t o me was 

incorpor a t e d i n the model — 

Q. A l l r i g h t . 

A. — as i t was. For example, i f the zone was 

completed i n 1, 2, 3, then the model also completed 1 

STEVEN T. BRENNER, CCR 
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through 3, and l e f t 4 through 10 uncompleted. And i f the 

zone was completed 1 through 6, and then subsequently the 

s i x t h zone was squeezed, then I squeezed t h a t zone i n the 

model. 

Q. At t h a t time? 

A. At t h a t time. 

Q. For t h a t one well? 

A. For t h a t w e l l , yes. 

Q. And t h a t was a l l , j u s t f o r t h a t w e l l ? 

A. No, and t h a t was done f o r each and every w e l l ' s 

completion h i s t o r y . I requested them t o giv e me the 

completion h i s t o r y f o r each and every w e l l . 

Q. Okay. 

A. And I incorporated the completion h i s t o r y data i n 

the model. 

Q. Okay. When you are doing t h a t and you a d j u s t f o r 

t h a t w e l l b o r e , you're r e a c t i n g t o a b i t of known 

i n f o r m a t i o n , correct? 

A. Right. 

Q. When you are p r o j e c t i n g behind-pipe reserves, you 

can't c a l c u l a t e or account f o r t h i n g s t h a t you don't know 

y e t , r i g h t ? 

A. I d i d n ' t f o l l o w your question. 

Q. When you d r i l l another w e l l or when you p e r f o r a t e 

a zone t h a t i s now behind pipe — 

STEVEN T. BRENNER, CCR 
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A. Yes. 

Q. — i f you have t o , a f t e r you p e r f o r a t e i t , 

squeeze i t or do something else, you can't c a l c u l a t e or 

account f o r t h a t u n t i l t h a t happens, r i g h t ? 

A. Yes. 

Q. Now, when you approach t h i s and you take the 

g e o l o g i c a l p r e s e n t a t i o n , were you assuming t h e r e was 

communication across the r e s e r v o i r i n each of the t e n zones 

as mapped? 

A. W i t h i n the l a y e r , w i t h i n the l a y e r t h e r e i s 

communication. But there areas of the model where the 

l a y e r i s not permeable or enough — 14-percent p o r o s i t y 

c u t o f f . 

Q. And how d i d you allow f o r t h a t ? 

A. That — For example, I have the map which shows 

t h a t i n a c e r t a i n area there i s — Zone 3 may be present i n 

a l l the areas except t h i s p o r t i o n of the rock t h a t the zone 

3 i s not present. That was incorporated i n the model. 

So — 

Q. And you — 

A. — so the area — I mean, c o n t i n u i t y of the l a y e r 

w i l l not be there a c t u a l l y , and i t ' s not t h e r e i n the model 

also . 

Q. And t h a t ' s based on a c t u a l data obtained when the 

w e l l was d r i l l e d ? 

STEVEN T. BRENNER, CCR 
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A. That's based on 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 of 

Mr. Bachman. 

Q. And t h a t was based on the w e l l data and the 

t h i n g s he presented e a r l i e r today? 

A. Yes. 

Q. And you're f a m i l i a r w i t h how g e o l o g i c a l 

i n t e r p r e t a t i o n s are made, correct? 

A. I'm only f a m i l i a r t h a t I know the maps and I can 

read the maps. 

Q. And i f th e r e was a d d i t i o n a l d r i l l i n g or some 

changes, t h a t ' s something we only know once we d r i l l ? 

A. Exactly, c o r r e c t . 

Q. When you developed your model, you inclu d e d a l l 

t e n zones? 

A. Exactly. 

Q. And d i d you have separate parameters f o r each of 

those zones? 

A. Yes. 

Q. And when you get down t o the deeper zone, zone 

10 — 

A. Yes. 

Q. — d i d you assume t h a t i t was going t o be 

producing or would produce? 

A. A p o r t i o n of i t , not a l l of i t . 

Q. Not a l l of i t ? Did you assume t h a t the p o r t i o n 

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 

108 

of zone 10 which was shaded green included w i t h i n those 

g e o l o g i c a l s t r u c t u r e maps above the o i l - w a t e r c o n t a c t , d i d 

you assume they would produce? 

A. The geologic map i s based on high water 

s a t u r a t i o n . I n the model t h a t I create, we have t o f i n d 

the o i l - w a t e r contact and c a l c u l a t e the water s a t u r a t i o n by 

c a p i l l a r i t y f o r the area above the o i l - w a t e r c o n t a c t . 

I n t h i s model study I d i d vary the o i l - w a t e r 

contact u n t i l I got a good match on the performance. 

Q. So you d i d n ' t j u s t draw a l i n e a t the o i l - w a t e r 

contact: This i s i n , t h a t ' s out? 

A. No. No, t h a t ' s — No, we have a s a t u r a t i o n 

g r a d a t i o n from the o i l - w a t e r contact t o the top of the 

zone. 

Q. Did you assume t h a t e v e r y t h i n g t h a t had water 

s a t u r a t i o n of less than 60 percent was going t o c o n t r i b u t e 

something? 

A. The model kept — i t may — less than 60 percent, 

i t may make only one b a r r e l , i t may make 100 b a r r e l s of 

water. But I d i d not say t h a t since i t i s 60-percent water 

s a t u r a t i o n , then t h i s thickness w i l l be out. That 

th i c k n e s s , t h a t net-pay production data i s s t i l l t h e r e i n 

the model. 

Q. And you assumed i t would a l l c o n t r i b u t e i f i t was 

w i t h i n the — a t some l e v e l w i t h the — 
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A. I f you open t h a t zone, yeah, i t w i l l produce. I t 

w i l l produce w i t h a high water production. 

Q. And i f we do l i k e Dr. Lee, or Mr. Lee, i n d i c a t e d , 

you go and you d r i l l and you complete i n zone 10, and i t ' s 

too wet t o produce, t h a t s t i l l , i n terms of the model, 

would be in? 

A. I f i t ' s going t o be uneconomical p r o d u c t i o n , then 

I'm sure they w i l l squeeze i t and not produce i t . There's 

not reason t o produce something t h a t ' s not economical. 

Q. But you can't cut t h a t out now u n t i l they do 

t h a t , c o r r e c t ? I t ' s s t i l l — That r e s e r v o i r i s i n the 

model? 

A. Yes, but the model also produces zones on the 

basis of economical — 

Q. Now, you — 

A. — perceived economical data. 

Q. — you took the data, you constructed your model, 

and you got a good match? 

A. Right. 

Q. And a t t h a t p o i n t i n time, we're only l o o k i n g a t 

p r o d u c t i o n t h a t at t h i s time i s open i n the r e s e r v o i r ? 

That match has nothing t o do w i t h behind the pipe, r i g h t ? 

A. That match — Yes, e x a c t l y t r u e . 

Q. Because you don't have anything t o match t o 

except what i s open? 
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A. Exactly t r u e . 

Q. And you are assuming as you go forward t h a t 

you're going t o open behind the pipe, and i t ' s going t o 

perform p r e t t y much l i k e what you've seen of the r e s e r v o i r 

t h a t ' s open? 

A. Exactly. And the reason I f e e l comfortable doing 

t h a t , because i f the e x i s t i n g p e r f matches and the geologic 

work was not done — was done the same f o r the e x i s t i n g 

p e r f as i t was done f o r the behind-pipe, so i f my model 

says the e x i s t i n g p e r f performance matches, then by 

inhe r e n t — by conclusion I can say t h a t there's a good 

p r o b a b i l i t y t h a t the behind-pipe reserves w i l l come al s o , 

as p r e d i c t e d by the model. 

Q. And you're assuming t h a t f o r some reason they 

selected c e r t a i n t h i n g s t o p e r f o r a t e now and others they 

p e r f o r a t e when they d r i l l e d the well? 

A. I f they were — I mean, i f — Any F r u i t l a n d 

operator w i l l p e r f o r a t e the zones which w i l l be less water 

p r o d u c t i v e , because they don't have water i n j e c t i o n w e l l s , 

they w i l l have t o haul t h a t water, and they w i l l p e r f o r a t e 

zones which w i l l make more water l a t e r on when they have 

water-handling f a c i l i t i e s . 

Q. And what you're doing, then, i s assuming what's 

behind the pipe i s going t o perform l i k e what you have t h a t 

i s open? 
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A. Yes. I mean, not i n the same performance, but 

the performance t h a t the model has c a l c u l a t e d . 

Q. When you constru c t your various models — 

A. Performance i s t o t a l l y d i f f e r e n t f o r the behind-

pipe versus what i t i s , the c u r r e n t p e r f o r a t i o n s . 

Q. When you're developing your d i f f e r e n t performance 

p r e d i c t i o n s and you have primary d e p l e t i o n w i t h e x i s t i n g 

p l u s added p e r f o r a t i o n s — 

A. Right. 

Q. — were you assuming t h a t e v e r y t h i n g behind pipe 

would be opened i n t h a t c a l c u l a t i o n ? 

A. Everything behind pipe t h a t economically can be 

produced. 

Q. Everything w i t h more than 14-percent p o r o s i t y , 

the y ellow on these maps? 

A. Everything t h a t w i l l make a t l e a s t t h r e e — the r e 

was some — The w e l l has t o make about 3 b a r r e l s a day. 

Q. A l l r i g h t . 

A. That's the economics t o be put i n the model. 

Q. And when you are e s t i m a t i n g t h a t you're going t o 

add these p e r f o r a t i o n s and you're going t o add a l l of i t , 

are you adding more than j u s t those zones on these cross-

sections t h a t have 14-percent or more p o r o s i t y ? 

A. No, we are adding only the 14-percent — 

Q. A l l r i g h t , so you're assuming t h a t a l l of t h i s i s 
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open t o get — 

A. No. No, no. Only the zones which are 14 

percent — 

Q. Right. 

A. — or more. 

Q. A l l of those t h a t are i n yellow t h a t show more 

than --

A. Yes. 

Q. --14 percent 

A. Yes. 

Q. — you assume t h a t every f o o t of t h a t i s open — 

A. Right. 

Q. — when you run t h i s model, adding t h i s t o the 

e x i s t i n g — 

A. Exactly, yes. 

MR. CARR: Thank you, t h a t ' s a l l . 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Once you had your model, your r e s e r v o i r model, i n 

place, you ran the c a l c u l a t i o n s f o r each of the w e l l s i n 

t h i s area? 

A. Yes, I d i d . 

Q. And are those r e s u l t s presented somewhere i n t h i s 

package, or d i d you not — are we not p r e s e n t i n g those 

a c t u a l numbers? 
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MR. BRUCE: We can submit them. I f you would 

l i k e copies, we would — 

EXAMINER CATANACH: Well, I mean, those are the 

numbers t h a t are used i n the a l l o c a t i o n formula, which 

u l t i m a t e l y determines the percentage; i s t h a t r i g h t ? I 

mean, those numbers say the remaining primary and t h i n g s 

l i k e t h a t . Those are the numbers t h a t you plugged i n t o the 

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

MR. BRUCE: Yeah. Do you have those? 

THE WITNESS: I t h i n k — I've got the number, 

yes. 

MR. BRUCE: Mr. Examiner, and Mr. Lee can t e s t i f y 

t o t h i s matter. The remaining reserves come o f f d e c l i n e -

curve a n a l y s i s , and the cumulative p r o d u c t i o n i s o f f of 

Dwigh t ' s. 

EXAMINER CATANACH: The cumulative p r o d u c t i o n i s 

from D w i g h t ' s . And what was the other one? 

MR. BRUCE: The remaining primary. 

MR. LEE: The remaining primary came from 

decline-curve a n a l y s i s , ran out on economics. The o i l i n 

place came out of the model. Acres and acres came o f f the 

t r a c t map. 

Q. (By Examiner Catanach) Well, what I'm asking, i s 

the o r i g i n a l o i l i n place, i s t h a t presented somewhere? I s 

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 

114 

t h a t data f o r each w e l l presented somewhere? 

A. I don't have — 

MR. LEE: No. We can. 

MR. BRUCE: Yeah, we do have t h a t , Mr. Examiner. 

EXAMINER CATANACH: Well, I mean i n your — When 

you c a l c u l a t e a l l the f a c t o r s i n your a l l o c a t i o n formula, I 

mean, are each of these a v a i l a b l e somewhere, these numbers? 

MR. BRUCE: Oh, yeah, I was going t o r e c a l l Mr. 

Lee a t some p o i n t i f there's a couple c l a r i f i c a t i o n p o i n t s , 

but he does have the o r i g i n a l o i l i n place numbers by 

t r a c t . 

EXAMINER CATANACH: Okay, and t h a t ' s what was 

used i n the a l l o c a t i o n formula? 

MR. BRUCE: Yes. 

EXAMINER CATANACH: Okay, t h a t was my question, 

i s t h a t a v a i l a b l e a t some point? 

MR. BRUCE: Yes, w e ' l l submit t h a t t o you. 

EXAMINER CATANACH: Okay. 

Q. (By Examiner Catanach) I guess I'm a l i t t l e 

u nclear about how you determine — Say you've got a w e l l 

t h a t had fo u r zones t h a t were p e r f o r a t e d — 

A. Uh-huh. 

Q. — and s i x zones t h a t were not p e r f o r a t e d . 

A. Right. 

Q. How d i d you determine whether or not t o inc l u d e 
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the s i x zones i n the model? Did you say anything w i t h 14-

percent p o r o s i t y or above? 

A. Yeah, i f t h a t zone doesn't have 14-percent 

p o r o s i t y or above — 

Q. Okay. 

A. — then the net pay i n t h a t model has been 

assigned zero — 

Q. Okay. 

A. — so i t w i l l not produce, i t w i l l not complete 

t h a t w e l l . 

Q. Okay, i f i t has — Say i t d i d q u a l i f y under the 

14 percent, but i t was below the o i l - w a t e r c o n t a c t . I t was 

then not included? 

A. The o i l - w a t e r contact i s p r e t t y much below the 

t e n t h l a y e r . There i s high water s a t u r a t i o n l a y e r s above 

the t e n t h l a y e r — 

Q. Okay. 

A. — and i f i t was making 100-percent water, we — 

You know, even though we opened t h a t i n the model, then we 

shut i t — then we d i d n ' t use t h a t as a p r e d i c t i o n . But we 

kept the high water producing — You know, even though the 

water prod u c t i o n was maybe 3 0 times the o i l p r o d u c t i o n , we 

kept i t open. 

So the — Based on the s a t u r a t i o n , once I open 

t h a t zone, t h a t zone w i l l make X b a r r e l s of o i l and Y 
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b a r r e l s of water. And as long as the t o t a l w e l l p r o d u c t i o n 

was economical, I l e t i t produce. 

And t h a t ' s why you w i l l see t h a t the — on the 

behind-pipe case, even though we got a p r e t t y good k i c k 

e a r l y on, but the r e s u l t s are only — I mean, not much 

r e s u l t s . There are only 360,000 b a r r e l s of reserves t h a t 

we have behind pipe p r i m a r i l y . 

EXAMINER CATANACH: Okay, I t h i n k t h a t ' s a l l I 

have f o r now. I may ask another question or two. 

MR. BRUCE: Okay. 

EXAMINER CATANACH: Are you going t o r e c a l l Mr. 

Lee? I s t h a t --

MR. BRUCE: I can have him — Yeah, j u s t t o 

present t h a t f i g u r e , those f i g u r e s you want a t t h i s p o i n t . 

Mr. Examiner, i f the record could r e f l e c t t h a t 

Mr. Lee has already been sworn i n and q u a l i f i e d as an 

expert. 

EXAMINER CATANACH: The record s h a l l so r e f l e c t . 

ROBERT LEE (Recalled), 

the witness h e r e i n , having been p r e v i o u s l y 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. BRUCE: 

Q. Mr. Lee, what does E x h i b i t 4 3 show? 

A. E x h i b i t 43 i s a t a b l e showing the w e l l s t h e r e on 
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the l e f t - h a n d side, and i t ' s a spreadsheet w i t h the 

w a t e r f l o o d parameters presented across t o the r i g h t . The 

f i r s t t h r e e columns are f o r acres. The f i r s t column i s the 

acres a t t r i b u t e d t o each of these w e l l s . And I put w e l l 

names, I d i d n ' t put the t r a c t numbers on t h e r e , but i t ' s 

j u s t the w e l l names. 

Then I show what the percentage f o r each w e l l , 

what percent of the acres each t r a c t combines. Then I show 

what percent of the u n i t t h a t percentage of acres 

c o n t r i b u t e s , based upon the parameter percent, which I show 

down here on the bottom, where I have "Parameter %" across 

each one of those. 

Next one over would be o i l i n place. And these 

numbers were taken out of Raj's model f o r each t r a c t . And 

then once again showing the percent t h a t each w e l l would 

have of the o i l i n place f o r the t o t a l u n i t and then, based 

on our 4 0-percent f a c t o r , the percent of the u n i t t h a t each 

one of those w e l l s would have a t t r i b u t e d t o i t . 

The cumulative o i l i s as of 6-98, and t h i s was 

taken o f f of Dwigh t ' s and I t h i n k probably a few C - l l 5 s . I 

was p u t t i n g t h i s together i n June, and D w i g h t ' s was laggi n g 

p r e t t y much, but I had the C-115s and Dwigh t ' s. And k i n d 

of the same c a l c u l a t i o n , percent of the t o t a l and then 

the — f o r the u n i t . 

Remaining reserves i s based upon an economic 
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c a l c u l a t i o n t h a t was made based on p r o j e c t i o n s made on 

7-98, r i g h t a f t e r my cumulative o i l went r i g h t up t o , then, 

a p r o j e c t i o n was made of remaining reserves. 

And then i n the l a s t column, or l a s t set of data 

t h e r e , I have r a t e . And the r a t e i s the b a r r e l s t h a t was 

produced between January and up t o 6-1 of 1998. I t 

includes January through and i n c l u d i n g May, and t h a t ' s the 

r a t e — t h a t ' s where I get my r a t e c a l c u l a t i o n , and once 

again, a percent of the r a t e , percent of the u n i t . 

The very l a s t column i s the t r a c t u n i t f a c t o r 

showing f o r each w e l l what p a r t of the u n i t i t would have 

a t t r i b u t a b l e t o i t based upon these parameters a t these 

f a c t o r s . And the way you get t h a t i s , you add up those 

acres percent of u n i t , o i l i n place percent of u n i t , cum 

o i l percent of u n i t , remaining reserves percent of u n i t and 

r a t e percent of u n i t . That's what you add up, and t h a t ' s 

how you get your t o t a l . 

MR. BRUCE: Mr. Examiner, on E x h i b i t 1 you can 

see which t r a c t s they are assigned t o . The only d i f f e r e n c e 

i s , the Inca 1, 2 and 3 are a l l on one t r a c t . 

THE WITNESS: Yes. 

Q. (By Mr. Bruce) And Mr. Lee, t h i s i s how you came 

up w i t h the percentages a l l o c a t e d t o each t r a c t — 

A. Yes. 

Q. — under the u n i t agreement? 
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A. That's c o r r e c t . And I provided t h i s t o St. 

Mary's f o r use i n the u n i t agreements. 

Q. And you prepared t h i s ? 

A. Yes, I d i d . 

MR. BRUCE: Mr. Examiner, I would move the 

admission of St. Mary E x h i b i t 43. 

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

EXAMINER CATANACH: E x h i b i t Number 4 3 w i l l be 

admitted as evidence. 

Do you have any questions? 

CROSS-EXAMINATION 

BY MR. CARR: 

Q. Mr. Lee, i f I look a t E x h i b i t 43, what does — 

can you t e l l me — i n the f a r r i g h t column i s the 

percentage of the t o t a l u n i t production t h a t w i l l be 

a l l o c a t e d back t o each of those t r a c t s ? 

A. That's c o r r e c t , t h a t ' s c o r r e c t . 

Q. Now, t o take t h a t one step f a r t h e r — 

A. Okay, one quick — That w i l l be the working 

i n t e r e s t . 

Q. Right. 

A. And then, you know, i t w i l l r a t e d back by the 

r o y a l t y i n t e r e s t — 

Q. And i f — 

A. — t h a t ' s — Right. 
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Q. And i f you wanted t o know what percentage of the 

t o t a l u n i t production St. Mary's would r e c e i v e , you would 

need t o take t h a t t r a c t p a r t i c i p a t i o n percentage, and then 

we would have t o go back, I t h i n k , t o E x h i b i t 6, which 

shows the gross working i n t e r e s t by t r a c t , and m u l t i p l y 

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

MR. BRUCE: I t would be e i t h e r E x h i b i t 6 or 

E x h i b i t 7. 

MR. CARR: I t ' s the e x h i b i t t h a t shows the 

gross — 

MR. BRUCE: E x h i b i t 6 — 

MR. CARR: And — 

MR. BRUCE: — and t h a t would be the gross 

working — 

Q. (By Mr. Carr) And so w i t h — 

MR. BRUCE: — i n t e r e s t — 

Q. (By Mr. Carr) -- t h a t c a l c u l a t i o n we could 

determine how much of the u n i t production would be pai d t o 

St. Mary's? 

A. Yes, yes. 

Q. Have you done t h a t ? 

A. Yes, we have. 

Q. And what would t h a t percentage be? Do you know? 

MR. BRUCE: Are you t a l k i n g percentage or b a r r e l s 

per day or what? 
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Q. (By Mr. Carr) I ' d l i k e t o know the percentage of 

the u n i t p r o d u c t i o n a l l o c a t e d t o St. Mary's. 

A. Okay. During our break we took some time and we 

d i d prepare t h a t , and I have i t on a handwritten sheet, 

B i l l . I don't have i t w i t h me r i g h t here. I have i t back 

t h e r e . Do you want me — 

Q. Could you j u s t give me the — 

A. — t o grab t h a t now, or — 

Q. Could you j u s t g ive me the t o t a l ? 

A. I could c a l c u l a t e i t , except I f o r g o t my 

c a l c u l a t o r . 

I was concerned about net b a r r e l s a day, and we 

used the r o y a l t y i n t e r e s t , and adding up the r a t e s from 

some d e c l i n e curves t h a t I had th e r e , I c a l c u l a t e d the — 

p i c k i n g the numbers o f f of j u s t , you know, the d e c l i n e 

curves, about 166, 167 b a r r e l s a day f o r the u n i t . And St. 

Mary's would receive 73 of those b a r r e l s based upon, l i k e 

you were saying, n e t t i n g out, t h e i r i n t e r e s t on each one of 

these w e l l s . 

And then i f you take the u n i t revenue i n t e r e s t , 

which was 44 percent — a l i t t l e over 44 percent f o r St. 

Mary's, took i t times the 167 b a r r e l s a day t h a t I 

c a l c u l a t e d p i c k i n g numbers o f f those d e c l i n e curves, i t 

came up t o — I t h i n k the d i f f e r e n c e was about a h a l f 

b a r r e l . One was 7 3.5 and the other was about 73. They 

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 

122 

were r e a l close. 

Q. A l l r i g h t , and what percentage does t h a t g i v e you 

of the saved — produced and saved working i n t e r e s t share 

t h a t goes t o St. Mary's? 

A. I t would be 73 d i v i d e d by 167. 

MR. BRUCE: I believe i n E x h i b i t 6 i t would be 

some 58-plus percent. 

THE WITNESS: 4 3.7 percent. 

MR. BRUCE: B i l l , one of those e x h i b i t s has the 

net — or the gross working i n t e r e s t , which I b e l i e v e i s 

around 58 percent, and the net revenue i n t e r e s t a f t e r 

deducting the r o y a l t y and overrides would be about t h a t . 

I t ' s on one of those e x h i b i t s . 

MR. CARR: Net would be 4 3? 

MR. BRUCE: 43 or 44. 

MR. CARR: And the gross working i n t e r e s t . . . ? 

MR. BRUCE: 58-plus percent. 

MR. CARR: Okay, thank you. 

EXAMINER CATANACH: Anything f u r t h e r of t h i s 

witness? 

MR. CARR: Nothing. 

EXAMINER CATANACH: This witness may be excused. 

MR. BRUCE: Mr. Examiner, t h a t ' s a l l I have a t 

t h i s time. 

EXAMINER CATANACH: Thank you. 
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Mr. Carr? 

MR. CARR: Mr. Examiner, a t t h i s time we'd c a l l 

Roy W i l l i a m s . 

ROY C. WILLIAMSON, 

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. Roy C. Williamson. 

Q. Mr. Williamson, where do you reside? 

A. I l i v e i n Midland, Texas. 

Q. By whom are you employed? 

A. I am president and c h i e f executive o f f i c e r of 

Williamson Petroleum Consultants, and I have been h i r e d i n 

t h i s case as a consultant t o I n t o i l . 

Q. Would you b r i e f l y summarize your e d u c a t i o n a l 

background f o r the Examiner? 

A. I graduated from the U n i v e r s i t y of Oklahoma i n 

1956 w i t h bachelor of science degrees i n petroleum 

engineering and g e o l o g i c a l engineering, and then i n 1964 I 

took an advanced engineering s h o r t course a t Texas A&M. 

Q. Generally review your work experience. 

A. I got out of school and went t o work f o r Uncle 

Sam and was i n the A i r Force f o r a couple of years. And 
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then I went t o work f o r Gulf O i l Corporation i n about 1959 

through 1967. And wh i l e w i t h Gulf I was i n v o l v e d doing 

r e s e r v o i r s t u d i e s , w a t e r f l o o d s t u d i e s . I was Gulf's 

r e p r e s e n t a t i v e t o most of t h e i r u n i t i z a t i o n s t u d i e s and 

meetings, and I t e s t i f i e d before the various r a i l r o a d 

commissions on r e g u l a t o r y matters f o r Gulf. 

I l e f t Gulf and j o i n e d our predecessor c o n s u l t i n g 

f i r m , which i s now Williamson Petroleum Consultants. That 

company has been i n business since about 1956, a c t u a l l y 

before I went t o work f o r them. And since then I have 

continued t o do r e s e r v o i r s t u d i e s , I've done expert 

testimony work i n the cou r t s , I've done testimony before 

the r e g u l a t o r y bodies, evaluated e x p l o r a t i o n p r o j e c t s , 

prepared r e p o r t s f o r p u b l i c companies, taken p u b l i c 

companies p u b l i c w i t h t h e i r reserve a n a l y s i s , and t h i s s o r t 

of t h i n g . 

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 

these cases by St. Mary Land and E x p l o r a t i o n Company? 

A. Yes, I am. 

Q. Are you f a m i l i a r w i t h the proposed East Shugart 

(Delaware) Unit? 

A. Yes, I am. 

Q. Have you made a t e c h n i c a l study of the proposed 

u n i t area? 

A. Yes, I have. 
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Q. And are you prepared t o now share the r e s u l t s of 

t h a t work w i t h Mr. Catanach? 

A. I am. 

MR. CARR: Mr. Catanach, a t t h i s time we tender 

Mr. Williamson as an expert witness i n r e s e r v o i r 

engineering. 

EXAMINER CATANACH: Any objection? 

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

EXAMINER CATANACH: Mr. Williamson i s so 

q u a l i f i e d . 

Q. (By Mr. Carr) Mr. Williamson, would you b r i e f l y 

summarize what I n t o i l i s seeking i n t h i s case? 

A. Well, I n t o i l as a p o t e n t i a l working i n t e r e s t 

owner i n t h i s u n i t , they support the formation of t h i s u n i t 

and the implementation of a wa t e r f l o o d p r o j e c t i n t h i s 

proposed u n i t area. But they do propose the — oppose the 

proposed a l l o c a t i o n of the u n i t i z e d substances w i t h i n t h i s 

u n i t because i t i s n e i t h e r f a i r , reasonable nor e q u i t a b l e 

t o i n t o i l . 

Q. When were you employed by I n t o i l ? 

A. I t was probably l a t e i n 1998, probably December, 

mid-December of 1998. 

Q. At the time you were employed, what were you 

asked t o do? 

A. To review the u n i t i z a t i o n a l l o c a t i o n formula t h a t 
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was being proposed f o r t h i s u n i t , t o determine i f i t was 

f a i r t o I n t o i l and, i f not, t o suggest a l t e r n a t i v e s and 

reasons t h e r e o f . 

Q. I n your previous work, have you had experience 

w i t h the Delaware formation i n t h i s area? 

A. Well, f o r me w i t h the Delaware fo r m a t i o n i n 

general, and s p e c i f i c a l l y I am i n t h i s u n i t because we 

prepared a reserve estimate f o r Siete i n 1995, and t h a t 

reserve study included a t t h a t time t h i s proposed u n i t i z e d 

area. 

Q. And i n making t h a t study, w i t h o u t g e t t i n g i n t o 

g r e a t d e t a i l , j u s t summarize what you d i d . 

A. Well, we looked a t the remaining primary 

reserves, we looked a t what our o p i n i o n was a t t h a t time of 

secondary reserves. We assumed t h a t the u n i t would be 

formed a t t h a t time. The t a l k was, the u n i t would be 

formed i n around 1996, and water i n j e c t i o n would begin l i k e 

i n 1997. So t h a t was the t i m e t a b l e t h a t we were working 

w i t h , w i t h the operator Siete a t t h a t time. 

Q. At t h a t time were you able t o determine a 

secondary-to-primary r a t i o , recovery r a t i o , i n the 

r e s e r v o i r ? 

A. We d i d . We looked a t the other Delaware f l o o d s 

i n the area, and a t t h a t time we f e l t l i k e t h a t t h e Amoco 

Old I n d i a n Draw u n i t was the most l o g i c a l . I t had been 
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w a t e r f l o o d and had responded, and we were able t o compare 

the expected recovery under primary operations w i t h 

secondary operations, and we came up w i t h a secondary-to-

primary r a t i o of about .58 b a r r e l s of secondary o i l per 

b a r r e l of primary o i l . 

So we took t h a t f a c t o r and a p p l i e d i t t o the 

primary u l t i m a t e t h a t we had determined f o r t h i s proposed 

u n i t i z e d area, under the economic c o n d i t i o n s t h a t e x i s t e d 

a t t h a t time, i n 1995. 

Q. Mr. Williamson, l e t ' s i n i t i a l l y look a t the 

geology of the Delaware formation, and I would ask you t o 

f i r s t i d e n t i f y and then review what we have marked as 

I n t o i l E x h i b i t Number 1. 

A. Okay, I t h i n k i n lo o k i n g a t a c r o s s - s e c t i o n here, 

t h i s i s not anything t h a t s u r p r i s e s me i n the Delaware. 

Q. What i s t h i s ? I s t h i s the c r o s s - s e c t i o n A-A* 

t h a t was presented e a r l i e r today by St. Mary? 

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

Q. A l l r i g h t . 

A. And I understand t h i s was prepared by St. Mary's, 

and I presume i t ' s the same A-A' t h a t ' s on the board. 

What t h i s t e l l s me i s t h a t we have zones — Maybe 

the rock u n i t can be c o r r e l a t e d across an area, as they 

have done w i t h t h e i r various zones. But I t h i n k i f you 

examine where the w e l l s have been completed, where some of 
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the w e l l s t h a t have — zones t h a t have been t e s t e d and have 

been plugged o f f , i t i s not a uniform producing i n t e r v a l 

from top t o bottom. And you can see — I n many cases, you 

can c o r r e l a t e from w e l l t o w e l l the rock u n i t , but using 

t h e i r c u t o f f percentage of 14 percent you f i n d some o f 

these zones have i n d i c a t e d pay and some don't have 

i n d i c a t e d pay. 

Also, I t h i n k i t ' s i n d i c a t i v e t h a t a l o t of these 

zones t h a t look good on the cross - s e c t i o n have not been 

p e r f o r a t e d . That may be a choice of the operator, t o t r y 

t o produce only those zones t h a t are as w a t e r - f r e e as 

po s s i b l e , but I t h i n k t h a t p o i n t s out the p o t e n t i a l e r r o r 

t h a t can be created when you're t r y i n g t o determine o i l i n 

place from zones t h a t are not continuous i n t h e i r p o r o s i t y , 

and t h e r e f o r e are not going t o c o n t r i b u t e e q u a l l y under 

w a t e r f l o o d operations. You've got t o be able t o move water 

through a r e s e r v o i r from one zone i n one w e l l t o t h a t same 

zone i n another w e l l , i n order t o have secondary reserves. 

So t h i s t e l l s me t h a t an o i l - i n - p l a c e number here 

i s probably subject t o some e r r o r . I'm not saying t h a t you 

shouldn't t r y t o do i t , but I am saying t h a t i t ' s such a 

s u b j e c t i v e t h i n g t h a t I see i t a b s o l u t e l y useless i n t r y i n g 

t o determine r e l a t i v e ownership between w e l l s or between 

t r a c t s . 

Q. What i s I n t o i l E x h i b i t Number 2? 
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A. I n t o i l E x h i b i t Number 2 i s c r o s s - s e c t i o n B-B'. 

Q. And what does t h i s show? 

A. And i t shows e s s e n t i a l l y the same t h i n g t h a t we 

have been t a l k i n g about. I might c a l l your a t t e n t i o n t o 

t h i s Conoco Federal Number 1, which i s the second w e l l from 

the l e f t , and an i n t e r v a l i n zone 9 was p e r f o r a t e d and 

squeezed. 

Apparently — i n my o p i n i o n , i f the squeeze i s 

not p r o d u c t i v e — although I t h i n k Mr. Lee s a i d i t might 

s t i l l be producing — but I t h i n k t h i s j u s t p o i n t s up the 

hazard t h a t you have here i n t h a t these zones are not very 

p r e d i c t a b l e , v e r t i c a l l y or h o r i z o n t a l l y . 

Q. You are f a m i l i a r w i t h the p a r t i c i p a t i o n formula 

set f o r t h i n the proposed St. Mary u n i t agreement, are you 

not? 

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

Q. And you're aware t h a t i n the proposed u n i t 

agreement the p a r t i c i p a t i o n f a c t o r i s h e a v i l y weighted 

toward or based upon o r i g i n a l o i l i n place? 

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

Q. How accurate i s v a l u i n g a — or a l l o c a t i n g 

p r o d u c t i o n based on an o r i g i n a l o i l - i n - p l a c e number, i n 

your opinion? 

A. Well, w i t h t h i s r e s e r v o i r I t h i n k i t could be 

h i g h l y inaccurate. You determine o i l i n place by using one 
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of two methods. One i s a vol u m e t r i c method. You c a l c u l a t e 

net pay and p o r o s i t y and water s a t u r a t i o n s , and you isopach 

and create l a y e r s l i k e you've done. 

The other s i t u a t i o n could be t h a t you could get 

o i l i n place by a m a t e r i a l balance i f you've got good 

pressure h i s t o r y over the l i f e of a f i e l d , and i f a l l of 

the zones t h a t are c o n t r i b u t i n g t o t h a t p r o d u c t i o n are 

indeed p e r f o r a t e d and can c o n t r i b u t e t o the pressure and/or 

the p r o d u c t i o n r a t e . 

We don't have good pressure readings here. The 

pressures were not taken over the l i f e of the f i e l d . And I 

t h i n k we see enough problems here w i t h the v o l u m e t r i c s t h a t 

I don't see how you could e q u i t a b l y assign value w i t h a 

very l a r g e percentage of o i l i n place determined by t h i s 

method. 

Q. Let's go t o what has been marked I n t o i l E x h i b i t 

Number 3. Would you i d e n t i f y t h a t f o r Mr. Catanach? 

A. I n t o i l E x h i b i t Number 3 i s a d e c l i n e curve t h a t I 

prepared f o r each w e l l i n the u n i t area. The p r o d u c t i o n 

i n f o r m a t i o n comes from D w i g h t ' s . I d i d not t r y t o a c t u a l l y 

customize a d e c l i n e r a t e f o r each of these w e l l s . I was 

t r y i n g t o get some r e l a t i v e value. And I looked a t a l l of 

the p r o d u c t i o n , and i t seemed l i k e t h a t a 10-percent 

constant percentage d e c l i n e seemed t o f i t most of the 

curves, and so t h a t i s what I used t o prepare an e x h i b i t 
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that we'll see later on for remaining reserves and primary 

ultimate. 

Q. Let's go t o E x h i b i t 4. I d e n t i f y what t h i s 

e x h i b i t i s and ex p l a i n what i t shows. 

A. Okay, E x h i b i t 4 co n s i s t s of two pages. The f i r s t 

page i s j u s t a redo of the t r a c t p a r t i c i p a t i o n f a c t o r s f o r 

cum o i l a t 1-1-98, 6-1-98, the January-May r a t e , 1998, 

remaining primary, 7-1-98. These are the time periods t h a t 

are proposed f o r the u n i t . 

I used Dwigh t ' s i n f o r m a t i o n , and I get 

e s s e n t i a l l y the same number, but I do get a l i t t l e b i t 

d i f f e r e n t number from what i s i n the proposed u n i t 

agreement. I presume t h a t t h a t i s probably a f u n c t i o n of 

maybe some production d i f f e r e n c e s t h a t would create the 

d i f f e r e n t values. 

The second page i s the primary estimated u l t i m a t e 

recovery t h a t I have c a l c u l a t e d f o r each of these w e l l s , 

and t h a t i s based on the cumulative t o date, of course, and 

t h i s 10-percent d e c l i n e t h a t I p r e v i o u s l y discussed. 

Q. Mr. Williamson, i n your o p i n i o n , how r e l i a b l e i s 

the use of a primary u l t i m a t e r a t i o i n a l l o c a t i n g 

p r o d u c t i o n w i t h i n the u n i t as proposed? 

A. Well, i t ' s s o r t of a Catch-22. I f a l l the zones 

were open and a l l the w e l l s were completed e q u a l l y , i t 

might be a p r e t t y good f a c t o r . We know t h a t t h a t i s not 
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the case here. 

And n e i t h e r do we know w i t h a great degree of 

accuracy how productive these zones behind pipe are going 

t o be. We've seen examples of zones t h a t met a l l the 

c r i t e r i a and yet produced water and had t o be squeezed o f f . 

I t h i n k i t ' s u s e f u l t o maybe be a p a r t of the 

formula, but I don't t h i n k you can r e l y on i t as h e a v i l y as 

you might because of the f a c t t h a t we've got so many 

d i f f e r e n t zones here t h a t unless you know f o r sure t h a t 

these zones are going t o produce, I don't know how you can 

base e q u i t y using behind-pipe or o i l - i n - p l a c e f i g u r e s . 

Q. Let's now go t o your review of p a r t i c i p a t i o n 

f a c t o r s , and I ' d l i k e you t o i d e n t i f y and j u s t b r i e f l y 

e x p l a i n what i s set f o r t h as I n t o i l E x h i b i t Number 5. 

A. Okay, E x h i b i t Number 5 i s r i g h t out of the u n i t 

agreement, and i t i s the p a r t i c i p a t i o n formula t h a t ' s been 

proposed by St. Mary's t o u n i t i z e t h i s u n i t . 

Q. Again, t h i s i s the e x h i b i t t h a t places a 40-

percent f a c t o r on o r i g i n a l o i l i n place? 

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

Q. Have you been able t o determine what I n t o i l ' s 

share of the u n i t p a r t i c i p a t i o n would be under t h i s 

formula? 

A. Right, under t h i s formula I n t o i l ' s i n t e r e s t would 

be roughly 4.54 525-percent i n t e r e s t i n the u n i t . 
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Q. Let's go now t o E x h i b i t Number 6, and I ' d ask you 

t o f i r s t i d e n t i f y t h i s and then e x p l a i n how t h i s e x h i b i t i s 

set up and what i t ' s designed t o show. 

A. Okay, E x h i b i t Number 6, the c a l c u l a t i o n s here are 

based upon the St. Mary's proposed t r a c t p a r t i c i p a t i o n , the 

u n i t p a r t i c i p a t i o n . I took the u n i t remaining primary as 

of 7-1-98, based on my c a l c u l a t i o n s , 452,994 b a r r e l s of o i l 

times I n t o i l ' s proposed i n t e r e s t of .0454525, came out w i t h 

20,590 b a r r e l s . 

And then my estimate of the u n i t secondary 

u l t i m a t e , which was determined by my primary u l t i m a t e times 

the f a c t o r of .58 t h a t I had determined from the o l d I n d i a n 

Draw f i e l d — And I might p o i n t out t h a t t h a t may or may 

not be an absolute number. I t h i n k i t i s a good r e l a t i v e 

number, which i s what I was l o o k i n g f o r . That secondary 

u l t i m a t e could be higher or i t could be lower, but i t 

serves a purpose t o show what the r e l a t i v e values t h a t are 

assigned t o these t r a c t s are. 

So the secondary u l t i m a t e i n my c a l c u l a t i o n , 

1,486,682, times the i n t e r e s t of I n t o i l , gives us 67,573, 

f o r a t o t a l of 88,163 b a r r e l s of o i l . 

The Jade Federal 1 remaining primary as of 7-1-98 

i s 51,799 b a r r e l s of o i l . From my c a l c u l a t i o n s , h a l f of 

t h a t i s I n t o i l ' s , about 25,900. So the remaining reserves, 

then, under u n i t operations, using t h i s formula t o I n t o i l , 
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are 88,163 b a r r e l s , compared t o what they would get i f the 

u n i t was not put i n and they j u s t moved ahead and produced 

t h e i r lease u n t i l i t was a t an economic l i m i t . 

That r a t i o , then, i s about 3.4 t o 1. I n other 

words, they're going t o get 3.4 b a r r e l s more than they 

would i f they l e f t e v erything as i t i s on the primary. 

Q. You mean 3.4 times the remaining b a r r e l s ? 

A. 3.4 times the remaining primary b a r r e l s . 

Now then, the next set of data are a l l the 

working i n t e r e s t owners except I n t o i l , and I j u s t took 1 

minus the .0454525. I go through the same c a l c u l a t i o n s and 

create a r a t i o t h e r e , remaining reserves, u n i t o p erations, 

1,851,513 b a r r e l s of o i l , d i v i d e d by the remaining primary 

i f the u n i t was not put i n , of 47,095 [ s i c ] , and t h a t shows 

t h a t the other working i n t e r e s t owners are g e t t i n g a 4.34 

b a r r e l r a t i o times the remaining primary on t h e i r other 

leases. 

Q. So the other i n t e r e s t owners are g e t t i n g 2 0 t o 25 

percent more the b e n e f i t of u n i t i z a t i o n than I n t o i l ? 

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

Q. I n your opinion, i s t h i s a l l o c a t i o n or 

p a r t i c i p a t i o n formula f a i r , reasonable and e q u i t a b l e t o 

I n t o i l ' s i n t e r e s t i n t h i s u n i t ? 

A. No, i t i s not. I t h i n k you should use f a c t o r s 

t h a t can be measured w i t h a great degree of accuracy, such 
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as c u r r e n t r a t e , cumulative, and remaining primary. 

Q. And has I n t o i l done th a t ? 

A. No — Oh, I n t o i l has done t h a t , yes. 

Q. And i s t h a t set f o r t h on what has been marked as 

I n t o i l E x h i b i t Number 7? 

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

Q. Would you review t h a t , please? 

A. This i s a formula t h a t I n t o i l has presented t o 

St. Mary's, w i t h apparently no a v a i l . But they are 

proposing acreage, 5 percent; cumulative o i l , 2 0 percent; 

remaining primary, 35 percent; January t o May, 1998, o i l 

r a t e , 35 percent; o r i g i n a l o i l i n place, 5 percent. 

What t h i s formula does i s place a very high value 

on t h i n g s t h a t can be measured t h a t are not s u b j e c t t o 

considerable i n t e r p r e t a t i o n . Cumulative o i l , remaining 

primary and the o i l r a t e are t h i n g s t h a t can be measured 

much more acc u r a t e l y than determining what pay zones are 

p o t e n t i a l l y productive behind pipe. 

So when you go through the c a l c u l a t i o n , then the 

I n t o i l working i n t e r e s t , or the i n t e r e s t i n the u n i t , i s 

5.467 percent, using t h i s formula. 

Q. Mr. Williamson, i s i t reasonable t o use t h i n g s — 

f a c t o r s l i k e an o i l r a t e t o determine the f u t u r e p r o d u c t i o n 

or performance of the u n i t ? 

A. What the o i l r a t e does i s gives you a p r o t e c t i o n 
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f o r your c u r r e n t earning power. I n other words, j u s t 

l o o k i n g a t the proposed formula, the percent of o i l r a t e 

f o r the I n t o i l i n t e r e s t i s 5.5 percent. I n other words, 

they're g e t t i n g 5.5 percent of the c u r r e n t o i l r a t e . Well, 

they're being o f f e r e d 4.5. 

The percent of cumulative o i l i s 7.42. That's 

not as h i g h , but the percent of remaining primary i s 13.12 

percent. 13.12 percent, and t h e i r h a l f of t h a t would be 

6.56, and they're being o f f e r e d 4.5 percent. 

So the t h i n g s t h a t r e a l l y r e l a t e t o the value of 

t h i s lease on t h i n g s t h a t we know, which are c u r r e n t r a t e 

and what the remaining primary i s , shows t h a t I n t o i l i s not 

g e t t i n g t h e i r f a i r and e q u i t a b l e share. 

Q. I n t o i l ' s i n t e r e s t i s i n the Jade Number 1 w e l l , 

c o r r e c t ? 

A. Yes, i t ' s only i n one w e l l . 

Q. I s t h a t a b e t t e r than average w e l l i n t h i s u n i t 

area? 

A. I t i s a b e t t e r than average w e l l . 

Q. Let's go t o E x h i b i t Number 7. Would e x p l a i n — I 

mean, I'm s o r r y , E x h i b i t Number 8. Would you e x p l a i n what 

t h a t shows? 

A. Okay, E x h i b i t Number 8 i s a c a l c u l a t i o n as I 

p r e v i o u s l y discussed, t a k i n g the remaining o i l , using the 

now proposed I n t o i l formula — I've c a l l e d i t Formula 1 — 
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of .05468 percent. I've gone through the same c a l c u l a t i o n s 

t o come up w i t h a r a t i o of remaining reserves i n the u n i t 

operations t o remaining primary, both as of 7-1-98, and you 

can see t h a t t h a t r a t i o , now, has increased t o 4.1 b a r r e l s 

of o i l per b a r r e l of remaining primary. 

Q. And t h a t ' s f o r I n t o i l ? 

A. That's f o r I n t o i l . 

Q. And what i s the r a t i o f o r the other working 

i n t e r e s t owners i n the u n i t ? 

A. And the other working i n t e r e s t owners, going 

through the same type of c a l c u l a t i o n , t h a t r a t i o i s 4.29 t o 

1. 

Q. They s t i l l f a r e b e t t e r than I n t o i l ? 

A. They s t i l l f a r e b e t t e r . I t ' s c l o s e r , but s t i l l 

t h e y 're ahead. 

Q. A l l r i g h t , l e t ' s now go t o E x h i b i t Number 9. 

Would you i d e n t i f y and review t h a t , please? 

A. E x h i b i t Number 9 i s an I n t o i l P a r t i c i p a t i o n 

Formula Number 2. This i s based upon 4 0 percent of 

remaining primary as of 7-1-98, and i t ' s based on 40 

percent of the January-May, 1998, o i l r a t e , and i t ' s based 

on 2 0 percent of the primary u l t i m a t e as I have c a l c u l a t e d 

i t . 

Going through those c a l c u l a t i o n s , I n t o i l ' s 

i n t e r e s t i n the u n i t , proposed i n t e r e s t i n the u n i t , would 
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be 5.65 percent. 

Q. And t h a t i s a p a r t i c i p a t i o n f a c t o r i n the u n i t ? 

A. A p a r t i c i p a t i o n f a c t o r i n the u n i t . 

Q. A l l r i g h t , l e t ' s go t o E x h i b i t Number 10. What 

does t h a t show? 

A. E x h i b i t Number 10 i s the same type of r a t i o 

c a l c u l a t i o n t h a t I have described before. This i s I n t o i l 

Formula Number 2, and t h a t r a t i o f o r I n t o i l i s 4.236 t o 1. 

The r a t i o f o r a l l the working i n t e r e s t owners except I n t o i l 

i s 4.285 t o 1. So we've come a l o t c l o s e r t o c r e a t i n g a 

r e l a t i v e value between I n t o i l and the r e s t of the working 

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

Q. And you've presented three formulas: The one 

t h a t ' s i n the u n i t — 

A. Right. 

Q. — I n t o i l 1. That's the formula t h a t was 

o r i g i n a l l y proposed by I n t o i l ? 

A. And a formula, I n t o i l Number 2, which i s one you 

have proposed t h a t gets clo s e r t o g i v i n g — sh a r i n g the 

b e n e f i t s of u n i t i z a t i o n ? 

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

Q. I n your op i n i o n , i f you're t r y i n g t o e q u i t a b l y 

a l l o c a t e the b e n e f i t s of u n i t i z a t i o n , i s a comparison of 

expected f u t u r e recoveries under u n i t o p e r a t i o n compared t o 

expected f u t u r e recoveries under primary o p e r a t i o n a v a l i d 
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way t o reach an e q u i t a b l e a l l o c a t i o n of the b e n e f i t s of 

u n i t i z a t i o n ? 

A. I t h i n k i t ' s a very good measure, because the 

remaining primary here, although you may get two engineers 

togeth e r and you s h i f t the d e c l i n e curve a l i t t l e b i t , i t ' s 

a very good i n d i c a t i o n of what t h a t lease i s going t o do. 

And t h a t i s the value from and a f t e r t h i s p o i n t t h a t the 

u n i t would be put together. 

When you b r i n g i n other s p e c u l a t i v e or more 

u n c e r t a i n f a c t o r s and t r y t o a l l o c a t e values on those 

f a c t o r s , I t h i n k i t leads t o i n e q u i t a b l e and unreasonable 

assignment of values. 

Q. Could you summarize f o r Mr. Catanach the 

conclusions you've reached from your study of the proposed 

East Shugart (Delaware) u n i t area? 

A. Well, obviously the r e s e r v o i r needs t o be 

u n i t i z e d . I have no doubt t h a t t h e r e are secondary b a r r e l s 

t o be recovered here. And t o prevent underground waste, 

t h i s r e s e r v o i r should be u n i t i z e d and waterflooded. Other 

Delaware f i e l d s have been s u c c e s s f u l l y flooded. 

But however, the proposed a l l o c a t i o n formula i s 

u n f a i r t o I n t o i l , because I n t o i l receives 25 percent less 

of the b e n e f i t s of u n i t operations than the u n i t does as a 

whole. 

The i n e q u i t y r e s u l t s from a heavy r e l i a n c e on a 
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u n i t p a r t i c i p a t i o n formula using o r i g i n a l o i l i n place, and 

t h a t i s the most s u b j e c t i v e f a c t o r t h a t could be used i n 

determining e q u i t y i n the u n i t . 

Q. Are you prepared t o make a recommendation t o Mr. 

Catanach concerning the p a r t i c i p a t i o n formula proposed by 

St. Mary's? 

A. I n my opi n i o n , the D i v i s i o n should f i n d t h a t the 

proposed u n i t i z a t i o n formula i n the u n i t agreement does not 

a l l o c a t e u n i t i z e d hydrocarbons on a f a i r , reasonable or 

eq u i t a b l e basis. 

The D i v i s i o n should then determine the r e l a t i v e 

value of the separately owned t r a c t s and a l l o c a t e u n i t i z e d 

hydrocarbons t o each t r a c t on the basis of the r e l a t i v e 

values as shown by the evidence presented i n t h i s hearing. 

Some of my c a l c u l a t i o n s on E x h i b i t 4 could be 

u t i l i z e d i n determining t h i s c a l c u l a t i o n . And I have 

presented two ways t h a t t h i s can be accomplished, I n t o i l 

Formula 1, I n t o i l Formula 2, on E x h i b i t 7 f o r 1 and E x h i b i t 

9 f o r Formula 2. 

Q. I n your o p i n i o n , w i l l approval of the u n i t as 

proposed by St. Mary impair c o r r e l a t i v e r i g h t s ? 

A. Yes, i t w i l l . 

Q. W i l l i t deny I n t o i l the o p p o r t u n i t y t o produce 

and r e c e i v e i t s f a i r share of the recoverable reserves i n 

t h i s r e s e r v o i r ? 
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A. I be l i e v e i t w i l l . 

Q. I f the recommendations of I n t o i l are accepted, 

what impact would t h i s have on the c o r r e l a t i v e r i g h t s of 

a l l i n t e r e s t owners i n the proposed u n i t ? 

A. A l l the owners w i l l receive t h e i r f a i r share of 

the remaining reserves i n t h i s r e s e r v o i r under u n i t i z e d and 

wa t e r f l o o d operations. 

Q. Mr. Williamson, i n your o p i n i o n w i l l approval of 

t h i s A p p l i c a t i o n as amended by the recommendations of 

I n t o i l be i n the best i n t e r e s t of conservation and the 

pre v e n t i o n of waste? 

A. Yes. 

Q. Would you i d e n t i f y what has been marked as I n t o i l 

E x h i b i t Number 11? 

A. E x h i b i t Number 11 i s a three-page document t h a t 

s o r t of summarizes what I've been t a l k i n g about, and i t ' s 

j u s t a summary of my testimony. 

Q. Were I n t o i l E x h i b i t s 1 through 11 prepared by you 

or compiled under your d i r e c t i o n ? 

A. Yes, they were. 

Q. Can you t e s t i f y as t o the accuracy of the 

e x h i b i t s ? 

A. Yes. 

MR. CARR: At t h i s time I would move the 

admission i n t o evidence of I n t o i l E x h i b i t s 1 through 11. 
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EXAMINER CATANACH: E x h i b i t s 1 through 11 w i l l be 

admitted as evidence. 

MR. CARR: That concludes my d i r e c t examination 

of Mr. Willi a m s . 

EXAMINER CATANACH: Mr. Bruce? 

MR. BRUCE: Just a couple of questions. 

CROSS-EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Williamson, I t h i n k there's a couple of 

e x h i b i t s we could look a t , but E x h i b i t 6 when you're doing 

the r a t i o — 

A. E x h i b i t 6, okay. 

Q. Obviously i f the Jade Fed Number 1 remaining 

primary was lower than 25,900, then t h a t r a t i o would 

increase, i t would go above 3.4 t o 1, would i t not? 

A. Well, anytime you change the numbers i n these 

formulas i t ' s going t o change the answer, yes. 

Q. So the answer i s yes? 

A. Yes. 

Q. Could you e x p l a i n t o me how d i s c o n t i n u i t y a f f e c t s 

o r i g i n a l o i l i n place? How does i t a f f e c t the c a l c u l a t i o n 

of o r i g i n a l o i l i n place? 

A. Well, as I sta t e d e a r l i e r , o r i g i n a l o i l i n place 

can u s u a l l y be determined one of two ways, v o l u m e t r i c a l l y 

or m a t e r i a l balance. And I t h i n k , from what I understand 
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here, t h e r e are no pressures, so m a t e r i a l balance i s not a 

f a c t o r t h a t can be u t i l i z e d . 

So you r e l y , then, on a v o l u m e t r i c c a l c u l a t i o n 

which has by nature — has t o take the thickness of the 

r e s e r v o i r , i t ' s got t o take the p o r o s i t y of the r e s e r v o i r , 

i t ' s got t o take the water s a t u r a t i o n of the r e s e r v o i r . 

And then you've got t o determine what a drainage area i s . 

So j u s t because I've got a wellbore here t h a t ' s 

got i n d i c a t e d productive zone i n i t , I don't r e a l l y know 

how f a r t h a t p a r t i c u l a r zone continues. The evidence here 

i s t h a t i n many cases those zones do not continue between 

w e l l s . So i t makes i t very hazardous t o use a v o l u m e t r i c 

c a l c u l a t i o n of o r i g i n a l o i l i n place. 

Q. But there was pressure data from 1994 and 1997, 

was t h e r e not? 

A. That's only one p o i n t i n time. To get an 

accurate o i l i n place using m a t e r i a l balance, you've got t o 

have an pressure production h i s t o r y over the l i f e of the 

f i e l d . 

Q. So what you would r a t h e r use — I t h i n k your 

quote was, you would use f a c t o r s t h a t can be measured w i t h 

a g r e a t degree of accuracy, such as c u r r e n t r a t e , 

cumulative production and remaining primary; i s t h a t 

c o r r e c t ? 

A. Correct. 
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MR. BRUCE: I have nothing f u r t h e r , Mr. Examiner. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Williamson, on your — How d i d you determine 

what the remaining primary reserves are f o r the Jade 

Federal Number 1? 

A. I took these d e c l i n e curves, using D w i g h t ' s 

P roduc t ion Data, and I e x t r a p o l a t e d the i n d i c a t e d d e c l i n e 

a t the c u r r e n t time, and i t ' s roughly a 10-percent or 

constant percentage d e c l i n e f o r each of the w e l l s , 

i n c l u d i n g the Jade. 

Q. Okay, so you came out w i t h 51,799? 

A. That i s c o r r e c t . And I w i l l say t h a t , t h a t I 

used an a r b i t r a r y c u t o f f p o i n t of th r e e b a r r e l s per day of 

o p e r a t i n g costs. I d i d n ' t have the a c t u a l o p e r a t i n g costs. 

So t o the extent t h a t t h a t three b a r r e l s a day could be two 

or f o u r , i t might vary t h a t a l i t t l e b i t . But i t ' s , I 

t h i n k , very close. 

Q. Now, i s t h a t the same number t h a t was c a l c u l a t e d 

by St. Mary's on t h e i r E x h i b i t 43? Are you c a l c u l a t i n g the 

same t h i n g as they are when they say remaining reserves, 

primary, f o r t h a t well? 

A. Correct, they've got a percent of remaining 

primary. I don't t h i n k I had a — I don't t h i n k I had 

anything t h a t showed me what the b a r r e l s were, but th e y ' r e 
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c a l c u l a t i n g a percent of remaining primary. 

Q. Well, I thought t h a t — They have a column t h e r e 

t h a t says "Remaining Reserves Primary". I t h i n k they've 

got a number. I s t h a t 9 3.3? Do you know i f t h a t ' s — 

A. Okay, I may be l o o k i n g a t the wrong — 

Q. On E x h i b i t Number 43. 

A. Oh, t h i s i s t h e i r new e x h i b i t ? Yeah, I don't 

have t h a t w i t h me. 

Q. I'm j u s t wondering i f t h a t ' s the same t h i n g t h a t 

we're t a l k i n g about? 

A. I t should be, i f i t ' s . . . Remaining primary 

reserves, and I presume t h i s i s as of the same date t h a t 

mine i s , 7-1-98. I'm not sure about what t h a t -- what 

t h e i r e f f e c t i v e date i s . 

Q. I'm j u s t wondering why t h e i r number i s so much 

higher than yours? 

A. The only t h i n g I can suppose i s t h a t they have 

taken a much f l a t t e r d e c l i n e than I have. I mean, 

t h a t ' s — I f y o u ' l l look a t t h a t curve, t h i s i s what the 

p r o d u c t i o n curve looks l i k e , and my 10-percent d e c l i n e i s 

coming through l i k e t h i s . I f you take t h a t and f l a t t e n i t 

or take i t out a t a f l a t r a t e f o r a long p e r i o d of time, I 

suppose you could get the a d d i t i o n a l reserves. 

Q. Well, doesn't t h e i r c a l c u l a t i o n b e n e f i t I n t o i l 

tremendously i n t h a t — as f a r as t h a t f a c t o r goes, anyway? 
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A. Well, what I s t a t e d e a r l i e r i s , I'm t r y i n g t o get 

r e l a t i v e values. So I t r y t o t r e a t a l l the w e l l s or the 

t r a c t s the same. Yes, t h a t i s higher, but I would presume 

t h a t t h e i r other remaining primary numbers f o r the other 

w e l l s would also be higher. 

I guess they've got a remaining primary reserve 

of 711,000 b a r r e l s . And my t o t a l remaining primary i s 

452,994. So I haven't had time t o study t h i s , but 

r e l a t i v e l y speaking, i t might be the same. I don't know. 

Q. Now, you d i d n ' t c a l c u l a t e the r a t i o t h a t you 

c a l c u l a t e d t h e r e — For instance, i n the St. Mary's o f f e r , 

was 3.4 t o 1 f o r I n t o i l , compared t o 4.34 t o 1 f o r a l l 

other working i n t e r e s t owners. You d i d n ' t c a l c u l a t e t h a t 

on a p e r - w e l l basis, t h a t r a t i o , d i d you? 

A. No, I d i d n ' t . 

Q. Could t h a t number vary w e l l t o w e l l ? 

A. I t ' s p o s s i b l e . But i t would have been a l a r g e 

task of g e t t i n g the a c t u a l ownership of each w e l l . That 

could be done. I t ' s not an impossible task, but — I was 

j u s t t r y i n g t o show the r e l a t i o n s h i p between I n t o i l and the 

r e s t of the u n i t . 

Q. So which formula are you recommending, Mr. 

Williamson? 

A. Well, I would recommend e i t h e r I n t o i l Formula 1 

or I n t o i l Formula 2. They're both f a i r l y close. I'm sure 
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I n t o i l would l i k e the higher one, but I could c e r t a i n l y say 

t h a t e i t h e r one i s — t o me, would be a much f a i r e r 

r e p r e s e n t a t i o n of a l l o c a t e d e q u i t y i n t h i s u n i t . 

EXAMINER CATANACH: Any other questions of t h i s 

witness? 

MR. BRUCE: Not of t h i s witness. 

MR. CARR: No, no f u r t h e r questions. 

EXAMINER CATANACH: This witness may be excused. 

MR. BRUCE: I do have some r e b u t t a l testimony, 

Mr. Examiner. 

EXAMINER CATANACH: Okay. I'm s o r r y , d i d you 

have anything f u r t h e r , Mr. Carr? 

MR. CARR: No, I do not, Mr. Catanach. That 

concludes our pr e s e n t a t i o n . 

MR. BRUCE: Mr. Examiner, I c a l l Mr. Bachman t o 

the stand again. I f the record could r e f l e c t he's been 

p r e v i o u s l y sworn and q u a l i f i e d . 

EXAMINER CATANACH: The record s h a l l so r e f l e c t . 

ROBERT L. BACHMAN, 

the witness h e r e i n , having been p r e v i o u s l y 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. BRUCE: 

Q. F i r s t o f f , Mr. Bachman, i n response — some 

questions came up about St. Mary's n e g o t i a t i o n s w i t h other 
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i n t e r e s t owners regarding the p a r t i c i p a t i o n formula. Could 

you j u s t b r i e f l y s t a t e f o r the Examiner any discussions 

t h a t you have had regarding t h a t issue? 

A. I n September of 1998, I met w i t h I n t o i l , went t o 

t h e i r o f f i c e , met w i t h Joe Mazzola and Rolando Benavidez, 

completely went through a l l the geology. I brought a piece 

of core from o f f s e t t i n g Parkway Delaware, went through our 

proposed formula, everything, t a l k e d t o them t h a t I ' d love 

t o have them i n the u n i t , so on and so f o r t h . And I t h i n k 

subsequent t o t h a t i t was numerous phone c a l l s . 

Q. Okay. Now, t h a t — You s t i l l stuck w i t h t he same 

p a r t i c i p a t i o n formula there? 

A. Yes. 

Q. But d i d they request — Subsequent t o t h a t 

meeting, were changes made t h a t increased t h e i r i n t e r e s t , 

I n t o i l ' s i n t e r e s t ? 

A. Subsequent t o t h a t , we went ahead and conceded a 

change i n the remaining primary f o r I n t o i l v i a d e c l i n e -

curve a n a l y s i s , and I ' l l defer t h a t t o Robert, what he d i d . 

But b a s i c a l l y what t h a t d i d was, i t increased 

I n t o i l ' s i n t e r e s t from 4 percent of the u n i t t o 4.5 

percent, p l u s . 

Q. Without changing the formula? 

A. Without changing the formula. 

Q. Okay. 
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A. I t was simply changing the percent of 

remaining --

Q. Okay. Now, the second p o i n t i s , r e g a r d i n g the 

f a c t o r s i n the p a r t i c i p a t i o n formula, d i d any of the 

working i n t e r e s t owners c a l l you or address you about t h a t , 

or St. Mary's? 

A. We sent a l e t t e r t o a l l the working i n t e r e s t 

owners. 

Q. January, 1999, I believe? 

A. Yes, s t a t i n g the formula t h a t I n t o i l was 

proposing. We sent i t t o a l l the working i n t e r e s t owners, 

t o l d them t h a t b a s i c a l l y t h e i r i n t e r e s t s go down a t the 

expense of I n t o i l on t h e i r change i n the p a r t i c i p a t i o n 

formula, and i f they had any problem w i t h i t , or i f they 

agreed w i t h I n t o i l , t o please l e t us know, and we'd be 

happy t o l i s t e n t o them. And there was no response 

whatsoever. 

Q. Now, t h a t l e t t e r , t h a t January 13th, 1999, 

l e t t e r , i s i n the — Ms. E l l i s o n ' s correspondence — 

A. Yes, i t i s . 

Q. — package? 

A. Yes, i t i s . 

Q. And other than I n t o i l , you never heard anybody 

complain about the p a r t i c i p a t i o n formula? 

A. No, not at a l l . 
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Q. Did Heyco or anyone ever c a l l you about t h a t ? 

A. No, we met w i t h Heyco i n J u l y of 1998, met w i t h 

Mr. Ray Noakes and went through e v e r y t h i n g w i t h him, 

p a r t i c i p a t i o n formula, so on and so f o r t h . They had no 

problem w i t h i t whatsoever. And we never r e a l l y heard 

anything subsequent t o t h a t . 

Q. Okay. What does E x h i b i t 4 4 show? 

A. E x h i b i t 44 — I put together f o r — on a t r a c t -

b y - t r a c t basis the percentage of the t r a c t p a r t i c i p a t i o n 

f a c t o r s , w i t h a l i s t of the top 12 or so owners i n the East 

Shugart u n i t represented. I t ' s probably 80 t o 84 percent, 

something l i k e t h a t . 

H i g h l i g h t e d i n yellow i s St. Mary's formula t h a t 

we're proposing, and then subsequent i n t e r e s t s next t o the 

working i n t e r e s t owner names. 

The only change t h a t I n t o i l has s a i d t o us i s 

h i g h l i g h t e d i n green, changing the f a c t o r . That shows over 

i n the r i g h t column, and how a l l — 

Q. I n green? 

A. Excuse me, i n green. — how a l l the i n t e r e s t s 

change v i a I n t o i l ' s formula. And i f you n o t i c e on the f a r 

r i g h t , everyone else goes down a t the expense of I n t o i l . 

I n t o i l increases t h e i r i n t e r e s t almost .8 of one percent. 

Q. Now, t h i s — You used St. Mary's numbers on 

remaining primary, et cetera, when you plugged t h i s — 
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A. Yes, a f t e r we — 

Q. So — 

A. — reviewed i t and re-evaluated i t . 

Q. So I n t o i l ' s number, 5.3 percent, may d i f f e r 

somewhat from Mr. Williamson's, but maybe some d i f f e r e n t 

numbers were used i n there? 

A. Right. 

Q. But you used t h e i r Proposal 1? 

A. Right, e x a c t l y . 

Q. Okay. So i n e f f e c t , I n t o i l ' s formula o n l y 

b e n e f i t s i t s e l f ? 

A. For the top 85 percent of the u n i t working 

i n t e r e s t s , t h a t ' s the only b e n e f i t . 

Q. Was t h i s e x h i b i t prepared by you or under your 

d i r e c t i o n ? 

A. Yes, i t was. 

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

of St. Mary E x h i b i t 44. 

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

EXAMINER CATANACH: E x h i b i t Number 44 w i l l be 

admitted as evidence. 

Any questions, Mr. Carr? 

CROSS-EXAMINATION 

BY MR. CARR: 

Q. Yeah, Mr. Bachman, when you increase someone's 
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i n t e r e s t , others would n a t u r a l l y go down; i s n ' t t h a t r i g h t ? 

A. Well, we took a look a f t e r meeting w i t h I n t o i l — 

Q. My question was — Maybe you don't understand 

i t . 

When you increase somebody's i n t e r e s t i n terms of 

a percentage p a r t i c i p a t i o n , i s n ' t i t n a t u r a l t o expect 

other people's i n t e r e s t t o go down? 

A. Yes. 

Q. And i f — How many working i n t e r e s t owners are 

th e r e i n t h i s u n i t ? 

A. There's about 45 or so. 

Q. And t o — Did you look a t the other working 

i n t e r e s t owners? 

A. Yes. 

Q. Were there others t h a t derived some b e n e f i t ? 

A. There were, but they were much less than even one 

percent — 

Q. Well — 

A. — j u s t very minor. 

Q. — when we t a l k about less than one percent on 

t h i s , there's no one here t h a t has a one-percent change, i s 

there? 

A. No. 

Q. They're j u s t thousandths of a percentage p o i n t ; 

i s n ' t t h a t c o r r e c t ? 
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A. Yeah, these are j u s t s o r t of the top — a random 

sampling of the top working i n t e r e s t owners. 

MR. CARR: That's a l l I have, thank you. 

EXAMINER CATANACH: Anything f u r t h e r , Mr. Bruce? 

REDIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Bachman, you wouldn't expect v i r t u a l l y 

everyone t o go down, would you? 

A. Well, no. 

MR. BRUCE: Thank you. 

RECROSS-EXAMINATION 

BY MR. CARR: 

Q. And Mr. Bachman, you only showed those t h a t d i d , 

other than I n t o i l ? Yes or no? 

A. Yes, but I have — 

MR. CARR: Okay, thank you. 

MR. BRUCE: I have t o f o l l o w up. 

FURTHER EXAMINATION 

BY MR. BRUCE: 

Q. These aren't the only people who went down i n 

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

A. No, i t i s not. 

Q. You j u s t took the l a r g e r working i n t e r e s t — 

A. The l a r g e r working i n t e r e s t owners, t o represent 

the top 8 0 t o 85 percent of the u n i t . 
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FURTHER EXAMINATION 

BY MR. CARR: 

Q. And other than St. Mary, nobody has more than 6 

percent i n t h i s u n i t , r i g h t ? 

A. No. 

Q. So when we look a t the l a r g e s t i n t e r e s t owners, 

we get down t o NM&T Resources, and they have about — i s 

t h a t 1/1000 of the u n i t ? 

A. Yes, they have 1.1 percent of the u n i t . 

MR. CARR: Thank you. 

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

This witness may be excused. 

MR. BRUCE: Not of t h i s witness. 

EXAMINER CATANACH: Do you have another witness? 

MR. BRUCE: I'm a f r a i d I do. Rec a l l Mr. Lee. 

ROBERT LEE. 

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. BRUCE: 

Q. Mr. Lee, I t h i n k when you were t a l k i n g about the 

f a c t o r s i n the p a r t i c i p a t i o n formula, you mentioned one of 

them was t o keep the i n t e r e s t owner whole w i t h respect t o 

cu r r e n t cash flow? 

A. That's c o r r e c t . 
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Q. What does St. Mary E x h i b i t 45 show? 

A. This i s an e x h i b i t where I look a t the I n t o i l 

i n t e r e s t i n the Jade 1 by i t s e l f , u n - u n i t i z e d , and then 

what t h e i r p roduction would be i n the u n i t . 

I've got two columns here. One i s f o r the u n i t 

showing t h e i r working and revenue i n t e r e s t i n the u n i t , and 

then another column w i t h j u s t the Jade 1, showing what 

t h e i r working and revenue i n t e r e s t i s i n the Jade Number 1. 

I f I take the u n i t reserves times t h e i r i n t e r e s t , 

I show t h a t they w i l l d e r i v e 172,000 b a r r e l s . I f you j u s t 

produce the w e l l as i s , the Jade 1 only produces another 

38,000 net b a r r e l s . 

Then I looked a t the produ c t i o n as of March of 

1999 and s a i d t h a t the u n i t would have been making 174 

b a r r e l s a day, gross, and they would have seven net b a r r e l s 

a day from t h a t . And i f you look a t the Jade 1 as i t i s , 

i t made i n March about 16 b a r r e l s a day gross, and they 

have seven net b a r r e l s from t h a t . 

I f you look a t i t from an undiscounted cash fl o w 

basis, w i t h the u n i t , they make ne a r l y $3 m i l l i o n , versus a 

l i t t l e l e s s than $600,000 w i t h the Jade 1 by i t s e l f . 

Q. So as of March, 1997, whether i t ' s u n i t i z e d or 

they're j u s t l o o k i n g a t t h e i r p e r - w e l l i n t e r e s t , they're 

r e c e i v i n g the same cash flow? 

A. That's c o r r e c t . 
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Q. Mr. Lee, could you i d e n t i f y St. Mary E x h i b i t 46, 

please? 

A. E x h i b i t Number 46 i s three d e c l i n e curves put i n 

here, the Jade Number 1, the adjacent w e l l , t he Jade Number 

2 — a c t u a l l y , i t ' s on the same l o c a t i o n but produces out 

of the Penrose Grayburg formation — and a d e c l i n e curve on 

the Geronimo Number 9. 

Q. Okay. Now, l e t ' s go through t h i s . On the f i r s t 

page we've h i g h l i g h t e d some production f i g u r e s s t a r t i n g , 

oh, about the beginning of January, 1992, and going on f o r 

about f o u r years, three and a h a l f , f o u r years. 

A. Four and a h a l f years. 

Q. What i s i n d i c a t e d by t h a t h i g h l i g h t e d p o r t i o n ? 

A. The Jade Number 1 produces out of the Delaware. 

The Jade Number 2, as I sa i d , produces out of the Penrose 

Grayburg. They have common i n t e r e s t s between the two 

w e l l s . They're twinned, d r i l l e d on the same pad. There's 

only on f a c i l i t y on the t r a c t , so the produc t i o n i s 

a l l o c a t e d between the two w e l l s . 

And i t looks l i k e t h a t — i n 1992, t h a t more 

b a r r e l s were g e t t i n g a l l o c a t e d t o — there's a jump i n 

pro d u c t i o n t h e r e , i n d i c a t i n g p o s s i b l y more b a r r e l s were 

g e t t i n g a l l o c a t e d t o the Jade 1 than was g e t t i n g a l l o c a t e d 

before t h a t . 

And then i n June of 1996 you see a drop. The 
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increase p r i o r t o t h a t i s about e i g h t , nine b a r r e l s a day, 

and then the drop there i s , you know, e i g h t , nine, t e n 

b a r r e l s a day, i n t h a t range, a t t h a t p o i n t i n time. 

What the drop i n 1996 r e f l e c t s , i f you look a t 

the Jade Number 2 w e l l , production s t a r t s — you can see 

t h a t along — i n conjunction w i t h t h a t p r o d u c t i o n drop on 

the Jade 1, you see a production increase on the Jade 2. 

The reason t h a t was done i s t h a t St. Mary's had ran some 

t e s t s , had t o shut a w e l l i n , had t o shut a w e l l i n t o get 

an accurate measurement. 

But the Jade Number 1 turned out not t o be making 

as much o i l as p r e v i o u s l y thought. And i t appears t h a t the 

Jade Number 2, which i s o f f s e t a shallow w a t e r f l o o d , t he 

East Shugart w a t e r f l o o d — i t ' s a w a t e r f l o o d t h a t ' s i n the 

Penrose-Grayburg. There's a w e l l — I t ' s about one 

l o c a t i o n t o the west. I t ' s the Inca 4. I t ' s an i n j e c t i o n 

w e l l . At Sie t e , we always thought the Jade 2 was i n a 

separate zone. We d i d n ' t t h i n k i t was i n the same penrose 

zone t h a t was being waterflooded and produced over i n the 

East Shugart U n i t . 

Based on t h i s i n f o r m a t i o n , what we see — c u r r e n t 

w e l l t e s t s and lo o k i n g a t the curve on the Jade 2, 

obviously i t looks l i k e i t ' s g e t t i n g some response from 

something, so i t looks l i k e t h a t some of the sands i n the 

Jade 2 are i n connection w i t h t h a t w a t e r f l o o d i n g , was 
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seeing some w a t e r f l o o d response. 

Q. So i n s h o r t , Mr. Lee, f o r about f o u r and a h a l f 

years, p r o d u c t i o n was a l l o c a t e d — more p r o d u c t i o n was 

a l l o c a t e d t o the Jade Federal Well Number 1 than i t was 

e n t i t l e d to? 

A. That's c o r r e c t . That's what i t looks l i k e here. 

Q. So i t s cumulative production f i g u r e i s a c t u a l l y 

i n c o r r e c t ? 

A. Yes, and — 

Q. And — But, you have used t h a t higher cumulative 

p r o d u c t i o n f i g u r e i n your c a l c u l a t i o n s f o r t r a c t 

p a r t i c i p a t i o n ? 

A. Yes, we d i d . 

Q. So St. Mary's has already given I n t o i l a p r e t t y 

b i g b e n e f i t , j u s t using the cumulative p r o d u c t i o n f i g u r e s , 

even though i t ' s based on production they weren't e n t i t l e d 

to? 

A. Not e n t i t l e d t o out of t h a t w e l l , t h a t ' s r i g h t . 

Q. Not e n t i t l e d t o . 

A. Out of the Delaware, t h a t ' s c o r r e c t . 

Q. So when you use t h a t — now — So i n other words, 

t h a t cumulative production f i g u r e t h a t Mr. Williamson 

r e f e r r e d t o as a hard and f a s t number a i n ' t so hard and 

f a s t here? 

A. That's c o r r e c t . 
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Q. Now, the issue has come up about remaining 

reserves. You looked at Mr. Williamson's d e c l i n e curve. 

Now, he used an exponential d e c l i n e , d i d he not? 

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

Q. What type of d e c l i n e curve d i d you use? 

A. I used a hyperbolic d e c l i n e curve. 

Q. You t h i n k t h a t ' s the more accurate? 

A. Based on the production c h a r a c t e r i s t i c s t h a t you 

see i n the production here i n t h i s f i e l d , they behave i n a 

h y p e r b o l i c nature, so I f e e l l i k e h y p e r b o l i c i s a b e t t e r 

way t o go. 

Q. Now, as f a r as the c u r r e n t r a t e or — I f o r g e t 

how e x a c t l y i t ' s used i n the p a r t i c i p a t i o n formula, but the 

r a t e of o i l production January through May, 1998 — 

A. Yes. 

Q. — you used t h a t , and a t Mr. Bachman's request 

you went back and a l t e r e d t h a t number some number of months 

ago, d i d you not? You r e c a l c u l a t e d i t f o r a l l w e l l s i n the 

— You didn't? 

A. No. The remaining reserves. 

Q. The remaining reserves, excuse me. 

A. Yes, the remaining reserves. 

Q. And w i t h o u t going i n t o d e t a i l , you d i d increase 

I n t o i l ' s remaining reserves? 

A. Yes, I d i d . 
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Q. And was t h a t based on d e c l i n e curve analysis? 

A. Yes, i t was. The f i r s t curve here, the Jade 

Number 1, the s o l i d black l i n e t h a t extends out t o the 

f u t u r e and s t a r t s k i n d of at the end of 1998 i s the 

p r o j e c t i o n t h a t I made f o r the Jade Number 1 a f t e r we — We 

spoke w i t h Bob p r i o r t o t h a t . I had a p r o j e c t i o n t h a t was 

some — more p e s s i m i s t i c . 

At the time t h a t I made the p r o j e c t i o n , I d i d n ' t 

have the data, r e a l l y , from, you know, the l a s t t h r e e 

months of 1998 or the beginning of 1997. You know, t h i s 

p r o j e c t i o n i s made back l a s t J u l y or August. So I d i d n ' t 

have a l o t of the recent data. I had p r o j e c t e d a l i t t l e 

b i t harder based upon the production j u s t p r i o r t o t h a t f o r 

about a year. I t was k i n d of a tough c a l l , I d i d n ' t have a 

l o t t o p r o j e c t o f f o f . But I had i t a t a lower — a l i t t l e 

steeper r a t e and a l i t t l e lower r a t e . 

A f t e r Bob and I t a l k e d we s a i d , You know, the 

pr o d u c t i o n has dropped here t h i s month, but there ' s a 

p r e t t y good chance i t may pop back up. So l e t ' s go ahead 

and use our hype r b o l i c f a c t o r , more i n l i n e w i t h what we 

see i n other w e l l s i n the f i e l d and give i t a higher r a t e , 

k i n d of assuming t h a t , you know, drop i n pr o d u c t i o n w i l l 

come back. 

And as i t t u r n s out, as you can see i n those 

subsequent s i x , seven, e i g h t months — Production popped up 
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one month because the w e l l was down f o r a couple of days, 

and they caught some f l u s h t here i n January. But f o r the 

most p a r t , the production has f a l l e n below my p r o j e c t i o n 

and a t a steeper than I p r o j e c t e d . That's why there's a 

discrepancy between what Mr. Williamson showed and the 

numbers we're showing here on our --

Q. But even j u s t l o o k i n g a t remaining reserves now, 

i f you excluded t h a t production t h a t we h i g h l i g h t e d i n 

y e l l o w and looked a t the more recent p r o d u c t i o n , which 

w e ' l l get t o i n a minute, you would not give I n t o i l as much 

remaining reserves today as you would have s i x , nine months 

ago; i s t h a t c o r r e c t ? 

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

Q. But you have l e f t i t , f o r purposes of 

u n i t i z a t i o n , a t t h a t higher f i g u r e ? 

A. Yes, we have. 

Q. So once again, t h a t ' s a b e n e f i t t o I n t o i l ? 

A. That's c o r r e c t . I n f a c t , the remaining reserves 

t h a t I c a l c u l a t e d was — you know, was about 13 percent of 

the remaining reserves, the Jade, as compared t o the 11.4 

percent t h a t Roy had c a l c u l a t e d . 

Q. Then f i n a l l y on t h i s e x h i b i t , Mr. Lee, there's 

been some recent w e l l t e s t s i n t h i s are, haven't there? 

A. Yes, there have. 

Q. And i f you could r e f e r t o the f i r s t page and the 
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t h i r d page, could you discuss those b r i e f l y f o r the 

Examiner? 

A. This i s j u s t an example t o show you what was seen 

i n some of the other w e l l s across the f i e l d , i s t h a t some 

of the w e l l s were outperforming my p r o j e c t i o n s . So i f you 

were t o have r e p r o j e c t e d those w e l l s today, they would get 

higher reserves remaining, and the Jade 1 would probably 

take a h i t . I t would take a h i t . 

Q. But once again, you're w i l l i n g t o l e t i t back 

what i t was i n June of 1998? 

A. That's c o r r e c t , when we d i d the f i r s t a n a l y s i s . 

Q. An a l l of these items where you're l e a v i n g i t 

l i k e i t i s w i t h o u t a l t e r i n g any of the numbers are b e n e f i t s 

t o I n t o i l ? 

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

Q. And i f you looked a t i t today, they wouldn't get 

4 1/2 percent, would they? 

A. No, they would not. 

Q. F i n a l l y , Mr. Lee, l o o k i n g at the Jade Number 1 

t r a c t , Mr. Lee, t h a t t r a c t i s n ' t u n i f o r m l y p r o d u c t i v e , or 

probably not f u l l y productive from the Delaware, i s i t ? 

Comparing t h a t w i t h the cross-section? 

A. No, i t ' s not. Based on the c r o s s - s e c t i o n and 

s t r u c t u r e map and isopach maps also, we show the f e a t u r e s 

f o l l o w i n g the — going downdip as you move t o the east. So 
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as you move over onto t h i s eastern p a r t of the t r a c t 

p r o r a t i o n u n i t , the production would be g e t t i n g poorer and 

poorer. 

Q. So f o r instance, i n your o p i n i o n , i f t h a t w e l l 

was l o c a t e d i n the center of the p r o r a t i o n u n i t , would i t 

have performed as w e l l as i t did? 

A. No, i t would not have. 

Q. Based on i t s l o c a t i o n — what? The Delaware i s 

spaced on 4 0 acres; i s t h a t co r r e c t ? 

A. That's c o r r e c t , t h a t ' s c o r r e c t . 

Q. And wi t h o u t any other i n f o r m a t i o n , you j u s t 

assume 4 0-acre drainage? 

A. Yes. 

Q. More or le s s , r a d i a l ? 

A. Uh-huh, yes. 

Q. Now, i f you do t h a t and draw a 4 0-acre r a d i u s 

around the w e l l , where does a l o t of t h a t p r o d u c t i o n from 

the Jade w e l l come from 

A. I t w i l l come from the Inca lease, some of the 

b e t t e r r e s e r v o i r t h a t ' s going t o be updip and t h i c k e r , 

headed t h i s d i r e c t i o n . That's why the Jade Number 1 has 

such good cums. I t has good r a t e , and i t has decent 

remaining reserves because of t h a t good r a t e . I t ' s skewed 

over towards the b e t t e r p a r t of the r e s e r v o i r . 

Q. Based on a l l these f a c t o r s , Mr. Lee, i s i t your 

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 

164 

opinion that the Intoil acreage is fairly treated in the 

proposed u n i t i z a t i o n formula? 

A. Yes, I believe they are. 

Q. Were E x h i b i t s 45 and 46 prepared by you or under 

your d i r e c t i o n ? 

A. Yes, they were. 

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

of St. Mary E x h i b i t s 45 and 46. 

EXAMINER CATANACH: Any obje c t i o n ? 

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

EXAMINER CATANACH: E x h i b i t s 45 and 46 w i l l be 

admitted as evidence. 

Mr. Carr, do you have any questions. 

MR. CARR: Just a few. 

CROSS-EXAMINATION 

BY MR. CARR: 

Q. Mr. Lee, i f we go t o the e x h i b i t behind you on 

the w a l l , what i s the number of t h a t e x h i b i t ? 

A. This i s E x h i b i t Number 21. 

Q. And what i s that ? Can you describe i t ? 

A. Yes, t h i s i s a map prepared by St. Mary. I t ' s 

contoured on cumulative production. 

Q. I s t h a t what the contour l i n e s are on t h a t 

e x h i b i t ? 

A. Yes, i t i s , going from 300,000 b a r r e l s a w e l l 
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down t o zero. 

Q. And the r e i s n ' t r e a l l y any i n f o r m a t i o n east of 

the Jade Number 1 w e l l , i s there? 

A. No, there's not. 

Q. So those l i n e s have got t o be j u s t an 

i n t e r p r e t a t i o n , correct? 

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

Q. I f I understood your testimony, i t was t h a t when 

you look a t r e s e r v o i r and cumulative p r o d u c t i o n , other 

data, t h a t you t h i n k t h a t the Jade w e l l i s being f a i r l y 

t r e a t e d ; i s t h a t not r i g h t ? 

A. I n c l u d i n g o i l i n place, yes. 

Q. And i s n ' t i t f a i r t o say t h a t a l l of t h a t should 

have been considered i n your modeling t h a t was done? 

A. That the parameters should have been considered? 

Q. Yes. You're not complaining about a l l o c a t i o n s 

and i n t e r p r e t a t i o n s r e a l l y addressed by your modeling, are 

you? 

A. No, we're j u s t s t a t i n g t h a t o i l i n place should 

bear a l a r g e p a r t of the u n i t formula. 

Q. I f you go around the edge of t h i s , i n f a c t , t h e r e 

are a l o t of w e l l s t h a t you would f i n d d i d n ' t e x a c t l y have 

4 0 acres t h a t were c o n t r i b u t i n g ; i s n ' t t h a t c o r r e c t ? 

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

Q. When you go due south, I mean, there's an obvious 
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example, the south o f f s e t , c o r r e c t ? 

A. That's c o r r e c t . These are very poor w e l l s , also 

showing t h a t as you move towards the edge of the r e s e r v o i r 

i t ' s g e t t i n g poor. 

Q. And t h a t should have been taken i n t o account i n 

the modeling t h a t was done of t h i s r e s e r v o i r ? 

A. Yes, i t was, yes. 

Q. Have you seen E x h i b i t 44 t h a t was presented a few 

minutes ago by Mr. Bachman? 

A. Yes. 

Q. Have you seen i t — do you know — Have you seen 

t h i s before, or i s t h i s new t o you today? 

A. I saw t h i s yesterday. 

Q. Did you understand when I asked you what St. 

Mary's percentage i n t e r e s t would be under t h e i r u n i t 

formula, t h a t i t i s the number t h a t i s — the f i r s t number 

i n the v e r t i c a l column i n yellow? 

A. I d i d n ' t n o t i c e t h a t , but yeah, okay. 

Q. And t h a t ' s the number I asked you f o r before and 

a f t e r lunch and you couldn't give me? 

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

Q. A l l r i g h t . Now, i f we go t o the second — we go 

t o E x h i b i t Number 45, you do understand, do you not, t h a t 

I n t o i l i s n ' t here complaining about c u r r e n t cash flow? 

A. I understand t h a t . 
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Q. And w i t h the implementation of u n i t i z a t i o n , 

everybody's cash flow should not be adversely impacted, 

c o r r e c t ? 

A. That's t r u e . 

Q. And do you understand t h a t the complaint t h a t 

I n t o i l has r e l a t e s t o the share of the b e n e f i t s of 

u n i t i z a t i o n t h a t i t believes i t gets under the proposed St. 

Mary plan? 

A. Yes, I understand t h a t . 

Q. I f I look a t E x h i b i t Number 46, was i t your 

testimony t h a t there was an o v e r - r e p o r t i n g of p r o d u c t i o n t o 

the Delaware i n the Jade Number 1? 

A. I t looks l i k e t h a t ' s probably the case. 

Q. Now, d i d you discover t h a t ? 

A. Myself or t a l k i n g w i t h St. Mary's, i t k i n d of 

came out a f t e r they acquired the Siete p r o p e r t i e s and ran 

some w e l l t e s t s . Once again, l i k e I s a i d , there's no t e s t 

f a c i l i t i e s t h a t shut a w e l l i n t o see what i t was making. 

They found t h a t the Jade 2 was a c t u a l l y making 

s u b s t a n t i a l l y more, you know, e i g h t t o t e n b a r r e l s more. 

Q. And t h i s i n f o r m a t i o n — This w e l l i s operated by 

St. Mary's, correc t ? 

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

Q. Are you aware of any c o r r e c t i o n made by St. 

Mary's i n the production t h a t was reported t o the O i l 
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Conservation D i v i s i o n f o r the well? 

A. No, I'm not aware of any c o r r e c t i o n . 

Q. And have you looked a t other w e l l s t o determine 

i f St. Mary has also other inaccuracies i n the data t h a t ' s 

been reported? 

A. No, I have not. 

Q. And you understand, when t r y i n g t o determine what 

a w e l l should be a l l o c a t e d under a u n i t i z a t i o n formula, we 

have t o work w i t h the data we've got? 

A. That's r i g h t , t h a t ' s why we l e t i t stand. 

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

EXAMINER CATANACH: Any f u r t h e r questions? This 

witness may be excused. 

Anything f u r t h e r , Mr. Bruce? 

MR. BRUCE: Nothing f u r t h e r , Mr. Examiner. 

EXAMINER CATANACH: Anything f u r t h e r , Mr. Carr? 

MR. CARR: I have a c l o s i n g statement. 

EXAMINER CATANACH: Please proceed. 

MR. CARR: I t h i n k i t ' s important a t the end of 

t h i s case, Mr. Examiner, t o step back and take a look a t 

what i s presented t o you and how you should approach 

r e s o l u t i o n of the issues presented. 

As I t e l l you over and over again, and as you 

cr i n g e every time one of the lawyers t e l l s you t h i s , you 

need t o remember t h a t t h i s D i v i s i o n i s a cr e a t u r e of 
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s t a t u t e . I t s powers are defined and l i m i t e d by the s t a t u e 

which creates your agency and empowers you t o a c t . And 

when a case comes before you l i k e t h i s , there's an awful 

l o t of s t u f f a t the end you have t o s o r t through. 

But i t r e a l l y i s not t h a t complicated i f you 

remember your d e c i s i o n must be made, as t h i s case should 

have been presented, w i t h i n some s o r t of a s t a t u t o r y 

framework. 

You've got t o remember what your r o l e i s . This 

i s not a case where the m a j o r i t y wins. 99.9 percent of the 

working i n t e r e s t s can agree on one t h i n g , t h a t they have t o 

come t o you. And the reason they come t o you i s , you look 

a f t e r the other i n t e r e s t owners. And i f you don't, there's 

no purpose i n coming here. 

St. Mary i s before you today seeking t o commit an 

i n t e r e s t of i n t o i l t o a u n i t , and they want t o submit t h a t 

i n t e r e s t and then have i t — the proceeds and the 

pr o d u c t i o n a l l o c a t e d i n accordance w i t h a c o n t r a c t . 

Now, before t h a t can happen, you need t o r e a l i z e 

and remember t h a t the only way t h a t happens i s through an 

exercise of the p o l i c e power of the State of New Mexico. 

And t h i s a c t i o n i s , i n f a c t , when you f o r c e someone's 

i n t e r e s t i n t o a u n i t , a t a k i n g . 

Now, percentage r a t i f i c a t i o n i s important, but 

t h a t issue only r e a l l y p r o p e r l y comes up a f t e r t h i s agency 
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has acted, entered an order i n compliance w i t h s t a t u t o r y 

safeguards. 

I t h i n k i t ' s important t h a t you remember t h a t 

before you grant t h i s A p p l i c a t i o n , you have t o comply w i t h 

the requirements of the S t a t u t o r y U n i t i z a t i o n Act. And i f 

you f a i l t o do t h a t , your order, no matter what i t i s , and 

no matter what r a t i f i c a t i o n s are obtained, i s simply 

v o i d a b l e , w i l l be voided. 

So what do you have t o f i n d ? Look a t the 

s t a t u t e . I t says you have t o f i n d the p a r t i c i p a t i o n 

formula i s f a i r , reasonable and e q u i t a b l e t o a l l i n t e r e s t 

owners i n the u n i t . These words have meaning. "Equitable" 

i s a term w i t h a meaning, and you cannot ignore i t . 

I went and I borrowed Ms. Davidson's Webster ' s 

Col lege D i c t i o n a r y , and you look a t the term " e q u i t a b l e " , 

and what does i t say? "Dealing f a i r l y and e q u a l l y w i t h a l l 

concerned". "Dealing equally w i t h a l l concerned". 

You have t o f i n d whether or not the formula 

proposed by St. Mary's deals e q u a l l y w i t h a l l of us. We 

have shown you t h a t t h e i r formula, when you measure i t 

against the b e n e f i t s of u n i t i z a t i o n — and t h a t i s what 

we're t a l k i n g about, not w o r k i n g - i n t e r e s t ownership — When 

you measure t h e i r a l l o c a t i o n formula against the b e n e f i t s 

of u n i t i z a t i o n , I n t o i l comes up 20 t o 25 percent behind the 

other working i n t e r e s t owners i n t h i s u n i t . That i s not 
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equal treatment f o r I n t o i l . 

And we submit t h a t on t h a t alone, you must f i n d 

t h a t t h i s formula does not a l l o c a t e u n i t i z e d hydrocarbons 

on a f a i r , reasonable and eq u i t a b l e basis. 

And when you do t h a t , the s t a t u t e t e l l s you what 

you have t o do. You have t o look a t the evidence, our 

E x h i b i t 4, and then you have t o determine the r e l a t i v e 

value of the t r a c t s . And the r e l a t i v e value i s the value 

of t h a t t r a c t compared t o the r e l a t i v e values of a l l the 

t r a c t s i n the u n i t area. And we 1ve shown you how you can 

do t h a t , w i t h e i t h e r our E x h i b i t s 7 or 9. 

I t ' s a simple case. You have t o look a t the 

evidence presented, you have t o determine i f the treatment 

i s equal. And i f i t ' s not, you have t o a c t . And i f you 

don't a c t , you v i o l a t e the S t a t u t o r y U n i t i z a t i o n Act, you 

f a i l t o meet the s t a t u t o r y safeguards t h a t s p r i n g from 

s t a t u t e before you can take our pro p e r t y , your a c t i o n 

impairs our c o r r e l a t i v e r i g h t s , and the order you entered, 

even i f r a t i f i e d , i s voidable. 

EXAMINER CATANACH: Mr. Bruce? 

MR. BRUCE: Mr. Examiner, t h i s pool should be 

u n i t i z e d and w a t e r f l o o d i n g commenced. No one questions 

t h a t . 

The question i s whether St. Mary's p a r t i c i p a t i o n 

formula t r e a t s I n t o i l — and, f o r t h a t matter, a l l i n t e r e s 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 

172 

owners — f a i r l y and e q u i t a b l y . The answer t o t h a t 

q uestion i s yes. 

Now, what i s f a i r i s hard t o d e f i n e . I n the 

Commission's order approving the Avalon (Delaware) U n i t , 

the Commission s t a t e d t h a t there could be dozens of 

formulas i n any one case which could be considered f a i r . 

But so long as t h a t formula was f a i r , the Commission would 

approve the formula. 

The f a c t of the matter i s t h a t St. Mary's formula 

i s f a i r t o everyone, w h i l e I n t o i l ' s formula only b e n e f i t s 

i t s e l f , as shown by St. Mary's E x h i b i t 44. 

I n t o i l says, Let's use the hard numbers. A l l you 

have t o do i s go t o the l a s t e x h i b i t we presented, Mr. 

Examiner, E x h i b i t 46. They want t o use cumulative 

p r o d u c t i o n . They've gotten more than they're e n t i t l e d t o . 

We'll l e t i t drop, we don't care. But they've already 

received the b e n e f i t of t h a t . I f we were l o o k i n g a t i t 

today, they wouldn't get near as much cumulative 

p r o d u c t i o n . 

Remaining reserves, using t h a t same d e c l i n e 

curve, t a k i n g out those excess b a r r e l s , l o o k i n g a t the w e l l 

t e s t a few months ago, i f you look a t the w e l l t e s t a few 

months ago, i f you look at E x h i b i t 6 [ s i c ] , t h a t w e l l i s — 

t h a t Jade Number 1 w e l l on 46, E x h i b i t 46, i s producing 

about 14 b a r r e l s a day. We wouldn't a t t r i b u t e i t as much 
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remaining reserves as we d i d . 

But we sa i d , Fine, w e ' l l go w i t h the June 1, 

1998, dates. Once again, f o r the second time, they get a 

b e n e f i t from these s o - c a l l e d hard numbers. 

As I sa i d , the problem i s , these hard numbers 

have already been a l t e r e d t o the b e n e f i t of I n t o i l , and 

adopting I n t o i l ' s formula, which only uses those numbers, 

w i l l unduly and u n f a i r l y increase I n t o i l ' s i n t e r e s t i n 

pro d u c t i o n . As shown on E x h i b i t 46, those f i g u r e s are 

skewed i n I n t o i l ' s favor. 

For instance, i f you took the c u r r e n t r a t e today, 

14 b a r r e l s of o i l per day on the Jade Number 1 lease, and 

a l l o c a t e d t h a t t o I n t o i l , i t would have about 4.1 percent 

of c u r r e n t u n i t production, assuming the u n i t was i n e f f e c t 

today. St. Mary's i s g i v i n g i t 4.5 percent of u n i t 

p r o d u c t i o n . We t h i n k t h a t ' s f a i r . 

As shown on t h a t map, E x h i b i t 21, the Jade Number 

1 w e l l i s an edge t r a c t . Mr. Carr asked Mr. Lee, Well, 

there's no data t o the east. You know, the reason f o r t h a t 

i s , nobody's had the guts t o d r i l l t o the east because they 

don't t h i n k the Delaware i s t h e r e . C l e a r l y , i t ' s an edge 

t r a c t , and i t ' s b e n e f i t t e d only by the placement of i t s 

w e l l up i n the corner of t h a t w e l l u n i t . 

Looking a t a l l the f a c t o r s t o g e t h e r , St. Mary's 

formula i s f a i r , i t gives everyone t h e i r p r o p o r t i o n a t e 
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share of production i n the u n i t . The o r i g i n a l - o i l - i n - p l a c e 

numbers used by St. Mary have been c a l c u l a t e d out w i t h very 

h i g h accuracy under the model, and we t h i n k i t should be 

approved. 

Other i n t e r e s t owners i n the u n i t — I f you look 

a t the combined Heyco e n t i t i e s , they own over nine percent, 

they have no problem w i t h i t . I f you look a t the combined 

Five States i n t e r e s t s , they have over f i v e percent. 

They've approved i t . Everybody who's looked a t t h i s has 

approved i t , w e l l over 90-percent approval, and we t h i n k 

the D i v i s i o n should go ahead and approve the t r a c t 

p a r t i c i p a t i o n formula as proposed by St. Mary. 

EXAMINER CATANACH: Thank you, gentlemen. 

Mr. Carr, I would l i k e you t o submit, under your 

scenarios, your Formula 1 and Formula 2, what the t r a c t 

p a r t i c i p a t i o n formulas would be under your proposals. And 

gentlemen, I would l i k e you both t o submit d r a f t orders, 

j u s t s t a t u t o r y u n i t d r a f t orders w i t h not so much emphasis 

on anything else but the problem a t hand, the a l l o c a t i o n 

formula. I f you can focus your f i n d i n g s on t h a t issue, 

t h a t would g r e a t l y b e n e f i t us. 

MR. BRUCE: When would you l i k e i t , Mr. Examiner? 

EXAMINER CATANACH: That's always the — 

MR. BRUCE: Mine's prepared. You know, B i l l ' s 

not ready by the close of the day... 
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MR. CARR: He's j u s t taken the West Lovington-

Strawn u n i t and changed the name. I t ' s not a very good 

order. 

(Laughter) 

MR. BRUCE: What u n i t i s t h a t ? 

MR. CARR: I don't t h i n k i t w i l l help you very 

much. You can f i l e t h i s today; w e ' l l do something t h a t ' s 

u s e f u l . 

EXAMINER CATANACH: Two weeks — 

MR. CARR: That would be f i n e . 

EXAMINER CATANACH: — w i l l be s u f f i c i e n t time, 

gentlemen? Okay, l e t ' s do t h a t , then. 

I s t here anything f u r t h e r i n t h i s case, these two 

cases? 

There being nothing f u r t h e r , Case 12,207 and 

12,208 w i l l be taken under advisement. 

And t h i s hearing i s adjourned. 

(Thereupon, these proceedings were concluded a t 

3:06 p.m.) 

' * U r ' h y C8*^ that the fereC3lP!, h 
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