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

1:35 p.m.: 

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

Number 12,745, which i s the A p p l i c a t i o n of B u r l i n g t o n 

Resources O i l and Gas Company and Conoco, I n c . , t o amend 

the s p e c i a l r u l e s and r e g u l a t i o n s f o r the Basin-Dakota Gas 

Pool t o increase w e l l d e n s i t y and amend w e l l - l o c a t i o n 

requirements governing San Juan, McKinley, Sandoval and Rio 

A r r i b a Counties. 

Does t h i s cover McKinley County, Mr. Chavez? 

MR. CHAVEZ: No, s i r , the pool does not e x i s t i n 

t h a t county. 

EXAMINER STOGNER: Okay. Well, we a d v e r t i s e d i n 

t h a t county and they do border t h a t p a r t i c u l a r county l i n e , 

so t h i s i s a p p r o p r i a t e . 

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

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

the Santa Fe law f i r m of K e l l a h i n and K e l l a h i n . I'm 

appearing on behalf of B u r l i n g t o n Resources O i l and Gas 

Company; Conoco, I n c . ; Pure Resources, L.P.; and P h i l l i p s 

Petroleum Company. 

EXAMINER STOGNER: How many witnesses do you 

have? 

MR. KELLAHIN: I have f i v e witnesses. 

EXAMINER STOGNER: Any other appearances? 

STEVEN T. BRENNER, CCR 
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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 o f f i c e of Holland and 

Hart, L.L.P. We'd l i k e t o enter our appearance on behalf 

of BP America, I n c . , and Williams Production Company, LLC. 

EXAMINER STOGNER: I'm s o r r y , who was the f i r s t 

one? 

MR. CARR: BP America, Inc. 

EXAMINER STOGNER: Any other appearances? 

Mr. Brooks, do you i f the D i v i s i o n w i l l have a 

witness today? 

MR. BROOKS: That depends on the p r e s e n t a t i o n . 

We i n t e n d t o question some of t h e i r witnesses, and 

depending on the testimony I t h i n k Mr. Chavez may want t o 

t e s t i f y . 

EXAMINER STOGNER: Okay, now I know there ' s some 

other government — Okay, as f a r as the company 

r e p r e s e n t a t i v e s , i s there any other company r e p r e s e n t a t i v e s 

here? 

Okay, I be l i e v e there are some government 

e n t i t i e s from the f e d e r a l and t r i b a l l e v e l . I ' d l i k e t o 

recognize those a t t h i s time, i f y o u ' l l stand up, in t r o d u c e 

y o u r s e l f and your a f f i l i a t i o n . 

MR. SPIELMAN: Good afternoon, Mr. Examiner. My 

name i s Jay Spielman, I'm a g e o l o g i s t w i t h the Bureau of 

Land Management i n Santa Fe. Our Farmington f i e l d o f f i c e 
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has prepared a letter supporting Burlington's and Conoco's 

A p p l i c a t i o n , and I would e v e n t u a l l y l i k e t o i n t r o d u c e t h a t 

i n t o the record. 

EXAMINER STOGNER: And you have some copies of 

t h a t l e t t e r , I assume? 

MR. SPIELMAN: Yes. 

EXAMINER STOGNER: Okay. Any other 

r e p r e s e n t a t i o n , any other government e n t i t y ? 

T r i b a l e n t i t y ? 

There being none... 

Mr. Kellahin? 

MR. KELLAHIN: Yes, s i r . I have t h a t l e t t e r . 

EXAMINER STOGNER: Do you have t h a t l e t t e r ? 

MR. KELLAHIN: Yes, s i r . 

EXAMINER STOGNER: Mr. Carr? I'm going t o leave 

them here, then, i f anybody else needs a d d i t i o n a l . 

Thank you, Mr. Spielman, and i f you'd l i k e l a t e r 

on t o ask questions or make an a d d i t i o n a l statement i n 

regards t o t h i s or anything else y o u ' l l be allowed t o a t 

t h a t time. 

At t h i s time I ' l l ask a l l the witnesses t o stand 

a t t h i s time, and i f there are any subsequent witnesses 

t h a t aren't standing now, please remind me should you be 

asked, forced or whatever t o come and t e s t i f y . 

(Thereupon, the witnesses were sworn.) 
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EXAMINER STOGNER: I s i t necessary f o r any 

opening remarks a t t h i s time, Mr. K e l l a h i n , Mr. Carr? 

MR. KELLAHIN: B r i e f l y , Mr. Stogner. 

EXAMINER STOGNER: Please. 

MR. KELLAHIN: Our pr e s e n t a t i o n today, Mr. 

Stogner, deals w i t h the Basin-Dakota Pool. You may r e c a l l 

t h a t i n February of 1999 you were the Hearing Examiner, and 

you issued the order i n the Mesaverde, the Blanco-Mesaverde 

Pool, t h a t made s u b s t a n t i a l changes i n the w e l l - l o c a t i o n 

requirements f o r the Mesaverde and the w e l l d e n s i t y . 

I n a d d i t i o n , I'm sure you're aware t h a t you 

entered an order i n June of the year 2 000 i n which we began 

t o make c e r t a i n w e l l - l o c a t i o n changes i n the Basin-Dakota 

Pool. 

Thereafter, Examiner Catanach heard t h r e e 

separate cases, one i n v o l v i n g Conoco i n a Dakota p i l o t 

p r o j e c t i n the 28-and-7 U n i t , and then B u r l i n g t o n f o r a 

p i l o t p r o j e c t i n the 27-and-5 U n i t , f o l l o w e d by 

Bu r l i n g t o n ' s p r e s e n t a t i o n i n what we c a l l the Culpepper-

M a r t i n area. 

We are now back before you based upon the r e s u l t s 

of those p i l o t programs, and a f t e r discussions w i t h t he 

operators and other i n t e r e s t e d p a r t i e s i n the San Juan 

Basin we are proposing t h i s t o you, s i r , t h a t t h e r e i s 

unanimous agreement t o make a poolwide change, t h e r e i s no 

STEVEN T. BRENNER, CCR 
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support f o r s u b d i v i d i n g the pool and using d i f f e r e n t r u l e s 

w i t h i n the Basin-Dakota. So our proposal would cover any 

w e l l i n the Basin-Dakota Pool. 

The w e l l d e n s i t y request, based upon our 

t e c h n i c a l r e s u l t s , demonstrates t h a t i t ' s now a p p r o p r i a t e 

t o increase w e l l d e n s i t y i n the Dakota so t h a t you would 

have, in s t e a d of the c u r r e n t two w e l l s per 320, a maximum 

of f o u r w e l l s per 320, w i t h no more than two w e l l s l o c a t e d 

i n any 160. That i s co n s i s t e n t w i t h what Mesaverde does 

now. 

I n a d d i t i o n , we're asking you t o increase the 

standard w e l l - l o c a t i o n windows i n the Basin-Dakota. 

C u r r e n t l y , based upon the r u l e change you made i n June of 

the year 2000, there i s a 660 setback w i t h i n each 160-acre 

p o r t i o n of the 320, plus we have a 10-foot i n t e r n a l 

setback. 

You may remember t h a t the Mesaverde d e l e t e s the 

i n t e r n a l 660 setback between the two 160s and simply uses 

an outer boundary 660 setback. Our plan i s t o make those 

r u l e s the same. 

I n a d d i t i o n , we are going t o make a p r e s e n t a t i o n 

t o you t h a t deals w i t h the f e d e r a l e x p l o r a t o r y u n i t s . As 

you and I and others have discussed f o r a number of years, 

there's a need t o make s p e c i a l r u l e s concerning w e l l 

l o c a t i o n s i n e x p l o r a t o r y u n i t s . And as the discussions 

STEVEN T. BRENNER, CCR 
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have evolved, we're i n a p o s i t i o n t h i s afternoon t o make a 

recommendation t o you t h a t the f e d e r a l u n i t s be allowed t o 

l o c a t e t h e i r w e l l s 10 f e e t o f f any boundary, w i t h the 

exception of the outer boundary of the u n i t , which 

continues t o maintain a 660 setback. 

I n a d d i t i o n , we're going t o propose r e s t r i c t i o n s 

t h a t are more r e s t r i c t i v e than the c u r r e n t Mesaverde. 

Right now, as you know, f o r f e d e r a l u n i t s i n the Mesaverde 

the only r e s t r i c t i o n i s t o be 660 from the outer boundary 

of the u n i t , and we are not asking you today t o make the 

Dakota r u l e s i d e n t i c a l t o Mesaverde. 

To the cont r a r y , we're seeking t o address the 

concerns about c o r r e l a t i v e r i g h t s w i t h i n a f e d e r a l u n i t , 

and our proposal i s , i n a d d i t i o n t o the 660 outer boundary, 

i f t h e r e i s a t r a c t i n t e r n a l t o the boundary, a 32 0 spacing 

u n i t , t h a t contains no acreage committed t o the u n i t , i t i s 

f u l l y uncommitted, then there would be 660 b u f f e r on the 

u n i t side of t h a t GPU. 

I n a d d i t i o n , i f t h e r e i s a GPU w i t h i n t he f e d e r a l 

u n i t t h a t contains only p a r t i a l l y committed t r a c t s t o the 

u n i t — i n other words, there i s a r o y a l t y owner t h a t does 

not have h i s r o y a l t y i n t e r e s t committed on anything other 

than a t r a c t basis, there would be an a d d i t i o n a l setback as 

t o t h a t spacing u n i t , the setback would be i n t e r n a l t o the 

u n i t , and i t would be 660. 

STEVEN T. BRENNER, CCR 
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I n a d d i t i o n , there has been d i s c u s s i o n w i t h the 

D i s t r i c t O f f i c e about whether or not t h e r e ought t o be 

a d d i t i o n a l 660 setbacks when a w e l l i s d r i l l e d i n a t r a c t 

t h a t ' s not y e t added t o the p a r t i c i p a t i n g area. We're 

going t o have t h a t discussion w i t h you and describe f o r you 

our p o s i t i o n as t o why t h a t n o t i c e i s not necessary. 

I n a d d i t i o n , there i s a h y b r i d of t h a t s i t u a t i o n 

where t h e r e may be a w e l l d r i l l e d on the uncommitted t r a c t 

where the PA has not been expanded and t h a t w e l l i s deemed 

uncommercial. 

There may be a s i t u a t i o n where c o r r e l a t i v e r i g h t s 

are a t issue. Our p o s i t i o n i s , there's c o n t r a c t u a l 

s o l u t i o n s i n the u n i t agreement, the u n i t o p e r a t i n g 

agreement, balancing the e q u i t i e s , and we may have a 

disagreement w i t h the D i s t r i c t O f f i c e about the n o t i c e 

requirement. 

So our plan i s t o ask you t o approve what i s i n 

essence the same type of r u l e s f o r the Mesaverde, w i t h the 

exception of the f e d e r a l u n i t setbacks, we're asking you t o 

propose f o r the Dakota Pool the setbacks as I've 

i d e n t i f i e d . 

I f t h a t ' s acceptable t o the D i v i s i o n , then I've 

been i n s t r u c t e d by B u r l i n g t o n t o f i l e a case f o r t he 

Blanco-Mesaverde Pool t o make the f e d e r a l w e l l - l o c a t i o n 

r e s t r i c t i o n s the same f o r t h a t pool as you decide 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 

13 

should be f o r the Basin-Dakota, and I've been i n s t r u c t e d t o 

do t h a t . 

I have f i v e witnesses t o present t o you. 

Mr. Jack Kean i s a petroleum engineer w i t h 

B u r l i n g t o n . He i s going t o give you what I w i l l c a l l an 

executive overview. He w i l l show you why we're here today, 

he w i l l g ive you a c h e c k l i s t of what he wants you t o 

prov i d e i n terms of a r u l e change and the reasons why he 

t h i n k s they're j u s t i f i e d . 

We're then going t o give you a comprehensive 

geologic p r e s e n t a t i o n by B u r l i n g t o n ' s Geologist, Glen 

C h r i s t i a n s e n , and we're going t o show you the key p o r t i o n s 

of those geologic d i s p l a y s t h a t give you the basis f o r what 

we t h i n k i s a necessary change i n w e l l d e n s i t y . 

Then we're going i n t o two r e s e r v o i r - s i m u l a t i o n 

p r e s e n t a t i o n s . You're going t o see the f i r s t one from 

Conoco. Mr. Jim Kolesar i s a r e s e r v o i r engineer, he does 

r e s e r v o i r s i m u l a t i o n f o r Conoco. He's going t o g i v e you 

the r e s u l t s from t h e i r 28-and-7 p i l o t p r o j e c t and the 

r e s u l t s of h i s s i m u l a t i o n . 

Then Mr. Craig McCracken, B u r l i n g t o n ' s r e s e r v o i r 

s i m u l a t o r , i s going t o do the same f o r the B u r l i n g t o n p i l o t 

p r o j e c t s , which were the 27-and-5 U n i t and the Culpepper-

M a r t i n . 

Then we're f i n a l l y going t o conclude w i t h Mr. 

STEVEN T. BRENNER, CCR 
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Matt Gray. Mr. Gray i s a petroleum landman. He's spent 

considerable time and e f f o r t studying the w e l l - l o c a t i o n 

issue w i t h i n the f e d e r a l e x p l o r a t o r y u n i t s , and he w i l l be 

our main witness as t o t h a t discussion. 

And a t the conclusion of t h a t p r e s e n t a t i o n , then, 

we would ask you t o approve B u r l i n g t o n ' s request. 

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

Mr. Carr? 

MR. CARR: I have no opening statement. 

EXAMINER STOGNER: You may proceed, Mr. K e l l a h i n . 

MR. KELLAHIN: C a l l Mr. Jack Kean. 

For the i n f o r m a t i o n of the p a r t i c i p a n t s i n the 

audience, I have d i s t r i b u t e d hard copies of the e x h i b i t 

book t o those attorneys and companies t h a t are 

p a r t i c i p a t i n g i n the case. I f there i s someone t h a t does 

not y e t have t h a t book, i f they w i l l g i v e me t h e i r business 

card a t the conclusion of the hearing, we w i l l make 

a v a i l a b l e copies of the e x h i b i t s t h a t are being presented. 

The e x h i b i t s you're l o o k i n g a t i n t h e book, Mr. 

Stogner, w i l l be the same t h a t you're going t o see on the 

PowerPoint p r e s e n t a t i o n on the screen t o your r i g h t , but 

the hard copies are a v a i l a b l e so t h a t y o u ' l l have t h a t as a 

source. 

With t h a t i n t r o d u c t i o n , we'd l i k e t o begin w i t h 

Mr. Kean. 
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JACK KEAN, 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. A l l r i g h t , s i r , would you please s t a t e your name 

and occupation? 

A. My name i s Jack Kean, I'm a petroleum engineer 

w i t h B u r l i n g t o n Resources. 

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

A. I r e s i d e i n Farmington, New Mexico. 

Q. You s p e l l your l a s t name K-e-a-n? 

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

Q. I got t h a t p a r t r i g h t , r i g h t ? Have you t e s t i f i e d 

on p r i o r occasions before the D i v i s i o n ? 

A. Yes, s i r , I have. 

Q. What i s your r o l e or r e s p o n s i b i l i t y concerning 

B u r l i n g t o n ' s study of the Dakota Pool and the proposed 

changes t o the Basin-Dakota Pool rules? 

A. My r o l e has been t o , over about the past year, 

study the t e c h n i c a l data and evaluate whether or not the 

d e n s i t y should be changed i n the pool. 

Q. Do you now bel i e v e you and the other members of 

the team have s u f f i c i e n t data upon which t o make 

recommendations and conclusions? 
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A. We have s u f f i c i e n t data a t t h i s time. 

Q. And you have now reached conclusions and have 

recommendations f o r the Divi s i o n ? 

A. Yes. 

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

petroleum engineer. 

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

MR. KELLAHIN: Mr. Kean 1s e x h i b i t s i n the e x h i b i t 

book are going t o be found behind E x h i b i t Tab 4 through 

E x h i b i t Tab 9, and we're going t o s t a r t w i t h E x h i b i t Tab 

Number 4, i f y o u ' l l put t h a t up on the screen f o r us. 

EXAMINER STOGNER: Before we s t a r t , can everybody 

see t h a t , e s p e c i a l l y on t h i s side of the room? Are th e r e 

going t o be any dark-colored e x h i b i t s , Mr. K e l l a h i n ? 

MR. KELLAHIN: There are some geologic d i s p l a y s . 

I t h i n k they w i l l p r o j e c t w i t h the l i g h t s on. We'll 

attempt t o leave the l i g h t s on. I f i t becomes too 

d i f f i c u l t t o read, then you can decide how t o handle t h a t . 

EXAMINER STOGNER: Okay, I l i k e t h i s so f a r . 

MR. KELLAHIN: A l l r i g h t . 

Q. (By Mr. K e l l a h i n ) Mr. Kean, before we t a l k about 

the summary page which i s up on the d i s p l a y , g i v e me some 

more i n f o r m a t i o n about the r o l e you've played on the 

B u r l i n g t o n group t h a t studied the Basin-Dakota. 

A. The r o l e I played was t o i n i t i a l l y help i d e n t i f y 
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areas where B u r l i n g t o n can conduct p i l o t s , which we came 

before t h i s body about a year ago. 

A f t e r the p i l o t s were selected, I was i n v o l v e d i n 

e v a l u a t i n g the data t h a t we learned from those p i l o t s . And 

i n a d d i t i o n , I also p a r t i c i p a t e d i n s i m u l a t i o n work. 

Q. Are the opinions t h a t you're about t o express 

your own personal engineering opinions? 

A. Yes, they are. 

Q. Do they also represent the c o l l e c t i v e t e c h n i c a l 

opinions of B u r l i n g t o n and the p a r t i c i p a n t s on your work 

group t h a t s t u d i e d the pool. 

A. Yes, they do. 

Q. A l l r i g h t , l e t ' s s t a r t w i t h the f i r s t 

recommendation. Why are you here before Examiner Stogner 

and what are you seeking t o do? 

A. B u r l i n g t o n and Conoco would l i k e t o increase the 

d e n s i t y i n the Basin-Dakota Gas Pool from a maximum of two 

w e l l s per GPU t o a maximum of four w e l l s per GPU. 

I n a d d i t i o n , we would also l i k e t o amend the 

w e l l - l o c a t i o n requirements. 

Q. Let me ask you about the f i r s t c onclusion you've 

put upon the d i s p l a y . I t says t h a t "Current d e n s i t y i s not 

s u f f i c i e n t f o r adequate drainage". That's one of your 

conclusions, r i g h t ? 

A. Yes. 
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Q. Let's go t o the tab behind the summary sheet — 

I n f a c t , maybe we ought t o j u s t take the summary sheet out 

of the book. Let's keep t h a t set aside so we can keep 

t r a c k of your conclusions. And i f w e ' l l look a t t h e next 

d i s p l a y behind the summary page, what are we l o o k i n g a t , 

Mr. Kean? 

A. This i s a p i e chart t h a t represents the estimated 

u l t i m a t e recovery of a l l e x i s t i n g Dakota w e l l s i n the 

Basin-Dakota Pool; t h a t i s represented i n red. I n blue i s 

the remaining resource t h a t i s not recoverable under 

e x i s t i n g d e n s i t i e s . 

Q. Are these B u r l i n g t o n ' s w e l l s or a l l Dakota wells? 

A. These are a l l Dakota w e l l s i n the Basin. 

Q. And approximately how many w e l l s are you d e a l i n g 

with? 

A. There i s approximately 5100 t h a t we have i n our 

database t h a t we have evaluated the EUR. 

Q. A l l r i g h t . Describe f o r me the i n f o r m a t i o n I 

should understand i s important t o you when I look a t t h i s 

d i s p l a y . 

A. This i s very important. Approximately 56 percent 

i s the recovery f a c t o r f o r the e x i s t i n g w e l l s . 

Approximately 44 percent w i l l be l e f t behind under e x i s t i n g 

d e n s i t y . That 44 percent represents a l i t t l e over 5 TCF. 

I f you w i l l n o t i c e i n the lower r i g h t - h a n d corner 
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I've p r i n t e d o f f the EUR — again, t h a t ' s from a l l e x i s t i n g 

w e l l s based on r a t e - t i m e f o r e c a s t s — and the gas i n place, 

which i s the gas i n place w i t h i n 160 acres of t h e e x i s t i n g 

w e l l s . 

Q. I f the pool i s f u r t h e r developed under the 

c u r r e n t r u l e s , w i l l you o b t a i n a p o r t i o n of the resource 

shown i n blue? 

A. No, we w i l l not. 

Q. So the only way t o capture t h a t a d d i t i o n a l 

resource i s t o increase the w e l l density? 

A. That i s the only way. 

Q. A l l r i g h t , s i r . Let's t u r n t o the next item. I t 

says the " P i l o t r e s u l t s are b e t t e r than expected". The 

i n f o r m a t i o n t h a t supports t h a t conclusion i s behind E x h i b i t 

Tab Number 5? 

A. Yes, i t i s . 

Q. What were the r e s u l t s and what had you expected? 

A. Okay, the r e s u l t s were, the r a t e of t h e p i l o t 

w e l l s t h a t we d r i l l e d and the pressures t h a t we obtained 

from those p i l o t w e l l s were higher than we expected. 

Q. Let's look at the f i r s t d i s p l a y and look a t the 

p r o d u c t i o n r e s u l t s . 

A. Yes. 

Q. Show us how t o read the d i s p l a y . How do we read 

i t ? 
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A. Okay, t h i s i s from the Culpepper p i l o t area. On 

the Y a x i s i s d a i l y r a t e i n MCF a day. On the X a x i s i s 

d e l t a time, and t h a t i s i n months. The blue squares t h a t 

you see are the average production r a t e from the t h r e e 

p i l o t w e l l s t h a t we d r i l l e d i n the Culpepper area. The red 

l i n e i s what we expected t o see before we d r i l l e d those 

w e l l s . The red l i n e i s based on s i m u l a t i o n , and t h a t i s 

what we presented about a year ago when we asked t o do the 

p i l o t s . 

Q. So i f the a c t u a l production r a t e of the p i l o t 

w e l l s i s b e t t e r than expected, how do you apply t h a t t o a 

d e c i s i o n about w e l l density? 

A. The reason f o r the higher p r o d u c t i o n r a t e i s 

pressure, and the pressure was higher than we expected. 

Q. And i f the pressure i s higher than expected and 

the producing r a t e i s higher than expected, what does t h a t 

t e l l you, i f anything, about the c u r r e n t w e l l density? 

A. I t t e l l s us t h a t the c u r r e n t w e l l d e n s i t y i s 

i n s u f f i c i e n t t o d r a i n the r e s e r v o i r adequately. 

Q. And why i s t h a t so? 

A. Because the pressure i s so much higher than we 

expected. Very l i t t l e d e p l e t i o n has occurred, and t h a t i s 

manifested i n these higher production r a t e s . 

Q. Let's t u r n t o the next d i s p l a y and look a t t h a t 

i n f o r m a t i o n f o r the San 27-and-5 U n i t . 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

21 

A. This i s the same type of data, San Juan 27-5. 

Once again, i t i l l u s t r a t e s t h a t the p r o d u c t i o n r a t e of the 

p i l o t w e l l s was higher than we expected. 

Q. Okay, l e t ' s t u r n t o the next d i s p l a y and i d e n t i f y 

t h a t . 

A. Okay. Once again, t h i s i s from Conoco's San 28-7 

U n i t p i l o t . And again, the a c t u a l p r o d u c t i o n from the 

p i l o t w e l l s exceeded the p r e - p i l o t estimates. 

Q. A l l r i g h t , we've looked a t the t h r e e p i l o t areas 

i n terms of t h e i r producing r a t e . Do you have pressure 

data on the p i l o t s ? 

A. Yes, we do. 

Q. Let's t u r n t o the next d i s p l a y and look a t t h a t . 

A. This may be one of the most important d i s p l a y s 

t h a t I show you today. What you see i s pressure on the Y 

a x i s . The red bar represents the o r i g i n a l pressure i n each 

of the p i l o t areas. The blue bar i s the a c t u a l average of 

the pressures t h a t we measured from our p i l o t w e l l s i n each 

area. The l i g h t blue i s the estimate p r i o r t o conducting 

the p i l o t s . 

And so as you can see, f o r example, i n 27-5, the 

i n i t i a l pressure was approximately 3100 pounds. C u r r e n t l y 

based on our p i l o t data, t h a t pressure i s approximately 

2650 p . s . i . 

Q. Again, what does t h i s t e l l us i n r e l a t i o n t o w e l l 
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density? 

A. I t t e l l s us f i r s t of a l l t h a t we had t o increase 

our gas-in-place estimates because they were too small. 

The pressures were higher than we o r i g i n a l l y thought. And 

since so l i t t l e d e p l e t i o n has occurred i n , say, the 20 

years since 160-acre w e l l s were approved, i t t e l l s us t h a t 

the c u r r e n t d e n s i t y i s i n s u f f i c i e n t t o d r a i n the r e s e r v o i r . 

Q. Let me have you i d e n t i f y something i n the e x h i b i t 

book a t t h i s time. I f we look a t E x h i b i t Tab 2 0 — 

A. Yes. 

Q. — what i s contained i n the book behind E x h i b i t 

Tab 2 0? 

A. E x h i b i t Tab 2 0 contains reference m a t e r i a l . I t 

i s organized f i r s t by data acquired by Conoco i n 28-7, then 

data acquired by B u r l i n g t o n i n the Culpepper area, and then 

data acquired by B u r l i n g t o n i n the 27-5 area. This 

contains w e l l logs, s i m u l a t i o n h i s t o r y matches, pressure 

data and production data from each of the p i l o t w e l l s . 

Q. I t ' s not my i n t e n t , Mr. Kean, t o go through 

E x h i b i t 2 0 w i t h you or w i t h any other witness. I wanted t o 

have Mr. Stogner aware, though, t h a t the s u p p o r t i n g 

t e c h n i c a l data f o r the conclusionary e x h i b i t s t h a t we're 

di s c u s s i n g now i s contained behind E x h i b i t Tab 2 0; i s t h a t 

a t r u e statement? 

A. That i s a t r u e statement. 
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Q. Has B u r l i n g t o n s a t i s f i e d i t s e l f t h a t t h e r e i s 

adequate data t o reach conclusions about the p i l o t p r o j e c t 

areas i n terms of w e l l density? 

A. The pressure data i s very conclusive, and we do 

not need any a d d i t i o n a l data. 

Q. Do you see any reason t o have f u r t h e r p i l o t 

p r o j e c t s i n the Dakota before the D i v i s i o n makes a d e c i s i o n 

about i n c r e a s i n g w e l l d e n s i t y or changing w e l l - l o c a t i o n 

requirements? 

A. There's nothing a d d i t i o n a l t h a t we could l e a r n 

r e g a r d i n g d e n s i t y by doing a d d i t i o n a l p i l o t s . 

Q. I n your op i n i o n , are the t h r e e p i l o t areas s t i l l 

r e p r e s e n t a t i v e of the range 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 

t h a t are normally encountered w i t h i n t h a t p o r t i o n of the 

Dakota t h a t ' s been developed? 

A. Yes, the are. We took care t o s e l e c t p i l o t areas 

t h a t have d i f f e r e n t producing and g e o l o g i c a l 

c h a r a c t e r i s t i c s . 

Q. Let's go t o the next conclusion you had on the 

summary sheet, which says the " P i l o t r e s u l t s are 

t r a n s f e r a b l e t o the e n t i r e pool". What do you mean by t h a t 

conclusion? 

A. There needs t o be a way t o take what we learned 

from our p i l o t s and t o t r a n s f e r t h a t t o the r e s t of the 

pool i n a way t h a t can q u a l i t a t i v e l y help us understand 
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what we'd expect in the Dakota reservoir i n areas outside 

of the p i l o t s . 

Q. Can you give me a quick summary on how B u r l i n g t o n 

and Conoco reached the conclusion t h a t we could t r a n s f e r 

the p i l o t r e s u l t s t o a poolwide d e c i s i o n on w e l l density? 

What d i d you do? 

A. We developed or found a r e l a t i o n s h i p among the 

p i l o t s , based on the pressure data and the p r o d u c t i o n data 

t h a t we could apply t o the r e s t of the p o o l , based on 

parameters t h a t we know i n other p a r t s of the Basin, i n 

other p a r t s of the pool. 

Q. Let's t u r n t o E x h i b i t Tab Number 6, and begin t o 

demonstrate t o Mr. Stogner how you have made t h a t 

t r a n s i t i o n from a p i l o t conclusion t o a poolwide 

conclusion. 

A. Okay. The f i r s t i s — t h a t I show here i s a 

r e l a t i o n s h i p between the 160-acre i n f i l l - a n d - p a r e n t EUR 

r a t i o and new or incremental reserves as e s t a b l i s h e d by the 

p i l o t , and i t can be applied t o the pool. 

On the Y a x i s , I've p r i n t e d out new reserves. 

Those are incremental reserves determined by s i m u l a t i o n 

t h a t w i l l not be recovered under c u r r e n t d e n s i t y . These 

are reserves t h a t a t h i r d and f o u r t h w e l l per GPU i n the 

t h r e e p i l o t areas would recover. 

On the X axis i s the 160-acre i n f i l l - t o - p a r e n t 
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EUR r a t i o . That i s known throughout the Basin where 160-

acre w e l l s have been d r i l l e d . That i s a parameter known 

outsid e of the p i l o t areas. 

There are fo u r p o i n t s t h a t d e f i n e t h i s 

r e l a t i o n s h i p . Two of them were determined by B u r l i n g t o n i n 

r e s e r v o i r s i m u l a t i o n , the Culpepper and 2 7-5 areas. The 

t h i r d was determined independently by Conoco i n t h e i r 28-7 

area. 

What t h i s means i s , I can take t h a t r a t i o — say 

i t ' s .5 of a B, or .5 — and f o l l o w i n g t h a t up t o the red 

l i n e I can determine t h a t I might expect .4 of a B 

incremental or new recovery i n t h a t p a r t i c u l a r area. This 

i s a q u a l i t a t i v e look t h a t gives us a f e e l f o r what we 

might expect i n areas outside of the pool. 

Q. A l l r i g h t , l e t me see how t o make the d i s p l a y 

work. On the X axis you've developed a r a t i o between the 

parent w e l l on 320 and the 160-acre o f f s e t i n f i l l w e l l ? 

A. Yes. 

Q. And t h a t r a t i o , then, i s def i n e d along the X 

axis? 

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

Q. And then on the Y axis t h e r e i s a r e l a t i o n s h i p 

w i t h new reserves t h a t would be generated i f you d r i l l e d — 

f o u r new wells? How many w e l l s are we d e a l i n g with? 

A. A t h i r d and a f o u r t h w e l l . 
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Q. A l l r i g h t . So are the numbers d e r i v e d on the Y 

a x i s a p p l i c a b l e t o the t h i r d w e l l and then the f o u r t h w e l l ? 

A. They're a p p l i c a b l e t o the average of the t h i r d 

and f o u r t h w e l l s . 

Q. A l l r i g h t . What I'm asking, though, i s , on the 

0.6 BCF — Do you see that? I s t h a t two w e l l s or one we l l ? 

A. One w e l l . 

Q. A l l r i g h t , so i f I add two more w e l l s t o my GPU, 

i t ' s going t o be 1.2? 

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

Q. T e l l me how I make t h i s work. Now, I'm f o l l o w i n g 

the red l i n e , and I know the r a t i o t o my parent and i n f i l l 

on EUR, I can f i n d t h a t p o i n t on the red l i n e , and then do 

I read h o r i z o n t a l l y across t o get my reserve value? 

A. Yes, from your r a t i o you go v e r t i c a l l y t i l l you 

i n t e r s e c t the red l i n e , and then you move h o r i z o n t a l l y t o 

the l e f t . 

Q. By lo o k i n g a t t h i s d i s p l a y , can I assume t h a t the 

28 and 7 has b e t t e r p o t e n t i a l f o r a d d i t i o n a l w e l l s than the 

Culpepper-Martin area? 

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

Q. But w i t h i n t h i s range your recommendation i s , a l l 

of these areas j u s t i f y the a d d i t i o n a l w e l l s , or a t l e a s t 

the o p p o r t u n i t y f o r the a d d i t i o n a l wells? 

A. Yes, they do j u s t i f y the o p p o r t u n i t y . 
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Q. A l l r i g h t , l e t ' s t u r n t o the next d i s p l a y and 

have you i d e n t i f y and describe t h i s d i s p l a y . 

A. Okay. Again, there's a r e l a t i o n s h i p e s t a b l i s h e d 

by the p i l o t areas, t h i s time between the 160-acre i n i t i a l 

i n f i l l pressure and again, as I described before, on the Y 

a x i s , new or incremental reserves. The Y a x i s i s the same 

as the previous graph. 

The X a x i s , however, i s the surface, the average 

surface pressure t h a t was measured when the 160-acre i n f i l l 

w e l l s were f i r s t d r i l l e d . The thr e e p o i n t s t h a t you see 

were again defined by r e s e r v o i r s i m u l a t i o n , and they are 

the same as on the previous graph. 

Q. A l l r i g h t , i f I'm another operator and have t h i s 

graphed, and I know the i n f i l l i n i t i a l pressure on my 160, 

can I use t h a t t o decide whether I ought t o increase my 

w e l l d e n s i t y i n my GPU or not? 

A. This graph w i l l give you a q u a l i t a t i v e f e e l f o r 

whether you should look at i t . 

For example, i f one i s i n an area where the 

i n i t i a l i n f i l l pressure was 1500 pounds, by l o o k i n g a t t h i s 

c h a r t one might conclude t h a t t h e r e would be .4 of a B 

incremental reserves. And a t t h a t p o i n t , perhaps w i t h 

a d d i t i o n a l engineering work, t h a t operator could decide 

whether or not t o increase the d e n s i t y . 

Q. A l l r i g h t , he could apply h i s own economic basis 
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to the fact that this pressure w i l l allow him the 

o p p o r t u n i t y t o recover .4 BCF per w e l l , and then h e ' l l make 

h i s choice about whether t o take the o p p o r t u n i t y t o d r i l l 

t h a t w e l l ? 

A. That i s c o r r e c t . And t h i s i s j u s t t he 

incremental component; i t does not inc l u d e the a c c e l e r a t i o n 

component. 

Q. A l l r i g h t , l e t ' s t a l k now about the next 

conclusion. I t says "Up t o four w e l l s per GPU are 

ap p r o p r i a t e f o r the pool". And I assume you mean t h e 

e n t i r e pool. 

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

Q. Let's look behind E x h i b i t Tab Number 7 and t a l k 

about the supporting documentation f o r t h a t conclusion. 

A. Okay. The f i r s t E x h i b i t behind 7 i s a f o l d o u t 

map. 

Q. Hang on j u s t one minute. A l l r i g h t , s i r , i f 

y o u ' l l t u r n t o Tab 7, l e t ' s look a t the f o l d o u t . What are 

we l o o k i n g at? 

A. This i s a map t h a t i n blue gives the o u t l i n e of 

the Basin-Dakota Pool. Y o u ' l l also n o t i c e a l i g h t p u r p l e 

l i n e , which i s the P i c t u r e d C l i f f s outcrop. The t h r e e 

p i l o t areas t h a t B u r l i n g t o n and Conoco conducted are 

o u t l i n e d i n red, and i n purple are the e x i s t i n g Dakota 

w e l l s . 
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Q. I t ' s simply t o give a v i s u a l i l l u s t r a t i o n t o the 

Examiner of where w e l l s have a c t u a l l y been d r i l l e d w i t h i n 

t h i s very l a r g e pool? 

A. Yes. 

Q. What accounts f o r the f a c t t h a t t h e r e are not 

w e l l s west of t h i s fairway or east of t h i s fairway? 

A. There c e r t a i n l y are g e o l o g i c a l reasons t h a t t h a t 

i s the case. For instance, there i s updip water i n the 

Dakota, and t h a t g e n e r a l l y prevents d r i l l i n g t o the west 

and t o the east. 

Q. A l l r i g h t , l e t ' s go behind the f o l d o u t , and l e t ' s 

look a t the next d i s p l a y . I d e n t i f y and describe t h a t f o r 

us. 

A. A l l r i g h t . This d i s p l a y i n d i c a t e s t h a t f o u r 

w e l l s per GPU are appropriate i n the Culpepper area. On 

the Y a x i s i s the EUR. This i s EUR from t h i r d and f o u r t h 

w e l l s per GPU. The dark blue i s the a c c e l e r a t i o n 

component. The l i g h t blue above i s the incremental 

recovery. 

For example, f o u r t h w e l l per GPU a c c e l e r a t i o n i s 

approximately 1.5 BCF, the incremental recovery i s 

approximately .2 of a B, or about 57 percent. 

I conclude from t h i s t h a t f o u r w e l l s per GPU i s 

a p p r o p r i a t e because the f o u r t h w e l l adds incremental 

reserves. You can see by t h i s t a b l e or t h i s graph t h a t the 
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t h i r d w e l l adds incremental reserves. The f o u r t h w e l l does 

too. I f the f o u r t h w e l l d i d not add incremental reserves, 

of course, t h a t bar would be a l l dark blue. 

Q. Can you give us a percentage on the f o u r t h w e l l 

as t o what i s incremental and what i s r a t e a c c e l e r a t i o n ? 

A. 57 percent i s incremental. 

Q. A l l r i g h t , s i r , l e t ' s look a t the d i s p l a y f o r the 

San Juan 27-and-5 u n i t , i f y o u ' l l t u r n the page. 

A. This i s the same type of d i s p l a y . Once again, 

EUR i s on the Y a x i s . Y o u ' l l immediately note t h a t a w e l l , 

t h i r d and f o u r t h w e l l i n the 27-5 u n i t , w i l l r e s u l t i n a 

higher EUR than i n the Culpepper area. For example, the 

f o u r t h w e l l w i l l add about .8 of a B incremental reserves 

t h a t w i l l not be recovered under e x i s t i n g d e n s i t y . That's 

about 67 percent of t h a t p r o f i l e w i l l be incremental. 

Q. Do you have an opinion as t o whether i n c r e a s i n g 

the w e l l d e n s i t y t o four w e l l s per GPU or e i g h t w e l l s per 

s e c t i o n i s appropriate f o r the whole pool? 

A. This i s d e f i n i t e l y a p p r opriate f o r the whole 

po o l , because we w i l l c l e a r l y add incremental reserves as 

demonstrated i n the p i l o t areas. 

Q. I s there any support, i n your o p i n i o n , f o r the 

presumption t h a t we ought t o continue under the c u r r e n t 

r u l e s u n t i l a l l the 320s have been d r i l l e d w i t h an i n i t i a l 

w e l l and an i n f i l l well? The question i s , i s i t premature 
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t o change the rules? 

A. I t i s not premature t o change the r u l e s . As we 

noted e a r l i e r on, there are places t h a t r i g h t now are l e g a l 

t o d r i l l Dakota w e l l s , but they have not been d r i l l e d 

because economics and geology c o n s t r a i n the operators. 

Q. Well, l e t ' s go back t o E x h i b i t Tab 7 and l e t ' s 

look a t the f o l d o u t map, and we can see some of t h a t , can't 

we? 

A. Yes, E x h i b i t Tab 7, you w i l l n o t i c e over 5000 

Dakota w e l l s have been d r i l l e d . But t h e r e are als o l a r g e 

areas t h a t Dakota w e l l s have not been d r i l l e d . Economics 

and geology have constrained operators from o v e r d r i l l i n g i n 

the past. 

Right now i t ' s not premature t o increase the 

d e n s i t y , because Mesaverde 8 0-acre development i s ongoing. 

That 8 0-acre development provides us w i t h an o p p o r t u n i t y t o 

d r i l l Dakota w e l l s i n areas t h a t may be uneconomic as 

stand-alones. 

Q. Let's t a l k about the l i n k or the connection 

between the o p p o r t u n i t y t o increase incremental reserves 

from the Dakota w i t h what i s happening i n the Mesaverde. 

I n other words, i n the Mesaverde you're d r i l l i n g a w e l l . 

How are you proposing t o access and u t i l i z e t h a t w e l l b o r e 

f o r the Dakota? 

A. Through commingles where i t i s economic. 
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Q. Do you see any f u t u r e p r o b a b i l i t y f o r stand-alone 

Dakota w e l l s t o be d r i l l e d ? 

A. There i s minimal f u t u r e o p p o r t u n i t y t o d r i l l 

Dakota stand-alones, f o r the simple t h a t many of t h e best 

l o c a t i o n s have already been d r i l l e d . 

Q. So w h i l e there w i l l s t i l l be some stand-alone 

Dakota w e l l s , the o p p o r t u n i t y f o r f u t u r e recovery out of 

the Dakota i s by necessity l i n k e d t o a Mesaverde w e l l ? 

A. Yes, i t i s . 

Q. Let's t u r n t o E x h i b i t Tab Number 8 and t a l k about 

t h a t r e l a t i o n s h i p . 

A. A l l r i g h t . This i s a bar graph. On the Y a x i s 

i s w e l l count. This i s B u r l i n g t o n Resources data. 

Q. So t h i s i s Bu r l i n g t o n ' s w e l l count, not — 

A. Yes. 

Q. — anybody else's? 

A. This i s Bu r l i n g t o n ' s own. 

Q. A l l r i g h t . T e l l me how t o read t h i s . 

A. Okay. The l i g h t blue represents Dakota-only 

w e l l s . The dark blue represents Mesaverde-only w e l l s . And 

the red represents Mesaverde-Dakota w e l l s . Those i n c l u d e 

commingles and dual completions. 

Q. As we look from l e f t t o r i g h t , then, i t ' s 

apparent t h a t development of both the Dakota and the 

Mesaverde are l i n k e d by w e l l s t h a t are Mesaverde and Dakota 
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downhole commingling? 

A. Yes, there i s an in c r e a s i n g t r e n d of Mesaverde 

and Dakota w e l l s t h a t have been commingled. 

Q. Let's t u r n t o the next d i s p l a y and describe the 

economic environment t h a t causes t h a t t o happen. 

A. This i s a t a b l e t h a t demonstrates the economic 

i n c e n t i v e t o d r i l l commingles. The f i r s t column represents 

a Mesaverde stand-alone. Y o u ' l l n o t i c e the c a p i t a l , about 

$53 0,000, i n t h i s case .8 of a B EUR. You w i l l n o t i c e t h a t 

t h i s i s about break-even. PI i s zero. 

I n the same l o c a t i o n , i f I were t o d r i l l a Dakota 

stand-alone, i t ' s more expensive, less reserves. This i s a 

p r o j e c t or a w e l l B u r l i n g t o n would not d r i l l as a stand

alone. However, i f you look --

Q. Well, look a t the negative number. 

A. Yes. 

Q. That's the p o i n t of the PI and the NPV? 

A. Yes. 

Q. I f those are negative, you're not going t o do i t ? 

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

Q. Then how do you produce t h a t resource? How are 

you going t o do i t ? 

A. We're going t o do i t through commingles. I n the 

t h i r d column y o u ' l l see the cost of a commingle i n t h i s 

case i s about $770,000. However, we're able t o get both 
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the Mesaverde and the Dakota reserves. That gives us a PI 

of .2, p o s i t i v e number, and an NPV of 13 0,000. That i s a 

p o s i t i v e number also. I n t h i s case, the commingle i s the 

only way t h a t we can get t o the Dakota and develop i t 

economically. 

Q. Let's t a l k about some general r e s e r v o i r 

c h a r a c t e r i s t i c s of the Dakota. I s the p e r m e a b i l i t y i n the 

Dakota high enough t o give you any concern about r e l a x i n g 

the w e l l l o c a t i o n s i n the Dakota t o match those t h a t are 

c u r r e n t l y a v a i l a b l e i n the Mesaverde? Are you p u t t i n g your 

w e l l s too close together, i s the question. 

A. No, we are not. The p e r m e a b i l i t y i s very low i n 

the Dakota, and t h a t low p e r m e a b i l i t y does not cause any 

problems w i t h the spacing. 

Q. Can you give me a generalized example t o 

i l l u s t r a t e the s u b s t a n t i a l low p e r m e a b i l i t y ? I n other 

words, i f I'm the o f f s e t t i n g operator and you're d r i l l i n g a 

w e l l i n close p r o x i m i t y t o my spacing u n i t , w i t h t h i s low 

p r o b a b i l i t y how long a pe r i o d of time would you estimate 

would pass before I should be concerned about being 

drained? 

A. A very long time. Reservoir s i m u l a t i o n s , some of 

the e x h i b i t s t h a t you w i l l see l a t e r show t h a t t h e r e i s not 

r e a l l y measurable a c c e l e r a t i o n or drainage u n t i l beyond 10 

years. I n a d d i t i o n , as evidence of t h i s low p e r m e a b i l i t y , 
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extended buildups have been done i n the past which 

demonstrate an e x t r a o r d i n a r i l y long time, i n many — i n 

some cases up t o two years f o r the r e s e r v o i r pressure t o 

b u i l d . That i s i n d i c a t i v e of very low p e r m e a b i l i t y . 

Q. Let's go t o the conclusionary s l i d e s t h a t support 

your o p i n i o n t h a t " A d d i t i o n a l w e l l s w i l l r e s u l t i n 

a d d i t i o n a l recovery", and i f y o u ' l l do so by t u r n i n g t o Tab 

9, l e t ' s look a t the supporting i l l u s t r a t i o n s . 

A. Tab 9 i s a bar graph. On the Y a x i s i s a 

percentage of gas i n place, or recovery f a c t o r . For each 

p i l o t area i n red represents the recovery under t h e c u r r e n t 

d e n s i t y . You w i l l n o t i c e t h a t i t ranges from about 3 6 

percent i n San Juan 28-7 t o about 65 percent i n the 

Culpepper area. 

The blue represents the incremental gas t h a t can 

be recovered through increased d e n s i t y i n each of these 

areas. For example, i n San Juan 27-5 under c u r r e n t d e n s i t y 

we w i l l only recover about 48 percent of the resource. 

However, i f we increase t h a t d e n s i t y by adding a t h i r d and 

a f o u r t h w e l l , we can increase t h a t recovery t o n e a r l y 70 

percent. 

Q. F i n a l l y , l e t ' s t u r n t o the t o p i c of what other 

operators have expressed t o B u r l i n g t o n and Conoco about the 

proposed r u l e change. What support do you have f o r making 

these changes, i f you have something t h a t summarizes — 
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A. Yes. 

Q. — those meetings and the r e s u l t s of t h e i r 

comments. 

A. B u r l i n g t o n and Conoco have, along w i t h the Aztec 

NMOCD, i n i t i a t e d a number of meetings. I n p a r t i c u l a r , on 

J u l y the 10th B u r l i n g t o n and Conoco hosted a working 

i n t e r e s t owners 1 or an operators 1 meeting i n which we 

communicated the r e s u l t s , the i n i t i a l r e s u l t s of our p i l o t s 

and also sought comments from the operators. 

The operators — There was a consensus t o 

increase d e n s i t y , t o make l o c a t i o n requirements t o be very 

s i m i l a r and complementary t o the Mesaverde, and t h a t t h e r e 

was no need t o subdivide the Basin-Dakota Pool. 

Q. We have also received l e t t e r s of support from the 

BLM and also nine other companies or e n t i t i e s . Those are 

l i s t e d — or those l e t t e r s are behind E x h i b i t 19. 

MR. KELLAHIN: Mr. Examiner, t h a t concludes my 

examination of Mr. Kean. We move the i n t r o d u c t i o n of the 

e x h i b i t s he's i d e n t i f i e d as E x h i b i t 4 through 9 p l u s 

E x h i b i t 20. 

EXAMINER STOGNER: At t h i s time I w i l l admit 

E x h i b i t s 4 through 9. Do we want t o — are we concluded 

w i t h 20, or w i l l you be r e f e r r i n g back t o t h a t ? 

MR. KELLAHIN: No, s i r , we w i l l not s p e c i f i c a l l y 

r e f e r t o 20. I t ' s the supporting data f o r a l l the 
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t e c h n i c a l witnesses. But t h e i r p r e s e n t a t i o n w i l l be behind 

other tabs than 20. 

EXAMINER STOGNER: Okay. So E x h i b i t Number 2 0 

only r e l a t e s t o 4 through 9? 

MR. KELLAHIN: No, s i r , i t r e l a t e s t o a l l the 

documentation i n the book, i t supports a l l the other tabs. 

And i f you want t o w a i t , w e ' l l i ntroduce t h a t l a t e r . 

EXAMINER STOGNER: Why don't we i n t r o d u c e t h a t 

one l a t e r , and remind me i f you would, please. 

MR. KELLAHIN: A l l r i g h t , s i r . 

EXAMINER STOGNER: Mr. Carr, any — 

MR. CARR: No questions, Mr. Stogner. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Okay, E x h i b i t Number 4 — t h i s i s your p i e 

c h a r t — you're saying t h a t 7.2 TCF i s the estimated 

unrecoverable? I s t h a t what t h a t is? 

A. I t ' s the estimated u l t i m a t e recovery. 

Q. Ul t i m a t e recovery, okay. Now, what i s your 

estimated unrecoverable reserves from the Dakota no matter 

what the 80-acre i n f i l l p r o v i s i o n s today? How much i s 

going t o be l e f t i n the ground? 

A. Out of the t o t a l p ool, or j u s t i n areas where 

we've d r i l l e d ? 

Q. T o t a l pool. 
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A. The t o t a l pool, there i s over about 25 TCF. 

Q. 25 TCF, and t h a t ' s your — Okay, 2 5 TCF i s 

represented as what? 

A. That i s the t o t a l pool gas i n place. 

Q. Good, t h a t ' s what I was t r y i n g t o get a t . 

Okay, I want t o r e f e r now t o the E x h i b i t Number 

5. These are your estimated or your p r e - p i l o t p r o j e c t i o n s . 

Now, i t ' s odd t o me t h a t you would have p r e - p i l o t 

p r o j e c t i o n s t h a t missed the mark so much, i n some 

instances, e s p e c i a l l y your 27-5 and then Conoco's 28-7. 

Did I miss something there, or d i d you f e e l you were o f f 

the mark, or do you want t o e x p l a i n t h a t a l i t t l e b i t more? 

A. The main reason i s , i n our p r e p i l o t s i m u l a t i o n 

the r e s e r v o i r pressure t h a t we have d i a l e d i n t o t h e models 

was simply too low. When we went out t h e r e and a c t u a l l y 

d r i l l e d the w e l l s , we found a higher r e s e r v o i r pressure 

than we a n t i c i p a t e d . That was one of the main reasons t h a t 

we missed these production estimates. 

Q. And ther e were a number of w e l l s — Let's take 

t h i s 2 7-5, f o r example. What's the rough estimated number 

of w e l l s or p r o r a t i o n u n i t s t h a t you — Okay, l e t me 

rephrase t h a t . How many i n f i l l w e l l s d i d you end up 

d r i l l i n g i n t h i s p i l o t p r o j e c t ? 

A. We d r i l l e d e i g h t . 

Q. Eight. Of a l l the e i g h t t h a t you d r i l l e d , and 
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these were i n quarter sections t h a t had e x i s t i n g w e l l s ; i s 

t h a t c o r r e c t ? Or t h a t they have — or any of them had o l d 

w e l l s t h a t had been P-and-A'd — 

MR. KELLAHIN: Mr. Examiner — 

EXAMINER STOGNER: Yes. 

MR. KELLAHIN: — i f y o u ' l l t u r n behind E x h i b i t 

Tab 2 — 

EXAMINER STOGNER: 2. 

MR. KELLAHIN: — and look a t the t h i r d d i s p l a y , 

i t w i l l show you the 27-and-5 u n i t , and i t i d e n t i f i e s i n 

red the p i l o t w e l l s . Do you see them i n the red squares? 

EXAMINER STOGNER: Oh, okay. Okay, so t h a t ' s 

my — 

MR. KELLAHIN: And there are s i m i l a r d i s p l a y s f o r 

the other two p i l o t areas. So t h a t w i l l help you v i s u a l i z e 

where the p i l o t w e l l s were placed. 

EXAMINER STOGNER: Okay, thank you f o r p o i n t i n g 

t h a t out. 

Q. (By Examiner Stogner) My question, of a l l of 

these e i g h t w e l l s i n p a r t i c u l a r — and we're going back t o 

the 27-5 u n i t — a l l of these e i g h t w e l l s you experienced a 

higher-than-expected pressure, or d i d you see some t h a t was 

on the l i n e and, say, some t h a t was j u s t way above, or d i d 

they k i n d of hold t o t h i s spread t h a t you have in d i c a t e d ? 

A. The r e s u l t s from our p i l o t w e l l s i n 2 7-5 were 

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 

40 

f a i r l y c o n s i s t e n t , both i n terms of i n i t i a l r a t e s and also 

i n terms of the lay e r pressures t h a t we measure. We were 

able t o s u c c e s s f u l l y measure the lay e r pressure on two 

w e l l s , and we found them t o be r e l a t i v e l y c o n s i s t e n t . 

Q. Did you choose these i n f i l l w e l l s on the q u a r t e r 

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

w e l l i n instances, or d i d you experiment throughout the 

i n f i l l p r o j e c t ? 

A. We a c t u a l l y placed the w e l l s — our i n t e n t was t o 

add a t h i r d w e l l per GPU, t o place t h a t w e l l w i t h i n , I 

b e l i e v e , t o p o g r a p h i c a l l y and then also w i t h i n a c e r t a i n 

d i stance of roads. And we d i d not i n t e n t i o n a l l y look t o 

place them o f f s e t t i n g a parent w e l l or an i n f i l l w e l l . 

Q. Okay, on your tab Number 5, the red bar, o r i g i n a l 

pressure, now t h i s was o r i g i n a l r e s e r v o i r pressure or 

o r i g i n a l pressure f o r the w e l l w i t h i n t h a t 160? 

A. O r i g i n a l average r e s e r v o i r pressure. 

Q. For j u s t the p i l o t p r o j e c t area? 

A. Before d r i l l i n g commenced, so t h i s goes back t o 

the o r i g i n a l 320 w e l l s . 

Q. Okay. Tab Number 6, I know t h e r e area a few 

instances where operators have replaced e x i s t i n g w e l l s , 

Dakota w e l l s . Did you by chance check t h i s bar w i t h any of 

those instances, or do you know i f B u r l i n g t o n has any of 

those instances where you have had e i t h e r an o r i g i n a l w e l l 
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or an i n f i l l w e l l , and t h a t w e l l was P-and-A'd f o r some 

reason and a replacement w e l l was put i n t h a t q u a r t e r 

section? Did you double-check i n those instances t h i s bar 

l i n e ? And t h i s i s outside of the i n f i l l areas, but I j u s t 

wondered i f you might have done any of t h a t double-

checking, perhaps. 

A. I'm a f r a i d I don't understand how you mean double 

check. 

Q. Okay, you've got t h i s t a b u l a t i o n here, and you 

s a i d t h a t you could u t i l i z e t h i s , or t h i s would be a good 

p r e d i c t i o n anywhere w i t h i n the pool, and I was j u s t 

wondering i f , because you had those instances and other 

operators — I know B u r l i n g t o n has those instances — 

A. Yes. 

Q. — have approved some unorthodox l o c a t i o n s f o r 

replacement w e l l s . Did you take t h a t o p p o r t u n i t y t o check 

i n those instances, e i t h e r w i t h the pressure or the new 

reserves or your EUR r a t i o i n those instances along w i t h 

t h i s bar t o see i f i t was accurate? 

A. That's a good question. I d i d not check 

s p e c i f i c a l l y the r e d r i l l s t o see i f i t made sense. 

The check t h a t I d i d do, however, was — I knew 

the parent EUR r a t i o , so I took a couple areas and 

determined what t h a t incremental reserve would be. Then I 

f l i p p e d the page. I knew what the i n i t i a l pressure was f o r 
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those areas, and then I checked the newer incremental 

reserves and I found they were approximately the same, say 

.3 of a B versus .4 of a B. So once again, q u a l i t a t i v e l y 

t h a t gives me an idea of what t o expect. 

Q. And these instances where you d i d check were 

out s i d e of the i n f i l l area? 

A. Yes, they were. 

Q. Okay. How many roughly? 

A. I only d i d two. 

Q. Only d i d two. 

A. Uh-huh. 

Q. A l l r i g h t . Were they near the i n f i l l areas or — 

You've got some p r e t t y b i g areas i n between t h a t Culpepper 

and the two p r o j e c t areas over t o the east. Do you t h i n k 

they were good examples t h a t were f a r away from these 

i n f i l l areas? 

A. I checked over i n the southeast f e d e r a l u n i t s 

where I have good data. 

Q. Okay. 

A. Further away t o the southwest, you w i l l f i n d t h a t 

the p a r e n t - t o - i n f i l l r a t i o sometimes i s less than .4. So 

t h a t meant t h a t I could not use t h a t p a r t i c u l a r c r o s s p l o t 

t o evaluate t h a t area. 

Q. Okay, on E x h i b i t Number 7 Mr. K e l l a h i n used the 

word t h a t I need t o check here. The word " f a i r w a y " was 
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u t i l i z e d . Do we a c t u a l l y see a fa i r w a y , or have we got so 

used t o t h a t terminology i n the B a s i n - F r u i t l a n d Coal — Do 

you want t o expand on t h a t a l i t t l e b i t ? 

A. There are areas where the Dakota i s more 

pr o d u c t i v e than other areas. There are geologic reasons 

f o r t h a t , which Mr. Christiansen w i l l t e s t i f y . He's going 

t o show you why t h a t i s the case. 

Q. Okay. Then he w i l l get s o r t of a preview of 

where I go. 

Okay, on your — c o n t i n u i n g on E x h i b i t Number 7, 

the word " a c c e l e r a t i o n " here and "incremental", t h a t 

a c c e l e r a t i o n — and you have i n d i c a t e d i n the Culpepper and 

also the 27-5 u n i t , now, the Culpepper looks l i k e i t ' s a 

50-50 s p l i t . Now, when I assume the word " a c c e l e r a t i o n " , 

t h i s i s prod u c t i o n t h a t could be — the dark blue 

represents production t h a t could be, over time, produced 

from the two i n f i l l -- I mean the two w e l l s on a p r o r a t i o n 

u n i t . Am I assuming t h a t r i g h t ? 

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

Q. Okay. But t h a t ' s q u i t e a s p l i t f o r t h a t 27-5 

u n i t . That's t o a 50-50. That looks k i n d of l i k e a — 

what, a t h i r d t o — 

A. I t ' s about t w o - t h i r d s , yes. Yes. 

Q. Did wellbore s t i m u l a t i o n p l a y i n t o any of these 

c a l c u l a t i o n s ? What I mean by t h a t , the s t i m u l a t i o n on the 
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e x i s t i n g w e llbore w i t h i n a quarter section? Did you see 

some pressures — What i s the s t i m u l a t i o n program f o r a 

Dakota w e l l ? 

A. Right now, B u r l i n g t o n has adapted a s l i c k w a t e r 

technique, u s u a l l y about 4 0,000 pounds of sand, which i s 

no t h i n g new t o the Basin. I n f a c t , many of the o r i g i n a l 

32 0-acre w e l l s were s t i m u l a t e d i n t h a t manner. 

Q. Now the s t i m u l a t i o n program over time — And the 

Dakota has been producing what, since the l a t e 1940s, e a r l y 

1950s? 

A. (Nods) 

Q. And then — That's a yes, he shook h i s head yes, 

okay. 

A. Yes, s i r . 

Q. Okay. And then the b i g i n f i l l push, what, back 

i n the mid-1980s, e a r l y 1970s, i s t h a t when we s t a r t 

seeing — 

A. 1980 through 1982 was where a l a r g e number of 

increased d e n s i t y or i n f i l l 160 acres were d r i l l e d . 

Q. Okay, between those two periods, what k i n d of 

s t i m u l a t i o n d i d we u t i l i z e d ? The o r i g i n a l and then the 

i n f i l l period? 

A. Okay, p r i o r t o the i n f i l l s , i t was mainly 

s l i c k w a t e r jobs. And I'm g e n e r a l i z i n g because c e r t a i n l y 

t h e r e are going t o be many exceptions. 
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Subsequent t o the i n f i l l order i n 1980 a l a r g e 

number, but not a l l , were done w i t h e i t h e r a l i n e a r g e l or 

a c r o s s - l i n k e d g e l system t h a t pumped more sand. 

Q. I s t h a t k i n d of s t i m u l a t i o n technique going t o 

a f f e c t the pressures o v e r a l l w i t h i n the r e s e r v o i r or these 

i n f i l l areas? 

A. No. 

Q. I n other words, we d i d n ' t get connections, or we 

d i d n ' t see where the fr a c s came together and gave you a 

f a l s e reading i n the pressure, a lower — of course, t h a t 

would give you a lower pressure, r i g h t ? 

A. We d i d not see any circumstance l i k e t h a t . 

P a r t i c u l a r l y the jobs t h a t we pump are so smal l , t he sand 

does not go i n t o the r e s e r v o i r e x t e n s i v e l y . So t h e r e would 

be no reason t o expect t o see any type of s t i m u l a t i o n jobs 

i n t e r f e r i n g w i t h each other. 

EXAMINER STOGNER: Mr. Chavez, any questions? 

EXAMINATION 

BY MR. CHAVEZ: 

Q. Yes, Mr. Kean, on your p i e c h a r t — and i s t h i s 

Tab 4 or i s t h i s E x h i b i t 4? 

MR. KELLAHIN: I t ' s Tab 4. 

Q. (By Mr. Chavez) Tab 4. The data t h a t was used 

t o c o n s t r u c t t h i s was i n f o r m a t i o n t h a t you had a t which 

time, a f t e r the p i l o t t e s t i n g or before the p i l o t t e s t i n g ? 
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A. The EUR data o r i g i n a t e d before the p i l o t t e s t i n g . 

The gas-in-place data i s subsequent t o the p i l o t s . We took 

the data from 27-5 and Culpepper adjusted our gas-in-place 

model, and t h a t ' s the number t h a t we see t h e r e . 

EXAMINER STOGNER: I f I may, I'm going t o ask you 

t o t r e a t Mr. Chavez rudely a t t h i s p o i n t . When he asks you 

a question, i f you could d i r e c t your answer toward the 

microphone, or a t l e a s t back toward K e l l a h i n and not 

d i r e c t l y t o Chavez. 

So I'm going t o give you permission t o t r e a t Mr. 

Chavez r u d e l y a t t h i s p o i n t . 

THE WITNESS: Yes, s i r , Mr. Examiner. 

(Laughter) 

MR. CHAVEZ: Mr. Stogner t r e a t s me l i k e t h a t a l l 

the time, so — 

(Laughter) 

Q. (By Mr. Chavez) You t e s t i f i e d , I t h i n k , t h a t the 

d i f f e r e n c e s between your p i l o t p r o j e c t e d p r o d u c t i o n and 

your a c t u a l production were due mostly or s o l e l y t o the 

d i f f e r e n c e s i n pressure; i s t h a t r i g h t ? 

A. P r i m a r i l y t o the d i f f e r e n c e i n pressure. 

P r i m a r i l y t o the d i f f e r e n c e i n pressure. 

Q. Do you have a — When you say p r i m a r i l y , the 

reason I was asking was, I t h i n k , l e a n i n g on what Mr. 

Stogner asked, was there any d i f f e r e n c e i n the way these 
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wells were perforated or fractured that might have 

c o n t r i b u t e d t o the d i f f e r e n c e s i n the a n t i c i p a t e d 

p r o d u c t i o n range? 

A. No. 

Q. Were any new layers of the Dakota p e r f o r a t e d and 

f r a c t u r e d i n the p i l o t t h a t were not p e r f o r a t e d and 

f r a c t u r e d i n the o r i g i n a l w e l l s on t h a t GPU? 

A. No, they were not. 

Q. Under Tab Number 6, when you say t h a t t he p i l o t 

r e s u l t s are t r a n s f e r a b l e t o the pool , your d i s c u s s i o n 

seemed t o i n d i c a t e t h a t t h i s could be used as a model, f o r 

example, f o r an operator who, i f I understand t h i s 

c o r r e c t l y , might be considering d r i l l i n g e x t r a w e l l s w i t h i n 

a Dakota GPU. 

They could look a t the i n f i l l - t o - p a r e n t EUR r a t i o 

t h a t they c u r r e n t l y have and then make an estimate as t o 

what q u a l i t a t i v e l y new reserves may be a v a i l a b l e ; i s t h a t 

c o r r e c t ? 

A. Yes. 

Q. So when you say they're t r a n s f e r r a b l e , you're 

b a s i c a l l y — you're not r e a l l y saying t h a t you've proved 

t h a t these are ap p l i c a b l e across the pool , i t ' s j u s t t h a t 

you've got a model which you t h i n k operators may be able t o 

make some determinations — i s t h a t r i g h t or — How do you 

say they're t r a n s f e r a b l e ? 
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A. We do have a r e l a t i o n s h i p based on the p i l o t 

areas t h a t appears t o be t r a n s f e r r a b l e t o the other p a r t s 

of the pool. 

Q. Did you use your summary data — The way t h i s 

c h a r t i s put together, i t looks l i k e you used the summary 

data from those three d i f f e r e n t p i l o t s t o come up w i t h t h i s 

c h a r t ; i s t h a t c o r r e c t ? 

A. I'm not sure t h a t I understand what you mean by 

"summary data". 

Q. Well, l e t me put i t t h i s way: Did you take each 

of the p i l o t w e l l s t h a t were d r i l l e d and t r y t o match them 

t o t h i s curve t o see how v a l i d t h a t match was? 

A. No, we d i d not look a t the w e l l l e v e l . 

Q. So the v a l i d a t i o n of — You don't r e a l l y have 

anything t o v a l i d a t e t h i s curve, when we look a t , say, even 

c u r r e n t w e l l s t h a t are being d r i l l e d t o be the second w e l l 

on the t r a c t s , whether i t ' s your t h i r d or f o u r t h ; i s t h a t 

c o r r e c t ? There's nothing t h a t you've done t o v a l i d a t e t h i s 

curve? 

A. The data t h a t i s p l o t t e d on the curve from the Y 

a x i s i s based on r e s e r v o i r s i m u l a t i o n , which i s based on 

the r e s u l t s t h a t we o b t a i n from those t h r e e p i l o t areas. 

Q. Okay, so i t s t i l l remains t o be seen how 

e f f e c t i v e t h i s i s as a t o o l t o make these types of 

determinations as f a r as incremental gas; i s t h a t r i g h t ? 
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A. C e r t a i n l y , and t h i s i s a q u a l i t a t i v e look. 

Q. Given t h a t c h a r t , am I on the r i g h t t r a c k i f I 

were t o say t h a t i t would appear t h a t those t r a c t s which 

might be less productive, i n a sense, would be more l i k e l y 

t o be i n f i l l e d i n the sense t h a t lower p r o d u c t i v i t y w e l l s 

don't d r a i n as much of an area; i s t h a t — Am I heading the 

r i g h t way when I say that ? 

A. You're saying t h a t — areas where EURs are lower? 

Q. Yes, I guess t h a t would be the case, yes. 

A. Okay, so an area where the EUR i s lower, then you 

would expect a smaller drainage area. 

MR. CHAVEZ: Okay, t h a t ' s u l t i m a t e l y where I was 

headed w i t h t h a t . 

Okay, t h a t ' s a l l I have, thank you. 

EXAMINER STOGNER: Any r e d i r e c t , Mr. K e l l a h i n ? 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: Does anybody else have any 

questions of t h i s witness? 

You may be excused, Mr. Kean, I don't have any a t 

t h i s time. Thank you, Mr. Kean. 

MR. KELLAHIN: I c a l l our geologic witness a t 

t h i s p o i n t . 

Mr. Stogner, Mr. Chris t i a n s e n w i l l t e s t i f y 

concerning the e x h i b i t s found behind e x h i b i t Tabs 10, 11 

and 12. 
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GLEN E. CHRISTIANSEN, 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. For the record, s i r , would you please s t a t e your 

name and occupation? 

A. Yes, Glen Christiansen, I'm a g e o l o g i s t w i t h 

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

Q. Mr. Christiansen, where do you reside? 

A. Farmington, New Mexico. 

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

g e o l o g i s t before the Divis i o n ? 

A. Yes, I have. 

Q. What has been your r o l e as a g e o l o g i s t on the 

B u r l i n g t o n team t h a t has studied the Dakota and come t o the 

conclusions about increasing w e l l density? 

A. E s s e n t i a l l y t o supply the geologic i n p u t f o r the 

ongoing work which y o u ' l l see here, i n terms of gas i n 

place, p e t r o p h y s i c a l models and some of the other 

g e o l o g i c a l l y supported --

Q. As a g e o l o g i s t , do you concur w i t h Mr. Kean when 

he t e s t i f i e s t h a t he now believes i t ' s a p p r o p r i a t e t o 

increase the w e l l d e n s i t y i n the Basin-Dakota Pool? 

A. Yes, I do. 

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 

Q. When we look a t E x h i b i t Tab 10, l e t ' s t u r n behind 

t h a t t a b , and i f we were t o look a t any of your d i s p l a y s 

and f i n d t h a t d i s p l a y t h a t helps us s t a r t b u i l d i n g an 

understanding of what you've done, would i t be t h i s Dakota 

o r i g i n a l - g a s - i n - p l a c e map? 

A. Yes, i t would be. 

Q. Before we t a l k about how i t was prepared, 

describe how the gas-in-place map has been used. 

A. The gas-in-place map i s p r e t t y much the key 

geologic e x h i b i t t h a t I ' l l be showing you today. I t i s 

e s s e n t i a l l y the summation of our p e t r o p h y s i c a l model. I t 

has been r e v i s e d and c a l i b r a t e d t o match the p i l o t data 

t h a t we've gathered i n the two p i l o t s , and i t w i l l a lso be 

used i n l a t e r maps, as you w i l l see, t h a t w i l l help us --

gi v e us another t o o l where we can adequately assess the 

a p p l i c a b i l i t y of the i n f i l l r u l i n g t h a t we're l o o k i n g f o r 

r i g h t now. 

Q. A l l r i g h t . Let's t a l k about the data t h a t you 

u t i l i z e d t o prepare the map. What d i d you use, and what 

was i t s source? 

A. The source f o r t h i s map t h a t we see r i g h t here 

was approximately 7 00 w e l l s across the developed area of 

the f i e l d . We developed a p e t r o p h y s i c a l model t o determine 

the hydrocarbon s a t u r a t i o n w i t h i n each w e l l , c a l i b r a t e d 

t h a t w i t h the formation volume f a c t o r and then contoured i t 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

52 

f o r the r e s u l t i n g map t h a t you see here. 

Q. A l l r i g h t . I n simplest terms, i f you have 

constructed a Dakota o r i g i n a l - g a s - i n - p l a c e map t h a t i s 

accurate t o the best of your a b i l i t y , and t h a t i f we 

s u b t r a c t from t h a t map what i s forecasted t o be recovered 

by the f i r s t and second w e l l i n a spacing u n i t , then we 

w i l l be able t o see how much o r i g i n a l gas i n place i s l e f t 

t h a t may be a v a i l a b l e f o r recovery by the t h i r d and f o u r t h 

w e l l ; i s t h a t a f a i r way t o look a t t h i s ? 

A. That i s c o r r e c t , and you w i l l see t h a t s h o r t l y . 

Q. A l l r i g h t , describe f o r us the c o l o r code. How 

do we read the c o l o r code? 

A. The map i s contoured on h a l f a BCF per 160. The 

coole r c o l o r s and the blues are you low values, and your 

warmer c o l o r s t o the reds are you higher values. I b e l i e v e 

the h i g h e s t value i s somewhere around 6 t o 7 BCF per 160. 

Q. Okay. Have you i n t e g r a t e d B u r l i n g t o n ' s p i l o t 

p r o j e c t area data i n t o your map? 

A. Yes, we have. 

Q. When the r e s e r v o i r s i m u l a t o r engineer, i n the 

p i l o t assumption, has forecasted a c e r t a i n r a t e of 

pro d u c t i o n a t a c e r t a i n pressure and you have d r i l l e d your 

p i l o t w e l l s and f i n d out t h a t you have a higher r a t e and a 

higher pressure, what have you had t o do, i f anything, t o 

your gas-in-place map t o match the r e s e r v o i r engineering 
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data? 

A. For the higher pressures t h a t we d i d measure i n 

our p i l o t areas, the u l t i m a t e - g a s - i n - p l a c e number had t o go 

up. 

Q. And why was t h a t so? 

A. With increasing pressure you can concentrate more 

gas i n place. 

Q. What does t h a t t e l l you about the e x i s t i n g w e l l 

density? 

A. I t i s i n e f f i c i e n t i n maximizing the recovery of 

the gas t h a t ' s i n place. 

Q. And as a g e o l o g i s t , what do you recommend the 

D i v i s i o n do? 

A. Grant the proposal t o increase the d e n s i t y of 

w e l l s up t o the f o u r . 

Q. A l l r i g h t . Let's move past the o r i g i n a l - g a s - i n -

place map -- Let me ask you t h i s before we leave: Have you 

adjusted the o r i g i n a l - g a s - i n - p l a c e map t o take i n t o account 

the r e s u l t s of the p i l o t simulations? 

A. Yes, I have. 

Q. So we're lo o k i n g at a r e v i s e d map t h a t i s your 

c u r r e n t best map on gas i n place? 

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

Q. A l l r i g h t , l e t ' s look a t the next map. What are 

we l o o k i n g at? 
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A. This — Mr. Kean had t a l k e d e a r l i e r about the 

estimated u l t i m a t e recovery f o r the Dakota Pool. This i s 

e s s e n t i a l l y a map of t h a t data. I t ' s the 5000-some-odd 

w e l l s i n the Basin. The contour i n t e r v a l i s gridded such 

t h a t we're e s s e n t i a l l y averaging the parent and i n f i l l 

w e l l s across a s e c t i o n . 

This map defines what i s probably the developed 

area of the f i e l d . 

Q. A l l r i g h t . I f we take what we estimate t o be the 

u l t i m a t e recovery under the c u r r e n t development f o r these 

w e l l s , how do we read the map t o see what's l e f t as a 

resource? I n other words, the estimated u l t i m a t e recovery 

i s d i s p layed how? 

A. The estimated u l t i m a t e recovery here i s shown i n 

BCF — 

Q. Okay. 

A. -- contoured on 1-BCF contour i n t e r v a l s . And so 

f o r instance, i n 2 7-5 the estimated u l t i m a t e recovery on a 

township l e v e l ranges anywhere from one t o 2 BCF per w e l l . 

Q. A l l r i g h t . Now, i f I take the o r i g i n a l - g a s - i n -

place map, I s u b t r a c t what the c u r r e n t w e l l s are going t o 

do f o r u l t i m a t e recovery, do you have a d i s p l a y t h a t w i l l 

show me now the remaining gas a f t e r we do t h a t ? 

A. Yes, t h a t i s the next e x h i b i t . 

Q. A l l r i g h t , l e t ' s look at t h i s . T e l l me how t o 
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read t h i s map. 

A. This map i s the Dakota remaining gas i n place. 

I t i s e s s e n t i a l l y the r e s u l t of s u b t r a c t i n g the estimated 

u l t i m a t e recovery from the gas-in-place map t h a t we saw a t 

the very f i r s t . This map i s contoured on 1 BCF per 160. 

I t i s only colored on a BCF and gre a t e r , t o k i n d of 

h i g h l i g h t the areas t h a t we see the most p o t e n t i a l w i t h . 

Q. A l l r i g h t , i f I want t o u t i l i z e t h i s map and t r y 

t o decide where t o place my t h i r d and f o u r t h w e l l , i f you 

w i l l , and I have an i n t e r e s t i n the 28-and-6 township 

t h a t ' s i n between the 27-and-5 and the 28-and-7 — do you 

see t h a t ? 

A. Uh-huh. 

Q. — would I want t o put my w e l l i n the blue area 

or i n the darker tan area? 

A. The darker tan area i s the areas of higher 

remaining gas i n place. 

Q. A l l r i g h t , s i r . A l l r i g h t , l e t ' s go t o the next 

d i s p l a y . I t ' s e n t i t l e d "Dakota 160-Acre I n f i l l Pressure". 

What's the p o i n t of t h i s map? 

A. This map, s i m i l a r l y t o the l a s t map, i s another 

one of these t o o l s t h a t we can use t o e x t r a p o l a t e the data 

t h a t we have from our p i l o t s across the Basin. This map 

was generated from data t h a t was published i n an SPE paper 

back i n 1983, and i t ' s e s s e n t i a l l y the average pressure f o r 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

56 

the 160-acre i n f i l l s across the township l e v e l . 

What you see here i s , the warmer c o l o r s and the 

l i g h t tans are your higher surface pressures f o r your 

i n f i l l s . The cooler c o l o r s , the blues, are the lower 

pressures. 

Q. A l l r i g h t . You've used the f i r s t s e r i e s of maps 

t h a t I can f i n d w i t h i n a township the b e t t e r o p p o r t u n i t i e s 

f o r remaining gas recovery, and now I have a map I can look 

a t t o show me where the higher pressures are. And l e t ' s 

again look at the 28-and-6 township. What's the 

s i g n i f i c a n c e of t h a t c o l o r code? 

A. I n t h a t area what we see i s a higher surface 

pressure f o r the i n f i l l 160s. We also saw a higher 

remaining gas i n place, suggesting t h a t t h a t area would be 

amenable t o the increased d e n s i t y . 

Q. A l l r i g h t , s i r , I can use both of these maps — 

i f I'm Tommy Dugan out there wanting t o use your work 

product, then I can use these maps i f I have an i n t e r e s t i n 

28-and-6 and f i g u r e out where I ought t o be d r i l l i n g my 

i n f i l l w ells? 

A. They both are t o o l s t o do t h a t , yes. 

Q. Okay, l e t ' s t u r n t o the next d i s p l a y and have you 

i d e n t i f y t h a t f o r us. 

A. I should have probably s t a t e d on the previous 

map, we do have a cross-section l i n e going across t h e r e 
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from northwest t o southeast. This next s l i d e i s t h a t 

c r o s s - s e c t i o n . 

This s l i d e has one w e l l i n each of the t h r e e 

p i l o t areas. I t i l l u s t r a t e s the d i f f e r e n t members of the 

Dakota formation t h a t we are pursuing. I n each of t h e 

th r e e areas we have, d i f f e r e n t members of the Dakota are 

the predominant producers. One other t h i n g you can get 

from the logs t h a t are shown i s the r e l a t i v e depths of the 

Dakota i n the d i f f e r e n t p i l o t areas. 

Q. The Dakota i s subdivided i n t o these f o u r p o s s i b l e 

i n t e r v a l s of p r o d u c t i v i t y ? 

A. Yes, i t i s . The nomenclature, of course, i n the 

Dakota i s always i n change, but i n terms of consistency 

Conoco and B u r l i n g t o n both use t h i s same nomenclature f o r 

the Two Wells as the uppermost member of the Dakota, the 

Paguate i s the next lower member, f o l l o w e d by the Cubero 

and lower Cubero. 

Q. A l l r i g h t , you have subsequent i l l u s t r a t i o n s t h a t 

w i l l show us Bu r l i n g t o n ' s conclusion about how these f o u r 

i n t e r v a l s r e l a t e one t o another as we move throughout the 

pool? 

A. Yes, I do. 

Q. A l l r i g h t , w e ' l l save t h a t d i s c u s s i o n f o r l a t e r 

then. Turn t o the next d i s p l a y . We're l o o k i n g a t a Dakota 

s t r u c t u r e map. I s s t r u c t u r e a s i g n i f i c a n t component f o r 
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making a d e c i s i o n concerning w e l l density? 

A. No, i t ' s not. 

Q. And why not? 

A. As you can see from t h i s map, i t i s — t h e Basin 

i t s e l f i s a f a i r l y monoclinal d i p t o the north e a s t . There 

are no major s t r u c t u r a l features w i t h i n t h i s mapped area, 

and t h e r e f o r e i t would not r e q u i r e any type of s u b d i v i s i o n 

based on s t r u c t u r e . 

Q. A l l r i g h t , l e t ' s t u r n t o Tab 11. When we look 

behind Tab 11, what are we about t o look a t and why are we 

l o o k i n g a t i t ? 

A. The next four s l i d e s t h a t y o u ' l l be seeing are 

e s s e n t i a l l y the b u i l d i n g blocks f o r the gas-in-place map 

t h a t we saw on the very f i r s t s l i d e . 

Q. Okay, l e t ' s go through each one of those, and 

e x p l a i n t o us the p o i n t s of s i g n i f i c a n c e t o you as a 

g e o l o g i s t . 

A. The next se r i e s of maps are going t o be bulk 

volume hydrocarbon maps showing e s s e n t i a l l y — co n t o u r i n g 

the f e e t of hydrocarbon present i n the r e s e r v o i r . I f you 

want t o t h i n k of i t as a net pay map, t h a t ' s probably a 

p r e t t y good way t o t h i n k about i t . 

The f i r s t map i s the Two Wells map. I t i s 

contoured on quarter of a hydrocarbon f e e t , and what you 

see i s the main t r e n d of the Two Wells t h a t runs from 
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northwest t o southeast. The 27-5 and 28-7 U n i t s l i e i n the 

he a r t of t h i s t r e n d , and the Culpepper p i l o t area l i e s j u s t 

on the southwest edge. 

Q. A l l r i g h t , l e t ' s look t o the Paguate bulk volume 

hydrocarbon map and see how t h a t d i s t r i b u t i o n i s 

apportioned on the map. 

A. The Paguate i s the next u n i t down, and what 

y o u ' l l see here i s , i t ' s a f l u v i a l d e l t a i c system, 

g e n e r a l l y prograding t o the northeast. I n the Culpepper 

p i l o t area the Paguate i s the main producing u n i t t h e r e . 

I t i s absent i n the 28-7 and 27-5 U n i t . 

Q. Okay, the next display? 

A. The next u n i t down i s the Cubero. This u n i t , 

s i m i l a r l y t o the Paguate, i s only present i n the eastern 

h a l f of the Basin i n 28-7 and 27-5. I t i s absent i n the 

Culpepper P i l o t area. 

Q. Okay, and the l a s t display? 

A. Okay, the l a s t d i s p l a y i s the lower Cubero. I t 

i s a f l u v i a l system, g e n e r a l l y w i t h p r o g r a d a t i o n t o the 

northeast as w e l l . I t i s an important producing member i n 

the 27-5 and 28-7 U n i t s , less so i n the Culpepper p i l o t 

area. 

Q. A l l r i g h t , and these d i s p l a y s i n combination, 

then, were u t i l i z e d by you t o create the gas-in-place map? 

A. That i s c o r r e c t , e s s e n t i a l l y summing these l a s t 
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f o u r s l i d e s and c o r r e c t i n g f o r bulk f o r m a t i o n volume f a c t o r 

gives you the gas i n place. 

Q. Let's t u r n t o E x h i b i t Tab 12, and l e t ' s do t h i s 

i n reverse order. I f y o u ' l l take a l l the p l a s t i c o v e r l a y s , 

t u r n past them and get t o the l a s t page of E x h i b i t Tab 12, 

you're going t o have a paper copy of what i s described as 

Dakota remaining gas i n place. 

A. That's r i g h t . 

Q. I s t h i s the same map we looked a t a w h i l e ago? 

A. Yes, i t i s . 

Q. A l l r i g h t . What are you t r y i n g t o i l l u s t r a t e 

w i t h t h i s s e c t i o n of the e x h i b i t book? 

A. One of the t h i n g s we want t o know i s what i s 

c o n t r o l l i n g both the Dakota remaining gas i n place across 

the Basin, and also w e ' l l look a l i t t l e b i t l a t e r a t what 

i s c o n t r o l l i n g the i n f i l l pressure t h a t we see across the 

Basin. 

Q. So E x h i b i t 12, as we're now l o o k i n g a t i t , i s 

going t o give us a way t o look f i r s t of a l l a t — and I'm 

doing these i n reverse order, I'm s t a r t i n g w i t h t h e Dakota 

remaining gas i n place. 

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

Q. We're going t o work backwards and s t a r t p u t t i n g 

these p l a s t i c overlays, and the p o i n t i s t o see how the gas 

i n place i s apportioned among the f o u r p r o d u c t i v e 
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i n t e r v a l s ? 

A. That's c o r r e c t , I have taken e s s e n t i a l l y t he 

o u t l i n e s of the previous bulk volume hydrocarbon maps t h a t 

we saw and j u s t made them i n t o transparencies so we can see 

where the hydrocarbon s a t u r a t i o n i s lo c a t e d and how i t 

r e l a t e s t o the remaining gas i n place. 

Q. A l l r i g h t , do t h a t f o r us. 

A. So the f i r s t overlay you could take over would be 

the lower Cubero. That's our lowestmost member. What you 

can see i s , i t o v e r l i e s t h a t southeast p o r t i o n of t h e Basin 

and a l i t t l e b i t up i n t o the Culpepper p i l o t area. 

Subsequently, i f you take the Cubero member and 

over l a y i t , you can see i t l i e s e n t i r e l y on the eastern 

p o r t i o n of the Basin, also i n the same 27-5, 28-7 p i l o t 

areas. 

What r e a l l y i s i n t e r e s t i n g i s when you take the 

Paguate map and overlay i t . Y o u ' l l n o t i c e i t i s the lone 

f o r m a t i o n t h a t produces the most of the gas i n the 

southwest p o r t i o n of the study area. 

And then the Two Wells i s the f i n a l t op member. 

So what you can see i s , i n the areas where we 

have m u l t i p l y stacked members of the Dakota we have higher 

remaining gas i n place. 

Q. As a g e o l o g i s t , do you t h i n k i t ' s necessary and 

ap p r o p r i a t e t o t r y t o subdivide the pool i n t o d i f f e r e n t 
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pools and develop d i f f e r e n t spacing f o r t h i s pool? 

A. No, I do not. 

Q. What i s the best way t o access the a d d i t i o n a l 

o p p o r t u n i t y t o increase u l t i m a t e recovery i n the pool? 

A. The increased d e n s i t y up t o the f o u r w e l l s per 

160 would allow you t o produce t h a t remaining gas. 

Q. And i n those areas of the pool where you don't 

have s u b s t a n t i a l overlay, i t ' s your preference t o leave i t 

t o the operator t o make the de c i s i o n on whether he spends 

h i s money on the a d d i t i o n a l w e l l or not? 

A. Yes. 

Q. Let's look a t how pressure a f f e c t s t h i s . I f 

y o u ' l l t u r n again backwards, look a t the hard paper copy of 

what i s marked "Dakota 160-Acre I n f i l l Pressure". Again, 

we're l o o k i n g a t the same d i s p l a y we looked a t a w h i l e ago? 

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

Q. A l l r i g h t . Take us through the overlays on 

pressure and describe f o r us what you see. 

A. Again, what y o u ' l l see i s s i m i l a r responses as 

you saw i n the l a s t s e r i e s of s l i d e s where the lower 

Cubero, Cubero, o v e r l i e each other i n the higher-pressured 

areas i f the Basin, and i t i s the Paguate t h a t i s 

res p o n s i b l e f o r the large m a j o r i t y of the lower pressure 

t h a t you see on the western side of the Basin. 

The Two Wells almost defines t h a t northwest-
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southeast t r e n d t h a t you see separating the blues from the 

yellows on the pressure map. 

Q. There seems t o be a s u b s t a n t i a l s i g n i f i c a n t 

conclusion between the remaining gas and higher pressure. 

I n other words, i f I'm i n an area of higher remaining gas, 

I'm also i n an equivalent area of higher pressure? 

A. Yes, t h a t ' s c o r r e c t . 

Q. They're j u s t l i n k e d t ogether, aren't they? 

A. And what does t h a t t e l l you as a g e o l o g i s t 

concerning w e l l density? 

A. That i n those areas the c u r r e n t spacing i s 

i n s u f f i c i e n t t o d r a i n those reserves. 

MR. KELLAHIN: Mr. Catanach — I mean, Mr. 

Stogner — 

EXAMINER STOGNER: Yes, Mr. Carr. 

(Laughter) 

MR. KELLAHIN: Just seeing i f you're awake. Mr. 

Stogner, we move the i n t r o d u c t i o n of Mr. Christiansen's 

E x h i b i t s 10, 11 and 12, and t h a t concludes my examination. 

EXAMINER STOGNER: E x h i b i t s 10, 11 and 12 w i l l be 

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

Are you the person I should ask about t h i s 

f a i r w a y question t h a t I had e a r l i e r ? I s t h i s more of a 

fa i r w a y geology? 

MR. KELLAHIN: I'm so so r r y I s a i d t h a t . 
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EXAMINATION 

BY EXAMINER STOGNER: 

Q. Well, i t looks l i k e the Two Wells i s a fa i r w a y 

per se. 

A. Yeah, I t h i n k i t ' s a r e l a t i v e term. I t h i n k the 

way t h a t Mr. K e l l a h i n used the term f a i r w a y , I would use as 

the area of the developed p o r t i o n of the f i e l d — of the 

poo l . There i s -- As you can see from the gas-in-place 

map, t h e r e are reasons why there are b e t t e r w e l l s i n some 

places than others. 

EXAMINER STOGNER: Mr. Chavez, a p o i n t of 

reference. Are these recognized formations w i t h t he 

D i v i s i o n i n the Aztec O f f i c e , the Cubero, lower Cubero and 

Two Wells? 

MR. CHAVEZ: Mr. Stogner, the geologic 

nomenclature i s not always agreed on by g e o l o g i s t s , but 

these are acceptable nomenclatures f o r those formations, 

the discussions we've been having w i t h t he operators i n the 

area. 

EXAMINER STOGNER: So you or your g e o l o g i s t i n 

the Aztec O f f i c e have no problem w i t h the terminology 

presented today? 

MR. CHAVEZ: No, s i r . 

Q. (By Examiner Stogner) Okay. One of th e t h i n g s 

t h a t stands out whenever I'm lo o k i n g a t Tab 10 — t h i s i s 
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the c r o s s - s e c t i o n — i n the San Juan 28-7 U n i t , which i s 

the middle area f o r the i n f i l l , the Paguate i s not shown t o 

be p r o d u c t i v e . I s t h a t accurate, or i s sometimes the 

Paguate produced over i n t h a t area, or what's t h e 

phenomenon going on here? Because t h a t looks p r e t t y t h i c k 

i n t h a t 28-7. 

A. The u n i t i s present t h e r e . I b e l i e v e , though, 

t h a t when you look a t the d e n s i t y l o g , which i s the black 

curve, y o u ' l l see no e f f e c t i v e p o r o s i t y t h e r e . So 

e s s e n t i a l l y i t ' s not e f f e c t i v e r e s e r v o i r . 

Q. Where's the breakout or breakoff? Where does 

i t — Well, i t shows, I guess, on the overlays. 

A. Right, and t h a t ' s the key, i s when you look a t 

the bulk volume hydrocarbon, you can see where t h e pay i s 

and where i t i s not. 

Q. Now, t h a t took me by s u r p r i s e about the Paguate 

and the Cubero being t h a t separated. Okay, again, I t h i n k 

you mentioned the lower Cubero was an a l l u v i a l system, and 

what's the Cubero again? I s t h a t — 

A. A f l u v i a l — The Cubero i s a c t u a l l y more of a 

marine-dominated u n i t , s horeline-type f l u v i a l d e l t a i c also. 

Q. When you say a shore — 

A. Nearshore marine. 

Q. Nearshore marine? How about the Paguate? 

A. I t ' s very s i m i l a r . 
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Q. Just l a i d down a t d i f f e r e n t times, o b v i o u s l y . 

A. Exactly. 

Q. And how about t h a t Two Wells, what's i t s primary 

deposition? 

A. I t ' s a marine, also a marine u n i t . Some people 

have i n t e r p r e t e d i t as offshore-type bar system, other 

people have i n t e r p r e t e d i t as a s h o r e l i n e system. 

Generally as you go up through the Dakota you become more 

and more i n f l u e n c e d by marine processes. 

Q. Okay, when I look at the c r o s s - s e c t i o n again, 

you've got the Cubero and then i t a b r u p t l y ends. Did i t 

not d e p o s i t over time, or was i t eroded out by t h e Paguate, 

or what happens between the two? 

A. More than l i k e l y , the way I would i n t e r p r e t i t i s 

t h a t t h e r e was an area of nondeposition t h a t e s s e n t i a l l y 

had t h a t pulse of sediment come out from the southeast 

p o r t i o n and was not deposited i n the northwest. 

Q. Okay, now what separates the Paguate and the Two 

Wells? 

A. I t ' s a k i n d of a s i l t y member t h a t you would 

i n c l u d e w i t h i n the Two Wells. I t i s not considered pay. 

Q. And what i s t h a t , a deep-water marine — 

A. I t i s a marine-type u n i t , yes — 

Q. But i t ' s — 

A. — offshore-type u n i t . 
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Q. Are these the only f o u r recognizable pay zones, 

or i s t h e r e any other pay zones w i t h i n the Dakota Pool? 

A. The lower Dakota i s a more conventional-type 

u n i t , but i s g e n e r a l l y water-bearing. 

Q. Pardon me? 

A. Water bearing. 

Q. Oh, water bearing. 

A. Yeah, and you can see t h a t i n the 28-7 w e l l 

t h e r e , t h a t lowermost sand. I t ' s a very discontinuous sand 

and g e n e r a l l y i s water-wet. 

Q. Okay, my question i s , I guess — l e t me rephrase 

i t . I s t h e r e any pay zones below the lower Cubero, or i s 

t h a t the base of the Dakota Pool? 

A. Well, f o r m a l l y — i f I understand i t , f o r m a l l y 

the base of the Dakota Pool i s 400 f e e t below the Greenhorn 

or base of the Greenhorn. 

Q. And where i s the Greenhorn, i f I was t o mark i t 

on t h i s cross-section? 

A. The cross-section i s a c t u a l l y hung on t h e base of 

the Greenhorn. So t h a t dark dashed l i n e t h a t you see i s 

the base of the Greenhorn. 

Q. Now, what i s the base of the Dakota? 

A. The base of the Dakota would g e o l o g i c a l l y be 

de f i n e d by the top of the Morrison. 

Q. Now, i s t h a t i n d i c a t e d here? 
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A. I t l i k e l y i s there a t the base of the sand. The 

top of the Morrison would be j u s t above 7400 on t h a t 28-7 

w e l l , would be where I p i c k i t . 

Q. Okay. Now what's between t h a t Morrison and the 

lower Cubero, what k i n d of a stone do we have? 

A. I n some instances you have h i g h - p o r o s i t y , h i g h -

p e r m e a b i l i t y - t y p e sandstone, but i t ' s t y p i c a l l y wet, and i n 

other places t h a t sandstone i s absent and you're 

e s s e n t i a l l y -- the conventional Dakota i s s i t t i n g on top of 

the Morrison. 

EXAMINER STOGNER: Mr. Chavez? 

MR. CHAVEZ: I ' l l step over t o be sure we're not 

having the same problems, i f t h a t ' s okay. 

EXAMINATION 

BY MR. CHAVEZ: 

Q. Mr. Christiansen, under Tab 10, your Dakota 

o r i g i n a l gas i n place, you said you r e v i s e d t h a t on the 

basis of the pressures you got i n the p i l o t p r o j e c t ; i s 

t h a t c o r r e c t ? 

A. That i s c o r r e c t , matched the s i m u l a t i o n gas i n 

place. 

Q. Would t h a t be only t o consider the areas between 

e x i s t i n g w e l l s t h a t already — you had the pressure zone? 

Or how were you able t o do t h a t when you had o r i g i n a l 

pressures i n the Dakota already and nothing changed f o r 
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you? Did those also change f o r you? 

A. Those also changed — 

Q. I n what way d i d the — 

A. — i f I understand your question c o r r e c t l y . 

Q. Well, what I was t r y i n g t o get a t here was, I 

could understand how you might want t o r e v i s e c u r r e n t gas 

i n place, based on those pressures, but o r i g i n a l gas i n 

place, which might be based on o r i g i n a l pressures from the 

o r i g i n a l w e l l on 320 or the i n f i l l 160 w e l l , when those 

area a v a i l a b l e t o you, how does 80-acre pressure change 

those o r i g i n a l pressures, change the o r i g i n a l gas i n place? 

A. The way I would e x p l a i n i t , I guess, i s t h a t you 

had — we had our s i m u l a t i o n runs t h a t showed — Let's see 

i f I understand t h i s r i g h t . I s what you're — Let me see 

i f I'm — rephrase your question here. Since you're 

i n t e r e s t e d i n knowing why the o r i g i n a l gas i n place i s 

changed, i f we knew what the 320 pressures were t o begin 

w i t h , i s t h a t — 

Q. Yes. 

A. — i s t h a t r i g h t ? Okay. I b e l i e v e one of the 

reasons i s t h a t we d i d n ' t have an adequate pore volume i n 

the o r i g i n a l gas i n place also i n our f i r s t v e r s i o n , t h a t 

our pore volume was increased due t o the s i m u l a t i o n . 

EXAMINER STOGNER: Mr. Chr i s t i a n s e n , you're 

beginning t o fade away a l i t t l e b i t . 
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THE WITNESS: Oh, okay. 

EXAMINER STOGNER: I f you can speak up a l i t t l e 

here. 

THE WITNESS: The o r i g i n a l gas-in-place model 

t h a t we had was a f u n c t i o n of both pressure and pore 

volume. The subsequent map t h a t you see here has been 

r e v i s e d w i t h respect t o pore volume t h a t was needed t o 

match the s i m u l a t i o n and production runs t h a t we were 

seeing from our p i l o t w e l l s . 

Q. (By Mr. Chavez) Okay, those pore volumes are 

d i f f e r e n t than what were derived from the o r i g i n a l models 

on the 320 and the 160 i n f i l l then? 

A. Yes. 

Q. To what degree d i d those pore volumes c o n t r i b u t e 

t o t h i s change i n the o r i g i n a l gas i n place? 

A. The pore volume was greater — was — the pore 

volume needed t o be increased t o match the s i m u l a t i o n runs. 

Therefore the gas i n place was increased. 

Q. Okay. Were those — You had t o change an element 

of your model i n the s i m u l a t i o n run. Did you have any 

other data t o support t h a t change i n the pore volumes, 

other than you needed t o change i t t o a d j u s t t o f i t your 

pressures? 

A. Right. The amount of pore volume t h a t was needed 

was not — d i d not exceed any type of p e t r o p h y s i c a l 
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measurements t h a t we have i n the Dakota. I t was w i t h i n the 

l i m i t s of what we say the p o r o s i t i e s were, a l l w i t h i n t he 

range t h a t we would expect f o r the Dakota. 

MR. CHAVEZ: Thank you, t h a t ' s a l l I have. 

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

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: Anybody else have any other 

questions of Mr. Christiansen? You may be excused a t t h i s 

time. S h a l l we take about a ten-minute recess? 

MR. KELLAHIN: Yes, s i r . 

(Thereupon, a recess was taken a t 3:15 p.m.) 

(The f o l l o w i n g proceedings had a t 3:40 p.m.) 

EXAMINER STOGNER: Okay, Mr. Ke l l a h i n ? 

MR. KELLAHIN: Mr. Stogner our next witness i s 

Mr. Jim Kolesar. He s p e l l s h i s l a s t name K-o-l-e-s-a-r. 

MR. KOLESAR: Correct. 

MR. KELLAHIN: He's a petroleum engineer and d i d 

the r e s e r v o i r s i m u l a t i o n f o r Conoco on t h e i r 28-and-7 p i l o t 

p r o j e c t . 

JIM KOLESAR. 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. For the record, s i r , would you please s t a t e your 
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name and occupation? 

A. Okay, my name i s Jim Kolesar and I'm a r e s e r v o i r 

engineer f o r Conoco. 

Q. On p r i o r occasions, Mr. Kolesar, have you 

t e s t i f i e d before the Divis i o n ? 

A. I have not. 

Q. Summarize f o r us your education. 

A. Okay, I have a bachelor of science degree i n 

biochemistry i n 1978 from the U n i v e r s i t y of P i t t s b u r g h , a 

mining engineering degree from the U n i v e r s i t y of P i t t s b u r g h 

i n 1980 and a master's i n petroleum engineering from Penn 

State i n 1985. 

Q. What i s your c u r r e n t r e s p o n s i b i l i t i e s f o r Conoco 

concerning the A p p l i c a t i o n t h a t ' s before the D i v i s i o n t h i s 

afternoon? 

A. My r e s p o n s i b i l i t i e s concerning the A p p l i c a t i o n 

t h a t ' s before the D i v i s i o n include c a l i b r a t i n g our model 

w i t h the data t h a t we acquired from our p i l o t w e l l s and 

then f o r e c a s t i n g the model t o p r e d i c t how those w e l l s would 

perform. 

Q. Are the e x h i b i t s we're about t o look a t your work 

product, Mr. Kolesar? 

A. Yes, they are. 

Q. And are the opinions you're about t o express as a 

petroleum engineer your own p r o f e s s i o n a l opinions? 
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A. Yes, they are. 

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

petroleum engineer. 

EXAMINER STOGNER: Mr. Kolesar, t h a t was a BS i n 

biochem and a BS i n mining — 

THE WITNESS: Mining engineering. 

EXAMINER STOGNER: I'm sorry? 

THE WITNESS: Mining engineering. 

EXAMINER STOGNER: And t h a t was a BS or BMS? 

THE WITNESS: BS. 

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

MR. KELLAHIN: His e x h i b i t s are going t o be 13, 

14 and 15, so i f y o u ' l l t u r n w i t h me t o E x h i b i t Tab 13, 

t u r n past the tab, l e t ' s go d i r e c t l y t o some of the 

c r i t i c a l p o i n t s about your study. 

Q. (By Mr. K e l l a h i n ) Did you have s u f f i c i e n t data? 

A. Yes, we d i d . One of the conclusions t h a t Conoco 

reached i n t h e i r p i l o t program was t h a t s u f f i c i e n t data was 

acquired t o p r o p e r l y assess the need t o i n f i l l t he Dakota 

i n the 28-7 U n i t . 

Q. Okay, describe f o r us the basis f o r t h a t 

conclusion. 

A. Conoco d r i l l e d a t o t a l of 15 p i l o t w e l l s , and 

those w e l l s were d r i l l e d i n two groups. The i n i t i a l group 

con s i s t e d of s i x w e l l s t h a t were d r i l l e d across the u n i t 
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and the second group consisted of nine wells that were 

d r i l l e d i n a very focused area of the u n i t . And i n each of 

those w e l l s we acquired data. 

I n the o r i g i n a l s i x w e l l s we acquired open-hole 

logs, zonal pressures, core data i n Two Wells and ran some 

s p e c i a l t y logs t o look f o r f r a c t u r i n g . 

I n the second group of nine w e l l s we ran cased-

hole logs and acquired bottomhole commingled pressures. 

Q. Have you conducted your work on behalf of Conoco 

independent and separate from the work being done by 

B u r l i n g t o n i n t h e i r p i l o t areas? 

A. Yes, I have. 

Q. Let's t u r n t o the next d i s p l a y . What have you 

concluded about the appropriateness of i n c r e a s i n g the w e l l 

density? 

A. Okay, a l l the data t h a t we have from our p i l o t 

w e l l s p o i n t s toward the need t o increase the d e n s i t y up t o 

f o u r w e l l s per 320 GPU. 

Q. What d i d you f i n d , i n a summary f a s h i o n , t h a t 

supports t h a t conclusion? 

A. There are several f a c t s t h a t support t h a t 

conclusion. One i s , as Jack showed e a r l i e r , t h a t p i l o t 

r a t e s and pressures were higher than expected, and t h a t 

r e q u i r e d t h a t we increased the amount of gas i n place i n 

our 28-7 model. And w i t h more gas i n place, t h e r e was more 
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gas l e f t i n place f o r the 8 0 acres t o t a r g e t . 

Another reason t h a t I come t o t h a t conclusion i s 

t h a t the Dakota formation i s a very t i g h t f o r m a t i o n , i t ' s 

layered, and i t ' s l a t e r a l l y heterogeneous, and t h a t r e s u l t s 

i n a very low recover f a c t o r i n the 28-7 u n i t . 

Q. Let's t a l k about your statement where you found 

increased r a t e s and pressures r e q u i r e d you f o r your own 

work t o increase the o r i g i n a l gas i n place i n your area. 

A. Okay. 

Q. Now, Mr. Chavez was asking the l a s t witness about 

t h a t a c t i v i t y . Did you increase the o r i g i n a l gas i n place 

and s t i l l honor the o r i g i n a l pressure data you had f o r the 

parent w e l l and f o r the i n f i l l w ell? 

A. Yes, as I ' l l show i n a few s l i d e s , t h e pressure 

t h a t we used f o r the i n i t i a l pressure i n the model was 

based on data t h a t we e x t r a c t e d from D w i g h t ' s, and i t 

represents the average pressure a t the time t h a t the 320 

w e l l s were d r i l l e d , and t h a t was a f i x e d , you know, given, 

t h a t we d i d not change i n the model. What we d i d change i n 

the model was the pore volume, t o increase the gas i n 

place. 

Q. Was the pore volume changed t o such a magnitude 

t h a t i t exceeded reasonable engineering and geologic 

expectations i n the r e s e r v o i r ? 

A. No, not a t a l l . 
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Q. A l l r i g h t , l e t ' s look a t the next d i s p l a y . Can 

we apply, i n your o p i n i o n , the r e s u l t s from the p i l o t 

p r o j e c t t o a poolwide d e c i s i o n on w e l l density? 

A. Yes, we can. 

Q. What supports t h a t opinion? 

A. As t h i s s l i d e shows, th e r e are two f a c t s t h a t 

support t h a t o p i nion. The f i r s t i s t h a t our model r e s u l t s 

are very c o n s i s t e n t w i t h B u r l i n g t o n ' s model r e s u l t s . Our 

c a l i b r a t e d 28-7 p i l o t model p r e d i c t s an EUR f o r 80-acre 

d e n s i t y w e l l s of 1.25 BCF, and t h a t ' s very much i n l i n e 

w i t h what B u r l i n g t o n p r e d i c t s f o r t h e i r 27-5 u n i t . 

And i t ' s also important t o note t h a t our models 

were constructed t o t a l l y independently, using d i f f e r e n t 

techniques and d i f f e r e n t assumptions by two d i f f e r e n t 

companies, y e t we ended up w i t h the same r e s u l t s . 

And also, i f you look a t the gas-in-place model 

t h a t — the i n i t i a l gas-in-place model t h a t Glen presented, 

t h a t was constructed independent of our 2 8-7 p i l o t r e s u l t s . 

And i f you look on t h a t map y o u ' l l n o t i c e t h a t the gas i n 

place i n our p i l o t area, based on Glen's map, i s 16 BCF per 

s e c t i o n . C a l i b r a t e d , the gas i n place f o r the c a l i b r a t e d 

model was 17.2 BCF per s e c t i o n . So again you have, using 

t o t a l l y d i f f e r e n t techniques by d i f f e r e n t companies, 

a r r i v i n g a t the same conclusion. 

Q. Let's t u r n t o E x h i b i t Tab 14. What are we about 
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t o look a t behind E x h i b i t Tab 14? What does t h i s 

c o l l e c t i o n of e x h i b i t s represent? 

A. Okay, the c o l l e c t i o n of E x h i b i t s i n Tab 14 

represent the model, how i t was constructed, how i t was 

v a l i d a t e d , and the f o r e c a s t r e s u l t s . 

Q. A l l r i g h t , lead us through t h a t d i s c u s s i o n . 

A. Okay, t h i s f i r s t e x h i b i t shows the 28-7 u n i t , the 

o u t l i n e of the 28-7 u n i t , and the 28-7 u n i t i n c l u des p a r t s 

of 54 sections i n 28-7 and 27-7. I t contains a t o t a l of 

2 01 a c t i v e Dakota producers. 

There's a typo i n the next b u l l e t : That should 

be 15. Of those 201 producers, 15 are p i l o t w e l l s . A l l 

32 0-acre Dakota l o c a t i o n s are d r i l l e d . We c u r r e n t l y have 

f i v e open l o c a t i o n s f o r 160s. Three of those are on our 

d r i l l schedule and two of those are l o c a t e d i n the southern 

p a r t of the u n i t where the Dakota i s not economic a t t h i s 

time. 

And the blue box represents the p i l o t model; i t 

includes 16 sections. And the green-hached area represents 

t h e i n t e r i o r of the model, and t h a t ' s the place where I 

w i l l e x t r a c t the r e s u l t s from. 

A l l r i g h t , why are you using P i l o t Well 225E as 

the p o i n t i n which you surround your model? 

A. Okay, i n the 225E w e l l , we had hole core data, we 

had a f u l l s u i t e of open-hole logs, zonal pressures, and we 
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ran an MRI t o look f o r f r a c t u r i n g . Therefore we had a 

f a i r l y extensive data set t o base our model on. 

Q. A l l r i g h t , l e t ' s look a t the next page and have 

you describe t h i s . 

A. Okay, the next page shows an enlargement of the 

model area. Again, i t ' s 16 sect i o n s . The red w e l l s 

represent the Phase I w e l l s , the o r i g i n a l s i x w e l l s . The 

blue w e l l s represent the Phase I I w e l l s . And y o u ' l l 

n o t i c e , i f you look at the i n t e r i o r f o u r s e c t i o n s , t h a t 

e i g h t of the nine Phase I I w e l l s are contained i n those 

f o u r s e c t i o n s . And the yellow w e l l s represent the e x i s t i n g 

160- and 320-acre w e l l s . 

Q. A l l r i g h t , next d i s p l a y . Describe t h i s f o r us. 

A. Okay. As I mentioned, we centered the model on 

Well 2 2 5E t o come up w i t h our i n i t i a l model d e s c r i p t i o n 

because of the data t h a t we had on t h a t w e l l . The model 

i t s e l f i s a 64-by-64 a r e a l g r i d . I t has t h r e e l a y e r s and 

one each f o r the Two Wells, the Cubero and the lower 

Cubero. 

I t has an i n i t i a l pressure of 3184 a t 7220 f e e t , 

which represents the i n i t i a l r e s e r v o i r pressure a t the time 

t h a t the 320s were d r i l l e d . And the c a l i b r a t e d model i n 

those i n t e r i o r f o u r sections had an i n i t i a l gas i n place of 

17.2 BCF per s e c t i o n . 

Q. A l l r i g h t , l e t ' s t u r n t o the r e s e r v o i r 
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parameters. 

A. Okay, t h i s e x h i b i t shows the r e s e r v o i r parameters 

t h a t were included i n the model, and you can see the t h r e e 

l a y e r s represented by columns and the parameters 

represented by rows on t h i s s l i d e . 

The f i r s t row, p e r m e a b i l i t y , i n the Two Wells i s 

.014; Cubero .0105; and lower Cubero .0018. P e r m e a b i l i t y 

represents the a b i l i t y of the gas t o move, or a f l u i d t o 

move, throughout a porous medium. And p e r m e a b i l i t i e s i n 

t h i s range are very low, and so the gas has a d i f f i c u l t 

time m i g r a t i n g through the formation. I n p a r t i c u l a r , i f 

you look a t the lower Cubero, .002 i s extremely low. 

The net thicknesses were der i v e d from l o g data 

where we looked at c u t o f f s i n the gamma-ray, r e s i s t i v i t i e s 

and also i n the p o r o s i t y logs. And f o r a s t a r t i n g p o i n t we 

used an average p o r o s i t y of .08 i n each of those t h r e e 

horizons and a water s a t u r a t i o n of 35 percent. 

Q. A l l r i g h t , describe f o r us the s l i d e t h a t deals 

w i t h the c a l i b r a t i o n of the models. 

A. Okay, the method t h a t we used t o c a l i b r a t e the 

model e n t a i l e d f o r c i n g the model t o honor the h i s t o r i c a l 

monthly volumes from the e x i s t i n g w e l l s , from the time they 

were d r i l l e d , up through the end of 1999. And when we 

fo r c e d the w e l l s t o honor those e x i s t i n g volumes, t h a t 

created a pressure d i s t r i b u t i o n i n the r e s e r v o i r t h a t we 
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then compared w i t h the Phase I I p i l o t w e l l data. 

And i t was necessary t o make some adjustments i n 

the model i n order t o match t h a t pressure data. So we had 

t o increase pore volume i n places, modify p e r m e a b i l i t y 

s l i g h t l y , and also change some of the i n t e r - b l o c k f l o w 

c h a r a c t e r i s t i c s i n order t o make t h a t pressure match. 

The next step was t o t u r n the model on t o 

f o r e c a s t mode and fo r e c a s t the e x i s t i n g w e l l s out t o t h e i r 

economic l i m i t s . And we wanted t o v a l i d a t e t h a t t he model 

was g i v i n g reasonable numbers when i t was turned i n t o 

f o r e c a s t mode, so we compared the EURs p r e d i c t e d by the 

model w i t h those p r e d i c t e d by d e c l i n e curves. And a f t e r we 

were comfortable w i t h the f i r s t t h r e e b u l l e t p o i n t s , then 

we turned on the p i l o t w e l l s and f o r e c a s t t h e i r 

performance. 

Q. A l l r i g h t , s i r , l e t ' s t u r n t o the next d i s p l a y . 

I d e n t i f y and describe t h i s f o r us. 

A. Okay, t h i s d i s p l a y i s a comparison of the model 

f o r e c a s t f o r the e x i s t i n g 160- and 320-acre w e l l s w i t h the 

decline-curve f o r e c a s t s through the year 2040. And up 

through the end of year 1999, the two curves ov e r l a y each 

other d i r e c t l y because we were f o r c i n g the model t o honor 

h i s t o r i c a l data. We turned i t i n t o f o r e c a s t mode i n the 

year 2000, and you can see there's a very minor d e v i a t i o n , 

but i t i n essence i s an e x c e l l e n t match between the d e c l i n e 
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curves and the model. 

So we f e l t comfortable a t t h i s p o i n t t h a t not 

only d i d the model do a good j o b of honoring pressure 

d i s t r i b u t i o n w i t h i n the r e s e r v o i r , but i t al s o d i d an 

e x c e l l e n t j o b of f o r e c a s t i n g out the performance of the 

e x i s t i n g w e l l s . 

Q. A l l r i g h t , s i r , the next d i s p l a y . 

A. Okay, t h i s next d i s p l a y compares the measured 

pressure, bottomhole pressures i n our p i l o t w e l l s , t o the 

pressures i n the model, i n the c e l l s c o n t a i n i n g the p i l o t 

w e l l s . So you can see from t h i s s l i d e t h a t our Phase I I 

w e l l s encountered a b i g pressure range. And from a low of 

— on the f a r l e f t of the graph, of around 1800 p . s . i . i n 

Well 130E, t o a high of close t o 3000 p . s . i . i n Well 190F. 

And you can j u s t see there's an e x c e l l e n t match between the 

pressures p r e d i c t e d by the model and the measured 

bottomhole pressures i n a l l of the p i l o t w e l l s , and the 

standard d e v i a t i o n of the match was about .67 p . s . i . 

Q. Okay, what happens next? 

A. Okay, next was t o t u r n on the p i l o t w e l l s and t o 

compare the performance, the p r e d i c t e d performance of the 

p i l o t w e l l s w i t h the a c t u a l p i l o t data. And the next th r e e 

e x h i b i t s show a comparison of three w e l l s . 

The f i r s t w e l l i s 225E, and t h a t i s the w e l l t h a t 

we b u i l t the model around. I t ' s the w e l l t h a t we had the 
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longest flow period on and we also had most of the data on. 

And you can see t h a t the model does an e x c e l l e n t j o b 

p r e d i c t i n g the 22 5E r a t e . 

On the next e x h i b i t the 13OE w e l l was d r i l l e d i n 

a low-pressure area, and i t was one of our l o w e s t - r a t e 

w e l l s . And e a r l y on, because i t was low pressure, you can 

see the 13OE w e l l had some t r o u b l e unloading the f r a c j o b . 

I t peaked a t a r a t e of about 450 per day and went on 

d e c l i n e a t t h a t p o i n t , and then somewhere, 3 0 or 40 days on 

p r o d u c t i o n , s t a r t e d loading up, and you can see the upward 

and downward cycles of the r a t e as the w e l l loaded up and 

unloaded. 

But the model also does a very good j o b of 

drawing the p r e d i c t e d f o r e c a s t of going r i g h t through the 

middle of the data of the highs and lows f o r t h a t 

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

Q. A l l r i g h t , and the l a s t production? 

A. So the 130E represented a low-pressure, low-rate 

w e l l . The next s l i d e i s -- represents the match the p i l o t 

had w i t h the 2 2 5F w e l l , which i s one of the h i g h e r -

pressure, h i g h e r - r a t e w e l l s . And again, you see t h a t the 

model does a very good job p r e d i c t i n g the i n i t i a l 

performance of 225F. 

So i n general, the model i s able t o p r e d i c t the 

r a t e s out of low-pressure, low-rate areas, and al s o does a 
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very good job in high-pressure, higher-rate areas. 

Q. At t h i s p o i n t , what i s your confidence l e v e l 

about the accuracy of the model? 

A. I f e e l very comfortable w i t h i t . 

Q. So now you're ready t o allow i t t o f o r e c a s t , what 

happens? 

A. Yes. 

Q. Let's do t h a t — 

A. Okay. 

Q. — show what happens. 

A. Okay, the next three e x h i b i t s r e s u l t from l e t t i n g 

the same thr e e p i l o t w e l l s continue t o produce out through 

January of 2 040. 

And i n the 2 2 5E w e l l , the model p r e d i c t s a 

recovery of about 1.4 BCF. 

And on the next e x h i b i t , the recovery f o r the 

13OE, which was a lower-pressure, l o w e r - i n i t i a l - r a t e w e l l , 

i s j u s t s l i g h t l y under 1 BCF. 

And i n the next s l i d e the recovery f o r the 225F, 

which was a higher-pressure, h i g h - i n i t i a l - r a t e w e l l , i s 

s l i g h t l y under 2 BCF. 

And the s l i d e a f t e r t h a t summarizes the data from 

the remaining p i l o t w e l l s t h a t I d i d not i n c l u d e c h a r t s 

f o r . And the range of recoveries, then, goes from s l i g h t l y 

under 1 BCF i n the 13OE w e l l t o a maximum of s l i g h t l y under 
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2 BCF i n the 225F w e l l . The a r i t h m e t i c average of a l l the 

p i l o t w e l l s i s 1.25 BCF. 

Q. Are the forecasts f o r the pro d u c t i o n of these 

w e l l s p r e d i c a t e d on them being the t h i r d and t h e f o u r t h 

i n f i l l w e l l , i f you w i l l ? 

A. No, they are not. 

Q. So what are we modeling? 

A. The p i l o t w e l l s i n the 28-7 u n i t were d r i l l e d 

over a two-month pe r i o d , so they b a s i c a l l y a l l came on a t 

the same time. 

Q. So are we f o r e c a s t i n g what the p i l o t w e l l w i l l 

do, or what these w e l l s w i l l do, on a d e n s i t y p a t t e r n 

t h a t ' s the equivalent of the 80-acre density? I s t h a t what 

we're doing here? 

A. Yes, i t c l o s e l y approximates 80-acre d e n s i t y i n 

the t op two sections of those i n t e r i o r f o u r s e c t i o n s , yes. 

Q. I don't care what the model does about the parent 

w e l l and the f i r s t i n f i l l w e l l , I want t o know what the 

model w i l l show me i f I d r i l l the t h i r d and the f o u r t h 

w e l l . I s t h a t what I'm seeing here? 

A. Yes. 

Q. Okay. And under t h i s scenario, then, a t l e a s t 

f o r the modeled area, we know i t i s p r o f i t a b l e t o d r i l l the 

t h i r d and the f o u r t h well? 

A. Yes. 

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 

85 

Q. There i s s u f f i c i e n t recoverable gas, incremental 

gas, t h a t makes t h i s p r o f i t a b l e ? 

A. Yes. 

Q. A l l r i g h t . Let's t u r n t o E x h i b i t Tab 15. Now, 

have you made the same assumptions when we get i n t o t h i s 

s e c t i o n of your d i s p l a y about u t i l i z i n g the o p p o r t u n i t y t o 

d r i l l a Mesaverde Dakota downhole commingled wellbore? Mr. 

Kean i n h i s p r e s e n t a t i o n e a r l i e r t h i s a fternoon 

demonstrated h i s conclusion t h a t Dakota development w i l l 

take place as a t a g or a t a i l t o a Mesaverde w e l l . Do you 

come t o t h a t same conclusion? 

A. Yes, and I have a s l i d e t h a t addresses t h a t . 

Q. Okay, a l l r i g h t . Do you see a s u b s t a n t i a l 

o p p o r t u n i t y t o d r i l l stand-alone Dakota wells? 

A. As w i l l show i n a few s l i d e s , the economics of 

the stand-alone Dakota w e l l s i n the 28-7 U n i t look good. 

They would look much b e t t e r i f they were commingled w i t h 

the Mesaverde. 

Q. Let's t a l k about E x h i b i t Tab 15. What are we 

about t o see when we look a t t h i s p o r t i o n of the e x h i b i t 

book? 

A. Okay, one of the important components of 

determining how economic an i n f i l l program i s , i s t o 

q u a n t i f y how much of a w e l l ' s recovery i s due t o the 

incremental production and how much i s due t o acce l e r a t e d 
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p r o d u c t i o n . 

Q. There's c e r t a i n l y no i n c e n t i v e f o r Conoco t o 

d r i l l w e l l s t h a t do nothing more than s u b s t a n t i a l l y 

a c c e l e r a t e the r a t e of recovery t h a t can be achieved w i t h 

e x i s t i n g wells? 

A. There i s not. 

Q. That's not good business sense, i s i t ? 

A. No. 

Q. So what you're l o o k i n g f o r i s s u f f i c i e n t 

incremental gas — 

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

Q. — t h a t you would not otherwise recover? 

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

Q. And what have you concluded? 

A. This graph shows the r e l a t i o n s h i p of the 

a c c e l e r a t i o n component t o the incremental component i n our 

28-7 p i l o t model. And on the l e f t - h a n d Y a x i s we have gas 

recovery -- t h i s i s f o r the i n t e r i o r f o u r s e c t i o n s of the 

model — versus time. 

And the a c c e l e r a t i o n component i s shown as the 

area between the blue and the green curves. 

The incremental component i s shown as the area 

between the red and the blue curves. 

And v i s u a l l y i f you look a t these two areas, you 

can see t h a t the incremental component i s overwhelmingly 
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l a r g e r than the a c c e l e r a t i o n component. 

Q. A l l r i g h t , l e t ' s t u r n t o the next d i s p l a y . 

A. So i f you apply t h a t — Did you have a question 

f i r s t or — 

Q. No, s i r , go ahead. 

A. Okay. So i f you apply t h a t r a t i o t o a p e r - w e l l 

basis you end up w i t h , of t h a t 1.2 BCF t o t a l recovery per 

80-acre i n f i l l w e l l , t h a t 1.05 BCF i s incremental reserves 

or 84 percent of t h a t t o t a l , and .2 BCF are ac c e l e r a t e d 

reserves or 16 percent of t h a t t o t a l . 

Q. A l l r i g h t , s i r , next s l i d e . 

A. Okay, the next e x h i b i t shows the b e n e f i t s of 

d r i l l i n g i n f i l l w e l l s i n 28-7 U n i t . I f you look a t t h e 

c h a r t on the l e f t side of the page, i t shows the i n i t i a l 

gas i n place i n the model of 17.2 BCF per s e c t i o n . The 

model p r e d i c t s t h a t the e x i s t i n g w e l l s w i l l recover 6.1 BCF 

or 36 percent, which i s shown on the r i g h t s i d e . 

By d r i l l i n g four a d d i t i o n a l w e l l s per s e c t i o n , 

you increase the recovery t o 10.3 BCF, which increases the 

recovery f a c t o r t o nearly 60 percent. 

Q. A l l r i g h t , make sure I understand. The 6.1 BCF, 

i s t h a t included i n the 10.3? 

A. Yes. 

Q. A l l r i g h t . 

A. So the four p i l o t w e l l s w i l l recover a l i t t l e 
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over a BCF each, so s i x plus f o u r gets you t o the t e n . 

Q. I got i t . What's the next p o r t i o n of the s l i d e 

show? 

A. The r i g h t h a l f of the s l i d e shows t h a t the 

recovery i s increased from 3 6 percent w i t h the e x i s t i n g 

d e n s i t y t o n e a r l y 60 percent by d r i l l i n g f o u r a d d i t i o n a l 

w e l l s per s e c t i o n . 

Q. Okay, l e t ' s look at the next s l i d e . 

A. Okay, t h i s e x h i b i t shows the b e n e f i t of those 

a d d i t i o n a l f o u r w e l l s per s e c t i o n on the abandonment 

pressure. 

I n i t i a l pressure i n our model i s 3184. Based on 

a 6.1-BCF-recovery per s e c t i o n w i t h e x i s t i n g w e l l s , t h a t 

lowers the pressure t o 2047, so there's — a t the economic 

l i m i t of the e x i s t i n g d e n s i t y there's s t i l l q u i t e a b i t of 

pressure l e f t i n the r e s e r v o i r . 

By d r i l l i n g f o u r a d d i t i o n a l w e l l s , you lower t h a t 

pressure, t h a t abandonment pressure, t o 13 00. 

Q. A l l r i g h t , l e t ' s look a t the economics, i f y o u ' l l 

t u r n t o the next s l i d e . I d e n t i f y and describe t h i s f o r us. 

A. Okay, t h i s s l i d e shows the economics f o r the 

average 80-acre i n f i l l w e l l i n the 28-7 U n i t . And the 

assumptions t h a t went i n t o the economic a n a l y s i s i n c l u d e d a 

s i n g l e Dakota completion, so i t ' s not commingled. The 

incremental reserves are 1.05 BCF per w e l l . I d i d not 
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account f o r a c c e l e r a t i o n i n these economics. Well costs 

were $650,000, operating costs of $500 per month, I used a 

f l a t $2.75 gas p r i c e and a 9-percent discount r a t e . 

And those assumptions r e s u l t e d i n a discounted 

a f t e r - t a x PI of 1.8, 1 being break-even, an a f t e r - t a x 

discounted NPV of $351,000 and a r a t e of r e t u r n of 69 

percent. So the economics were very robust. 

Q. Let's t a l k about the next s l i d e and have you 

discuss and describe how you t h i n k the Dakota development 

i s going t o take place i n companionship w i t h the Mesaverde. 

A. Okay. To date, Conoco has i d e n t i f i e d 117 

p o t e n t i a l 80-acre completion l o c a t i o n s . And i f you apply 

the same s i n g l e - w e l l numbers t o those completions, you end 

up w i t h incremental reserves of about 12 3 BCF i n the u n i t , 

a c c elerated reserves of 23 BCF and t o t a l reserves of 146 

BCF. 

And we estimate t h a t approximately 7 5 percent of 

those 117 completions, or roughly 85 w e l l s , w i l l be 

commingled w i t h the Mesaverde. 

Q. Can you give us a g e n e r a l i z a t i o n about how many 

of these w e l l s we might see d r i l l e d i n the reasonable, 

foreseeable f u t u r e ? We're doubling the o p p o r t u n i t y f o r 

w e l l s . Are we going t o see an explosion of d r i l l i n g 

a c t i v i t y , i f you w i l l , i f the r u l e s change? 

A. Okay, t h i s year Conoco w i l l d r i l l between 80 and 
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85 new w e l l s i n the Basin. And we a n t i c i p a t e t h a t we w i l l 

continue t o d r i l l the same number of w e l l s over the next 

few years. And the reason f o r t h a t i s t h a t we're l i m i t e d 

by the number of r i g s , a v a i l a b l e r i g s , we're l i m i t e d by the 

number of completion crews. And so we do not expect t o see 

any increase i n our number of new d r i l l s over the next few 

years as a r e s u l t of these l o c a t i o n s becoming a v a i l a b l e . 

Q. Do you see any problems, as a petroleum engineer, 

i f the Dakota r u l e s are made s u b s t a n t i a l l y the same as the 

Mesaverde wells? 

A. I do not. 

Q. Do you see the remaining o p p o r t u n i t y f o r both 

those pools t o be accessed by w e l l s t h a t are d r i l l e d as 

commingled wellbores? 

A. Yes. 

Q. That's going t o be the f u t u r e of t h i s a c t i v i t y , 

i s i t not? 

A. Yes. 

MR. KELLAHIN: That concludes my examination of 

Mr. Kolesar, Mr. Stogner. 

We move the i n t r o d u c t i o n of h i s E x h i b i t s 13, 14 

and 15. 

EXAMINER STOGNER: E x h i b i t s 13, 14 and 15 w i l l be 

admitted i n t o evidence. 

Thank you, Mr. K e l l a h i n . 
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EXAMINATION 

BY EXAMINER STOGNER: 

Q. Were you on t h i s p r o j e c t i n i t i a l l y , or d i d you 

get put on a f t e r i t got started? 

A. I was put on t h i s p r o j e c t t h i s summer, e a r l y 

summer — 

Q. This summer, so you d i d n ' t — 

A. — so I was not on i t i n i t i a l l y , no. 

Q. Okay, so you d i d n ' t have any i n p u t about where 

the w e l l s were t o be placed? 

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

EXAMINER STOGNER: Mr. Chavez, do yo have any 

questions? 

MR. CHAVEZ: Yes, s i r . 

EXAMINATION 

BY MR. CHAVEZ: 

Q. Mr. Kolesar, you said s u f f i c i e n t data was 

acquired. Did you — By " s u f f i c i e n t " , d i d you do some type 

of a s t a t i s t i c a l a n alysis t o give a c e r t a i n degree of 

c e r t a i n t y t o t h i s , or how d i d you — how do you come up 

w i t h the idea of " s u f f i c i e n t " ? 

A. I be l i e v e t h a t s u f f i c i e n t data was acquired 

because of the high d e n s i t y of w e l l s t h a t we d r i l l e d i n 

those i n t e r i o r f o u r sections approximated 80-acre d e n s i t y . 

We acquired pressure and logs i n those w e l l s , and the 
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pressure range was matched by the model, and the r e s u l t s 

are f a i r l y c o n s i s t e n t w i t h B u r l i n g t o n ' s numbers. 

Q. Okay, i s your conclusion about increased d e n s i t y 

o n l y f o r the 28-7 U n i t , or how do you p r o j e c t your 

conclusion t o go across the e n t i r e p o o l , Basin-Dakota Pool? 

A. Okay, the model r e s u l t s t h a t are presented are 

f o r the 28-7 U n i t . 

Q. So you're not t r y i n g t o draw any conclusions from 

your testimony about the r e s t of the Basin-Dakota Pool? 

A. I n an e a r l y s l i d e — I b e l i e v e s l i d e 3 under Tab 

13 — I d i d r e l a t e how our model r e s u l t s are c o n s i s t e n t 

w i t h B u r l i n g t o n ' s and also how our gas-in-place numbers 

from the model are con s i s t e n t w i t h B u r l i n g t o n ' s which would 

tend t o v a l i d a t e some of the broad-brush Basinwide 

techniques t h a t B u r l i n g t o n i s using t o screen f o r i n f i l l 

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

Q. Okay. 

A. Okay? 

Q. When you had t o ad j u s t pore volumes as Mr. 

Chr i s t i a n s e n s a i d he had t o i n h i s model, you also had t o 

a d j u s t p e r m e a b i l i t y ; i s t h a t r i g h t ? 

A. Yes. 

Q. Now, when -- Under Tab 14 where you used 

r e s e r v o i r parameters, are the p e r m e a b i l i t i e s you show t h e r e 

the adjusted p e r m e a b i l i t i e s ? 
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A. No, s i r , they are not. What those p e r m e a b i l i t i e s 

represent are the p e r m e a b i l i t i e s t h a t we had from our core 

data from the 225E w e l l and the match of the zonal 

pressures i n the 225E w e l l . So those p e r m e a b i l i t i e s are 

the s t a r t i n g p o i n t f o r the Phase I I p i l o t match. 

Q. Okay, then I don't understand. You used these 

a c t u a l measured p e r m e a b i l i t i e s f o r a c e r t a i n p o r t i o n of 

your modeling, but then you made adjustments t o them, t o 

f i t t he r e s u l t s t h a t you had? 

A. Okay, the p e r m e a b i l i t i e s shown i n t h a t s l i d e 

represent the match of the zonal pressures i n the 225 E 

w e l l , and t h a t was a l l the data we had a t the time t h a t the 

225E model was c a l i b r a t e d . 

Then when we expanded the model t o i n c l u d e the 

Phase I I w e l l s , we acquired new data, and t h a t i s the 

pressure data from the a d d i t i o n a l nine w e l l s t h a t we 

d r i l l e d . Somebody had t o ad j u s t the pore volume and the 

p e r m e a b i l i t y i n c e r t a i n layers t o honor the pressure data 

t h a t we measured i n those a d d i t i o n a l nine w e l l s . 

Q. And what type of adjustments d i d you make t o the 

p e r m e a b i l i t i e s ? 

A. Okay, i n some areas where the pressure was lower 

-- say f o r example near the 13OE w e l l — i t appeared t h a t 

o f f s e t w e l l s were d r a i n i n g t h a t area. So I increased the 

p e r m e a b i l i t y i n t h a t area s l i g h t l y . 
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I n other areas where the pressure was much higher 

than the model p r e d i c t e d , then I had t o d i v e r t f l o w from 

e x i s t i n g w e l l s away from t h a t area. So I had t o reduce 

p e r m e a b i l i t y and also reduce i n t r a - b l o c k f l o w . 

Q. O v e r a l l , then, t o come up w i t h t he conclusions 

t h a t you d i d — and you agree w i t h the conclusions e a r l i e r 

t h a t t h e r e i s more gas i n place than was o r i g i n a l l y 

determined before the p i l o t p r o j e c t i n the 28-7 Unit? 

A. I agree w i t h t h a t , yes. 

Q. So i f you ad j u s t the pore volumes upward and, 

based on the gas, do you have t o a d j u s t , i n general, t he 

p e r m e a b i l i t y downward from what you e a r l i e r presumed? 

A. No, not i n general. I had t r i e d i n the h i s t o r y 

match before t r y i n g t o c a l i b r a t e the model t o t h e new data 

t h a t we acquired from the Phase I I w e l l s , t r i e d a d j u s t i n g 

p e r m e a b i l i t y independently of pore volume, I t r i e d 

a d j u s t i n g pore volume independent of p e r m e a b i l i t y , and 

found t h a t I could only get a good match i f I adjusted 

those together. 

Q. Under Tab 15, your l a s t sheet t h e r e , you say 

the r e are 117 p o t e n t i a l 80-acre completions i d e n t i f i e d . 

Now, how many — I s t h a t two more w e l l s f o r each GPU w i t h i n 

the 28-7 U n i t , or are there some GPUs from the 28-7 U n i t 

t h a t w i l l not — t h a t cannot be 8 0-acre development? 

A. Okay, my understanding — and t h i s number was 
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created by our g e o l o g i s t , and my understanding of t h a t 

number i s t h a t i t represents the m a j o r i t y of l o c a t i o n s , 

based on a bunch of considerations l i k e t e r r a i n , and also 

the q u a l i t y of the Dakota formation. So as you move t o the 

south of the u n i t , the q u a l i t y of the Dakota f o r m a t i o n 

d e t e r i o r a t e s . So we have areas down th e r e t h a t we probably 

would not d r i l l a t t h i s time. And th e r e might be i n 

c e r t a i n areas — the t e r r a i n might be too rough t o d r i l l 

f o u r a d d i t i o n a l w e l l s per s e c t i o n , so maybe we're only 

l i m i t e d t o th r e e . 

But i t was h i s a b i l i t y t o i d e n t i f y as many 

l o c a t i o n s as he could, given those c o n s t r a i n t s . 

Q. Okay, so t h a t doesn't mean t h a t — There were 

other c o n s t r a i n t s besides the r e s e r v o i r i t s e l f t h a t w i l l 

determine whether or not the r e w i l l be some i n f i l l w e l l s 

d r i l l e d ? 

A. Yes, t h a t i s c o r r e c t . 

Q. A l l r i g h t . I s B u r l i n g t o n a p a r t i c i p a n t i n the 

28-7 Unit? 

A. Yes, they are. 

Q. On your economics t h a t you show — I t h i n k i t ' s 

your e x h i b i t — here we go, i n E x h i b i t 15 you show a 

s i g n i f i c a n t d i f f e r e n c e from the economics t h a t B u r l i n g t o n 

presented i n t h e i r E x h i b i t 8. Did you do any comparisons 

f o r those? 
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A. Could you please e x p l a i n what you mean by 

"d i f f e r e n c e " ? 

Q. For example, you show a Dakota stand-alone a t 

$650,000 w e l l cost. B u r l i n g t o n ' s e x h i b i t shows $590,000. 

A. Okay, I can't speak t o why there's a d i f f e r e n c e , 

but I can speak t o what the $650,000 represents, and the 

$650,000 represents the average a c t u a l cost — not AFE cost 

but a c t u a l cost, of fou r of the Phase I I p i l o t w e l l s . I 

don't know why i t ' s higher than B u r l i n g t o n ' s number. 

MR. CHAVEZ: Thank you. 

EXAMINER STOGNER: Any r e d i r e c t , Mr. Ke l l a h i n ? 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Only t o ask Mr. Kolesar, does E x h i b i t 2 0 c o n t a i n 

a d d i t i o n a l i n f o r m a t i o n and data t o support your p a r t of the 

presentation? 

A. Yes, s i r . 

MR. KELLAHIN: A l l r i g h t , s i r . That's a l l the 

questions I had. 

FURTHER EXAMINATION 

BY EXAMINER STOGNER: 

Q. As f a r as the abandonment pressures — and t h i s 

i s Tab 15, t h i r d d i s c — or page — are t h e r e some a c t u a l 

abandoned w e l l s w i t h i n the 28-7 u n i t t h a t r e f l e c t e d these 

abandonment pressures, or how many abandoned w e l l s are i n 
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t h a t u n i t area? 

A. These pressures r e f l e c t the average pressure 

remaining i n the i n t e r i o r f o u r sections i n the model when 

the 3 2 0s and the 160s are f o r e c a s t out t o t h e i r economic 

l i m i t s . 

Q. So as f a r as comparison t o any a c t u a l 

abandonments, th e r e are none? 

A. There are none. 

EXAMINER STOGNER: Any other questions of t h i s 

witness? 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: You may be excused. 

THE WITNESS: Thank you. 

MR. KELLAHIN: Mr. Stogner, Mr. McCracken i s 

B u r l i n g t o n ' s r e s e r v o i r s i m u l a t o r , and he i s going t o 

present E x h i b i t s 16 and 17. 

CRAIG MCCRACKEN. 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

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

please s t a t e your name and occupation? 

A. Craig McCracken, r e s e r v o i r engineer, B u r l i n g t o n 

Resources. 
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Q. On p r i o r occasions have you t e s t i f i e d before the 

D i v i s i o n , Mr. McCracken? 

A. I have. 

Q. And have you q u a l i f i e d before the D i v i s i o n as an 

expert i n r e s e r v o i r simulation? 

A. I have. 

Q. What has been your r e s p o n s i b i l i t y concerning t h i s 

case? 

A. I prepared the reservoir-modeling s e c t i o n of the 

p r e s e n t a t i o n f o r the San Juan 27-and-5 U n i t , and I 

consulted w i t h Mr. Kean on the p r e p a r a t i o n of the r e s e r v o i r 

s i m u l a t i o n f o r the Culpepper area. 

MR. KELLAHIN: We tender Mr. McCracken as an 

expert petroleum engineer. 

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

Q. (By Mr. Ke l l a h i n ) Let's t u r n t o E x h i b i t Tab 

Number 16, Mr. McCracken, and l e t me have you summarize f o r 

us the Culpepper p i l o t p r o j e c t . Tab 17 i s going t o deal 

w i t h the San Juan 2 7-and-5? 

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

Q. Let's do Culpepper-Martin f i r s t . 

A. Mr. K e l l a h i n , Mr. Examiner, i t i s my c o n t e n t i o n 

t h a t adequate data was obtained i n the Culpepper p r o j e c t i n 

the form of pressure and p r o d u c t i o n - r a t e data t o c a l i b r a t e 

our Basinwide p e t r o p h y s i c a l model, thereby i n c r e a s i n g the 
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c e r t a i n t y of our s i m u l a t i o n model p r o j e c t i o n s . 

U n f o r t u n a t e l y , however, when we d i d t h e economic 

a n a l y s i s on the Culpepper w e l l s what we found was t h a t t he 

net present value of these w e l l s was a break-even s i t u a t i o n 

f o r B u r l i n g t o n . 

Q. When we look a t the range of o p p o r t u n i t i e s i n the 

po o l , t h i s represents the lower range of o p p o r t u n i t y i n the 

Dakota? 

A. The Culpepper area represented an area t h a t we 

thought would be prospective but would be a t the lower 

range of what was c u r r e n t l y prospective, based on p r i c e s 

t h a t we're c u r r e n t l y r e c e i v i n g . 

Q. A l l r i g h t , l e t ' s go through the modeling then. 

A. The Culpepper r e s e r v o i r model was const r u c t e d as 

a t h r e e - l a y e r dual p o r o s i t y model. And i f you t h i n k back 

t o the c r o s s - s e c t i o n t h a t we looked a t a l i t t l e b i t 

e a r l i e r , the a c t i v e layers i n t h a t area were the Two Wells, 

the Paguate and the lower Cubero. The Cubero e s s e n t i a l l y 

was nonexistent i n t h a t area. 

We constructed a 47-by-68-by-3-layer g r i d , which 

comprised 12 sections and included 42 e x i s t i n g 32 0- and 

160-acre w e l l s . The f o r e c a s t i n g was done on the t h i r d and 

the f o u r t h w e l l per GPU over two sections i n the center of 

t h a t area. There were e i g h t e x i s t i n g w e l l s i n those two 

se c t i o n s , and on the p r o j e c t i o n side we inclu d e d e i g h t 
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increased d e n s i t y w e l l s . 

The f o l l o w i n g e x h i b i t shows a p i c t u r e of what I'm 

r e f e r r i n g t o . The blue o u t l i n e i s the 12 s e c t i o n s , and 

then the green o u t l i n e , the green-hached area i n the 

middle, i s the focus area from which I ' l l be t a k i n g a l o t 

of my p r o j e c t i o n s f o r increased d e n s i t y w e l l s and recovery 

f a c t o r s . 

The data t h a t went i n t o our s i m u l a t i o n was 

acquired through some m u l t i - l a y e r t e s t i n g and some d i p - i n , 

which i s e s s e n t i a l l y a s h u t - i n bottomhole pressure data 

t e s t . 

The two m u l t i - l a y e r t e s t s t h a t we d i d , the two 

zonal t e s t s t h a t we d i d where we t r i e d t o acquire pressure 

i n each of the three i n d i v i d u a l zones t h a t comprise t h i s 

r e s e r v o i r , one of those t e s t s was successful, one was not. 

E s s e n t i a l l y what happened i n the unsuccessful t e s t was, we 

were not able t o i s o l a t e the bottom two zones from each 

other. We f e l t l i k e we were seeing pressure from both 

zones a t the same time, although we were able t o i s o l a t e 

one zone i n t h a t second t e s t . 

The two s h u t - i n bottomhole pressure t e s t s t h a t we 

d i d were on those same two w e l l s , and we f e l t l i k e t h a t was 

a v a l i d a t i o n of the lowest pressure zone. Those s h u t - i n 

bottomhole pressure t e s t s were done w i t h a l l t h r e e zones 

open and p o s t - f r a c . 

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 

101 

The pressures t h a t we matched i n t h e s i m u l a t i o n , 

then, came from those t e s t s . And i n the Two Wells the 

range of pressures t h a t we f e l t l i k e were reasonable f o r 

the Two Wells was 990 t o 1100 pounds; i n the Paguate, 830 

t o 890; and i n the lower Cubero was q u i t e a b i t higher a t 

2 3 00 pounds, i n d i c a t i n g t h a t t h i s was q u i t e a b i t less 

permeable zone than the other two zones, and the major 

p r o d u c t i o n t o date i n t h i s area had come from the Two Wells 

and the Paguate. 

I n the model, one of the t h i n g s t h a t we attempted 

t o do was t o match the pressure. We constrained our model 

by the ope r a t i n g c o n d i t i o n s and t r i e d t o match both the 

pressures and the production r a t e s from the w e l l s . And the 

bar c h a r t t h a t you see i n t h i s next e x h i b i t demonstrates 

the match t h a t we got. 

As I sa i d , we had two pressure p o i n t s i n the Two 

Wells Reservoir, and what the blue-hached bars represent i s 

those two pressures. The l e f t - h a n d pressure i s from the 

Davis Number 8R and the right-hand pressure i s from the 

Grenier 11F. 

I n the Paguate and i n the lower Cubero, those two 

pressures, the l e f t - h a n d bar i n both of those, are from the 

Grenier 11F — I'm sor r y , from the Davis 8R, excuse me, 

which was the one w e l l where we were s u c c e s s f u l l y able t o 

i s o l a t e zonal pressures. 
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What the red bar represents i s the average of the 

pressures i n the l o c a t i o n s of the 8 0-acre increased d e n s i t y 

w e l l s t h a t we're d r i l l i n g . 

So what you can see there i s t h a t the r e s u l t s of 

the model were very close t o the pressures t h a t we 

measured. This i s i l l u s t r a t i v e of the q u a l i t y of the match 

which gives you a greater degree of confidence i n the model 

t h a t you constructed. 

Now, what the next page shows i s cumulative 

p r o d u c t i o n versus time. The a c t u a l p r o d u c t i o n from a l l of 

the w e l l s i n the 12-square-mile area i s represented w i t h 

the s o l i d l i n e . What the red diamonds represent i s output 

from the model. And you can see t h a t through the end of 

the s o l i d l i n e , t h a t represents a h i s t o r y match. And the 

closeness of the l i n e w i t h t h a t set of diamonds represents 

the q u a l i t y of the model. The c l o s e r those diamonds are t o 

t h a t l i n e , the more confidence t h a t you can have t h a t the 

parameters t h a t you put i n the model are the c o r r e c t 

parameters. 

From t h a t p o i n t forward where you j u s t see red 

diamonds, t h a t represents the p r o j e c t i o n , t h a t represents 

what happens w i t h only the e x i s t i n g 320- and 160-acre w e l l s 

c o n t i n u i n g t o produce. 

So from t h a t p o i n t forward, i f you look a t the 

p o i n t where the s o l i d l i n e ends, t h a t ' s where the f o l l o w i n g 

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 

103 

graph begins i n time. And the l i n e between the s o l i d red 

and the s o l i d blue s e c t i o n represents t h a t same p r o j e c t i o n , 

where you're simply a l l o w i n g those — and now we're 

focu s i n g on the area, the two-square-mile focus area w i t h i n 

the s i m u l a t i o n — we're simply a l l o w i n g those w e l l s t o 

continue t o produce. 

Now, what the red s e c t i o n represents i s what 

happens when you introduce another e i g h t w e l l s i n t o t h a t 

two-square-mile area. You see an increase of about 1.6 

BCF. 

However, i f you look, then, a t the pr o d u c t i o n 

from those e i g h t e x i s t i n g w e l l s d u r i n g t h a t same p e r i o d of 

time w i t h the e i g h t increased d e n s i t y w e l l s i n t r o d u c e d , 

y o u ' l l see a r e d u c t i o n i n those w e l l s , and t h a t ' s due t o 

the f a c t t h a t production from those w e l l s i s being 

accelerated by the e i g h t 8 0-acre w e l l s . 

So we take a l l t h a t as a whole and r o l l i t 

to g e t h e r , what you have i s the s o l i d blue s e c t i o n of the 

curve r e p r e s e n t i n g the a c c e l e r a t i o n p o r t i o n of the reserves 

and the s o l i d red p a r t of the curve r e p r e s e n t i n g the 

incremental or new p a r t of the reserves t h a t would not be 

recovered by a d d i t i o n a l w e l l s . 

Q. And what i s t h a t amount? 

A. The incremental amount i s 1.6 BCF, and the 

accelerated amount i s about .9 BCF. I f you f l i p t o the 
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next s l i d e , I show the percentages c a l c u l a t e d based on the 

t o t a l p r o d u c t i o n , and i t ' s about 43 percent a c c e l e r a t i o n 

and 57 percent incremental. And those numbers are 

superimposed on a production p r o f i l e f o r the 80-acre w e l l s 

t h a t came out of t h a t two-square-mile focus area. 

Projected cumulative p r o d u c t i o n over 3 0 years 

from the s i m u l a t o r , which should be e q u i v a l e n t t o an 

expected u l t i m a t e recovery, i s about 350 MMCF. 

Q. I s t h i s an appropriate percentage of incremental 

recovery t o j u s t i f y i n c r e a s i n g the spacing? 

A. At c u r r e n t economic c o n d i t i o n s , I would say no. 

There i s economic value t o a c c e l e r a t i o n . A c c e l e r a t i o n i s 

not v a l u e l e s s from an economic standpoint. However, under 

the c u r r e n t economic c o n d i t i o n s , i n an attempt t o answer 

j u s t t h a t question, we prepared the s l i d e t h a t f o l l o w s t h i s 

one, t h a t shows t h a t i f you have e i g h t e x i s t i n g w e l l s w i t h 

no a d d i t i o n a l development, which i s represented by the 

s o l i d blue l i n e on t h a t graph, your net present value over 

the l i f e of t h i s p r o j e c t i s about a m i l l i o n d o l l a r s . 

I f you introduce 80-acre w e l l s under the cost and 

operating-expense assumptions t h a t are shown under the l a s t 

b u l l e t , and do e i g h t a d d i t i o n a l 80-acre t a i l s — and l e t me 

c l a r i f y the terminology " t a i l s " . I t ' s apparently i n t e r n a l 

B u r l i n g t o n terminology t h a t we use t o r e f e r t o adding a 

Dakota completion onto a Mesaverde t h a t we were already 
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planni n g on doing. So " t a i l " i m p l i e s a Mesaverde-Dakota 

commingling. 

So t h i s would be the Dakota side of a Mesaverde-

Dakota commingle, and t h a t ' s how — the c a p i t a l on t h i s 

s l i d e i s considerably lower than what you've seen i n the 

previous e x h i b i t . 

What t h a t shows i s t h a t the net present value of 

doing t h a t , of i n t r o d u c i n g those a d d i t i o n a l e i g h t w e l l s , i s 

also a m i l l i o n d o l l a r s , which i s e s s e n t i a l l y a break-even 

p r o p o s i t i o n . These are both net present value c a l c u l a t e d 

a t 10-percent discount. 

And so c u r r e n t l y we don't f e e l t h a t Culpepper i s 

pro s p e c t i v e . That doesn't mean t h a t i t never w i l l be. 

There's a $2.75 NYMEX p r i c i n g assumption b u i l t i n t o t h a t . 

At higher p r i c i n g i t would become more economic. 

C u r r e n t l y , we f e e l t h a t $2.75 i s a good approximation of 

the c u r r e n t s t a t u s of the market, and so a t t h a t s t a t u s 

i t ' s not something we would pursue. 

However, were i t t o become more economic, were we 

t o get considerably b e t t e r p r i c e s , the p o t e n t i a l f o r t h i s 

area would be about 48 80-acre l o c a t i o n s w i t h incremental 

reserves of 10 BCF and accelerated reserves of about 7, f o r 

a t o t a l of about 17 BCF. 

Q. Let's t a l k , Mr. McCracken, about how you r e g u l a t e 

a pool t h a t has t h i s range of economic p o t e n t i a l . Do you 
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t h i n k i t ' s appropriate f o r the r e g u l a t o r s t o attempt t o 

carve out p a r t of the Dakota because under c u r r e n t 

economics i t wouldn't support the e i g h t a d d i t i o n a l w e l l s 

per s e c t i o n , or should t h a t be an operator decision? 

A. I t h i n k the danger of t h a t i s t h a t i t would be a 

co n s t a n t l y moving t a r g e t , and I t h i n k what these economics 

demonstrate i s t h a t i f you r a i s e the p r i c e , then you would 

get a p o s i t i v e NPV. And i f you t r i e d t o do i t based on an 

economic c o n d i t i o n you'd have t o p i c k probably a c u r r e n t 

economic c o n d i t i o n , and then t h a t would cause you t o have 

t o r e v i s i t t h a t d e c i s i o n c o n s t a n t l y . 

And i t seems more reasonable t o me t o a l l o w i t t o 

be an operator d e c i s i o n because operators make economic 

deci s i o n s on a day-to-day basis. They're not going t o 

pursue something t h a t doesn't make them money, and so i t 

would seem l o g i c a l t o me t o allow i t t o be a case-by-case 

d e c i s i o n . 

Q. So you would support a p o o l - r u l e change t h a t was 

on a poolwide basis, t h a t would cover a l l these 

p o s s i b i l i t i e s t o l e t the operator decide what h i s u l t i m a t e 

d e n s i t y i s , so long as i t doesn't exceed f o u r w e l l s per 

GPU? 

A. I would. 

Q. And i n f a c t , t h a t ' s what's happened now under the 

c u r r e n t r u l e s , hasn't i t ? 
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A. Indeed. 

Q. We c u r r e n t l y are allowed two w e l l s per GPU and 

the operators, based on expectations of recovery and cost, 

have decided where t o develop? 

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

Q. And so when we look a t the map we can see why the 

development has occurred? 

A. That's r i g h t . 

Q. Are you comfortable i n applying the r e s u l t s on a 

poolwide basis? 

A. Yes, I am. 

Q. And why i s t h a t so? 

A. When I look at some of the e x h i b i t s t h a t were 

presented e a r l i e r , what's s i g n i f i c a n t t o me i s the f a c t 

t h a t we can co n s t r u c t r e l a t i o n s h i p s between t h i n g s l i k e 

i n f i l l - t o - p a r e n t r a t i o s and i n f i l l pressures and the amount 

of new recovery t h a t we could expect t o get i n those areas. 

I f e e l t h a t i f those were not i n t e r r e l a t e d , then you would 

not be able t o e x t r a p o l a t e a r e l a t i o n s h i p t o a poolwide 

s i t u a t i o n . 

I f e e l l i k e the f a c t t h a t they do represent a 

s t r a i g h t l i n e , when you p l o t the p o i n t s t h a t we have, 

i n d i c a t e s t h a t you would be able t o e x t r a p o l a t e i t t o a 

pool. The f a c t t h a t t here i s a r e l a t i o n s h i p convinces me 

t h a t you can apply i t on a Basinwide basis. 
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Q. Let's t a l k about how the adjustments were made i n 

the o r i g i n a l gas-in-place mapping. When you for e c a s t e d , or 

when B u r l i n g t o n forecasted the p i l o t area r e s u l t s , d r i l l e d 

t he p i l o t w e l l s and discovered the r e a l i t y t h a t the r a t e 

and pressure were higher than a n t i c i p a t e d , then Mr. 

Ch r i s t i a n s e n increased the gas i n place i n h i s pore-volume 

maps, r i g h t ? 

A. Yes. 

Q. Did he do t h a t i n an appr o p r i a t e way? 

A. I b e l i e v e so. Anytime a p e t r o p h y s i c a l model i s 

created, you're d e a l i n g w i t h an i n t e r p r e t a t i o n of a l o g i n 

order t o determine t h i n g s l i k e p o r o s i t y , water s a t u r a t i o n , 

t h i c k n e s s , a l l the other t h i n g s t h a t go i n t o how you 

c a l c u l a t e gas i n place. And I t h i n k t h a t i t ' s a p p r o p r i a t e 

when you're f i r s t c o n s t r u c t i n g t h a t p e t r o p h y s i c a l model t o 

look a t a midpoint range of those values. 

And so we constructed our p e t r o p h y s i c a l model 

i n i t i a l l y t h a t way. 

Q. Now, you're honoring the a c t u a l pressure data? 

A. Yes. 

Q. You're changing other values than pressure? 

A. Yes. I n f a c t , i f you d i d not go back and r e v i s i t 

your i n i t i a l assumptions on thi c k n e s s - p o r o s i t y - w a t e r 

s a t u r a t i o n , based on the f a c t t h a t your i n i t i a l models were 

g i v i n g you a pressure t h a t was lower than what you a c t u a l l y 
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saw, then you would, in fact, not be honoring the pressure 

data t h a t you gathered i n the p i l o t programs. 

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

way of honoring t h a t pressure data t h a t you got when you 

d i d t he p i l o t program. 

Q. A l l r i g h t , l e t ' s go t o the other area and t a l k 

about the San Juan 37-and-5, and i f y o u ' l l s t a r t w i t h t he 

f i r s t d i s p l a y and continue t o the conclusion — 

A. Okay. 

Q. — describe f o r us what you d i d and what you saw. 

A. Again, I f e e l t h a t we obtained adequate l a y e r 

pressure and production r a t e data t o c a l i b r a t e our 

p e t r o p h y s i c a l models and increase our c e r t a i n t y i n our 

s i m u l a t i o n models. Happily, i n the 27-5 u n i t , we saw 

considerably d i f f e r e n t economic r e s u l t s . 

The 27-5 r e s e r v o i r model was a f o u r - l a y e r dual 

p o r o s i t y model. Now, i f you remember back t o Glen's cross-

s e c t i o n , we show a very t h i n Paguate i n t e r v a l , p r a c t i c a l l y , 

f o r a l l p r a c t i c a l purposes, nonexistent i n t h i s area, w e l l 

beyond the c u t o f f s t h a t Glen used i n h i s over l a y s . 

I opted t o go ahead and t r y t o b u i l d t h a t l a y e r 

i n t o my s i m u l a t i o n , t o t r y t o see i f i t made a d i f f e r e n c e 

t o take the p e t r o p h y s i c a l parameters t h a t we d i d generate 

f o r what l i t t l e Paguate there i s there and see i f i t made 

any d i f f e r e n c e i n my model. And what I very q u i c k l y found 
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out was, whether I had the Paguate on or o f f I got the same 

answers, which i n d i c a t e s t o me t h a t i t ' s not only not a 

s i g n i f i c a n t c o n t r i b u t o r , i t ' s not a c o n t r i b u t o r a t a l l . So 

I d i d b u i l d i t i n t o the model t o t e s t the petrophysics and 

t o t e s t the c o n t r i b u t i o n of the Paguate i n the area, but 

i t ' s a n o n c o n t r i b u t o r . 

I b u i l t a 51-by-51-by-4-layer g r i d f o r t h i s 

model, which covered 4800 acres and 31 e x i s t i n g w e l l s , and 

my focus area again w i l l be 1280 acres, although as y o u ' l l 

see on the next s l i d e i t ' s not two se c t i o n s , i t i s two 

square m i l e s , i t ' s not two sections. And on the p r o j e c t i o n 

side of the an a l y s i s I introduced e i g h t increased d e n s i t y 

w e l l s i n t o t h a t two-square-mile area. 

And so you can see what my area looked l i k e , i t ' s 

an o r i e n t e d g r i d . We f e e l l i k e we have, p a r t i c u l a r l y i n 

the lower Cubero, which i s a major c o n t r i b u t o r i n t h i s 

area, some i n f o r m a t i o n as t o the o r i e n t a t i o n of f r a c t u r e s 

t h a t I wanted t o t r y t o model w i t h d i r e c t i o n a l 

p e r m e a b i l i t y . So t h a t ' s why the g r i d i s o r i e n t e d t he way 

i t i s . 

The data t h a t we had t o t r y t o match on the 

pressure side f o r the 27-and-5 was f o u r zonal t e s t s , as a 

r e s u l t of f o u r zonal pressure t e s t s , we r e f e r t o here as 

m u l t i - l a y e r pressure t e s t s , two of which were s u c c e s s f u l , 

two of which were unsuccessful, f o r the same reasons t h a t I 
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o u t l i n e d i n the Culpepper area. I t turned out t o be more 

d i f f i c u l t than we thought i t was going t o be t o i s o l a t e one 

zone from another w i t h the use of bridge plugs i n these 

t e s t s . 

We also obtained f o u r s h u t - i n bottomhole pressure 

t e s t s , one of which coincides w i t h one of our successful 

m u l t i - l a y e r t e s t s , three of which are unique, t h r e e of 

which are i n th r e e other w e l l s t h a t were not z o n a l l y 

t e s t e d . There's d e t a i l on a l l t h i s pressure t e s t i n g data 

i n E x h i b i t 20. 

So the pressures t h a t we wound up matching i n the 

s i m u l a t i o n r a t e , Two Wells pressure of 2623 t o 2625 [ s i c ] . 

So the two w e l l s we had zonal pressure on were f a i r l y close 

i n t he Two Wells i n t h i s area. 

I n the Cubero there's a l i t t l e b i t more 

v a r i a t i o n , 2429 t o 2629. 

And i n the lower Cubero we had q u i t e a b i t of 

v a r i a t i o n , 1948 t o 2328. So what I t r i e d t o match was the 

midpoint pressure on a l l three of those. 

What you see on the f o l l o w i n g bar c h a r t i s a 

s i m i l a r d i s p l a y t o what I showed you i n Culpepper where I 

have the San Juan 27-5 Unit Number 137F pressure i n the 

l i g h t blue bar — and on the screen, i t ' s t he l e f t - h a n d 

cross-hached blue bar — and t o the r i g h t of the red bar i n 

each c l u s t e r i s the San Juan 27-5 U n i t Number 138F. 
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Going from l e f t t o r i g h t along my X a x i s , I have 

the Two Wells r e s e r v o i r , the Cubero r e s e r v o i r and the lower 

Cubero r e s e r v o i r . 

And what t h i s bar ch a r t i s intended t o 

demonstrate i s the q u a l i t y of the pressure match t h a t I was 

able t o o b t a i n . 

The next c h a r t shows the q u a l i t y of the 

pr o d u c t i o n match t h a t I was able t o o b t a i n . Again, t h i s i s 

a c t u a l p r o d u c t i o n i n the s o l i d red l i n e . This i s model 

pr o d u c t i o n , cumulative versus time, i n the red diamonds, 

and where the s o l i d l i n e ends i s where the p r o j e c t i o n 

begins. 

Again, the closeness of the s o l i d l i n e t o the red 

diamonds demonstrates the q u a l i t y of the model. 

Where t h a t p r o j e c t i o n begins, then, I d i d a 

s i m i l a r d i s p l a y t o what I showed you i n Culpepper where I 

demonstrate t h a t the incremental recovery — and t h i s i s 

f o r e i g h t w e l l s on the -- yeah, excuse me, the incremental 

recovery i s about 6.6 BCF over and above what would be 

recovered by e x i s t i n g w e l l s , and the a c c e l e r a t i o n piece i s 

roughly 3.3 BCF. 

And again I show an i n d i v i d u a l w e l l p r o j e c t on 

the next page, which matches up very w e l l w i t h the e a r l y 

time p r o d u c t i o n data t h a t we're seeing on our 80-acre p i l o t 

w e l l s i n 27-5. The p r o j e c t e d 30-year cum i s 1.23 BCF and 
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the a c c e l e r a t i o n i s 3 3 percent and the incremental i s 67 

percent. And t h a t ' s on a 3 0-year look. 

Now, the economics f o r the 27-5 u n i t , we 

approached the same way. Our base case net present value 

i s the e i g h t e x i s t i n g w e l l s j u s t c o n t i n u i n g t o generate 

revenue as they c u r r e n t l y are. That's represented by the 

blue l i n e . And the cumulative net present value from t h a t 

case i s $3.4 m i l l i o n . 

However i n t h i s case, when we put e i g h t 8 0-acre 

w e l l s i n t o t h a t focus area, we generate an a d d i t i o n a l $3.4 

m i l l i o n of net present value. 

So t h i s i s something t h a t we would continue t o 

pursue under c u r r e n t economic c o n d i t i o n s . 

And again, on the t h i r d b u l l e t p o i n t you can see 

e s s e n t i a l l y the same set of assumptions. We've assumed 

i t ' s a t a i l , we've assumed $2.75 NYMEX and $4 00 a month op 

costs. 

Q. Does E x h i b i t Tab 2 0 c o n t a i n the a d d i t i o n a l 

s u p p o r t i n g documentation t h a t supports your p r e s e n t a t i o n 

today? 

A. I t does. 

Q. Does B u r l i n g t o n have an estimate of the p o t e n t i a l 

impact i n terms of the number of w e l l s t o be d r i l l e d i f the 

r u l e i s changed. Are we going t o see — what type of 

number? 
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A. W i t h i n the 27-5 Unit there are probably an 

a d d i t i o n a l 12 0 t o 13 0 l o c a t i o n s t h a t could be done. Our 

c u r r e n t s t r a t e g i c plan c a l l s f o r approximately 100 80-acre 

Dakota w e l l s per year on the assumption t h a t we w i l l be 

able t o o b t a i n a change i n the c u r r e n t r u l e s . 

MR. KELLAHIN: That concludes my examination of 

Mr. McCracken. We move the i n t r o d u c t i o n of the e x h i b i t s 

behind Tab 16 and 17. 

EXAMINER STOGNER: E x h i b i t s 16 and 17 w i l l be 

admitted i n t o evidence a t t h i s time. Thank you, Mr. 

K e l l a h i n . 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Mr. McCracken, were you inv o l v e d i n t h i s p r o j e c t 

from the i n i t i a l stage? 

A. Yes, I was. 

Q. So i t was your choice t o put the focus area where 

i t was? 

A. Yes. 

Q. And why d i d you choose t h a t l i t t l e area? 

A. There are a couple d i f f e r e n t reasons. That's a 

very high i n i t i a l - g a s - i n - p l a c e area, and i t ' s a l s o a very 

h i g h remaining-gas-in-place area, were two of the main 

reasons. 

Also, the 2 7-5 Uni t i n general i s an area t h a t i s 
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operated by B u r l i n g t o n w i t h high B u r l i n g t o n working and net 

revenue i n t e r e s t s . 

EXAMINER STOGNER: Mr. Chavez, do you have any 

questions? 

EXAMINATION 

BY MR. CHAVEZ: 

Q. Yes, Mr. McCracken, how d i d you determine the 

g r i d s i z e f o r your model f o r each of these two models? 

A. T y p i c a l l y what I t r i e d t o do was, I t r i e d t o 

co n s t r u c t a g r i d t h a t would have a t l e a s t t h r e e t o f i v e 

c e l l s between w e l l l o c a t i o n s . I t e s t e d as many as t e n very 

e a r l y on, before we ever came before the NMOCD w i t h t he 

p i l o t s , and I t e s t e d t en versus f i v e t o t r y t o see i f t h e r e 

would be a s i g n i f i c a n t d i f f e r e n c e between those two. There 

was not. But once I got below f i v e g r i d c e l l s between 

w e l l s , I s t a r t e d t o see d i f f e r e n c e s i n the answers t h a t I 

was g e t t i n g . 

So I wanted t o maximize the number as f a r as 

accuracy but minimize i t as f a r as run time on the 

software. 

Q. Okay, and you have d i f f e r e n t g r i d s i z e f o r each 

model, f o r the --

A. That's c o r r e c t . That p a r t i a l l y had t o do — and 

I assume t h a t you're t a l k i n g about 47 by 68 i n Culpepper, 

51 by 51 i n 27 and 5. The acreages of those two areas are 
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s l i g h t l y d i f f e r e n t . The 27-5 i s about e i g h t square m i l e s , 

and the Culpepper i s about twelve. So t h a t ' s p a r t of i t . 

The i n d i v i d u a l g r i d blocks are much c l o s e r i n s i z e than the 

o v e r a l l area. 

Q. I n your economic model, the l a s t one we looked 

a t ~ 

A. For 27-and-5? 

Q. Yes, f o r 27-and-5, d i d you use the same 

assumption t h a t had been made e a r l i e r by B u r l i n g t o n f o r a 

Dakota stand-alone w e l l as f a r as the c a p i t a l cost and — 

A. When you say e a r l i e r , are you t a l k i n g about the 

— I b e l i e v e i t was E x h i b i t 5 or — 

Q. Eight. 

A. Eight? Those economics were done w i t h stand

alone costs, and the economics on the 27-and-5 were done as 

a t a i l on a Mesaverde-Dakota commingle. And also they were 

done i n c r e m e n t a l l y . I n other words, we assumed t h a t t he 

Mesaverde w e l l would be d r i l l e d i n t h i s case and t h a t t he 

costs t h a t were used against the Dakota were the costs 

incremental t o d r i l l i n g a stand-alone Mesaverde w e l l . 

MR. CHAVEZ: Okay, thanks. 

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

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: Any questions of t h i s witness? 

MR. BROOKS: No. 
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EXAMINER STOGNER: You may be excused. 

You have one more witness, r i g h t ? 

MR. KELLAHIN: Yes, s i r , we're down t o t a l k i n g 

about the n o t i c e we provided and the di s c u s s i o n on what t o 

do w i t h the w e l l - l o c a t i o n requirements i n the f e d e r a l 

e x p l o r a t o r y u n i t . 

EXAMINER STOGNER: Okay, I'm going t o c a l l a f i v e 

minute recess a t t h i s time --

MR. KELLAHIN: A l l r i g h t , s i r . 

EXAMINER STOGNER: — f i v e t o t e n . 

(Thereupon, a recess was taken a t 4:46 p.m.) 

(The f o l l o w i n g proceedings had a t 5:05 p.m.) 

EXAMINER STOGNER: Mr. Kell a h i n ? 

MR. KELLAHIN: Mr. Stogner, thank you. 

MATT GRAY. 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Gray, would you please s t a t e your name and 

occupation? 

A. Matt Gray, I'm a petroleum landman f o r B u r l i n g t o n 

Resources. 

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

A. Farmington, New Mexico. 
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Q. On p r i o r occasions have you t e s t i f i e d before the 

D i v i s i o n as a petroleum landman? 

A. No, I have not. 

Q. Summarize f o r us your education and work 

experience. 

A. I graduated from the U n i v e r s i t y of Oklahoma i n 

May of 2 000 w i t h a petroleum land management degree. 

Previous t o t h a t I worked three i n t e r n s h i p s , one f o r Devon 

Energy, one f o r Conoco, and one f o r Nichols Land Services 

doing various land work f o r those t h r e e companies, and t h a t 

was a t o t a l of approximately three years of experience. 

I've been w i t h B u r l i n g t o n f o r about one and a h a l f years 

now. 

Q. As p a r t of your r e s p o n s i b i l i t i e s t o B u r l i n g t o n as 

a petroleum landman, have you made y o u r s e l f knowledgeable 

about the f e d e r a l e x p l o r a t o r y u n i t s i n the San Juan Basin? 

A. Yes, I have. 

Q. And you understand t h a t those are d i v i d e d u n i t s 

t h a t use a concept c a l l e d p a r t i c i p a t i n g areas i n the 

expansion of those areas t o i n c l u d e , i n t h i s i n s t a n c e , 

Dakota wells? 

A. Yes, I do. 

Q. Are you f a m i l i a r w i t h t h a t concept? I n a d d i t i o n , 

have you had discussions w i t h the Aztec O f f i c e of t h e O i l 

Conservation D i v i s i o n concerning various p o s s i b l e 
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requirements concerning n o t i f i c a t i o n t o va r i o u s i n t e r e s t 

owners w i t h i n the f e d e r a l u n i t s ? 

A. Yes, we have. 

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

witness. 

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

Q. (By Mr. Ke l l a h i n ) Let's deal w i t h t h e n o t i c e 

issue f i r s t , Mr. Gray. I f y o u ' l l t u r n t o the e x h i b i t book 

and look behind E x h i b i t Tab 1, there's a copy of a l e t t e r 

I've signed as a n o t i c e l e t t e r , f o l l o w e d by an A p p l i c a t i o n . 

Did B u r l i n g t o n m a i l t h a t A p p l i c a t i o n and n o t i c e l e t t e r t o 

a l l operators i n the Basin-Dakota Pool? 

A. Yes, we d i d . 

Q. And d i d you do t h a t more than 2 0 days before the 

hearing today? 

A. Yes, we d i d . 

Q. How d i d you develop the l i s t of operators f o r the 

Basin-Dakota Pool? 

A. We got t h a t from the Aztec NMOCD o f f i c e . 

Q. I n a d d i t i o n , d i d you double-check your database 

t o c o n f i r m t h a t the OCD d i s t r i c t o f f i c e l i s t was accurate 

and c o r r e c t as best possible? 

A. Yes, we d i d . 

Q. And d i d you cause t h i s n o t i c e and A p p l i c a t i o n t o 

be sent 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 ? 
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A. Yes. 

Q. When we look behind E x h i b i t Tab Number 1, do you 

have copies of the green cards t h a t were returned? 

A. Yes, we do. 

Q. A l l r i g h t . To the best of your knowledge, Mr. 

Gray, have you complied w i t h the D i v i s i o n requirements 

concerning n o t i f i c a t i o n f o r t h i s hearing? 

A. Yes. 

Q. Let's t u r n t o E x h i b i t Tab 18. What have you 

included i n the e x h i b i t book behind E x h i b i t Tab 18? 

A. What we have behind E x h i b i t 18 i s a t i m e l i n e 

showing what has happened h i s t o r i c a l l y i n the Basin-Dakota 

Pool and what has happened i n the l a s t several years 

regarding increased density. 

Q. A l l r i g h t , and wi t h o u t reading the s p e c i f i c 

d e t a i l s , give us a general summary of what's occurred. 

A. Okay. P r i o r t o 1999, t h e r e were v a r i o u s Dakota 

spacing orders. The Basin-Dakota Pool was e s t a b l i s h e d i n 

1960, and t h a t had 320-acre spacing. I n 1979 the 160-acre 

increased d e n s i t y order was issued. 

I n February of 1999, as you know, we had an order 

issued t o allow f o r 8 0-acre Mesaverde increased d e n s i t y . 

And between the time of 1999 and 2 000, we received t h r e e 

separate orders f o r 8 0-acre p i l o t p r o j e c t s from the NMOCD, 

Conoco doing one of those and B u r l i n g t o n having two of 
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those. 

A f t e r B u r l i n g t o n and Conoco f e l t l i k e we had 

s u f f i c i e n t i n f o r m a t i o n , we held numerous meetings w i t h 

d i f f e r e n t e n t i t i e s . I n J u l y of 2 001 we had a Dakota 

operators' meeting. I n t h a t meeting we had a very p o s i t i v e 

feedback, had no o b j e c t i o n s from any of the operators and 

a c t u a l l y had numerous l e t t e r s of support from a number of 

the operators, which are found behind E x h i b i t 19. 

One of the t h i n g s t h a t came out i n t h e operators' 

meeting was t h a t they wanted the Mesaverde and Dakota 

orders t o match up one way or the other. 

A f t e r t h a t we had numerous meetings, one w i t h the 

BLM t o discuss our plans, a couple of meetings w i t h the 

NMOCD's Aztec O f f i c e , and we also held a p u b l i c meeting 

t h a t was hosted by the Aztec O f f i c e of the NMOCD. 

Q. Behind the time l i n e i s the various n o t i c e s f o r 

the meetings attendance r o s t e r s , sign-up sheets f o r the 

meetings as described i n those notices? 

A. Yes. 

Q. A l l r i g h t . And then i n E x h i b i t 19 i s the BLM 

Farmington l e t t e r t h a t was r e f e r r e d t o e a r l i e r t h i s 

a f ternoon, f o l l o w e d by other l e t t e r s of support from 

operators i n the pool? 

A. Yes. 

Q. A l l r i g h t . Let's t u r n now t o the s u b j e c t of what 
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t o do concerning n o t i f i c a t i o n w i t h i n the f e d e r a l 

e x p l o r a t o r y u n i t s . I f y o u ' l l t u r n behind E x h i b i t Tab 

Number 3, j u s t so we're c l e a r on what we're doing, l e t ' s 

i d e n t i f y t h i s f i r s t d i s p l a y . What are we seeing? 

A. This i s the footage setbacks f o r the Basin-Dakota 

and the Blanco-Mesaverde, Basin-Dakota on the l e f t and 

Blanco-Mesaverde on the r i g h t . 

Q. This deals w i t h only the 660 p o r t i o n of the r u l e 

and doesn't address the f a c t t h a t these i n t e r n a l l i n e s have 

a 10-foot setback? 

A. Correct, t h a t ' s — Yes. 

Q. A l l r i g h t . Let's f o r g e t the 10-foot l i n e , i t ' s 

not r e a l l y an issue. Let's t a l k about the 660 l i n e . 

A. Okay, t h i s i s on d r i l l b l o c k s o n l y , not on f e d e r a l 

u n i t s . What we have c u r r e n t l y i n the Basin-Dakota Pool, we 

have a r u l e t h a t s t a t e s t h a t a w e l l cannot be placed any 

cl o s e r than 660 f e e t from the q u a r t e r - s e c t i o n l i n e . I n the 

Mesaverde Pool we have the r u l e t h a t s t a t e s the w e l l cannot 

be placed any close r than 660 f e e t from the p r o r a t i o n u n i t . 

Q. B u r l i n g t o n and Conoco are proposing t o make the 

Basin-Dakota 660 l i n e outside of the f e d e r a l u n i t s 

c o n s i s t e n t w i t h the Blanco-Mesaverde 660 l i n e ? 

A. Yes. 

Q. And t h a t has the unanimous support of the 

operators i n the Basin? 
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A. Yes, as f a r as I know. 

Q. A l l r i g h t . Turn past t h a t and l e t ' s t a l k about 

what t o do i n the f e d e r a l u n i t . Let's take t h i s as a 

h y p o t h e t i c a l f e d e r a l u n i t . Around the u n i t boundary you've 

got a black l i n e , c orrect? 

A. Correct. 

Q. There i s a hashed l i n e j u s t i n s i d e t h a t outer 

boundary? 

A. Uh-huh. 

Q. What does t h a t represent, Mr. Gray? 

A. That represents a 660-foot setback around the 

e n t i r e u n i t boundary. 

Q. Okay. You support, or B u r l i n g t o n and Conoco 

support m a i n t a i n i n g t h a t as a setback? 

A. Yes, we do. 

Q. Let's deal w i t h , then, i d e n t i f y i n g and d e s c r i b i n g 

the options on f o u r p o s s i b l e i n t e r i o r s i t u a t i o n s . I f 

y o u ' l l look a t the d i s p l a y , l e t ' s deal w i t h t h a t block t h a t 

i s the west h a l f of Section 25. I t ' s on the r i g h t - h a n d 

side of the d i s p l a y . I t ' s a stand-up 320, and i t ' s 

i d e n t i f i e d as a non-committed t r a c t . What does t h a t mean? 

A. That means t h a t the working i n t e r e s t owners i n 

t h a t t r a c t , or the r o y a l t y owners, have not committed t h e i r 

lands t o the e x p l o r a t o r y u n i t . 

Q. A l l r i g h t . So i f a w e l l i s d r i l l e d by any of the 
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working i n t e r e s t owners i n t h a t noncommitted — i n t h a t 

d r i l l b l o c k w i t h noncommitted t r a c t s ? 

A. Yes, i t would be t r e a t e d l i k e a d r i l l b l o c k 

i n t e r e s t r a t h e r than a u n i t i n t e r e s t . 

Q. This i s a s i t u a t i o n where the 320 i s 100-percent 

noncommitted? 

A. Correct. 

Q. What i s the proposal t h a t B u r l i n g t o n and Conoco 

are r e q u e s t i n g i n terms of w e l l l o c a t i o n s adjacent t o one 

of those type of d r i l l blocks? 

A. We request t h a t we put a 660-foot b u f f e r zone 

around the noncommitted t r a c t and t r e a t the i n t e r i o r of the 

noncommitted t r a c t l i k e a d r i l l b l o c k spacing u n i t . 

Q. A l l r i g h t , so the checkered l i n e t h a t i s on the 

u n i t side, which i s the outside of the noncommitted t r a c t , 

has a standard 660 setback? 

A. Yes. 

Q. And i f you want t o be c l o s e r , then you're going 

t o have t o n o t i f y a l l the appropriate owners i n the 

noncommitted t r a c t ? 

A. Correct. 

Q. What happens i f the owners i n the noncommitted 

t r a c t want t o be closer than 660 t o the boundary of t h e i r 

spacing u n i t ? What happens? 

A. They have t o l i k e w i s e n o t i f y the p a r t i c i p a t i n g 
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area or the owners t h a t are outside of t h e i r noncommitted 

t r a c t . 

Q. A l l r i g h t , we're going t o t r e a t t h a t t he same way 

as we t r e a t the outer boundary, then, of the u n i t ? 

A. Yes. 

Q. I s there any d i f f e r e n c e of o p i n i o n , as you 

understand i t , between the O i l Conservation D i v i s i o n i n 

Aztec and B u r l i n g t o n and Conoco about t h a t requirement? 

A. Not as I understand i t , no. 

Q. A l l r i g h t , l e t ' s deal w i t h the next s i t u a t i o n . 

I f you move j u s t t o the l e f t and look a t the east h a l f of 

26, you now have what i s i d e n t i f i e d i n blue i s a p a r t i a l l y 

committed i n t e r e s t . What does t h a t mean? 

A. That means t h a t the e n t i r e spacing u n i t was not 

l e f t out of the u n i t , but some i n d i v i d u a l owners w i t h i n 

t h a t spacing u n i t d i d not want t o r a t i f y the u n i t 

agreement. 

Q. When I look a t the u n i t map we're l o o k i n g a t , 

there's a diagonal l i n e t h a t runs northeast t o southwest, 

t h i s diagonal g r i d ? 

A. Uh-huh. 

Q. What does t h a t represent? 

A. Around the noncommitted t r a c t or — 

Q. Well, throughout the whole u n i t , what i s t h a t ? 

A. Oh, t h a t represents the p a r t i c i p a t i n g area. 
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Q. A l l r i g h t . So Section 2 6 i s i n the p a r t i c i p a t i n g 

area, except the west h a l f of 2 6 has a p o r t i o n of i t t h a t 

i s not committed t o the u n i t ? 

A. Correct. 

Q. What happens under t h a t s i t u a t i o n ? 

A. Under t h a t s i t u a t i o n the owners who are i n t h a t 

p a r t i a l l y committed i n t e r e s t take t h e i r i n t e r e s t on a 

d r i l l b l o c k basis. That i s , they get t h e i r i n t e r e s t on j u s t 

t h a t 320 acres where t h a t w e l l i s d r i l l e d . Those PA owners 

who are i n t h a t d r i l l b l o c k take t h e i r i n t e r e s t on a 

p a r t i c i p a t i n g - a r e a basis. 

Q. For the noncommitted t r a c t and the p a r t i a l l y 

committed t r a c t , i s there any c o n t r a c t u a l s o l u t i o n i n the 

u n i t agreement or the u n i t operating agreement t h a t 

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

should not be r e q u i r e d f o r these type of s i t u a t i o n s ? 

A. For these type of s i t u a t i o n s , because t h e r e are 

p a r t i e s who have not r a t i f i e d the u n i t agreement, th e y ' r e 

t h e r e f o r e not subject t o the u n i t agreement, and t h e r e f o r e 

the c o n t r a c t u a l o b l i g a t i o n s of the operator do not apply t o 

them. So the answer i s no. 

Q. They're not going t o be protected? 

A. Correct. 

Q. So you would recommend t h a t the p a r t i a l l y 

committed t r a c t s receive notice? 
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A. Yes. 

Q. I f the w e l l t o be d r i l l e d by the u n i t operator 

i s c l o s e r t o t h a t t r a c t than 660 feet? 

A. I would a c t u a l l y put the b u f f e r around t h e e n t i r e 

spacing u n i t . 

Q. On both sides of the l i n e . Do you see what I'm 

asking you? Let me do i t again. 

A. Okay. 

Q. When you look a t the blue r e c t a n g l e — 

A. Uh-huh. 

Q. -- the 660 setback, i s t h a t on both sides of the 

l i n e , or i s i t j u s t i n t e r n a l setback f o r the p a r t i a l l y 

committed spacing u n i t ? 

A. Okay, we would l i k e t o — There's a 660-foot 

setback on the e x t e r i o r of the p a r t i a l l y committed 

d r i l l b l o c k . Now, on the i n t e r i o r , because there's 

p a r t i c i p a t i n g area i n t e r e s t owners w i t h i n t h a t i n t e r i o r , we 

f e e l l i k e i t would be advantageous t o be able t o put a w e l l 

10 f e e t from t h a t l i n e and t h a t the c o r r e l a t i v e r i g h t s 

would not be a f f e c t e d by t h a t t h a t w e l l because t h a t w e l l 

would be p a r t i c i p a t i n g w i t h those p a r t i c i p a t i n g area owners 

i n t h a t p o r t i o n of the d r i l l b l o c k . 

Q. A l l r i g h t . So should the shaded area t h a t 

represents the 660 setback i n the west h a l f of 26, should 

t h a t be on the outside of t h a t 32 0 or on the i n s i d e ? 
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A. That should be on the outside of t h a t 32 0. 

Q. A l l r i g h t , so we need t o reverse t h a t ? 

A. Well, i t does appear t h a t i t ' s on the o u t s i d e . 

I t doesn't r e a l l y look l i k e i t ' s k i n d of p l a y i n g t r i c k s 

w i t h your mind. 

Q. A l l r i g h t , i t ' s an o p t i c a l i l l u s i o n f o r me, but 

the i n t e n t i s t h a t t h a t 660 setback i s on the o u t s i d e — 

A. Right — 

Q. — of the 320? 

A. — c o r r e c t , yes. 

Q. A l l r i g h t . Again, no c o n t r a c t u a l s o l u t i o n f o r 

t h a t s i t u a t i o n ? 

A. No. 

Q. Let's deal w i t h the other two p o s s i b l e 

s i t u a t i o n s . Let's go t o the south h a l f of Section 22 and 

look a t what i s labeled " D r i l l Block A". Describe f o r us 

what you're t r y i n g t o represent by t h a t example. 

A. Okay, t h i s i s a d r i l l b l o c k i n which t h e r e was a 

w e l l d r i l l e d t h a t was deemed noncommercial, and t h e r e f o r e 

t h a t w e l l and d r i l l b l o c k were not brought i n t o the 

p a r t i c i p a t i n g area. 

Q. There i s a procedure i n the agreement f o r an 

expansion of the p a r t i c i p a t i n g area, r i g h t ? 

A. Correct, i f t h a t w e l l was deemed commercial, then 

t h a t p a r t i c i p a t i n g area would expand t o i n c l u d e t h a t 
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d r i l l b l o c k . 

Q. And who makes t h a t d e c i s i o n u l t i m a t e l y ? 

A. The commerciality i s f i g u r e d by the BLM. 

Q. A l l r i g h t , the operator submits the data and the 

BLM makes the f i n a l d e c i s i o n about whether the PA i s 

expanded, based on t h i s commerciality concept, r i g h t ? 

A. Yes, c o r r e c t . 

Q. The assumption here i s t h a t the w e l l i n the south 

h a l f of 22 i s d r i l l e d and i t ' s deemed noncommercial — 

A. Yes. 

Q. — r i g h t ? Should there be any f u r t h e r n o t i c e 

requirements i n the d r i l l b l o c k i f I want t o be ou t s i d e the 

d r i l l b l o c k but close r than 660? 

A. There should not be any n o t i c e requirements 

beyond the n o t i c e requirements t h a t are c a l l e d f o r i n the 

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

Q. A l l r i g h t . Let's t a l k about how t h e i r 

c o r r e l a t i v e r i g h t s are protected. 

A. Okay. 

Q. You're suggesting t h a t the D i v i s i o n need not 

r e q u i r e n o t i c e f o r a w e l l t h a t ' s c l o s e r than 660 t o t h a t 

D r i l l Block A because there's a d d i t i o n a l p r o v i s i o n s w i t h i n 

the c o n t r a c t u a l scheme t h a t provides them t h a t o p p o r t u n i t y ? 

A. Yes. 

Q. Describe f o r us how t h a t works. 
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A. Each year the operator of a u n i t i s r e q u i r e d t o 

submit a plan of development t o a l l the working i n t e r e s t 

owners, as w e l l as the r e g u l a t o r y agencies. Those plans of 

development show the i n t e r e s t owners where we p l a n on 

d r i l l i n g w e l l s i n the upcoming year. And as an i n t e r e s t 

owner, you can look a t t h a t plan of development and monitor 

the p r o d u c t i o n — or the development p l a n t h a t the operator 

has l a i d out. 

As f a r as n o t i f i c a t i o n purposes, we f e e l t h a t 

t h a t supplies e f f i c i e n t n o t i c e — or s u f f i c i e n t n o t i c e , t o 

the working i n t e r e s t owners, because i f they see t h a t 

t here's a w e l l proposed i n a d r i l l b l o c k o f f s e t t i n g t h e i r 

n o n p a r t i c i p a t i n g d r i l l b l o c k they have the o p p o r t u n i t y t o 

contact the operator and discuss the setbacks w i t h them and 

come t o an adequate s o l u t i o n t o t h a t problem. 

Q. A l l r i g h t , l e t me f o l l o w through w i t h t h a t p o i n t . 

Annually they w i l l receive an i n d i c a t i o n of f u t u r e 

development, they can look a t t h a t l i s t , see i f t h e r e i s a 

w e l l t o be o f f s e t t i n g t h e i r D r i l l Block A and t h e r e i s an 

o p p o r t u n i t y and a time p e r i o d when they can r e g i s t e r an 

o b j e c t i o n , r i g h t ? 

A. Yes, they can n o t i f y the operator and discuss i t 

w i t h them. 

Q. What i f they're not s a t i s f i e d w i t h the operator's 

s o l u t i o n ? Do they have any r e l i e f before the BLM on the 
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BLM's approval of the plan of development? 

A. They are re q u i r e d — or they have t h e o p p o r t u n i t y 

t o address the operator, and t h a t ' s where t h e i r avenue 

of — 

Q. Recourse? 

A. That's where t h e i r avenue of r e l i e f comes, t h e i r 

avenue of recourse i s t o contact the operator or contact 

a l l the other working i n t e r e s t owners w i t h i n t h a t u n i t . 

Q. A l l r i g h t . My guestion, though, i s , i f they're 

not s a t i s f i e d w i t h t h a t s o l u t i o n , what do they have? Do 

they have a c o n t r a c t u a l remedy where they can seek j u d i c i a l 

r e l i e f or any other recourse i n t h a t s i t u a t i o n ? 

A. There i s the c o n t r a c t u a l remedy t h a t they have 

the o p p o r t u n i t y t o obje c t t o i t , and t h e r e f o r e i t goes — 

e s s e n t i a l l y would go t o a vote w i t h i n the u n i t as t o where 

t h a t setback should be. 

There's another c o n t r a c t u a l remedy i n t h a t i f a 

w e l l i s d r i l l e d a b u t t i n g t h a t D r i l l Block A and t h a t 

working i n t e r e s t owner i n D r i l l Block A f e e l s l i k e t h ey're 

going t o be drained, they have the o p p o r t u n i t y t o propose a 

w e l l t o o f f s e t t h a t d r a i n i n g w e l l and t o t h e r e f o r e p r o t e c t 

t h e i r gas i n t h a t manner. 

Q. A l l r i g h t . So i f they can't work out a s o l u t i o n 

w i t h the operator, they lose on a m a j o r i t y vote, the w e l l 

gets d r i l l e d t h a t ' s closer than 660 t o the D r i l l Block A, 
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there is a contractual solution insofar as they can propose 

the o f f s e t p r o t e c t i o n w e l l — 

A. Yes. 

Q. — and r e q u i r e t h a t t h a t be d r i l l e d ? 

A. Yes. 

Q. A l l r i g h t . Your recommendation, then, i s not t o 

provide a d d i t i o n a l n o t i f i c a t i o n through the D i v i s i o n r u l e s 

i f t h e r e i s an encroaching w e l l c l o s e r than 660 t o 

d r i l l b l o c k A? 

A. Correct. And I might add t h a t i f they do d r i l l 

an o f f s e t p r o t e c t i o n w e l l and t h a t w e l l i s deemed 

commercial, then your problems go away because t h a t 

d r i l l b l o c k i s brought i n t o the p a r t i c i p a t i n g area. 

Q. A l l r i g h t . So l e t ' s t a l k about whether we can 

f i x t he — s p e c i f i c a l l y the o p p o r t u n i t y t o o b j e c t , or i s 

t h i s a dynamic s i t u a t i o n t h a t continues t o move and reoccur 

as the PA i s expanded? 

A. I f I heard your question c o r r e c t l y , i f t h e r e i s a 

660-foot setback around t h i s D r i l l Block A and — 

Q. Well, l e t me pose i t t o you, l e t me g i v e you a 

f a c t s i t u a t i o n . 

A. Okay. 

Q. Let's assume we're now r e q u i r e d t o g i v e n o t i c e 

through the D i v i s i o n process t o the i n t e r e s t owners i n 

D r i l l Block A because we're going t o be c l o s e r than 660 — 
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A. Uh-huh. 

Q. — which i s not the s o l u t i o n you want, but i t ' s 

been discussed? 

A. Correct. 

Q. A l l r i g h t . I go t o hearing and I can't get t h a t 

l o c a t i o n approved, yet i t may be the best l o c a t i o n t o 

d r i l l . I'm stuck w i t h t h a t l o c a t i o n . 

A. Uh-huh. 

Q. I f the owners i n D r i l l Block A decide they want 

t o d r i l l 10 f e e t o f f the l i n e and do so s u c c e s s f u l l y and 

i t ' s a commercial w e l l , the PA gets expanded — 

A. Correct. 

Q. — r i g h t ? 

A. Correct. 

Q. I f they're also r e q u i r e d t o stay 660 o f f the 

l i n e , d r i l l the w e l l , the PA gets expanded? 

A. Correct. 

Q. So your p o i n t is? 

A. My p o i n t i s t h a t you lose t h a t o p p o r t u n i t y t o put 

the w e l l i n i t s optimal l o c a t i o n . 

Q. Because of the a b i l i t y t o expand the u n i t and 

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

A. Correct. 

Q. And t h a t expansion i s going t o continue as w e l l s 

are deemed commercial? 
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A. I t ' s d e f i n i t e l y a moving t a r g e t . As you d r i l l 

more w e l l s , more acreage i s brought i n t o the p a r t i c i p a t i n g 

area, and so i t ' s d e f i n i t e l y a c o n s t a n t l y moving t a r g e t . 

Q. A l l r i g h t , you and the D i s t r i c t O f f i c e , then, 

have a d i f f e r e n c e of opinion about the n o t i c e requirement 

i n t h i s s i t u a t i o n ; i s t h a t not true? 

A. I b e l i e v e we do, yes. 

Q. A l l r i g h t , l e t ' s go t o the l a s t s i t u a t i o n and 

t a l k about D r i l l Block B. What are you t r y i n g t o 

i l l u s t r a t e here? 

A. This i s a proposed w e l l i n a d r i l l b l o c k t h a t has 

never been d r i l l e d . Therefore i t ' s not i n the PA, because 

i t ' s never had any production on i t . 

Q. A l l r i g h t , l e t ' s assume the D r i l l Block B 

owners — i t ' s a t o t a l l y committed t r a c t but i t doesn't 

have a w e l l and the PA has not been expanded, r i g h t ? 

A. Correct. 

Q. What i f t h a t proposed w e l l f o r D r i l l Block B i s 

c l o s e r than 660? I s t h a t a problem? Should they be 

n o t i f y i n g the same i n t e r e s t owners? I guess, r i g h t ? 

A. No, we f e e l t h a t , f i r s t of a l l , i f t h a t w e l l i s 

deemed commercial -- and as you know, the m a j o r i t y of the 

w e l l s we d r i l l w i l l be deemed commercial — then t h a t 

d r i l l b l o c k w i l l come i n t o the p a r t i c i p a t i n g area. And 

t h e r e f o r e t h e r e would not be any c o r r e l a t i v e - r i g h t s issues 
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i n t h a t instance. 

We also have the o f f chance t h a t t h a t w e l l i s 

deemed noncommercial, and i n t h a t case we f e e l t h a t i f i t ' s 

a noncommercial w e l l and i f i t ' s a b u t t i n g a p a r t i c i p a t i n g 

area, t h a t the production from t h a t noncommercial w e l l w i l l 

be small enough and not s u f f i c i e n t enough t o cause a great 

amount of drainage i n the p a r t i c i p a t i n g area, e s p e c i a l l y 

c o n s i d e r i n g t h a t the p a r t i c i p a t i n g area i s t a k i n g 

p r o d u c t i o n from a l l these other spacing u n i t s and t h e r e f o r e 

has a much l a r g e r amount of gas. 

Q. So you're suggesting t h a t i n D r i l l Block B, i f 

D r i l l Block B owners want t o be cl o s e r than 660 t o the 

outer boundaries of the south h a l f of Section 28, they 

shouldn't have t o n o t i f y the other i n t e r e s t owners i n the 

u n i t about t h a t encroachment? 

A. Correct, because you would get i n t o t he same 

s i t u a t i o n and put the w e l l i n the less o p t i m a l spot i f you 

had t o . 

Q. T e l l me about the n o t i c e . Are the owners i n the 

south h a l f of 28 going t o be the same people t h a t are going 

t o get notice? Are they going t o send n o t i c e t o 

themselves? Who are the owners i n the PA? 

A. The PA owners are people who have p r o d u c t i o n on 

t h e i r land. 

Q. So i t ' s possible t h a t there could be a d i f f e r e n c e 
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i n percentage or i d e n t i t y of p a r t i e s between D r i l l Block B 

and the p a r t i c i p a t i n g area? 

A. Yes, and i t ' s l i k e l y t h a t t h a t would be the case. 

Q. A l l r i g h t . But you're suggesting the r e ' s an 

expansion process i n the u n i t agreements t h a t p r o t e c t s 

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

A. Correct. 

Q. What about the reverse? What about i f t h e r e i s a 

w e l l i n Section 27, 33 or 34 t h a t encroaches on D r i l l Block 

B c l o s e r than 660? Should n o t i c e be sent t o D r i l l Block B 

owners? 

A. No, we don't b e l i e v e so. 

Q. Okay, and why not? 

A. Because l i k e i n D r i l l Block A, the owners i n 

D r i l l Block B have t h a t o p p o r t u n i t y t o propose an o f f s e t 

w e l l , i n which case they would p r o t e c t t h e i r c o r r e l a t i v e 

r i g h t s i n t h a t way, and when t h a t o f f s e t w e l l i s d r i l l e d i t 

would be brought i n t o the PA and t h e r e f o r e the c o r r e l a t i v e -

r i g h t s issue would be gone. 

Q. So i f they have a w e l l o f f s e t t i n g them c l o s e r 

than 660 they can observe the r e s u l t s of the w e l l . I f i t ' s 

noncommercial, they can decide i f they want t o compete 

against noncommercial w e l l s , r i g h t ? 

A. Uh-huh. 

Q. I f i t ' s commercial they can decide i f they want a 

STEVEN T. BRENNER, CCR 
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competing p r o t e c t i o n w e l l , correct? 

A. Correct. 

Q. And i f the competing p r o t e c t i o n w e l l i s economic, 

the PA gets expanded? 

A. Correct. 

Q. And they now p a r t i c i p a t e on t h e i r PA percentage 

basis i n t h a t area? 

A. Yes. 

Q. Okay. You're suggesting, then, t h a t no 

n o t i f i c a t i o n be r e q u i r e d i n t h a t s i t u a t i o n ? 

A. Yes. 

Q. And you and Mr. Chavez, I t h i n k , have a 

d i f f e r e n c e of o p i n i o n , do you? 

A. I b e l i e v e so. 

Q. A l l r i g h t . Have you provided a w r i t t e n summary 

of what you and I have j u s t described behind t h i s p l a t ? 

A. Yes, I have. 

Q. You've reduced t h i s t o w r i t i n g so t h a t Mr. Chavez 

and Mr. Stogner can look a t the concept? 

A. Yes. 

Q. Summarize f o r us, Mr. Gray, what you're 

recommending concerning the n o t i f i c a t i o n s i n the 

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

A. We recommend t h a t we put a 660 b u f f e r zone around 

the e n t i r e u n i t , a 660 b u f f e r zone around any noncommitted 

STEVEN T, BRENNER, CCR 
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t r a c t s and any p a r t i a l l y committed d r i l l blocks. We 

recommend t h a t we leave i t up t o the operator t o decide 

where t o place a w e l l w i t h i n — i n and around D r i l l Block A 

and D r i l l Block B and don't have t h a t 660-foot b u f f e r zone. 

Q. Do you be l i e v e there's adequate p r o t e c t i o n w i t h i n 

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

circumstances you've described? 

A. Yes, I do. 

MR. KELLAHIN: That concludes my examination of 

Mr. Gray, Mr. Stogner. 

We would move the i n t r o d u c t i o n of E x h i b i t 18, 19, 

1, 2 and 3. 

EXAMINER STOGNER: E x h i b i t s 18 and 19, 1, 2 and 3 

w i l l be admitted i n t o evidence a t t h i s time. 

MR. KELLAHIN: And so I don't f o r g e t , I t h i n k 2 0 

i s the l a s t one t h a t I've not asked you t o admit, and I 

would ask t h a t you do so now. 

EXAMINER STOGNER: We d i d reference t h a t s e veral 

times — 

MR. KELLAHIN: Yes, s i r . 

EXAMINER STOGNER: — so E x h i b i t Number 20 or Tab 

2 0 w i l l be admitted i n t o evidence. Does t h a t cover a l l 

Tabs 1 through 2 0 t h a t you know of? 

MR. KELLAHIN: I be l i e v e i t does, s i r . 

EXAMINER STOGNER: Thank you, Mr. K e l l a h i n . 
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Mr. Chavez, 1*11 l e t you s t a r t out w i t h t he 

que s t i o n i n g on t h i s one. 

EXAMINATION 

BY MR. CHAVEZ: 

Q. Mr. Gray, considering the wording of the proposed 

footage l o c a t i o n r u l e , should not t h e r e be a b u f f e r a l s o 

w i t h i n the noncommitted and p a r t i a l l y committed t r a c t s ? 

A. What we have proposed i n the noncommitted t r a c t s , 

we expect those t o be t r e a t e d l i k e a d r i l l b l o c k would be 

t r e a t e d , t h e r e f o r e the b u f f e r would be t h e r e . We've j u s t 

expected t h a t t h a t would be t r e a t e d as a r e g u l a r d r i l l b l o c k 

t h a t we're asking f o r . So t h e r e f o r e i t ' s not d i s p l a y e d on 

here. 

And as f o r the p a r t i a l l y committed t r a c t s , l i k e I 

sa i d e a r l i e r , the b u f f e r i s not on the i n t e r i o r because you 

have p a r t i c i p a t i n g area owners w i t h i n t h a t p a r t i a l l y 

committed area, and i t would be u n f a i r t o not a l l o w t h a t 

w e l l t o be placed i n an optimal l o c a t i o n when t h a t — 

because those p a r t i c i p a t i n g areas are i n t h a t p a r t i a l l y 

committed acreage. 

Q. So w i t h i n the boundary of the f e d e r a l u n i t , any 

p a r t i a l l y committed t r a c t would be allowed t o have a w e l l 

w i t h i n 10 f e e t of the outer boundary of t h a t t r a c t , but a 

noncommitted t r a c t would be l i m i t e d t o 660; i s t h a t what 

you're saying? 
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A. Yes, s i r . 

Q. Does the wording, the proposed, s t a t e as much? 

A. The c u r r e n t wording i n our A p p l i c a t i o n , I b e l i e v e 

also assumed t h a t i n the noncommitted t r a c t i t would be 

t r e a t e d as a d r i l l b l o c k t r a c t , d r i l l b l o c k spacing u n i t , and 

t h e r e f o r e would have the d r i l l b l o c k r u l e s t h a t we have 

proposed. 

As f a r as the p a r t i a l l y committed i n t e r e s t , yes, 

we have l e f t out -- we have not placed a b u f f e r around the 

i n t e r i o r of t h a t p a r t i a l l y committed i n t e r e s t i n the 

wording of our A p p l i c a t i o n . 

Q. I n D r i l l Block A i n t h a t p a r t i c u l a r example, 

there ' s a n o n p a r t i c i p a t i n g w e l l . I s p a r t i c i p a t i o n based on 

a w e l l basis or on a GPU basis under the u n i t agreement? 

A. P a r t i c i p a t i o n — t o be brought i n t o the 

p a r t i c i p a t i n g area, i t ' s based on a producing w e l l , a 

commercially producing w e l l basis. 

Q. So i f a commercially producing w e l l were d r i l l e d 

i n the southeast corner of — southeast q u a r t e r of Section 

22, would t h a t e n t i r e block come i n , even though t h e r e was 

a previous w e l l t h a t wasn't p a r t i c i p a t i n g ? And then would 

both w e l l s be p a r t i c i p a t i n g , even though one was i n i t i a l l y 

not — 

A. No. 

Q. Only the new well? 
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A. The new w e l l would come i n , as w e l l as 

e v e r y t h i n g , other than a 40-acre t r a c t around the 

n o n p a r t i c i p a t i n g w e l l . 

Q. So you would have the 40 acres around the 

n o n p a r t i c i p a t i n g w e l l s t i l l n o n p a r t i c i p a t i n g , and 

consequently there would be — i n t e r e s t s w i t h i n t h e t r a c t 

would not be equal throughout the t r a c t ; i s t h a t c o r r e c t ? 

A. That i s c o r r e c t . The f a c t t h a t t h a t 40 acres i s 

n o n p a r t i c i p a t i n g r e a l l y excludes the owners — Well, how am 

I t r y i n g t o say t h i s ? 

The 4 0 acres around t h a t n o n p a r t i c i p a t i n g area 

would be l e f t out of the p a r t i c i p a t i n g area. That's — 

Q. I s t h a t consonant w i t h your understanding of the 

spacing r e g u l a t i o n s of the O i l Conservation D i v i s i o n f o r 

the dedicated acreage and p a r t i c i p a t i o n under the r u l e s and 

r e g u l a t i o n s of the State of New Mexico, t h a t you can leave 

40 acres w i t h a d i f f e r e n t i n t e r e s t , other than t h e other 

acreage i n the t r a c t ? 

A. That's the way i t has been done i n a l l the 

f e d e r a l u n i t agreements t h a t I've read. 

Q. A w e l l t h a t i s d r i l l e d w i t h i n 10 f e e t of the 

boundaries of the t r a c t t h a t i t ' s on, would you say t h a t i t 

i s t a k i n g a l a r g e percentage of i t s gas, maybe up t o close 

t o h a l f the gas, from the a d j o i n i n g t r a c t ? 

A. I d e f i n i t e l y could not give a percentage because 
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t h a t ' s not my e x p e r t i s e , but I'm sure t h a t t h e r e i s some 

drainage o c c u r r i n g , yes. 

Q. Does p a r t of your studies f o r being a landman 

in c l u d e issues surrounding drainage and w e l l l o c a t i o n s ? 

A. No. 

Q. You mentioned t h a t the BLM determines t h e 

commerciality of a w e l l . I s t h a t f o r any w e l l on a t r a c t , 

whether i t ' s s t a t e , fee or f e d e r a l or I n d i a n land t h a t ' s 

involved? 

A. Yes. 

Q. The op p o r t u n i t y t o d r i l l an o f f s e t w e l l t o the 

w e l l t h a t i s 10 f o o t from the t r a c t l i n e — t h a t 

o p p o r t u n i t y might r e q u i r e the operator who f e e l s t h a t 

t h e y ' r e being drained t o d r i l l another w e l l 10 f o o t from 

the l i n e . Are you f a m i l i a r w i t h the issues and d e f i n i t i o n s 

of waste as they've been t r a d i t i o n a l l y used i n 

conservation? 

A. Somewhat, yes. 

Q. Do you understand t h a t d r i l l i n g an unnecessary 

w e l l may be considered wasteful? 

A. I don't know t h a t d r i l l i n g — t h a t i f an o f f s e t 

w e l l i s being d r i l l e d t o o f f s e t another w e l l would be 

considered w a s t e f u l , i n t h a t we are asking f o r the operator 

of the u n i t t o be able t o use t h e i r d i s c r e t i o n and the 

working i n t e r e s t owners t o use t h e i r d i s c r e t i o n as t o where 
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t o place t h a t w e l l . And i f t h a t w e l l i s brought i n t o the 

PA, then t h a t i s what w i l l cure the problem, cure the 

c o r r e l a t i v e - r i g h t s problem. 

And I don't t h i n k t h a t the operator or the 

working i n t e r e s t owners would be i n t e r e s t e d i n p l a c i n g the 

w e l l i n an area t h a t would cause waste. 

Q. You s t a t e d t h a t i f a w e l l was — or a t r a c t was 

not brought i n t o p a r t i c i p a t i o n because a w e l l was a low-

p r o d u c t i v i t y w e l l , t h a t the small amount of gas produced 

from t h a t w e l l would not cause a v i o l a t i o n of c o r r e l a t i v e 

r i g h t s . Did I understand t h a t c o r r e c t l y ? 

A. Well, I s t a t e d t h a t i t would cause a c o r r e l a t i v e 

r i g h t s issue. There p o s s i b l y and probably would be some 

drainage. 

But what I st a t e d i s t h a t i f i t i s placed 

a b u t t i n g the p a r t i c i p a t i n g area, the amount of drainage 

t h a t a noncommercial w e l l would cause would be so 

i n s i g n i f i c a n t t h a t the o p p o r t u n i t y t o place a w e l l i n the 

opt i m a l p o s i t i o n f a r outweighs t h a t small amount of 

drainage on the p a r t i c i p a t i n g area. 

Q. When you say small amount of gas, a t what p o i n t 

d i d you draw the l i n e t h a t t h e r e i s — t h a t the drainage 

would be s i g n i f i c a n t ? 

A. I d e f i n i t e l y can't draw a l i n e i n the sand. I 

would estimate — I h e s i t a t e t o estimate, even. 
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But if you look at this example, for instance, 

you have about 10 w e l l s or 10 sections t h a t are i n the 

p a r t i c i p a t i n g area w i t h producing w e l l s , compared t o one 

w e l l t h a t ' s not i n the p a r t i c i p a t i n g area and t h a t would 

p o s s i b l y cause a minor amount of drainage because i t ' s a 

noncommercial w e l l . That percentage would be very s m a l l , 

so I can't draw an exact l i n e i n the sand. 

Q. I f an operator determines t h a t the c o r r e l a t i v e 

r i g h t s may be v i o l a t e d , say i f they're i n a 

n o n p a r t i c i p a t i n g t r a c t , i f they f e e l the c o r r e l a t i v e r i g h t s 

might be v i o l a t e d by w e l l s being d r i l l e d w i t h i n 10 f e e t of 

the n o n p a r t i c i p a t i n g t r a c t , i s t h e i r only recourse — are 

they l i m i t e d by the u n i t agreement t o use only t h e u n i t , or 

can they s t i l l come the O i l Conservation D i v i s i o n t o t r y t o 

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

A. As f a r as I know, t h e i r recourse i s t o contact 

the operator and deal w i t h the operator under the u n i t 

agreement. And I'm not aware of anything t h a t allows them 

t o come t o the O i l Conservation D i v i s i o n and p r o t e s t t h a t . 

Q. Would you be opposed t o an operator having t h a t 

p r e r o g a t i v e , t o come t o the O i l Conservation D i v i s i o n 

anytime t h a t they f e e l t h e i r r i g h t s are being v i o l a t e d ? 

A. I h e s i t a t e t o answer t h a t question because I 

don't know, but i t -- Let me t h i n k . 

Are you t a l k i n g about i f the working i n t e r e s t 
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owner contacts the operator and the r e i s not agreement or 

no s o l u t i o n i n s i g h t and i n t h a t instance has the 

o p p o r t u n i t y t o come t o the OCD and discuss i t w i t h the OCD 

and have the OCD be somewhat of a mediator between the two? 

I s t h a t — 

Q. No, my idea was — the issue was, does your 

knowledge of the operating agreement l i m i t t he operator t o 

only the recourses w i t h i n t h a t o p e r a t i n g agreement i f they 

f e e l t h ey're being i n f r i n g e d upon by a w e l l t h a t ' s too 

close t o the n o n p a r t i c i p a t i n g t r a c t ? 

A. I don't t h i n k i t l i m i t s i t t o t h a t . But there's 

not any wording i n there t h a t provides f o r t h a t . I don't 

t h i n k t h a t i t l i m i t s i t , but there's nothing t h a t provides 

f o r i t . 

MR. CHAVEZ: I t h i n k t h a t ' s a l l I have. 

MR. BROOKS: Could I ask some questions on t h i s ? 

EXAMINER STOGNER: Why don't you go ahead and — 

MR. BROOKS: I ' l l t r y t o be f a i r l y b r i e f since 

i t ' s so l a t e i n the afternoon. 

EXAMINATION 

BY MR. BROOKS: 

Q. The proposal t h a t you are suggesting, as I 

understand i t , t h a t the Applicants have asked f o r i n t h i s 

case, would allow a w e l l t o be d r i l l e d anywhere i n a 

f e d e r a l p a r t i c i p a t i n g area, subject t o t h i s 10-foot 
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p r o v i s i o n which i s — I t h i n k everybody agrees i t ' s not 

s i g n i f i c a n t one way or the other — the — f o r a w e l l t o be 

d r i l l e d anywhere i n a f e d e r a l p a r t i c i p a t i n g area except i n 

the l o c a t i o n which i s w i t h i n 660 f e e t of the outer 

perimeter boundary of the f e d e r a l p a r t i c i p a t i n g area, or 

w i t h i n 660 f e e t of a spacing u n i t which e i t h e r i s 

uncommitted or includes an uncommitted t r a c t ; i s t h a t 

c o r r e c t ? 

A. Not a p a r t i c i p a t i n g area but a 660-foot b u f f e r 

around the u n i t area. 

Q. I'm s o r r y , I misspoke. Around the outer 

perimeter of the f e d e r a l e x p l o r a t o r y u n i t ? 

A. Yes. 

Q. So t h a t i t would permit a w e l l t o be l o c a t e d 

w i t h i n 10 f e e t of the l i n e t h a t d i v i d e s a p a r t i c i p a t i n g 

area from a n o n p a r t i c i p a t i n g t r a c t , c o r r e c t ? 

A. Yes, s i r . 

Q. Now, the owners of the n o n p a r t i c i p a t i n g t r a c t 

would share i n the production — the owners of the 

n o n p a r t i c i p a t i n g t r a c t , i f they owned only i n the 

n o n p a r t i c i p a t i n g t r a c t , would not share i n the p r o d u c t i o n 

of t h a t w e l l t h a t was 10 f e e t from t h e i r l i n e a t a l l , would 

they, unless a w e l l were subsequently d r i l l e d on t h a t l i n e ? 

A. No, s i r , they would not, but t h a t ' s why we've had 

t h a t 660-foot b u f f e r around t h a t , f o r a n o n p a r t i c i p a t i n g 
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t r a c t — Oh, I'm sor r y , I was lo o k i n g a t a noncommitted — 

Q. The owners of --

A. — t r a c t . Okay. 

Q. I'm so r r y , a n o n p a r t i c i p a t i n g — 

A. Right, I misunderstood. 

Q. — we're not t a l k i n g about a noncommitted t r a c t . 

A. Uh-huh. No, they would not share i n t h a t 

p r o d u c t i o n . 

Q. Unless a w e l l was subsequently d r i l l e d on t h e i r 

t r a c t ? 

A. Correct. 

Q. Okay, i f I may get up here. I f the q u a l i t y of 

the f o r m a t i o n — and the t e c h n i c a l people, I ' l l have t o 

apologize because I'm using nontechnical language because 

I'm not a petroleum engineer. 

But i f the q u a l i t y of the fo r m a t i o n was 

d e t e r i o r a t i n g as you move t h i s d i r e c t i o n , toward D r i l l 

Block A over here which i s n o n p a r t i c i p a t i n g , i t might w e l l 

be u n l i k e l y t h a t D r i l l Block A would be f u l l y developed, 

but t h e r e might be some play i n here, and i t might be small 

or i t might be considerable i n where the t e c h n i c a l l y 

o p t i m a l l o c a t i o n would be, whether i t be over here on D r i l l 

Block A or whether i t be here i n the p a r t i c i p a t i n g area; i s 

t h a t not a p o s s i b i l i t y ? 

A. Yes, s i r . 
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Q. And let us suppose that Drill Block A was subject 

t o an 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 of 12.5 percent so i t — 

75-percent net revenue i n t e r e s t t o the working i n t e r e s t 

owner, co r r e c t ? 

A. Correct. 

Q. And D r i l l Block — and t h i s adjacent d r i l l b l o c k 

here, which i s not vacant but i t ' s i n the e x i s t i n g 

p a r t i c i p a t i n g area, had a 5-percent 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 on i t . So i t would be what, 82.5-percent net 

revenue i n t e r e s t and working i n t e r e s t ? Make t h a t 

assumption. 

A. Yes. 

Q. Okay. Now we're t a l k i n g about o p t i m a l . Would 

not t h a t make t h i s l o c a t i o n 10 f e e t from the p r o p e r t y l i n e 

look a whole l o t b e t t e r t o — and I understand B u r l i n g t o n 

wouldn't do t h i s , we're t a l k i n g about some h y p o t h e t i c a l 

operator — would not t h i s l o c a t i o n over here w i t h the 

82.5-percent net revenue i n t e r e s t look a whole l o t more 

opt i m a l t o a l o t of operators than the one over here which 

brought i n t h i s 75-percent net revenue i n t e r e s t and would 

a l l o w t h a t o v e r r i d i n g r o y a l t y i n t e r e s t owner t o come i n and 

d i l u t e the net revenue i n t e r e s t i n the PA? 

A. That i s a s i t u a t i o n — I don't know t h a t our 

engineers who picked those l o c a t i o n s would make t h a t 

d e c i s i o n — 
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Q. Well, I t o l d you we weren't t a l k i n g about 

B u r l i n g t o n . 

A. Correct. 

Q. But we're t a l k i n g about a r u l e t h a t ' s going t o be 

es t a b l i s h e d f o r e v e r by us, correct? I t ' s going t o — 

A. Correct. 

Q. -- nationwide? 

A. Yes. 

Q. Okay. Now, we're t a l k i n g about what people can 

do about something, and Mr. K e l l a h i n has r e f e r r e d 

f r e q u e n t l y t o n o t i f i c a t i o n . Well i t ' s not r e a l l y j u s t an 

issue of n o t i f i c a t i o n , i s i t , because i f the OCD r u l e s 

don't permit you t o d r i l l a w e l l i n a c e r t a i n place, then 

— under the normal r u l e s , then, you have t o come t o the 

OCD i f you want t o d r i l l i n t h a t l o c a t i o n and get an order 

p e r m i t t i n g you t o d r i l l a t an unorthodox l o c a t i o n , c o r r e c t ? 

A. Yes. 

Q. So i t ' s not j u s t a question of n o t i f i c a t i o n , i t ' s 

a question of what you can and can't do, of whether you 

have t o have permission of the OCD t o do i t or not? 

A. Correct. 

MR. BROOKS: Okay. I could ask a number of more 

questions on t h i s , but I t h i n k I've asked s u f f i c i e n t 

questions f o r t h i s l a t e i n the afternoon, so I ' l l l e t Mr. 

Stogner have a crack a t you. 
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EXAMINATION 

BY EXAMINER STOGNER: 

Q. Okay, one -- I want t o — a couple of t h i n g s 

pursuant t o Block A and Block B. 

I n t h i s p a r t i c u l a r instance I'm going t o r e f e r 

back t o your e x h i b i t . 

The northern boundary l i n e , now, am I t o assume 

i n both examples, i n Sections 2 0 and 22, t h a t you're 

assuming t h a t a l l the i n t e r e s t s are the same i n those two 

p a r t i c u l a r sections? 

Because when you want a b u f f e r zone t h a t would be 

on both sides of t h a t p a r t i c u l a r h a l f - s e c t i o n l i n e you're 

going t o have, assuming -- or considering the f a c t i f t h e r e 

are d i f f e r e n t r o y a l t y i n t e r e s t s , o v e r r i d e s and such as 

th a t ? 

A. Are you t a l k i n g about i n D r i l l Block A and B? 

Q. Yes. 

A. Well, those two s i t u a t i o n s can be i l l u s t r a t e d by 

D r i l l Block A and B and the f a c t t h a t they are w i t h i n the 

u n i t , those — they're — the n o r t h h a l f of Section 28, I 

b e l i e v e , and the n o r t h h a l f of Section 22 are w i t h i n the 

u n i t and t h e r e f o r e have the same c o n t r a c t u a l remedies t h a t 

D r i l l Block A and B would have, t h a t we've discussed. 

MR. CHAVEZ: I have another question. 

EXAMINER STOGNER: Sure, Mr. Chavez? 
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FURTHER EXAMINATION 

BY MR. CHAVEZ: 

Q. Under your proposed spacing requirements, what 

would be the spacing between a w e l l d r i l l e d i n the boundary 

between the south h a l f of Section 15 and the south h a l f of 

Section 22, which are both — 

A. Those are both i l l u s t r a t e d by the D r i l l Block B 

scenario i n which there has not y e t been a w e l l d r i l l e d . 

Are you t a l k i n g about a setback between w e l l s or a setback 

between — 

Q. Setback between the boundary of the south h a l f of 

Section 15 and the n o r t h h a l f of Section 22, which both are 

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

A. Yeah, those are both u n d r i l l e d d r i l l b l o c k s , and 

they would be considered the same as i n d r i l l b l o c k B, and 

i t would be the same remedies and the same a b i l i t y — 

Q. The 10-foot l i m i t a t i o n — 

A. Yes, yes. 

MR. CHAVEZ: Okay. 

FURTHER EXAMINATION 

BY MR. BROOKS: 

Q. I n t o my h y p o t h e t i c a l about an 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 owner, i s i t not also not unusual t o encounter fee 

t r a c t s i n f e d e r a l p a r t i c i p a t i n g areas? 

A. That does happen. 
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Q. And are they not o f t e n very small fee t r a c t s ? 

A. Possibly could be, yes. 

Q. And i s i t not f a i r l y common i n n o r t h e r n New 

Mexico t o have p r o v i s i o n s i n o i l and gas leases t o the 

e f f e c t t h a t the lessee can commit a fee t r a c t t o a f e d e r a l 

e x p l o r a t o r y u n i t ? 

A. Yes. 

Q. Okay, so the remedies, c o n t r a c t u a l remedies you 

were t a l k i n g about, would apply only t o working i n t e r e s t 

owners i n the u n i t ; i s t h a t not correc t ? 

A. That i s c o r r e c t , but I might j u s t r e f e r t o the 

D i v i s i o n ' s stance on n o t i f i c a t i o n and n o t i c e s f o r a hearing 

such as t h i s , and t h a t we n o t i f y the operators. The 

operators t h e r e f o r e look out f o r the best i n t e r e s t s of the 

working i n t e r e s t owners, who t h e r e f o r e look out f o r the 

best i n t e r e s t s of the ov e r r i d e and r o y a l t y owners. 

Q. Doesn't the D i v i s i o n have some r e s p o n s i b i l i t y t o 

look out f o r those people too, though? 

A. I n an instance — as f o r n o t i f i c a t i o n , such as i n 

t h i s purpose, I t h i n k t h a t what's good f o r the working 

i n t e r e s t owner i s good f o r the o v e r r i d i n g r o y a l t y owners. 

MR. BROOKS: Okay, what's good f o r General 

E l e c t r i c i s good f o r the USA. Thank you. 

EXAMINER STOGNER: Anything e l s e , Mr. K e l l a h i n , 

any r e d i r e c 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 

153 

REDIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Just one small p o i n t , l e t me see i f I remember 

t h i s r i g h t . 

Am I c o r r e c t i n remembering t h a t i n the u n i t 

agreements th e r e i s a p r o v i s i o n f o r expanding a PA by 

geologic inference t o include a prospective Dakota 

d r i l l b l o c k t h a t ' s being encroached upon, w i t h o u t having t o 

d r i l l another Dakota w e l l on t h a t d r i l l b l o c k ? 

A. That i s c o r r e c t , and i n a l l cases, i n a l l of our 

f e d e r a l u n i t s and a l l the ones t h a t I know o f , t h a t i s a 

p r o v i s i o n provided f o r i n everything below the base of the 

Mesaverde, so — which would include the Dakota. 

Q. A l l r i g h t , so i f we look a t Mr. Brooks' example 

where you're encroaching on one of these d r i l l b l o c k s t e n 

f e e t o f f the l i n e , t h e i r remedy i s t o p e t i t i o n on a 

geologic inference because they're making a c o n t r i b u t i o n t o 

t h a t w ellbore and t h e r e f o r e can have the PA expanded, share 

i n the p r o d u c t i o n of t h a t w e l l , and not have t o d r i l l t h e i r 

own w e l l ? 

A. That's a very good p o i n t , yes. 

Q. And i n the a l t e r n a t i v e , i f they choose i n D r i l l 

Block B t o be c l o s e r than 660, we're not suggesting t h a t 

they should go through an a d d i t i o n a l n o t i c e and D i v i s i o n 

h earing process, because i f t h a t w e l l i s deemed commercial, 
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the interest owners in the PA can protect themselves by 

having the PA expanded t o include the w e l l ? 

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

Q. So there are b e t t e r c o n t r a c t u a l s o l u t i o n s than 

the D i v i s i o n can provide w i t h t h e i r r e g u l a t o r y remedy? 

A. Yes, I believe so. 

MR. KELLAHIN: A l l r i g h t , s i r , no f u r t h e r 

questions. 

FURTHER EXAMINATION 

BY EXAMINER STOGNER: 

Q. Mr. Gray, you said something t h a t I need t o 

expound upon. Would you repeat what you s a i d about 

n o t i f i c a t i o n t o only the operators i n an unorthodox 

l o c a t i o n ? 

A. No, I was r e f e r r i n g t o a case such as t h i s . I 

was not r e f e r r i n g t o an unorthodox l o c a t i o n ; I was 

r e f e r r i n g t o an instance where there i s n o t i f i c a t i o n i n a 

case such as t h i s where we n o t i f y the operators of the 

poo l . 

I wasn't r e f e r r i n g t o an unor t h o d o x - l o c a t i o n 

n o t i f i c a t i o n . 

Q. Oh, okay. You're — Okay, so what you s t a t e d was 

not t o be construed as only operator? 

A. Correct, yes, I was not t a l k i n g about an 

unorthodox l o c a t i o n n o t i f i c a t i o n . 
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Q. Okay. 

A. And t h a t can be seen i n a u n i t agreement. The 

working i n t e r e s t owners are t y p i c a l l y n o t i f i e d i n a case 

such as t h i s , an increased d e n s i t y case, and t h e r e f o r e they 

have the o b l i g a t i o n t o look out f o r t h e i r r o y a l t y and 

ov e r r i d e owners. 

FURTHER EXAMINATION 

BY MR. CHAVEZ: 

Q. Can I ask you j u s t t o — i f t h i s i s an example of 

something you t e s t i f i e d t o e a r l i e r ? Under Tab 17, would be 

the t h i r d sheet, t i t l e a t the top, "Simulation Area, San 

Juan 2 7-5 U n i t " — 

A. Yes. 

Q. — and i n Section 3 you're i n the u n i t boundary, 

and the southeast of the southwest q u a r t e r i s — according 

t o t he legend below t h a t , t h a t ' s an example of a 40-acre 

area where a w e l l , even though i n a dedicated 32 0-acre 

t r a c t , i s not p a r t i c i p a t i n g i n the same p r o p o r t i o n as — i n 

the p r o d u c t i o n from t h a t 320, as the other w e l l or w e l l s 

t h a t may be i n the same t r a c t . I s t h a t an example? 

A. The p r o p o r t i o n of the d r i l l b l o c k i s e l i m i n a t e d 

around the 40-acre t r a c t , you're c o r r e c t , yes. 

MR. KELLAHIN: May I f o l l o w up on t h a t q u e s t i o n , 

Mr. Stogner? 

EXAMINER STOGNER: Please, Mr. K e l l a h i n . 
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FURTHER EXAMINATION 

BY MR. KELLAHIN: 

Q. I f the 4 0-acre t r a c t has got a noncommercial 

w e l l , what are we p r o t e c t i n g i f they have n o t h i n g a t r i s k ? 

A. A noncommercial w e l l , I mean — 

Q. Why should we provide n o t i f i c a t i o n , o p p o r t u n i t y 

t o o b j e c t and a hearing f o r an i n t e r e s t owner who has 

condemned h i s own acreage w i t h a noncommercial w e l l ? Can 

you see any reason? 

A. No, not t h a t I can t h i n k o f. 

MR. KELLAHIN: I can't e i t h e r . 

FURTHER EXAMINATION 

BY EXAMINER STOGNER: 

Q. I f a commercial w e l l i s put i n a p a r t i c i p a t i n g 

area, does i t remain there as long as i t s l i f e of 

production? 

A. I t remains there f o r the l i f e of pr o d u c t i o n of 

a l l w e l l s w i t h i n the p a r t i c i p a t i n g area. 

Q. So once — A p a r t i c i p a t i n g area i s not 

de l i n e a t e d , i s what you're saying? 

A. Does not c o n t r a c t , i t expands. 

Q. Well, l e t ' s t a l k about t h i s scenario w i t h t he 40 

acres. Why does t h a t e x i s t ? 

A. For some reason or other another w e l l was d r i l l e d 

and deemed noncommercial and d i d not have good — adequate 
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p r o d u c t i o n t o be deemed commercial. 

Q. E i t h e r poor r e s e r v o i r q u a l i t y or how about poor 

completion techniques by the operator? 

A. I t could be any one of the two. 

Q. There again, B u r l i n g t o n wouldn't knowingly 

complete a w e l l badly, but there again i t a p p l i e s 

throughout the pool, does i t not? 

A. And i f the w e l l i s completed badly and there's a 

r e d r i l l , t h a t s t i l l leaves t h a t 4 0 acres out. I t does 

not — unless — Well, I won't get i n t o t h a t , t h a t ' s a — 

I t would be convoluted. 

FURTHER EXAMINATION 

BY MR. CHAVEZ: 

Q. But outside out of the u n i t — i f t h a t w e l l were 

outsid e of t h i s u n i t , i t would be p a r t i c i p a t i n g w i t h every 

other w e l l i n the same 320 t r a c t ; i s n ' t t h a t c o r r e c t ? I t ' s 

only because i t ' s w i t h i n a u n i t t h a t i t ' s c o n t r a c t e d t o 40; 

i s t h a t c o r r e c t ? 

A. I t ' s only w i t h — Yes, and i t ' s only 

p a r t i c i p a t i n g w i t h t h a t d r i l l block, yes. 

EXAMINER STOGNER: Any other questions? 

FURTHER EXAMINATION 

BY MR. BROOKS: 

Q. Yeah, one more t h a t I f o r g o t t o ask a minute ago. 

Back on your scenarios w i t h the D r i l l Block B, i f — okay, 
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i f t h a t D r i l l Block A and D r i l l Block B — i f t h e r e never 

were a w e l l d r i l l e d i n D r i l l Block A t h a t was deemed t o be 

commercial, then i t would c o n t r a c t out of the u n i t , would 

i t n ot, eventually? 

A. No, t h a t would stay w i t h i n the u n i t , t h a t 

n o n p a r t i c i p a t i n g w e l l would stay w i t h i n the u n i t . 

Q. Right, i f i t d i d n ' t have a w e l l — i f i t d i d not 

have a w e l l on i t , i t would c o n t r a c t , yeah, c o r r e c t ? 

A. No, they assign the u n i t agreement, and a l l of 

t h i s acreage i s i n the u n i t agreement and w i l l not be taken 

out, developed or not developed. 

Q. Well, i s n ' t there commonly a p r o v i s i o n i n f e d e r a l 

e x p l o r a t o r y u n i t s t h a t i f they do not f o l l o w t he p r o d u c t i o n 

schedule, the e x p l o r a t i o n schedule, t h a t the u n i t s 

c o n t r a c t s , or i f — a t some p o i n t doesn't the u n i t c o n t r a c t 

anyway? 

A. That's f o r a c e r t a i n amount of w e l l s . I'm not 

sure e x a c t l y the number. Once t h a t c e r t a i n amount of w e l l s 

i s met, then t h a t u n i t i s i n t a c t . Once t h a t c e r t a i n 

t h r e s h o l d i s met, then the u n i t i s i n t a c t as i t i s , and 

i t ' s not an ongoing issue. 

Q. This would depend on the p r o v i s i o n s of the 

p a r t i c u l a r agreement and what — how the u n i t had been 

developed, correc t ? 

A. Yes. 
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MR. BROOKS: Okay, t h a t ' s a l l I had t o say, I 

j u s t wanted t o b r i n g out the p o s s i b i l i t y t h a t t h a t could 

happen. 

MR. KELLAHIN: I t r e a l l y i s h i g h l y u n l i k e l y , 

because y o u ' l l have production i n other formations t h a t 

make i t committed t o the u n i t . 

That concludes our p r e s e n t a t i o n , Mr. Stogner. 

EXAMINER STOGNER: I f there's no other questions 

of t h i s witness, he may be excused. 

Mr. Carr, do you have any c l o s i n g statements a t 

t h i s time? 

MR. CARR: Mr. Stogner, i f you look behind Tab 19 

i n the e x h i b i t book you w i l l not f i n d a l e t t e r from 

W i l l i a m s because I have i t , and I would l i k e t o provide a 

copy of the l e t t e r of support from Williams Production 

Company, LLC. Williams supports the A p p l i c a t i o n of 

B u r l i n g t o n and Conoco f o r increased w e l l d e n s i t y and also 

t o change the spacing requirements as they have 

recommended. 

That's a l l I have. 

EXAMINER STOGNER: Let's see, I b e l i e v e — and I 

have i t i n — The D i v i s i o n has received s e v e r a l s u p p o r t i n g 

l e t t e r s t h a t may or may not be behind E x h i b i t Tab Number 

19, but those are made p a r t of the record i n t h i s instance. 

MR. BROOKS: Do you have E x h i b i t 2 0 f o r the 
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record? 

EXAMINER STOGNER: Yes. 

MR. BROOKS: Okay. 

EXAMINER STOGNER: Mr. K e l l a h i n — 

MR. KELLAHIN: Yes, s i r . 

EXAMINER STOGNER: — do you have any c l o s i n g 

statement a t t h i s time? 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: BLM, would you l i k e t o have a 

statement a t t h i s time? 

MR. SPIELMAN: (Shakes head) 

EXAMINER STOGNER: Okay, i f there's n o t h i n g 

f u r t h e r i n t h i s matter, Case Number 12,745, I'm ready t o 

take i t under advisement. However, I would ask, Mr. 

K e l l a h i n , i f you would provide me a rough d r a f t . 

w i l l be taken under advisement, and t h i s h earing i s 

adjourned. 

(Thereupon, these proceedings were concluded a t 

6 : 02 p.m.) 

MR. KELLAHIN: Yes, s i r . 

EXAMINER STOGNER: Then w i t h t h a t t h i s matter 

* * * 
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