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This matter came on f o r hearing before the New 
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State of New Mexico. 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

9:10 a.m.: 

MR. BROOKS: At t h i s time we w i l l c a l l Case 

Number 12,869, 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, LP, f o r compulsory p o o l i n g , San Juan County, 

New Mexico. 

C a l l f o r appearances. 

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

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

on behalf of the App l i c a n t , and we have two witnesses t o be 

sworn. 

MR. BROOKS: Would the witnesses please stand and 

i d e n t i f y themselves? 

MR. TROIANO: Jim Troiano, petroleum landman f o r 

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

MR. CLARK: I'm David Clark, g e o l o g i s t . 

MR. BROOKS: Please swear the witnesses. 

(Thereupon, the witnesses were sworn.) 

MR. BRUCE: Mr. Examiner, I'm e n t e r i n g an 

appearance on behalf of Maralex Resources, Inco r p o r a t e d . I 

have no witnesses. 

MR. BROOKS: You may proceed, Mr. K e l l a h i n . 

MR. KELLAHIN: Thank you, s i r . 

MR. BROOKS: Mr. Bruce, how do you s p e l l your 

c l i e n t ' s name? 

STEVEN T. BRENNER, CCR 
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MR. BRUCE: M-a-r-a-l-e-x. 

MR. BROOKS: Maralex Resources? 

MR. BRUCE: Yes. 

MR. BROOKS: You may proceed. 

MR. KELLAHIN: Thank you, s i r . 

JIM TROIANO. 

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. Would you please s t a t e your name and occupation? 

A. Jim Troiano, landman, B u r l i n g t o n Resources. 

Q. Mr. Troiano, where do you reside? 

A. Durango, Colorado. 

Q. On p r i o r occasions have you t e s t i f i e d before the 

D i v i s i o n ? 

A. No, I have not. 

Q. Summarize f o r us your education. 

A. I received a BBA from the U n i v e r s i t y of Oklahoma 

w i t h a degree i n energy management i n December of 2 000, and 

I've been a s t a f f petroleum landman f o r B u r l i n g t o n 

Resources ever since, about 18 months now. 

Q. Has the i d e n t i f i c a t i o n of the ownership f o r the 

Mesaverde r e s e r v o i r i n t h i s spacing u n i t been one of your 

tasks? 

STEVEN T. BRENNER, CCR 
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A. Yes, s i r . 

Q. I n a d d i t i o n , was i t your r e s p o n s i b i l i t y t o 

ne g o t i a t e w i t h the other working i n t e r e s t owners on 

v o l u n t a r y p a r t i c i p a t i o n i n t h i s w e ll? 

A. Yes, i t was. 

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

landman. 

MR. BROOKS: He i s so q u a l i f i e d . 

Q. (By Mr. K e l l a h i n ) Mr. Troiano, l e t ' s t u r n t o the 

e x h i b i t book, and what I would l i k e you t o do i s t u r n t o 

E x h i b i t Tab 3. Let's s t a r t t h e r e . There's two d i s p l a y s 

behind E x h i b i t Tab 3. Let's look a t the f i r s t one. 

The subject of t h i s f o r c e p o o l i n g A p p l i c a t i o n i s 

the n o r t h h a l f of Section 19? 

A. Correct. 

Q. And i t ' s f o r the recompletion of the James Scott 

Number 1 wel l ? 

A. Yes, s i r . 

Q. That w e l l was d r i l l e d o r i g i n a l l y as what type of 

wel l ? 

A. I t was o r i g i n a l l y d r i l l e d as a Dakota w e l l . 

Q. And what does B u r l i n g t o n propose t o do w i t h t h a t 

wellbore? 

A. We have proposed t o plug back the Dakota and 

recomplete uphole t o the Mesaverde form a t i o n . 
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Q. When we look a t the n o r t h h a l f of 18, are t h e r e 

any other kinds of w e l l s i n the spacing u n i t ? 

A. There i s a Pi c t u r e d C l i f f s w e l l and a F r u i t l a n d 

Coal w e l l . A c t u a l l y , two PC w e l l s . 

Q. Why has B u r l i n g t o n decided t o attempt t o 

recomplete the Dakota w e l l i n t o the Mesaverde? 

A. The Dakota i s no longer p r o d u c t i v e . We don't 

f e e l i t ' s — I t ' s been shut i n f o r about 12 years now — 

Q. Okay. 

A. — and we wish t o complete uphole because we f e e l 

the reserves i n the Mesaverde could be economically 

j u s t i f i a b l e . 

Q. Have you been i n contact w i t h the O i l 

Conservation D i v i s i o n concerning the s t a t u s of t h i s 

wellbore? 

A. Yes, we have. They have set a demand on t h i s 

w e l l b o r e . That demand c u r r e n t l y expires on Saturday, the 

c u r r e n t one we have, but we have been i n contact w i t h them 

t o extend t h a t u n t i l the end of the t h i r d q u a r t e r . 

Q. I f y o u ' l l t u r n t o the next c o l o r d i s p l a y behind 

E x h i b i t Tab Number 3, i d e n t i f y f o r us what we're l o o k i n g a t 

here. 

A. This i s a zoom-in on the s e c t i o n , and i n red i s 

the 325.92-acre spacing u n i t , and i t ' s j u s t showing j u s t 

the James Scott w e l l . And i n yellow i s leasehold and 

STEVEN T. BRENNER, CCR 
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mi n e r a l i n t e r e s t t h a t B u r l i n g t o n , Conoco, C&E Operators and 

the Kendrick p a r t i e s own an i n t e r e s t i n . And i n white i s 

the approximate l o c a t i o n of what Maralex Resources owns, 

Mesaverde leasehold ownership. 

Q. Let's go back t o the s t a t u s of ownership when the 

Dakota p o r t i o n of the w e l l was p r o d u c t i v e . At t h a t p o i n t 

i n time, d i d Maralex have an i n t e r e s t i n the wellbore? 

A. No, they d i d not. 

Q. Subsequent t o the Dakota not producing, what 

happened t o the s t a t u s of the leases i n the spacing u n i t ? 

A. Some of the leases expired under t h e i r own terms. 

The James Scott w e l l was no longer p r o d u c t i v e l y being — 

producing i n paying q u a n t i t i e s , t h e r e f o r e the leases 

exp i r e d and Maralex came i n and picked up new leases. 

Q. I f the w e l l i s plugged, w i l l Maralex have a 

p o r t i o n of the plugging cost r e s p o n s i b i l i t y t o pay? 

A. They could. 

Q. They've assumed an i n t e r e s t , then, i n the Dakota 

as w e l l as the Mesaverde? 

A. By p i c k i n g up these leases they are now a working 

i n t e r e s t owner i n the Dakota, yes. 

Q. I s t h e i r working i n t e r e s t percentage d i f f e r e n t i n 

the Dakota from the Mesaverde? 

A. Yes, i t i s , I b e l i e v e . 

Q. And we have a spreadsheet t h a t w i l l show t h a t , 

STEVEN T. BRENNER, CCR 
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r i g h t ? 

A. Yes. 

Q. Let's t u r n back now and look a t E x h i b i t Tab 

Number 2 

same, 

I'm s o r r y , i t ' s the same, t h e i r i n t e r e s t i s the 

Q. A l l r i g h t . Let's look back a t E x h i b i t Tab 

Number 2, and i d e n t i f y f o r us what's behind t h a t e x h i b i t 

ta b . 

A. This i s a copy of our most recent demand. As you 

can see, i t expires on Saturday. 

Q. You've had the OCD demand f o r a c t i o n on p r i o r 

occasions f o r t h i s well? 

A. Correct. 

Q. And they have been extended w h i l e you attempt t o 

determine how t o proceed? 

A. Yes, s i r . 

Q. Let's t u r n t o E x h i b i t Tab Number 4. What does 

t h i s chronology represent? 

A. This represents the various l e t t e r s t h a t have 

been sent back and f o r t h by myself as a r e p r e s e n t a t i v e of 

B u r l i n g t o n and Rick K e l l e r as a r e p r e s e n t a t i v e of Maralex 

Resources. 

Q. Would you be the only B u r l i n g t o n r e p r e s e n t a t i v e 

t h a t ' s been i n contact w i t h Maralex and Mr. K e l l e r ? 

STEVEN T. BRENNER, CCR 
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A. Yes. 

Q. And vice-versa, i s Mr. K e l l e r the r e p r e s e n t a t i v e 

a t Maralex t h a t you've been doing business with? 

A. Yes. 

Q. Let's keep the index a v a i l a b l e f o r us and go 

through the correspondence, and l e t ' s t a l k about the 

sequencing of what has occurred between you and Mr. K e l l e r . 

At t h i s p o i n t , B u r l i n g t o n has decided t o t r y t o 

take the e x i s t i n g wellbore from the Dakota and access any 

remaining o p p o r t u n i t y f o r production out of the Mesaverde? 

A. Correct. 

Q. At t h a t p o i n t , what were you asked t o do? 

A. I was asked t o determine the ownership and 

rece i v e p a r t n e r approval t o go ahead w i t h the p r o j e c t . 

Q. And d i d you do that ? 

A. Yes, I d i d . 

Q. When we look a t the p a r t n e r s h i p i n t e r e s t t o 

p a r t i c i p a t e i n t h i s w e l l , are they any d i f f e r e n t from the 

p a r t i e s t h a t agreed t o p a r t i c i p a t e when t h i s was a Dakota 

we l l ? 

A. Yes. 

Q. Did you have a j o i n t o p e r a t i n g agreement i n the 

Dakota a t t h a t time? 

A. We could not l o c a t e one, and our p a r t n e r s could 

not e i t h e r . 

STEVEN T. BRENNER, CCR 
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Q. So what are we doing f o r the Mesaverde and the 

wellbore? 

A. We have sent out a new model form JOA t o p a r t n e r s 

w i t h our w e l l proposal. 

Q. At t h i s p o i n t Maralex has d e c l i n e d t o s i g n the 

o p e r a t i n g agreement? 

A. Correct. 

Q. Let's t a l k about what you have proposed t o them. 

I f you s t a r t w i t h the November 7th l e t t e r , what are you 

a d v i s i n g Maralex? 

A. On November 7th we're a d v i s i n g them t h a t we're 

the owners of t h i s wellbore and t h a t we wish t o p l u g back 

the Dakota and recomplete i n the Mesaverde and the Chacra 

formations. And we also sent them a model form JOA and 

advised them t h a t t h i s w e l l i s under c u r r e n t NMOCD demand. 

Q. At t h i s p o i n t , the costs associated w i t h the 

Dakota, say $20,000, what does t h a t represent? 

A. That represents the plugging back of the Dakota 

so we are able t o u t i l i z e the well b o r e . 

Q. And a t t h i s p o i n t i n time, the other costs on 

here are Mesaverde costs? 

A. Mesaverde and Chacra. 

Q. Okay. And i f you go f u r t h e r on the spreadsheet 

t o the r i g h t , then you see how those costs are apportioned? 

A. Correct. 

STEVEN T. BRENNER, CCR 
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Q. What i f any response d i d you have from Mr. K e l l e r 

concerning your proposal t o i n i t i a t e a recompletion of t h i s 

wellbore? 

A. Mr. K e l l e r was concerned w i t h two t h i n g s . Number 

one, he brought t o my a t t e n t i o n t h a t they were the m a j o r i t y 

owner, i f they combined both the Mesaverde and the Chacra, 

t h a t they owned a greater m a j o r i t y than B u r l i n g t o n . They 

were concerned w i t h our d r i l l i n g costs, and they were 

concerned w i t h the r i s k s associated w i t h the p r o j e c t . 

Q. Did he communicate those concerns t o you i n any 

fashion? 

A. He d i d . 

Q. And how was t h a t done? 

A. He d i d i t v e r b a l l y and then by h i s l e t t e r on 

December 6th. 

Q. Okay. Did Mr. K e l l e r submit t o you a proposed 

AFE i n the event t h a t they should continue t o a s s e r t t h e i r 

d e s i r e t o operate the wellbore? 

A. He d i d not. 

Q. Describe f o r me what i s your understanding of h i s 

comment about the r i s k associated w i t h t h i s w e l l . What d i d 

t h a t mean t o you? 

A. I n my op i n i o n , he f e l t i t was a l i t t l e b i t of 

stepout. I t ' s on the edge of your t r e n d , and he d i d n ' t 

t h i n k i t was a very v i a b l e p r o j e c t . 

STEVEN T. BRENNER, CCR 
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Q. A f t e r making t h a t statement t o you, d i d he l a t e r 

repeat e i t h e r i n w r i t i n g or v e r b a l l y any d e s i r e t h a t 

Maralex be the operator of the wellbore? 

A. Yes, he d i d . 

Q. I n what way? 

A. I n w r i t i n g . 

Q. And a f t e r t h a t — And the w r i t i n g i s December 

6th? 

A. Correct. 

Q. A f t e r t h a t , d i d he ever pursue the n o t i o n t h a t 

Maralex ought t o be the operator of the we l l ? 

A. He d i d not. I , on several times, encouraged him 

t o submit an AFE t o us. 

Q. Did he ever do tha t ? 

A. No, he d i d not. 

Q. With regards t o h i s p o s i t i o n on the r i s k 

associated w i t h the w e l l , d i d Mr. K e l l e r propose t o you any 

a l t e r n a t i v e s o l u t i o n so t h a t Maralex would not have t o 

p a r t i c i p a t e i n t h i s well? 

A. He proposed several trades of c u r r e n t producing 

i n t e r e s t s , he proposed several farmouts on other lands not 

associated w i t h the James Scott w e l l . 

Q. What was your understanding of Mr. K e l l e r ' s 

n e g o t i a t i o n s t r a t e g y w i t h you? What was he t r y i n g t o 

achieve? 
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A. He was t r y i n g t o get i n t e r e s t s i n other areas. I 

don't f e e l t h a t they ever planned on j o i n i n g w i t h us i n 

t h i s w e l l . 

Q. Let's t u r n t o the next correspondence. I t ' s 

December 11th. 

A. Correct. 

Q. What does t h i s represent? 

A. This i s my l e t t e r i n response t o t h e i r December 

6th l e t t e r . I'm going through the op t i o n s . They had 

proposed several trades and farmouts, and I e x p l a i n every 

one and why we're not i n t e r e s t e d . I encouraged them t o 

submit an AFE f o r the operations, because they a l s o 

mentioned i n t h e i r l e t t e r t h a t they would l i k e t o pursue 

operations i f we d i d n ' t choose any of the o p t i o n s , and I 

g i v e them d i r e c t i o n s as t o how t o send me an AFE, and I 

also advised them once again t h a t t h i s i s an NMOCD demand 

w e l l , and a t the time operations needed t o be commenced by 

December 31st, 2 001. 

Q. Did Mr. K e l l e r ever give you an AFE on behalf of 

Maralex? 

A. He d i d not. 

Q. Did he ever r e t u r n your AFE w i t h any type of 

n o t a t i o n as t o the areas of your w e l l cost proposal f o r 

which they had an objection? 

A. No, he d i d not. 
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Q. What happens a f t e r the December 11th l e t t e r ? 

A. Mr. K e l l e r — we had a v e r b a l conversation, and 

he proposed some other trades and some other farmout 

o p p o r t u n i t i e s . I took these t o my team, and we evaluated 

them and f e l t i t was not i n our best i n t e r e s t s t o do any 

s o r t of t r a d e , and I advised him t h a t . 

Q. What are you proposing t o Maralex as t h e i r 

o p t i ons or a l t e r n a t i v e s a t t h i s p o i n t i n the n e g o t i a t i o n s ? 

A. I'm g i v i n g them f i v e o p t i ons. One i s t o farmout; 

the second i s t o s e l l ; the t h i r d i s t o again submit an AFE 

and do the work f o r them t o be operator; the f o u r t h i s t o 

j o i n w i t h us, t o j o i n w i t h my i n i t i a l proposal; and the 

l a s t would be t o sign a JOA and take a nonconsent p e n a l t y . 

Q. Did Mr. K e l l e r ever pursue w i t h you any 

o b j e c t i o n s he had t o any of the p r o v i s i o n s of the j o i n t 

o p e r a t i n g agreement? 

A. He d i d not. 

Q. Did he discuss w i t h you a t t h i s p o i n t or a f t e r 

any concern t h a t Maralex had w i t h the proposed nonconsent 

p e n a l t y p r o v i s i o n s of the operating agreement? 

A. No, he d i d not. 

Q. What happens a f t e r December 14th? 

A. On December 17th i s when he wrote the l e t t e r , but 

he's b a s i c a l l y — We had a v e r b a l conversation around 

December 14th, and by December 17th i s when he wrote t h a t 
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out i n w r i t i n g and mailed i t t o us. 

Q. What's he t r y i n g t o get you t o do? 

A. He's t r y i n g t o get us t o k i n d of do a farmout 

here, I guess. He wants t o farm out h i s i n t e r e s t . 

Q. He wants t o t r a d e h i s i n t e r e s t f o r e i t h e r a 

farmout or some other — 

A. Yeah, or i n another — 

Q. — i n t e r e s t i n a property you have elsewhere? 

A. Yes. 

Q. A l l r i g h t , what happens a f t e r December 17th? 

A. On February 7th i s when he decides t o — he wants 

$10,000 and a farmout, he wants us t o pay him $10,000 f o r a 

farmout. 

Q. The farmout terms you provided t o Maralex were 

what? 

A. The farmout terms t h a t I o f f e r e d them i n my 

correspondence was f o r them t o r e t a i n a — f o r them t o 

d e l i v e r an 80-percent net lease w i t h no cash c o n s i d e r a t i o n . 

Q. I n response, what does he propose? 

A. He proposes t h a t we give them $10,000 and they 

d e l i v e r only a 75-percent net lease. 

Q. Was t h a t acceptable t o Burlington? 

A. No, i t was not. 

Q. What then happens? 

A. Then I'm i n conversations w i t h him. I advised 
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him t h a t our team was — our company was c u r r e n t l y 

e v a l u a t i n g the Chacra reserves i n t h a t area, and we d i d r e 

evaluate t h a t w i t h some new i n f o r m a t i o n t h a t we got, and we 

f e l t t h a t i t was no longer economically j u s t i f i a b l e t o 

produce from the Chacra. 

Q. When d i d you advise Mr. K e l l e r t h a t you're 

d e l e t i n g the Chacra costs and o p p o r t u n i t y from your w e l l 

proposal? 

A. We f o r m a l l y advised him by c e r t i f i e d m a i l on 

March 26th, 2 002. 

Q. What i f any response have you received from 

Maralex or Mr. K e l l e r concerning the amended proposal? 

A. I received no formal correspondence. I n my 

l e t t e r I again reminded him of the NMOCD t h a t had been 

extended, and I gave him a courtesy c a l l a f t e r about 3 0 

days and advised him — I asked him i f he would s i g n a JOA 

and e l e c t a nonconsent one more time. He d i d not want t o 

do t h a t , and so I advised him t h a t we would be pursuing 

f o r c e p o o l i n g . 

Q. At t h i s p o i n t , Mr. Troiano, i n your o p i n i o n have 

you exhausted n e g o t i a t i o n o p p o r t u n i t i e s w i t h Maralex i n 

order t o t r y t o reach a v o l u n t a r y agreement? 

A. Yes. 

Q. Let's t u r n t o E x h i b i t Tab 5. The f i r s t sheet 

represents what? 
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A. The f i r s t sheet i s Mesaverde r i g h t s i n the n o r t h -

h a l f d r i l l b l o c k , Section 18. 

Q. At t h i s p o i n t , the only nonconsenting p a r t y f o r 

which you're seeking t o o b t a i n compulsory p o o l i n g i s the 

Maralex i n t e r e s t ? 

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

Q. When we t u r n t o the next page — This f i r s t one 

i s "Mesaverde", the next one i s captioned "Dakota". Some 

of these numbers change, but i t appears the Maralex 

i n t e r e s t remains the same. 

A. That 1s c o r r e c t . 

Q. What's happened? 

A. We have several — As you n o t i c e , B u r l i n g t o n ' s 

i n t e r e s t changes, again because the d u r a t i o n of time t h a t 

t h i s w e l l was plugged i n , we a c t u a l l y l o s t a small lease, 

and t h e r e i s — the Kendrick Family Partnerships, LTD, e t 

a l . , i s p a r t i c i p a t i n g w i t h j u s t a mineral i n t e r e s t . 

Q. At t h i s p o i n t , f o r purposes of e i t h e r p l u g g i n g 

the w e l l or p a r t i c i p a t i n g i n the Mesaverde, Maralex*s 

percentage i s the same? 

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

Q. Okay. Behind the spreadsheets, what do we next 

f i n d ? 

A. This i s the model form j o i n t o p e r a t i n g agreement 

t h a t we have sent out w i t h the proposal, w e l l proposal. 
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Q. Have any of the other p o t e n t i a l p a r t i c i p a n t s i n 

the j o i n t o p e r a t i n g agreement objected t o any of the terms 

or c o n d i t i o n s of the operating agreement? 

A. No, they have not. 

Q. Have any of those p a r t i e s objected t o t h e 

proposed w e l l costs f o r the recompletion i n t o t he 

Mesaverde? 

A. No. 

Q. I s B u r l i n g t o n seeking t o recover from Maralex any 

share of the c u r r e n t wellbore value of the we l l ? 

A. No, we are not. 

Q. You are simply l o o k i n g a t the cost t o recomplete 

i n t o t he Mesaverde? 

A. Correct. 

Q. When we t u r n t o E x h i b i t 6, what i s behind E x h i b i t 

Tab Number 6? 

A. These are copies of our AFE's, and there ' s two 

separate AFE's. The f i r s t one i s thr e e pages, the second 

one i s two. 

The f i r s t AFE i s the cost of recompleting t o the 

Mesaverde fo r m a t i o n , and the second on i s the cost of 

plugging back t o the Dakota formation. 

Q. When we t u r n t o the l a s t page behind E x h i b i t Tab 

Number 6, there's a summary page. What does t h i s show us? 

A. This shows us the t o t a l p r o j e c t c o s t , which we 
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have estimated a t $3 07,215, and the economic parameters 

t h a t B u r l i n g t o n believes we w i l l r e c e i v e . 

Q. At t h i s p o i n t , apart from the r i s k s associated 

w i t h the Mesaverde, you're recommending t h a t we should go 

forward and recomplete the well? 

A. Yes. 

Q. And t h a t i t w i l l be necessary t o have a p o o l i n g 

order issued against Maralex t o compel t h e i r p a r t i c i p a t i o n 

and e l e c t i o n s under a po o l i n g order? 

A. Yes. 

MR. KELLAHIN: That concludes my examination of 

Mr. Troiano. 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 1 

through 6. 

MR. BROOKS: Any objection? 

MR. BRUCE: No. 

MR. BROOKS: E x h i b i t s 1 through 6 w i l l be 

admitted. 

EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Troiano, f o u r questions. Do you have any 

proposed overhead rates? 

A. Yes, we do. They're i n the JOA. 

Q. And what are they? 

A. I b e l i e v e i t ' s $540 per month producing and $5406 

— The overhead r a t e s are addressed under Tab 5, page 4 on 
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COPAS, under the j o i n t operating agreement, and they are 

$5406 d r i l l i n g overhead r a t e and $540.60 producing. 

Q. Are these comparable t o the Ernst & Young rates? 

A. These are the 2001 COPAS-recommended r a t e s . 

Q. With your March 2 6th l e t t e r , was the AFE sent 

w i t h t h a t l e t t e r ? 

A. Yes, i t was. 

Q. And do you have any idea why the AFE increased 

approximately $55,000 from November 7th t o March 2 6th? 

A. The AFE f o r the Mesaverde? 

Q. Yes. 

A. Because the Chacra was no longer sharing w i t h 

some of the operations. The Chacra was bearing a l a r g e 

p a r t of the load. 

Both formations were on November 7 t h , and on 

March 2 6th i t was j u s t the Mesaverde. 

Q. Okay. Your f i n a l page under E x h i b i t Tab 6, Mr. 

Troiano — and I don't know i f t h i s i s your e x h i b i t or not, 

but i s B u r l i n g t o n recommending only a 100-percent p e n a l t y 

on the recompletion? 

A. No, we are not. We're recommending 2 00 percent. 

Q. W i l l your next witness address t h a t ? 

A. Yes. 

MR. BRUCE: That's a l l I have, Mr. Examiner. 

MR. BROOKS: Thank you. 
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EXAMINATION 

BY MR. BROOKS: 

Q. Turning t o your E x h i b i t Number 2, the second 

page, do I c o r r e c t l y i n t e r p r e t t h i s e x h i b i t t h a t 

B u r l i n g t o n ' s i n t e r e s t i s e n t i r e l y i n the acreage shown i n 

yellow? 

A. We own a p a r t i a l i n t e r e s t i n the yel l o w . 

Q. Yes, but my question — I understand t h a t . My 

question i s , does B u r l i n g t o n not own any i n t e r e s t i n the 

p o r t i o n s of the u n i t not i n the yellow? 

A. We do own c e r t a i n depths. 

Q. But not i n the Mesaverde? 

A. No, I don't b e l i e v e so. 

Q. Well, are you c o n f i d e n t of th a t ? 

A. I'm s o r r y , we do. I n the northeast northeast 

q u a r t e r we own a small t r a c t of lease. 

Q. I n the northeast northeast? 

A. Yes, r i g h t above the word "James". 

Q. But James — The wellbore i s a c t u a l l y i n the 

northwest northeast; i s t h a t c o r r e c t ? 

A. Correct. 

Q. Okay. The footage l o c a t i o n s of the w e l l b o r e , are 

they shown on here somewhere? 

A. They are on the f i r s t map, r i g h t before t h a t , on 

the bottom r i g h t - h a n d corner. 1050 f e e t from the n o r t h 
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l i n e , 1190 f e e t from the east l i n e . 

Q. 1050 from n o r t h and — 

A. — 1190. 

Q. — 1190 from the east. 

Now going t o E x h i b i t Number 6 — t h a t ' s your 

AFE — I'm having a l i t t l e t r o u b l e f o l l o w i n g through from 

one page t o another. Could you walk me through how these 

v a r i o u s schedules i n t e r r e l a t e ? 

A. I ' l l do my best, and whatever I can't handle I ' l l 

d e fer t o Mr. Clark. 

Q. Okay. Page 1 shows an AFE t o t a l of $287,060. 

Now, page 2 shows a t o t a l of $3 6,600, and page 3 a t o t a l of 

$250,460. Now, those would appear t o add t o the t o t a l of 

$287,060. 

A. Yes, s i r . 

Q. Now, what do pages 2 and 3, r e s p e c t i v e l y , 

r e f l e c t ? 

A. Page 2 i s our f a c i l i t y costs. 

Q. And what e x a c t l y i s t h a t ? 

A. That i s i n t a n g i b l e f a c i l i t i e s , any l i f t equipment 

we're going t o have t o have i n the w e l l , labor c o n s u l t a n t s , 

roustabouts. 

Q. And t h a t ' s f o r the t o t a l p r o j e c t ? 

A. Correct. 

Q. Okay, and — 
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A. Well, the t o t a l recompletion side of the p r o j e c t . 

Q. Okay, the recompletion as d i s t i n g u i s h e d from 

what? 

A. From the plugging back t o the Dakota. 

Q. Okay, so when you say the term "recompletion", 

you're t a l k i n g only about the completion costs, not about 

the plugging back? 

A. Correct. 

Q. Plugging back i s a separate — 

A. — separate AFE. 

Q. Okay. And then page 3 also r e l a t e s t o the 

recompletion costs? 

A. Correct, these are the i n t a n g i b l e costs f o r t h i s . 

Q. Well now, page 2 i s also i n t a n g i b l e c o s t s , but — 

A. Yes. 

Q. — page 2, I take i t , i s surface costs, 

b a s i c a l l y , where — 

A. Page 2 — r i g h t . 

Q. — page 3 i s — page 3 i s both i n t a n g i b l e and 

t a n g i b l e downhole costs? 

A. Correct. 

Q. Okay. Now, i s th e r e going t o be some surface 

equipment w h i l e — Well, yeah, you've got wellhead 

equipment, t h a t ' s on page 3. So your t a n g i b l e surface 

equipment costs, i s t h a t the $3 000 item on page 3? 
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A. Yes, wellhead equipment, $3000. 

Q. Yeah, i s t h a t the only t a n g i b l e surface cos t , 

surface equipment a d d i t i o n you're going t o make? 

A. Tubing, i f necessary, would be $15,000. 

Q. Okay. Now, then you go t o page 4, and t h a t ' s the 

plugback cost? 

A. Correct. 

Q. Okay. Now then, you go t o your concluding page 

here — Okay, now I t h i n k I understand i t . I was a l i t t l e 

confused by the f a c t t h a t the f i r s t item — I guess what 

confused me was the f a c t t h a t the f i r s t two l i n e s do not — 

the — 

A. That's the f i r s t AFE. 

Q. Yeah, page 1 i s not — the t o t a l i s not c a r r i e d 

i n as such, but the f i r s t two — 

A. Yes — 

Q. — l i n e s t o t a l — 

A. — complete — 

Q. — t o t a l of page 1. Okay, I t h i n k I understand 

i t now. 

Okay, only the Mesaverde i s being asked t o be 

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

A. Yes, s i r . 

Q. Okay, and t h a t ' s on 320-acre spacing? 

A. Yes. 
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Q. Okay, what i s the pool name? I should know i t . 

A. I b e l i e v e i t ' s Blanco-Mesaverde. 

MR. BROOKS: Blanco-Mesaverde, yes, t h a t sounds 

r i g h t . 

I b e l i e v e t h a t i s a l l the questions t h a t I have. 

MR. KELLAHIN: May Mr. Troiano be excused — 

MR. BROOKS: Yes. 

MR. KELLAHIN: — and w e ' l l c a l l Mr. Dave Clark. 

DAVID CLARK. 

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. Clark, would you please s t a t e your name and 

occupation? 

A. David Clark, I'm a g e o l o g i s t , g e o l o g i c a l advisor 

w i t h 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. 

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

geologic expert witness before the D i v i s i o n ? 

A. Yes, I have. 

Q. Pursuant t o your employment, have you made a 

study on behalf of your company concerning the Mesaverde 

o p p o r t u n i t y i n the wellbore we're t a l k i n g about t h i s 
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morning? 

A. Yes, I have. 

Q. I n a d d i t i o n , you're f a m i l i a r w i t h t h a t w e l l b o r e , 

are you not? 

A. Yes. 

Q. Are you also f a m i l i a r w i t h the costs associated 

i n t h a t wellbore? 

A. Yes. 

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

geologic witness. 

MR. BROOKS: He i s so q u a l i f i e d . 

Q. (By Mr. K e l l a h i n ) The p r i n c i p a l reason of your 

testimony, Mr. Clark, i s t o have a geologic o p i n i o n 

concerning the r i s k - f a c t o r penalty t o be a p p l i e d by the 

D i v i s i o n t o any nonconsenting i n t e r e s t owner i n t h i s case. 

The D i v i s i o n maximum i s cost plus 2 00 percent. I n r e l a t i o n 

t o t h a t , do you have an opinion as t o the r i s k - f a c t o r 

p e n a l t y you would recommend be charged against Maralex? 

A. Yes, i n my opinion we should r e c e i v e the maximum 

pe n a l t y or beyond, cost plus 200, 3 00 percent under the JOA 

terms or beyond. 

Q. I s t h i s w e l l , i n your o p i n i o n , more r i s k y than 

the maximum the D i v i s i o n can c u r r e n t l y award? 

A. Yes, I t h i n k i t has t h a t — i t ' s t h a t type of a 

p r o j 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 

28 

Q. Okay. For purposes of t h e i r a u t h o r i t y , then, you 

would ask f o r cost plus 200 percent? 

A. Yes. 

Q. What are the reasons t h a t cause you t o reach t h a t 

opinion? 

A. We're pursuing the p r o j e c t because we t h i n k i t ' s 

p r o s p e c t i v e , but we recognize the r i s k s . And those r i s k s 

from a r e s e r v o i r perspective would be q u a l i t y of r e s e r v o i r , 

e s p e c i a l l y i n the Point Lookout; the p o t e n t i a l t o encounter 

moveable water i n the Point Lookout; then from more a 

mechanical w e l l b o r e / l o g i s t i c perspective, t h i s was a t e s t 

d r i l l e d i n 1960, completed i n 1961, so you're l o o k i n g a t a 

w e l l b o r e i n excess of 40 years age. We're not aware of 

s p e c i f i c problems i n the wellbore, but I t h i n k t h e r e ' s a 

r i s k t h a t the wellbore c o n d i t i o n could be poor. 

Q. I f you were t o d r i l l a new wellbore t o access the 

Mesaverde, what k i n d of p r i c e range are you l o o k i n g at? 

A. AFE's f o r Mesaverde w e l l s i n 2002 are — from 

B u r l i n g t o n are approximately $550,000. 

Q. I f we're able t o u t i l i z e the e x i s t i n g w e l l b o r e 

and recomplete i t i n the Mesaverde, what i s the general 

range of costs f o r t h a t a c t i v i t y ? 

A. The AFE cost, as you referenced i n Tab 6, 

recomplete costs are $250,000, w i t h f a c i l i t i e s costs i n 

excess of t h a t . We have been f a i r l y a c t i v e i n recompleting 
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wellbores d r i l l e d deeper than the Mesaverde i n the area, 

both Dakota w e l l s and Gallup w e l l s . 

For a s i m i l a r p r o j e c t approximately s i x miles t o 

the southeast, recompleted i n l a t e 2 001, we were able t o 

achieve a c t u a l costs t h a t would compare t o t h a t $250,000 of 

approximately $180,000. That p r o j e c t went very smoothly, 

w i t h no t r o u b l e s encountered. 

So we have done p r o j e c t s a t less cost than t h e 

AFE, but they would have t o go very smoothly, and you're i n 

an area of p r e d i c t i n g t h e r e . 

Q. Let's t u r n t o the r e s e r v o i r . I f we're l o o k i n g a t 

the Mesaverde o p p o r t u n i t y , i s there any s u b d i v i s i o n of the 

Mesaverde i n terms of i t s production? 

A. Yes, the Mesaverde can be subdivided i n t o t h r e e 

i n t e r v a l s , based on d e p o s i t i o n a l environments. They're 

w i d e l y known w i t h i n i n d u s t r y . 

The uppermost of those i s the C l i f f House. I t ' s 

a s h o r e l i n e sand. I t i s water-wet i n t h i s area. The 

t r a n s i t i o n from gas t o water, which i s i n an east-to-west 

d i r e c t i o n , i s w e l l east of here, approximately s i x miles 

east, so the C l i f f House i s water-wet i n t h i s area. 

Beneath t h a t i s the Menefee. That i s a t a r g e t , 

the lower p a r t of the Menefee i s a t a r g e t of the James 

Scott w e l l . 

And the lowermost u n i t of the Mesaverde i s the 
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Poi n t Lookout, and t h a t ' s our primary o b j e c t i v e a t the 

James Scott. 

Q. Do you have a d i s p l a y or a map t h a t would show us 

where t h i s w e l l i s located i n r e l a t i o n s h i p t o other 

producing w e l l s i n the Mesaverde? 

A. Yes, there are a couple. I n Tab 7, the f i r s t 

map, which i s taken from another case — i t ' s j u s t a 

l o c a t o r map — please r e f e r t o the arrow. The t i p of the 

arrow p o i n t s t o the James Scott, and a l l of the area w i t h i n 

the blue on the map i s i n general an o u t l i n e o f t h e Blanco-

Mesaverde Pool i n New Mexico. We're on the very west side 

of t h e Blanco-Mesaverde Pool. 

Q. Does t h a t a f f e c t your o p i n i o n concerning the r i s k 

associated w i t h t h i s wellbore? 

A. Yes, t h i s w e l l i s i n a stepout p o s i t i o n from 

nearby w e l l s located on the edge of the f i e l d . So we are 

i n a stepout p o s i t i o n . 

Q. Let's look more c l o s e l y a t the area s p e c i f i c a l l y 

around t h i s w e l l . I f you t u r n t o the next d i s p l a y behind 

E x h i b i t Tab 7, what are we lo o k i n g a t here? 

A. This i s a map t h a t h i g h l i g h t s Mesaverde producers 

near the James Scott w e l l . A l l of the Mesaverde producers, 

minus one — and I ' l l t a l k t o i t — a l l of the Mesaverde 

producers have drainage areas drawn around — our 

c a l c u l a t e d drainage areas drawn around the w e l l . The red 
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number t o the r i g h t of each of those producers i n d i c a t e s 

our estimated u l t i m a t e recoveries f o r the Mesaverde w e l l s . 

The one exception t o be noted i s a w e l l l o c a t e d 

i n the southwest southwest of Section 17. I t ' s on your 

map. The James Scott — The red r e c t a n g l e i s the spacing 

u n i t f o r the James Scott. That's i n Section 18. 

So the adjacent Section 17, i n the southwest 

southwest q u a r t e r , a recent completion, the Raymond Simmons 

Number 3 w e l l , the 3 there i s — t h a t ' s a new w e l l w i t h not 

s u f f i c i e n t p r o d u c t i o n h i s t o r y f o r us t o p r o j e c t an EUR. 

That's the only exception. A l l the other Mesaverde w e l l s 

are shown on the map. 

Q. Well, l e t ' s t a l k about the EUR's f o r a moment. 

A. Yes. 

Q. Let's address t h a t issue, and then I ' l l ask you 

some other questions about the d i s p l a y . 

Have you estimated the l e v e l of EUR necessary t o 

j u s t i f y t a k i n g t h i s wellbore as a recompletion candidate 

i n t o t he Mesaverde? 

A. Yes. I n general, our recomplete economics have 

allowed p r o j e c t s w i t h reserves as low as a h a l f a BCF t o be 

attempted. 

Q. Would t h a t be enough t o support r e d r i l l i n g t h i s 

w e l l ? 

A. Abso l u t e l y not. 
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Q. The only way t o access a Mesaverde o p p o r t u n i t y i s 

the recompletion of a wellbore such as t h i s ? 

A. Yes. 

Q. How does the half-BCF compare t o what you're 

estimate t o be the EUR's of Mesaverde w e l l s i n t h i s area? 

A. Along the t r e n d I t h i n k you can see rec o v e r i e s as 

low as 200. There's a w e l l i n Section — northwest of 

Section 20, the Carly 1 B, t h a t has reserves as low as 200. 

And we have reserves as high as 2 BCF. 

An average reserve f i g u r e f o r the area would be 

i n the neighborhood of 3/4 of a BCF. 

Q. When we're t a l k i n g about r a t e s , can you gi v e us a 

general range of ra t e s of production f o r these wells? I'm 

t a l k i n g about i n i t i a l r a t e s , t h a t k i n d of thi n g ? 

A. Yeah, l o o k i n g a t your f i r s t 3 0 days of 

pr o d u c t i o n , those are the numbers t h a t I am most able t o 

speak. That f i r s t 30 days of produ c t i o n , w e ' l l have r a t e s 

as h i g h as a m i l l i o n a day, as low as 100 MCF a day i n the 

poorer w e l l s . 

Q. Can you use t h i s d i s p l a y t o i l l u s t r a t e f o r us 

where you have data on the highest known water i n t he 

Mesaverde t h a t would a f f e c t production i n the P o i n t 

Lookout? 

A. There i s one w e l l located near us, the Carly 1 B, 

which i s l o c a t e d i n the southwest northwest of Section 20. 
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That's the w e l l t h a t has the EUR of 200 m i l l i o n . That w e l l 

does make water, which i s d e t r i m e n t a l t o the recovery of 

the gas and i s the reason f o r the low EUR. 

So t h a t w e l l , s t r u c t u r a l l y , i s updip from the 

James Scott. But i n a Basin-center gas-accumulation t r a p 

such as the Mesaverde i t ' s i n the updip p o s i t i o n t h a t you 

s t a r t t o encounter water. 

Q. Other than t h i s w e l l i n Section 20, do you have 

any other data t h a t would allow you t o determine the 

l o c a t i o n of any o i l — I'm s o r r y , g a s - o i l t r a n s i t i o n p o i n t ? 

A. Not on t h i s map. Blanco-Mesaverde i s a sprawling 

f i e l d . People have d r i l l e d near the l i m i t s . There's also 

other p r o d u c t i v e i n t e r v a l s . Risky completions are not 

o f t e n attempted. There's a more c e r t a i n i n t e r v a l t o 

complete. That's what's u s u a l l y done. 

Q. When we look a t t h i s d i s p l a y , can you i d e n t i f y 

attempts t o produce out of the Mesaverde t h a t are t o the 

west and southwest of t h i s well? 

A. From the map, I'm not aware of any completions 

t h a t have been attempted i n the Mesaverde west of the 

producing w e l l s . I t h i n k i n general, l o g i n t e r p r e t a t i o n 

has allowed people t o avoid attempts i n areas where the 

Mesaverde c l e a r l y i s not prospective. 

Q. I n a d d i t i o n t o the r i s k s shown and described 

w i t h i n your testimony f o r E x h i b i t 7, l e t ' s t u r n t o E x h i b i t 
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8 and look a t some of the other r i s k s . Describe f o r us, Mr 

Clark, what we are lo o k i n g a t when we see t h i s d i s p l a y , and 

then w e ' l l have you describe and discuss the components 

i l l u s t r a t e d on t h i s map. 

A. What you're l o o k i n g a t i s an isopach map of the 

f e e t of Point Lookout w i t h r e s i s t i v i t y g r e a t e r than 30. 

I t ' s e s s e n t i a l l y my map of net pay i n the Point Lookout i n 

the mapped area. The spacing u n i t i s h i g h l i g h t e d i n red, 

the James Scott i s small red square. There's a l o g cross-

s e c t i o n , as another e x h i b i t , t h a t ' s the green l i n e . 

I've selected t h a t r e s i s t i v i t y t h r e s h o l d as my 

map of net pay f o r a couple of reasons. One, I t h i n k i t i s 

very i n d i c a t i v e of how prospective the Mesaverde i s . I 

t h i n k i t ' s a good map of net pay. 

I n a d d i t i o n t o t h a t , the James Scott w e l l only 

has — which was logged back i n 1960, only has an i n d u c t i o n 

lo g run. So r e s i s t i v i t y and SP are the two open-hole l o g 

c r i t e r i a I had t o work w i t h t o map t h a t from the James 

Scott over the whole areas where I've sele c t e d the 

r e s i s t i v i t y . 

Values f o r the number of f e e t of Point Lookout 

between zero and 2 0 are the blue shades. Above 2 0 I've 

col o r e d y e l l o w and orange and red. I t h i n k t h a t 20 i s a 

good estimate of where your economic l i m i t of Mesaverde 

pr o d u c t i o n may occur. 
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Q. Describe f o r us how t h i s map supports your 

conclusion about the maximum r i s k p e n a l t y f o r the f o r c e -

p o o l i n g p o r t i o n of t h i s case. 

A. The m a j o r i t y of producers have net pay c a l c u l a t e d 

using t h i s c u t o f f of 40 or greater f e e t . I n general, w e l l s 

w i t h higher EUR's have t h i c k e r pays. That's a b i t of a 

s t a t i s t i c a l statement. 

On a s i n g l e case, i t ' s very d i f f i c u l t i n the 

Mesaverde Pool t o — i n f a c t , t o take i n t o account the 

f r a c t u r i n g i n f l u e n c e , which i s not e a s i l y i d e n t i f i e d on 

logs. On a one-to-one, i t ' s sometimes d i f f i c u l t . But i n 

general, i f you d i d a s t a t i s t i c a l average, w e l l s w i t h 

t h i c k e r pays have the higher EUR's 

The 24 value, there are j u s t a few producers 

along the t r e n d t h a t have t h a t t h i n of a pay. Reservoir 

q u a l i t y d e t e r i o r a t e s very q u i c k l y t o where my blue c o l o r s 

are i n d i c a t e d , and i f you went t o Section 2 0 and referenced 

t h i s map f o r the p o s i t i o n of the Carly 1 B i n the southwest 

northwest of Section 20, I t h i n k we're also very close t o 

where we can encounter moveable water i n the Poi n t Lookout, 

which would hinder production and make the p r o j e c t not 

economic. 

Q. Let's t u r n t o your l a s t d i s p l a y , Mr. Clark. 

Would you p u l l out your l i n e of cr o s s - s e c t i o n , and l e t ' s 

t a l k about i t . 
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A. Okay. The cross-section — I have a f o u r - w e l l 

c r o s s - s e c t i o n t h a t extends from a w e l l i n the southwest 

corner of Section 18, which I b e l i e v e t o be not pr o s p e c t i v e 

i n t he Point Lookout or the Menefee or the C l i f f House. 

I t ' s not prospective i n the Mesaverde. 

The next w e l l going t o the east i s the James 

Scott , then you go t o a w e l l i n the northwest of 17, and 

then the f i n a l w e l l i s a productive Mesaverde w e l l . 

Each of the w e l l s has a r e s i s t i v i t y curve on the 

r i g h t - h a n d side, and e i t h e r a gamma-ray or an SP curve on 

the l e f t - h a n d side, and I've i d e n t i f i e d the C l i f f House, 

Menefee and Point Lookout. 

Q. Summarize, then, your conclusions concerning the 

r i s k associated w i t h t h i s w e l l . 

A. I t h i n k the p r o j e c t i s prospective. I t i s 

undertaken knowing t h a t we're i n a demand s i t u a t i o n where 

our choices are t o plug the Dakota w e l l and go and leave 

reserves i n the Mesaverde or t o attempt t o recover the 

reserves i n the Mesaverde. 

The f a c t t h a t i t ' s i n a stepout p o s i t i o n w i t h no 

other Mesaverde w e l l i n the spacing u n i t , no other 

Mesaverde producer i n Section 18, however, does — t h e r e i s 

r i s k associated w i t h the p r o j e c t . 

MR. KELLAHIN: That concludes my examination of 

Mr. Clark. 
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We move the i n t r o d u c t i o n of E x h i b i t s 7, 8 and 9. 

MR. BROOKS: 7, 8 and 9 are admitted. 

Mr. Bruce? 

EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Clark, I t h i n k you s a i d t h a t recovery of 1/2 

BCF was s u f f i c i e n t t o meet B u r l i n g t o n ' s economics f o r r e 

entry? 

A. The 1/2-BCF f i g u r e would meet our i n t e r n a l 

c r i t e r i a as the absolute minimum i d e n t i f i e d by our 

corporate o f f i c e as being a p r o j e c t t h a t would be economic. 

Those p r o j e c t s do have t o compete i n t e r n a l l y 

w i t h i n t he d i v i s i o n f o r funds, and t h a t f i g u r e would not 

compete f a v o r a b l y w i t h i n our San Juan d i v i s i o n f o r funds, 

and i t would be an unusual case — an unusual p r o j e c t a t 

t h a t low-reserve number t h a t would be done. A s i m i l a r 

example would be a demand w e l l . Most of the recomplete 

p r o j e c t s t h a t we're doing have higher reserve exp e c t a t i o n s . 

Q. Okay. And on t h i s one, do you have the e x h i b i t 

book i n f r o n t of you ther e , Mr. Clark? 

A. Yes, s i r . 

Q. I f you could t u r n t o the l a s t page of E x h i b i t 6. 

A. Okay. 

Q. So f o r t h i s w e l l , B u r l i n g t o n has estimated 

reserves of almost 3/4 of a BCF; i s t h a t c o r r e c t ? 
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A. Correct. 

Q. I s t h a t a conservative estimate? 

A. I t ' s an estimate based on the re c o v e r i e s from 

surrounding w e l l s , most of which are located i n a more 

fa v o r a b l e r e s e r v o i r p o s i t i o n . So no, I don't t h i n k i t ' s a 

conservative estimate. I a c t u a l l y t h i n k i t ' s on t h e 

o p t i m i s t i c side, f o r the reason t h a t I suggested. I t ' s 

based on average recoveries from w e l l s l o c a t e d i n a more 

fa v o r a b l e — most of which are located i n a more f a v o r a b l e 

r e s e r v o i r p o s i t i o n . 

Q. I n l o o k i n g a t your E x h i b i t 7, on the f i r s t page, 

the r e s e r v o i r i s a northwest-southeast-trending r e s e r v o i r ? 

A. The edge of the pool i s defined by t h a t t r e n d , 

yes. 

Q. Okay. And j u s t based on your e x h i b i t , the f i r s t 

page — and then on the second page, c l e a r l y the Section 18 

i s w i t h i n t h a t t r e n d , i s i t not? 

A. I t h i n k i f you look a t the map, the isopach map, 

E x h i b i t 8, the p o r t i o n s of Section 18, p o r t i o n s of the 

spacing u n i t , are w i t h i n the productive t r e n d . 

Of the two maps, the one t h a t has the most 

p r e c i s e d e t a i l i s E x h i b i t 8, and i n t h a t I t h i n k t h a t the 

change i n c o l o r — the contour a t the change -- the 2 0-foot 

contour, changing from color-coded blue t o yel l o w , i s more 

or less the edge of the pool, as I — not proven by t e s t s 
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but by my i n t e r p r e t a t i o n . 

Q. Okay. But w i t h the northwest-southeast-trending 

r e s e r v o i r , t h e r e are w e l l s t o the northwest and w e l l s t o 

the southeast which are economic, are t h e r e not? Of your 

proposed re-entry? 

A. Yes. 

Q. Okay. Now, you mentioned one w e l l , and I t h i n k 

i t ' s i n Section 17, you mentioned the Well Number 3. I s 

t h a t the one you t a l k e d about t h a t was r e c e n t l y completed? 

A. Yes. 

Q. And you d i d n ' t have s u f f i c i e n t data on i t . I s 

t h a t a B u r l i n g t o n w ell? 

A. I t ' s a w e l l operated by Roddy Production. 

B u r l i n g t o n has a 50-percent i n t e r e s t i n t h a t w e l l , so I'm 

p r i v y t o the e a r l y production numbers. 

Q. Was t h a t a re-entry? 

A. That was a new d r i l l . 

Q. New d r i l l . What were the i n i t i a l r a t e s on t h a t 

w e l l ? 

A. The f i r s t month average was 687. The f o l l o w i n g 

month — and I'm not sure what p o r t i o n of the month, but i t 

was producing a t a r a t e of approximately 500 the f o l l o w i n g 

month. 

Q. Do these w e l l s g e n e r a l l y have p r e t t y long l i v e s ? 

A. These w e l l s have very long l i v e s . There's an 
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e a r l y h y p e r b o l i c d e c l i n e , so — w e l l , you can t e l l from 

t h a t 687 average down t o 500 i n less than a 3 0-day p e r i o d . 

I t ' s i n a steep t r a n s i e n t phase, s t i l l . 

MR. BRUCE: Okay. I t h i n k t h a t ' s a l l I have, Mr. 

Examiner. 

EXAMINATION 

BY MR. BROOKS: 

Q. Okay. Do you do the economic a n a l y s i s on which 

t h i s 1/2-BCF f i g u r e i s reached as being the l i m i t of 

economic v i a b i l i t y , or i s t h a t j u s t a f i g u r e t h a t ' s given 

t o you by the company? 

A. The r e s e r v o i r engineers run the economic a n a l y s i s 

on each i n d i v i d u a l p r o j e c t using cost f o r t h a t p r o j e c t and 

reserves f o r t h a t p r o j e c t , and those — the 0.2 PI f i g u r e 

i s given t o us by corporate — the r e s e r v o i r engineers w i l l 

a c t u a l l y do the economic an a l y s i s t o d e r i v e f o r each s i n g l e 

p r o j e c t the economic parameters t h a t w i l l compare t o the 

desi r e s of corporate. 

Q. I was j u s t curious about what payout time and 

what i n t e r n a l r a t e of r a t e of r e t u r n you use t o get t o t h a t 

l i m i t of economic v i a b i l i t y . 

A. The payout would vary, and t h a t i s not — When 

the r e s e r v o i r engineer t a l k s t o me about c u t o f f s , t he 

payout p e r i o d i s not one of those t h a t c o n t r o l s our 

deci s i o n s . 
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Q. You don't use the payout c r i t e r i a ? 

A. We c e r t a i n l y have t h a t i n the economic a n a l y s i s 

and review i t , but i t ' s not — I n a h i e r a r c h y of c r i t i c a l 

components, t h a t ' s not one t h a t I've been l e d t o b e l i e v e i s 

as h i g h as PI and net present value, i n t e r n a l r a t e of 

r e t u r n . 

Q. What i n t e r n a l r a t e of r e t u r n are you l o o k i n g at? 

Or do you use i t ? 

A. I'm not c e r t a i n . 

Q. Okay. 

A. I apologize. 

MR. BROOKS: Thank you, t h a t ' s a l l I have. 

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

Mr. Brooks. 

MR. BROOKS: Okay. 

MR. BRUCE: I j u s t have a b r i e f statement. 

MR. BROOKS: Do you wish t o make a statement, Mr. 

Kel l a h i n ? 

MR. KELLAHIN: Let's see what Mr. Bruce has t o 

say. 

MR. BROOKS: Okay. 

THE WITNESS: Am I excused or — 

MR. BROOKS: You may step down, unless Mr. Bruce 

wants t o ask you — 

MR. BRUCE: No, I don't have any questions of Mr. 
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Clark. 

Mr. Brooks, I ' d simply l i k e t o s t a t e t h a t when 

you look a t these e x h i b i t s , t h i s i s e s s e n t i a l l y an i n f i l l 

w e l l i n the Mesaverde. I n the past, the D i v i s i o n has 

entered orders, f o r instance Order 11,487, which was a 

Dakota i n f i l l w e l l , reducing the penalty. That was reduced 

t o 150 percent. 

Recently the D i v i s i o n entered an order — Now, 

t h i s was a s t i p u l a t i o n among the p a r t i e s , but i t i n v o l v e d 

the south h a l f of Section 19, j u s t t o the south of t h i s 

proposed w e l l , 3 0 North, 11 West, wherein one p a r t y had an 

i n t e r e s t , although the w e l l was being d r i l l e d — and i t was 

a new d r i l l — being d r i l l e d t o the Dakota. My c l i e n t had 

an i n t e r e s t only i n the Mesaverde, and the p a r t i e s 

s t i p u l a t e d t o a 150-percent penalty f o r a new d r i l l . That 

was Order 11,762. 

Further, I ' d l i k e t o p o i n t out t h a t t h i s i s a r e 

e n t r y , and i n the past the D i v i s i o n has s a i d — and I'm 

c i t i n g t o Order R-11,565, "based on precedent e s t a b l i s h e d 

i n previous compulsory p o o l i n g cases i n v o l v i n g t he r e - e n t r y 

of e x i s t i n g wellbores, the r i s k p e nalty should be reduced 

t o 100 percent." 

What Maralex Resources, I n c . , i s proposing i s 

t h a t any order entered i n t h i s case should provide f o r a 

maximum pen a l t y of 100 percent, based on e x i s t i n g D i v i s i o n 
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precedent. 

Thank you. 

MR. BROOKS: Mr. Kellahin? 

MR. KELLAHIN: Thank you, Mr. Examiner. 

As you can see from Mr. Clark's testimony and f o r 

your own t e c h n i c a l experts' review, t h i s i s an edge w e l l i n 

the Mesaverde. No one else has had the courage t o step out 

f a r t h e r west than t h i s . The only reason t h i s i s any 

o p p o r t u n i t y a t a l l i s t h a t t h e r e i s an e x i s t i n g w e l l b o r e 

which we're not asking Maralex t o pay f o r . That i s not a 

cost associated w i t h e x e r c i s i n g t h e i r o p p o r t u n i t y . 

As a very edge w e l l , B u r l i n g t o n has determined 

t h a t i t meets a c e r t a i n t h r e s h o l d t h a t j u s t i f i e s t r y i n g t o 

re- e n t e r . Maralex, Mr. K e l l e r , has been a f f o r d e d numerous 

o p p o r t u n i t i e s t o p a r t i c i p a t e , t o propose h i s own, and 

dec l i n e s because i t ' s too r i s k y . What they want i s t o 

tra d e out of the ownership i n t h i s area and go somewhere 

else . I t ' s too r i s k y even f o r them. 

And what they want t o do i s f o r us t o pay t h e i r 

share and take the r i s k f o r them w i t h the hopes t h a t a t 

some p o i n t i n the f u t u r e w e ' l l recover s u f f i c i e n t gas t o 

repay us f o r the r i s k we're t a k i n g f o r them. 

There are circumstances where p e n a l t i e s are 

reduced f o r e x i s t i n g wellbores. We t h i n k t h i s i s an 

exception. You can see the data, and you can see the 
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p o s i t i o n of the w e l l , and you can r e c a l l Mr. Clark's 

testimony. 

We would ask f o r the maximum, we t h i n k i t ' s 

j u s t i f i e d , and we would ask f o r an order p o o l i n g Maralex's 

i n t e r e s t . 

Thank you. 

MR. BROOKS: You don't o b j e c t a t t h i s p o i n t t o 

t h e i r operations? 

MR. BRUCE: I do not o b j e c t t o t h e i r o p e r a t i o n s , 

no, 

anyone? 

MR. BROOKS: Well, okay. Anything f u r t h e r from 

MR. BRUCE: No, s i r . 

MR. BROOKS: Case Number 12,869 w i l l be taken 

under advisement. 

(Thereupon, these proceedings were concluded a t 

10:10 a.m.) 

* * * 

• CoaiD!Q}« . i . !.* 

*»«*rd by ̂  0» 'Wt ̂  ̂  N'°- i2f6 7 
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